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Pa rt i c i pa t ion i n  the interna t iona l divi s i on o f  labou r  pro­
vid e s  the mea n s  t o  rea l i sa t i on o f  many of  the amb i t i on s  of  the 
pe ople  a nd g overnment of Pa pua New Guinea . But a t  t he same 
t ime a s  integra t ion into  the interna t i ona l e conomy prov i d e s  
the s e  opport uni t i e s , it  p re sen t s  ha za rd s t o  po l i t ica l a nd e c o -
nomi c s ta b i  a nd progre s s o A n  und e r s t a nd o f  the e conomi c 
and po l i t i ca l  forces  tha t s ha pe the interna t i ona l e c onomic 
e nvironment i s  ne c e s s a ry f or rea l i sa t ion of  the opportunit i e s  
and f o r  avoida nc e  of  the ha zard s o Thi s b ook a ims t o  con t r ibut e 
t o  that und e r s t a nd ing o  

The c omment s o f  Gove rnor To Rob e rt in Chapter  9 und e r l i ne 
one a spe c t  o f  this  a im : 

We cannot a ff ord t o  f orge t our s i z e o We i n  Pa pua New 
Guinea a r e  a sma l l  c ountry , a nd we c onform t o  the c la s s ic 
e conomic t e s t  o f  sma l l ne s s� tha t our own e c onomic a c t iv i �  
t ie s  a r e  una b l e  t o  inf luence fore ign income or int e re s t  
leve l s  i n  a ny mea ning f u l  s e n s e o o o we a re b a s ica l i n  the 
grip of  wor ld force s whi ch we ca nnot i nf luence a nd have 
o n ly a l imi ted a b i  to o f f s e t o Thi s  mea ns imp l ic i t ly , 
I th ink , tha t ini t ia l a t  lea s t  a lot of  our f ore 
mone tary re s ponse s a re l ike ly to be e s s en t ia l ly nega t ive 
one s : the la rger  na t ions with whom we t rade  o r  swa p 
ca pita l wi l l  in  ma ny ca s e s  be adopt ing or making po l icy 
d e c i s ions i rre s p e c t ive o f  our own wishe s . A l l  we can  d o  
i s  t o  move wi thin tha t  exogenou s s e t  framework ,  s o  far  
as  we  a r e  a b l e , to  a d j u s t  our own po l i c ie s  t o  min imi s e  
a ny exte rna l adve r s e  e ffect s a n d  t o  maximi s e  a ny bene f i t s  
from i nvolveme nt with othe r count r i e s o 

S ome pa p e r s  i n  this  b ook f ocus  on the ' wor ld 
force s ' a nd othe rs  o n  the p o s s ib le  d ome s t ic re s pons e s o The 
ma in f ocus is on i nt e rnat iona l t ra d e , but the d is cu s s i on o f  
t rade  runs inevitab i nt o  inve s tment a nd a id . The f i rs t  

l ooks a t  the i nt e rre la t be tween  the in 
wor ld d ema nd f or f ood s t uf f s  a nd raw ma t e ria l s  a nd e c onomi c 
cha nge in the var i ous Me lane s ia n  e co nomi e s , a nd proceed s  t o  
d i s cus s t h e  opportunit ie s for  1 t rade  tha t have eme rged 
from the va ried  re s pons e s  of the d i f fe re nt Me lane s ian  e c on omie s o  

x i  



x i i  

The s e c ond , third , f ou rth a nd f ifth  cha pte rs  ana lyse  d eve lop­
me nts  i n  the ma i n  c e nt r e s  o f  world t rade , which have enormous 
e f f e c t s on the e c onomi c prospe c t s  of Papua New Gu i nea whi le 
b e ing la rge ly beyond the inf luence o f  this  c ountry . The 
s eventh cha pt e r  d i s cu s s e s  the opportun i t ies  f or a cce s s  t o  
ma rke t s  in Au s t ra l ia a nd New Zea land , wh i ch a re perha ps more 
amenab le  t o  Papua New Gui nea po l i cy init ia t iv e s. Cha p t e r s  
6, 8 ,  9 and 10  d i s cu s s  d ome s t ic po l icy i s sue s that a ff e c t  the 
bene f i t s  of invo lveme nt i n  interna t i ona l t rad e . F ina l ly 
Cha p t e r  1 1  s e eks t o  integra t e  a nd d eve l op s ome o f  the ea r l i e r  
d i s cus s ion . 

The pa pe r s  c onta i ne d  i n  thi s volume we re f ir s t  pre s e nted 
at a s emina r  i n  Por t  More sby i n  Novemb e r  1 9 7 3 , j us t two weeks  
pr ior  t o  Pa pua New Guinea ' s  a c ce s s i on t o  s e l f - government . The 
s emina r wa s a t t ended by a large numb e r  of gove rnment  of f i cia l s , 
univers i t y  s t a f f  members  and s t ud e nt s , a l l  of  whom contr ibu ted 
in d i s cus s i on t o  t he d ev e l opmen t  of the v i ews r e por ted  in 
Chapt e r  1 1 . In  a dd i t i on t o  my obviou s  deb t to  the c ontributors , 
I am e s pe c ia l ly gra t e fu l  t o  the c on t ributions  i n  d is cu s s ion of  
Mr  John Vu l up ind i ,  Mr  Meakoro Opa a nd Mr  Dan Buch le r . 

The s emina r wa s orga nised  j o in t ly by the New Gui nea Re s ea r ch 
Uni t  a nd the Unive rs ity  of  Pa pua New Gui nea . I wou ld l ike t o  
tha nk b oth o f  the s e  organi sat i ons , a nd a l s o  Anthony C lunie s 
Ros s , John Conroy , Pe t e r  D rysda le a nd Ron May , f or the ir very 
c ons idera b le a s s i s ta nc e  in organi s a t ion of the s emina r . Mrs Ja n 
Grocot t , a t  the New Gu inea Re s ea r ch Uni t  re s ponded cheerful ly 
a nd e f f i c ient ly t o  unr ea s onab le  typing reque s t s , and I am very 
gra t e fu l f or her he l p . 

The impetus for  the s emina r wa s p rovided by a s ug ge s t i on of  
Me s srs  Emi l Joseph and John Wa rnoch of  the  then Pa pua New 
Gu inea D e pa r tment of Trade  and I ndus try , tha t  the unive r s i tie s 
cou ld contrib ut e  t o  the d eve l opme nt o f  t ra d e  po l i c i e s  for  
I nd e pend e nt Papua New Gu i nea The  s emina r wa s f i na nced by 
the Depar tment o f  F ore ign Re lat ions and Tra d e , a nd wa s we l l  
a tt e nded  by members  o f  tha t Depa r tment . I hope tha t the 
s emina r i t s e l f  a nd thi s volume have b e en of s ome a s s i s tance 
t o  pe r s ons  e nga ged in the formu la t ion o f  Papua New Gu inea 
po l i cy . 

Po rt More sby 
May 1 9 74 

Ro s s  Ga rna ut 



Chapter  1 

Ros s Ga rna ut 

The Me lane s ia n  e c onomie s  s t retch  from island s o f f  the 
we s t ern t i p  of the b ig i s la nd of New Gui nea � thr ough the 
B i sma r ck a nd Solomons a rch i pe la g o s  and the New Hebr id e s , 
s outh t o  New Caledonia a nd e a st t o  F iji . S imi l a ri tie s in 
t ra d i t i ona l s oc ial and e conomic s y s t ems provide justification 
f or c ons idering Mela ne sia a region . l Hi s tori cally , the whole 
reg i on c ompr i s ed t iny s e t t lement s ,  mo s tly of r oot crop agr i ­
c u l t ura l i s t s , s epa ra ted  by g rea t expans e s  of ocean or mounta ins  
o r  swampy t e rra in. 

Ove r the pa s t  century , and e spe cia l ly ove r  the pa s t  two 
d e c a de s , pa r t s  of the region have been  d rawn int o  ve ry c lo s e 
re la t ionshi p  with  the inter nati o na l  e c onomy . Di f ferenc e s  i n  

';';: I n  t h e  pre pa ra t i on o f  thi s pa pe r , t he ma t e rial on re cent 
d eve l o pmen t s  i n  ea s t e rn Me lane sia wa s brought t ogethe r with 
the c on s i de ra b l e  a s s i s ta nc e  o f  Mr Ia n Fairbairn , Ec onomist at 
the S outh Pa ci f i c  Commi s s i on i n  Noumea , Mr Savena ca Siwatibau ,  
S e cret a ry f or F i nance  in  Fiji , Mr John Yaxley , the n  Acting 
F i na nc i a l S e cr e tary , British  S o lomons  Islands prot e ctorate , 
Mr Mahe Toupounia , Di rect o r , a nd Mr Ke n Piddington ,  Deputy 
D i re c t or of t he S outh Pa c i fic Burea u for Economic Co- operation , 
t og e t he r  with many o ther o f f icials in a 11 par ts o f  the region . 
The I r ia n  Jaya mater ial draws heavily on ea r lie r work with 
Mr Chr i s  Ma nn i ng . The Pa pua New Gui nea ma t e ria l ha s be e n  
genera t e d  i n  t h e  c ou r s e  o f  a wider pr oje ct o n  economic policy 
i n  this  c ountry , t o  whi ch much has bee n  c ontributed by col­
lea gu e s  a t  the New Guinea Re search Unit and the Economic s  
D e pa r tmen t , Unive r s  of Pa pua New Guinea . 
1 

S e e  

1 
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the natur e  o f  c onta ct  with a nd r e s pon s e  t o  the inte rna t iona l 
e c onomy have produ ced  s ome c omp lementar i ty i n  e con omic s truc ­
t ure a nd oppor tuni t i e s  f or tra d e . But a mon g s t  the Me la ne s ian 
e co nomie s there  a r e  a ls o  many s imi la ri t i e s  i n  the r e s pons e  t o  
cont a c t  with the i nterna t i ona l e c onomy a nd this  ha s c ont r ibuted  
t o  the exi s t e nce o f  many c ommon prob lems in f ore ign e con omic 
re la t i on s . S ome o f  the s e  prob lems can b e  s o lved more e f f i c i ­
e nt ly thr ough reg i ona l c o - opera t io n . Thi s  pa per  out l in e s  the 
na t u re of Me lane s ia ' s  cont a c t  wi th  the wor ld e conomy a nd 
a s s e s s e s  the opportun i t i e s  f o r  prof i tab le  c o - ope ra t ion w i thin  
the reg i on . 

The Me lane s ia n  reg i on came i n t o  c ont a c t  with t he inter­
na t iona l e conomy la te  in the pe r i od o f  European imp e ria l 
expa ns i on a nd c o lonia l i sm ha s l i ng e re d  l onge r  tha n e l s ewhe re . 
I r ia n  Jaya wa s the on ly pa rt o f  the Nethe r la nd s  Ea s t  I nd i e s  
t o  b e  a dmini s t e red b y  the Dut ch a f t e r  the i nt e rna t i ona l re cog­
nit ion  of  t he Re pub l i c  o f  I nd one s ia in 1949 0 S ince  the t ra n s fer  
o f  admi ni s t ra t ion to  I nd one s ia i n  1 9 62 - 63 , t h i s  la rge province 
ha s und er g one t ra uma t ic cha nge in t he pr oce s s  o f  int eg ra t ion 
i nt o  the I nd one s ia n  e c onomy . Two o the r pa r t s  of  the reg i on 
a re a ls o  c lo s e ly integra te d  i n t o  na t ions wi t h  the i r  ma i n  
c en t r e s  out s id e  Me lane s ia : New Ca led on ia i s  a n  Ove r s ea s  Terri ­
t ory o f  the Fre nch Re pub li c , and  the ma j or T orre s S t ra it 
i s land s a re pa rt  o f  t he Aus t ra l ia n  s ta t e  o f  Queens la nd . Pa pua 
New Guinea ha s exp e r ienced  s evera l months of  interna l  s e l f ­
g ove rnment wh i le t h e  S o lomon I s la nd s , w i t h  it s s t r iking e con omic 
s imi la r i t i e s  t o  l ow la nd a nd i s la nd Pa pua New Guinea , f o l l ows a 
cons t it ut i ona l pa ce o r  two behind i t s  la rge r ne ighb our . F i j i  
ha s entered  i t s  f ourth yea r  o f  prosperou s  i nd e pe nd e nc e . The 
c ons t i t ut i ona l f ut ure of the New Hebr ide s  is l i tt l e more 
c e rta i n  t ha n  whe n the Ang lo-French c ondominium b e ga n  as a 
tempora ry c ompr omis e  nea r ly s eventy yea r s  a g o . The To rre s 
S t ra it i s la nd s  have a t t ra c t e d  cons i d e ra b le  pol i t ica l int e re s t  
in re cent year s ,  b ut they a r e  not d is cu s s ed in d e ta i l  i n  this  
pa pe r b e cau s e  o f  the i r  s ma l l  popu la t i on a nd e conomic s i ze . 

Me la ne s ia i s  l ight ly popula ted  re l a t ive t o  mo s t  o f  the 
t ropica l wor l d , a nd ce rta i n ly re l a t ive to ne ighb ouring c oun­
t rie s i n  A s ia and Po lyne s ia . Thi s  is an important e c onomic 
fact , a s  the reg i on ' s  high per capi ta na t ura l re s our ce end ow­
me nt is a key d e t e rminant of i t s  compara t ive a dvantage  i n  
wor ld t rad e . 

Re la t ive ly l ow pop u la t i on d e n s i t y  i s  a s  much a n  e f f e c t  a s  
a d e t e rmi na nt o f  Me la ne s ia ' s  e conomic re la t ions with  the re s t  
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Tab l e  1 0 1  

s n 
or Land a rea t i on of  proport ion 

1 9 7 1 ')\- o f  t ota l *  

F i j i  1 8  5 3 1  2 . 3  43 
I r ia. n  83 7 n . a .  9 1  
New Ca led onia 1 7  1 2 0  5 . 0 42 
New Heb r id e s  1 2  84 1 . 9  93  

New Gu i nea 2 , 5 2 0  2 . 9 9 8  
S o lomon I s  la nd s  3 0  1 6 8  2 . 7 93** 
Torre s S t ra i t  

* Mo s t  re cent l i shed census re s u l t s .  
** The S o l omons p o pu la t ion  a t  the 1 9 70 census  inc lud ed 2 , 3 62 

Microne s ia ns a nd 6 43 7 s ia n s . 

Brook f i e ld  w i th Hart , 
Pa c i f i c  Commi s s ion , 

Noumea , 
i I r ia n  Ba ra t , 

, 1 9  ; E . K .  
I s la nd s  a re Quee n s land ' s ' ,  
1 9  , p ol 6 . 

' The 

of the wor ld . The la t e  
f or more t ha n  a 

o f  c o l oni a l ism i nt o  Me lane s ia 
the a cce l e ra t ion o f  p o pu la t i on 

tha t a o f  med i ca l t e chno-
i n  A s ia n  c ommunit i e s  f r om the n i ne t e e nth  

It  is  s omewha t tha t Me lane s ia and  the r i ch 
i s  s of  Java ·-Mad ura had s imi l a r  i ons  1 70 

yea r s  a g o  s ince t he 
t ime s g rea t e r  t oday . 

ion o f  the l a t t e r  i s  

on 
N .  Ma ca rthur , �����.i.-���--�����_;_�� ' Aus tra l ia n  
Na t iona l Unive rs  othe r s ource s ,  

i on b e twe en  3 , 000 , 000 a nd 
t he c o l on ia l e ra . Gunna r 1 

i on a t  about 4 mi l l ion 
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The impa c t  of c o lonia l conta c t  in Me lane s ia 
wa s c omp l ica t e d  by the reg ion ' s  ext reme i s o la t i on i n  ea r l i e r  
t ime s . Exot i c  d i s e a s e s  c ontr ibuted  t o  s ha r p  d e c l ine  i n  popu� 
la t i on in t he yea rs  o f  c on ta ct in ma ny pa rt s o f  t he 

on . Thi s proce s s  c on t inue s t oday in l e s s a c c e s s ib le a rea s 
when  s porad i c  exte rna l c onta ct  p re c e d e s  a cc e s s  t o  modern hea l th 
s ervi ce s . Natura l inc rea s e  i s  nega t ive in i s o la t ed , s pa r s e ly 
s e t t led  va of i n la nd Pa pua New Guinea l a nd probab ly in 
ext e ns ive area s i n  s ou thern a nd inland I r ia n  2 

But de s pi t e  the exis t en c e  of  a rea s of  h igh morta 
populat ion is  now i nc rea s ly i n  a l l count r i e s  i n  the 

Na t ura l increa s e  is l ow i n  I r i a n  Jaya , b ut 
immigra t ion from o th e r  s o f  I nd one s ia a ugment ed the  pro-
vinc ia 1 populat ion by a b ou t  2 per cent in 1 9 7 2  a nd ra t e  
i s  l ike t o  b e  ma inta ined f or a t  l ea s t  s evera l yea rs Immi-
g ra t i on e s pe cia l from Eur ope a nd the New Heb rid e s , a l s o  
c ont r ibuted  much o f  t he popu l a t i on g rowth i n  New Ca led onia 
t ha is s h own i n  Tab l e  1 . 1 .  The ve ry h i gh ra t e s  of  na tura l 
inc rea s e  ob s e rved b e twee n  1 9 6 6  a nd 1 9 7 1  in Pa pua New Guinea 
a nd t he S o l omon I s la nd s  a re exceeded  t oda y , as mor ta con-
t inue s to d e c l i ne wi th t he ext e n s ion  o f  hea l th s e rvice s t o  
more i s o la t e d  c ommun i t ie s . The S o l omons a nd Pa pua New Gu i nea 
are the mos t  ra pid ly g rowi ng Me la ne s ian  popu la t ion s : na t ura l 
i nc rea s e  i n  the Me lane s ia n  o f  New Ca l edonia a nd 
the New Heb rid e s  i s  about 2 . 5 p e r  cent per  a nnum , and  i n  F i j i 
the na tura l g rowth ra t e  ha s fa l le n  a n  exp l o s ive 3 . 33 pe r 
cent i n  1 9 62 t o  2 .2 9  pe r cent i n  1 9 7 2 . A s d e c l ine 
i n  the i b irth ra t e  c o inc ided w i th a v igorous o f f i c ia l  pro­
g ram o f  birth  c ontr o l  ext en s i on , a nd wa s a s s o cia t e d  as  we l l  
wi th the d egree  o f  urba n i s a t ion . There  i s  no s ig n  o f  
s imi la r d e c l ine s  i n  b ir t h  ra t e.s e l s ewhe re in Me lane s ia . 

R . N . H .  Bulme r , ' Vict ims o f  progre s s : the of  e thni c 
minor i t i e s  i n  und e rdeve l oped a rea s ' ,  M . W .  Ward ( e d .) ,  
���....;..._;,;.-.1...�---���------------;;;__�---,..;., ' The Au s t ra l ia n  Na t i ona l 
Univ e r s  , Port More sby a nd C a nb e r ra , 1 9 7 2 , p . 1 2 1 .  
2 Pe r s ona l c ommun i ca t i on wi th  hea l th off i c ia l s  in Jaya pura 
and Me ra uke , Oct ob e r  1 9 72 . 
3 

F or d is cu s s i on o f  i o n  o f  Indone s ia ns t o  I r ia n  , 
s e e  Ro s s  Ga rna ut a nd Chr i s  Manning , Aus t ra l ia n  
Na t io na l  Un ivers  Pre s s , Ch . 4  
4 

D e pa r tment o f  F i na nc e  IMF /IBRD Que s t i onna i re s  � Mi s s ions  
t o  F i j i 1 9 7 3 , S uva , i ,  19  
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I nt e ns e  c ontac t  with t he out s id e  world ha s a lt e red c on s i d e r ­
ab ly  the compos i t i on a nd t h e  d is t ribut i on of  popula t io n . F orma l 
educa t i on i n  c omp lex , mod ern s ki l l s i s  a re c e nt phenomenon 
among s t  Me lane s ia ns and out s id e r s  have f i l le d  mos t  mana g e ri a l 
a nd t echni ca l t a sks  i n  governme nt a nd bus ine s s . Low- c o s t 
A s i a n  labour wa s i nt r oduced t o  unsk i l le d  emp l oyme nt i n  F ij i ,  
New Ca ledonia a nd I r ia n  Jaya , a nd French c onvi c t  labo ur t o  
New Ca led onia . Me lane s ia ns a re now a ra c ia l mino r i ty i n  F i j i  
a nd New Ca l e d onia  a nd s u s t a ined e c onomic  growth led  b y  expa n ­
s ion of  i nve s tme nt i n  na t ura l r e s ource -ba s ed indu s t r i e s  a nd 
i n  pub l i c  expe nd i ture i s  l ike ly t o  pr oduce a s imi l a r  re s u l t  
i n  I r ia n  Jaya . 

The d i s t r ibu t i on o f  popula t i on ha s s h i f t e d  i n  d i re c t i ons 
favoura b le to c lo s e r  i on wi th the wor ld  e c onomy . 
Acce s s ib i  ha s inf luenced t he l oca t ion o f  hea lth  s e rvi c e s  
i n  a ve ry s imi lar way t o  t h e  loca t i on o f  tra d e  o pportunit i e s . 
The l ow morta l ra t e s  a nd high ra t e s  o f  na tura l increa s e  
have been  concentra t e d  nea r  the port s a nd road sys t ems , whi le 
morta l ha s rema i ne d  high in i s o la t e d  i s land s a nd va l leys . 
The re ha s been  c on s i d e rab le migra t io n  t owa rd s  oriented  

l tura l emp loyment ,  e s pe c ia l ly in Pa pua New Gui nea , and  
t he re ha s been  very rapid  g rowth of  the  t owns , a ll o f  which  
a re favoura b l y  l oca t e d  for  a nd c lo s e ly i nt eg ra t ed int o f ore ign 
t ra d e  0 

The re a re powe r f u l  e c onomic rea s o n s  f or t he c o l on ia l power s '  
s light a nd la t e  i nt ere s t  in Me lan e s ia , whi ch had such import a nt 
imp l i ca t i ons for popu l a t i on a nd e c on omic s tructure . Tra n s port 
c o s t s  t o  ma wor ld ma rke t s  f o r  raw ma t e ria l s  a nd f ood s tuf f s  
were h igh a s  a re su l t  of  t h e  reg ion ' s  i s o la t i on a nd beca u s e  
g e og ra ph i c  fragmenta t i on ra i s e d  interna l c os t s  a nd 
reduced the s ca l e  o f  ia l t ra d e  from pa rt i cu la r  p o i nt s . 
A l though the na t ura l re s ource  e nd owmen t  o f  the 
reg ion ha s been  ive  t o  o ther c ount r i e s ,  t he 1 
t re e  crops tha t  unt i l  r e ce nt cont r ibuted  mos t  t ra d e  f rom the 
le s s  d eve l oped c oun t r i e s  mad e  int e ns ive u s e  of lab o ur a nd 
Mel a ne s ian lab ou r wa s rare a bund a nt or  cheap .  I nd i ge nous 
Me lane s ia n  ins t i tu t i ons  a re not  ea s i ly a da pt ed to c omme rc ia l 
t ra n s a c t ions a nd la rg e - s ca l e  f o r  tra d e  wa s 
t o  require d i re ct i nve s tment  i n  a n  u nknown a nd d i f f icu l t  e n ­
v i ronment . 

The re had f or many c e nt ur ie s  been a s ma l l  vo l ume o f  t ra de 
in s la ve s , p lume s a nd high - va lue f o re s t  prod uc t s  b e tween  the 
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we s tern t o f  New Guinea a nd I nd one s ia , a nd i n  the f i rs t  ha l f  
o f  the nine t e e nth c e ntury a s t ream o f  
wa s s cour ing ea s t e rn Me la ne s ia. f or s anda lwood and 
For  the i r  , the Me la ne s ia n s  p la ced high va lue on s te e  , 
s t e e l imp lement s ,  f irea rms a nd b r ight ly c o l oured a dornme n t s  
tha t  t h e y  me t i n  the ir  f i rs t  c ont a c t  wi t h  European s  A pa t t ern  
o f  e conomic re la t ionship s emerged from the  ea r ly t ra d e  in  
ea s t e rn Me la ne s ia tha t  wa s to  be repea ted  in every Me lane s ia n  

1 

There wa s h igh d emand f or s ome of  the new t ra d e  g ood s a nd 
many vi l la g e r s  s igned for  work o n  i ons in Que ens la nd , 
F i j i a nd New Ca ledonia a nd s o ld land t o  f ore igne r s  a t  very 
low price s " But work on t he p la ntat ions a t  t he l ow wag e s  t ha t  
we re c onve nt i o na l i n  1 c o l on i e s  wa s a mea ns t o  owner s h i p  
of  a few t ra de g oo d s a nd not a s ub s t itute  f or l i f e  i n  the  v i l �  
lage  which , with the u s ua l  abundance o f  land , supported  a h igh 
s ta nda rd of  s ub s i s t e nc e  l ife  Eve n t empora ry wage emp loymen t  
wa s una cce ptab le t o  v i  c lo s e  t o  the nod e s  o f  p l a n ta t ion 
act  , who could  u s e  the c o lonia l i nfra s truc t ure to  s e l l  
the i r  own crops a nd t o  buy t ra d e  g ood s .  The labour- inte ns ive 
indu s t r ie s tha t we re e s tab l i shed  with  f ore ign c a pi t a l  i n  s ome 
pa rt s o f  t he reg ion re l ie d  on migra nt lab our . The Bri t i s h  in 
F i and t he French i n  New Ca led onia br ought labour f r om the ir 
A s ia n  emp ire s .  Me lane s ia n s  who w orke d  on the p la n ta t i ons  or 
i n  the mine s wer e  u s ua l  shor t - t e rm migra nt s .  

The f or e i g n  c ompan ie s in a l l  t he Me la ne s i a n  terri t or i e s  
a pp l ied pre s sure f o r  the int rodu c t ion o f  A s i a n  t ion whe n  
i t  b e came c lea r tha t loca l lab ou r  a t  the l ow c onve n-
t io na l  wag e s wa s very l imi t e d . H oweve r ,  the  Pa puan lab our 
ma rke t wa s pro t e c t ed f rom A s ia n  c ompe t it ion b y  the n ew d o c t r ine 
of Wh i t e  Aus tra l ia The re wa s no German empire in A s ia and 
t he me t ro po l i t a n  g ove rnment re fused  p la nt er s ' reque s t s  for 
As ian lab our re cruitment , a lt hough worker s  we re b rought a cr o s s  
t he equa t or from t h e  German Mi c ron e s ian c o l ony I nd ia n  na t ion-
a l i s t  re s e ntment s t opped new recrui tme n t  t o  F i j i  Wor ld  
War I a nd b lo cked move s t o  use  I nd ia ns on S o l omon s  p lanta t ions 
i n  the ear  twent i e s . The re were no re s t ri c ti ons  on lab our 
moveme nts  within t he Ne t he r la nd s  E a s t  I nd ie s  to I r ia n  Jaya , 
but tha t  reg i on wa s una t t ra ct ive f or p la nta t i on a g r i c u l ture 
whi le land wa s a va ilab l e  f or expa ns i on of agri c u l t ura l inve s t ­
ment e ls ewher e  i n  I nd one s ia . 

�------�----�--�----------�--_,...._,;;;;;..._;;;;__..;;._..;;._.;;;;;...;;_...;;;.;;;.;.,.;;,_.;;;;.,.;;...;;.;.,;;;;.;;.;;.._;;;...:.:..:;..;;;;;..;;;;..;;;.,.;;;;. ' 
a s t imu l a t i ng a nd informa -

t iv e  hi s t ory  o f  t h e  Me la ne s ia n  t e rr i t o r ie s . 
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Hi gh c ommod pri ce s  in the ra pid  expa ns ion  o f  wor ld t ra d e  
imme d i a t e  t o  Wor ld War I i nd uced  ra pid  expa ns i on on 
the F i j i  s uga r p lanta t ions a nd the New Ca led onia n  mine s , em­
p l oying A s ia n  labour . Copra prod uc t i on , le s s  dema nd ing on 
lab our than othe r p la n ta t io n  c rops , l wa s e s ta b l i s he d  a s  a 
ma j or i nd us t ry i n  o ther pa rt s of  the reg i on . At the c opra 

' s  ma in c e ntre  in the B i sma rck Archipe lago , German 
p la nt e r s  s ought lab our furt her a nd f urthe r  a fi e ld on ma i n la nd 
New Gu inea a s  l oca l vi l lagers  tu rned t o  d eve l o pmen t  of  the i r  
own ca s h  c rops . 

The int e rwa r wa s cha ra ct e r i s ed by s low growth i n  
wor ld t ra de . Expa ns i on o f  wor ld t ro p i ca l cu l ture wa s 
con c e nt ra t e d  i n  Suma t ra , Ma laya a nd othe r c ount rie s with  
a cc e s s  to  re lat iv e ly l ow- c o s t labour . Apa rt  from the New 
Guinea g o ld i nd us t ry the re wa s l it t le new i nv e s t me nt i n  the 
p la nta t i ons  a nd min e s  of  Me lane s ia . There wa s ,  howeve r ,  c on­
s id e ra b l e  expa ns i on o f  sma l lholder  produ c t ion f or exp or t : i n  

i the C o lon ia l S uga r Re f wi thd rew f r om a gr i cu l t ur e  
int o extens i on s e rvi ce s , pr oce s s i ng a nd t ra d e , a nd v i l la g e  
copra i on i nc re a s ed in the Ga z e l l e  Pe n i ns u la and nea r  
the p la nta t ions  i n  the New Hebr id e s . 

A numb e r  o f  ma j or s t ructura l  changes  in the wor ld and  re -
g iona l e c onomi e s  have expa nd e d  s f or profi tab l e  

i c  i on i n  the i nt e rna t i ona l d iv i s i on o f  labour s ince 
the Pa c i f ic War . The shi f t  in t he i ndus t r ia l wor ld ' s  c en t re 
o f  w i t h  s u s t a i ne d , ra pid  e co nomi c g rowt h in Ja pa n  ha s 
favoured product i on o f  raw ma t e ria l s  a nd food s t uf f s  i n  the 
we s t e rn Pa c i f i c  region . The increa s ing pre s s ure o n  wor ld 
re s ource s ha s ra i s e d  the re la t ive pric e s  o f  mi ne ra l s , e ne rgy , 
t imbe r  a nd mar i ne f ood s t uf f s , in  the produc t i on o f  whi ch the 
Me lane s ia n  t e rr i t or i e s  have na tura l a dva nt a ge s .  Te chno l og i ca l 
cha nge ha s l owered  t he co s t  o f  la rge - s ca l e  ove r  l ong 
d is ta nc e s  a nd a l lowed i s ola t e d  e co n omi e s  to pa rt i c ipa t e  i n  
t ra d e  i n  t ouri s t  s e rv i c e s  a nd bulk c ommod i t i e s . And the 

1 fa c tor s tha t  have mad e  s ca l e g ran t s  ava i la b le  
to  g ove rnment s in I rian , Pa pua New Guine a , the  S o lomon s  
a nd t he New Hebr ide s  have s upported  pub l ic inve s tmen t  i n  
t r a n s  a nd c ommuni ca t i on s  infra s t ruc ture and  l owe red the 
c o s t  o f  par t i c i pa t i on in f ore ign t ra d e . 

The reduct i on i n  the c o s t  o f  i n  a nd prod uc -
t i on for  tra d e  t ha t  ha s b e en a s s oc ia te d  with  pos twa r pub l i c  

i t ure ha s cont ribu t e d  t o  c on s i d e ra b le  expa ns ion  of  
vi l la g e  export s ,  e s pe c ia l ly i n  Pa pua New Gui ne a . Thi s 

Brookf i e ld , 
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expa n s ion d id not occur in I r i a n  , wher e  the withd rawa l 
o f  the f ore ign trad ing a nd shi pp ing c ompa n i e s  a nd a b reakdown 
in  a dmi n i s tr a t ion b e twe e n  1 9 63 and 1 9 69 e l imina t e d  ca s h  cropp ing 
from vi l la g e s  tha t  were not a d j a c e nt to ma j or t owns . Wor ld ­
wide shor ta g e s  o f  f ood s tuf f s  i n  the 1 9 73 b oom i n  wor ld t ra de 
a nd high f or mo s t  t 1 l t ura l produ c t s  have 
g iven a further f i l l i p  to  v i l lage s 

D e s  t he g rowi ng opportun i t ie s for  vi l la ge expor t s a nd 
the r e c e nt d eve l o pme nt s  t ha t  have favoured produc t ion o f  f ood ­
s tu f f s , t he ma in s tructura l c ha nge s in p o s twa r yea rs  have 
favoured the emergence of i ndus t r ie s  requir i ng la rge i nput s o f  
f ore ign ma na geme nt a nd capita l .  The rea l i sa t i on of  the g rowi ng 
marke t va lue o f  Me lane s ia n  re s ource s ha s co inc ided with  t he 
per i od o f  po l i t ica l d e c o loni s at ion .  Thi s  ha s ve ry important  
imp l i ca t i on s  for the  d i s tribut ion o f  the  b e ne f i t s  of trade  
a nd a l l ows Pa pua New Guinea ns , S o l omon I s la nd e rs a nd F i j ia n s  
t o  a s s e s s  t h e  e f f e c t s a nd t o  l imit t h e  ext ent o f  f ore ign  
int e g ra t i o n . The c oi nc i d e nce of poli t ica l d e c o loni s a t ion and  
ra pid growth  in the ma rke t  va lue o f  Me lanes ian re s our c e s  makes 
' ne o - c o l on ia l i sm ' a ma j or i s sue  in the ear  year s  of  ind e pe nd -
e nce i n  a l l the s e  c ountr i e s . 

The t ra d i t i ona l Me lane s ian  e co nomie s ,  c ompr i s i ng sma l l  
v i l  s s e pa ra ted  by l ong d i s tance s and d i f f i cu l t  t e rra in 
a nd o f t e n  by pr ob lems o f  languag e  a nd tra d i t i on s  of  war fa re , 
have been  tran s formed i n  the pa s t  two d e ca d e s . To und e r s tand 
the t ra n s forma t io n  i t  i s  ne c e s s a ry t o  a na ly s e  thre e t yp e s  of  
cha ng e : the  d eve l opment of  prod uc t i o n  from na tura l r e �  
s ourc e s  through i nve s tme nt ; the expa n s ion  of t owns a s  
a dmini s t ra t ive , c ommercia l a nd c e nt r e s  s upplying 
g ood s a nd s e rv i c e s  t o  the enc laves  a nd vi l la g e s ; a nd 

i n  v i l  s ta ndard s thr ough g overnment prov i s i on o f  
s ervi c e s  a nd thr ough v i l lage  s pe c ia l i s a t i on i n  prod uc t ion o f  
food s t uf f s  or  raw ma t e r ia l s  f or s a le t o  t he t owns , o r  through 
t he t own s a nd e nc lave s to wor ld marke t s  a 

Fed  b y  high leve l s  o f  pub l ic expend i t ure a nd f ore ign  in­
ve s tme nt i n  t our i sm ,  mini ng a nd othe r na t ura l re s o urce -ba sed  
ind us t ri e s , ra pid expa n s i on o f  the  t owns ha s d rawn labour f r om 
the v i l la g e s i n  a l l  Me lane s ia n  t e r r i torie s o  I n  the a b s ence o f  
s a t i s fa ct ory na t iona l a c count s for  s eve ra l t e r r i t or ie s , the 
leve l o f  impor t s  prov id e s  a n  i nd ica t ion o f  the reg ion ' s  grow-
ing i nt o  the interna ti ona l  e c on omy . 
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Tab le 1 . 2  

F i j i 3 6 . 1  60 . 0  7 0 . 5  1 15 . 0  135 . 4  
I r ian  Jaya n . a . 1 8 . 4  1 3 . 7 ** 2 6 . 3  n . a .  
New Ca led onia 7 2 . 6  2 04 . 6  1 1 6 . 5 
New Heb r id e s  4 . 8  5 .5 9 . 1  1 8 . 1  24 . 0*** 
Pa pua New Guinea 2 1 . 4  42.9 5 6 . 5  2 2 8 . 3  2 0 9.8 

* Conve r t e d  f rom l oca l currenc ie s a t  1 9 7 1  exchange ra t e s , 
exc e pt f o r  I r ia n  Jaya d a t a  wh ich a re c onve rted  a t  exchange 
ra t e s  curre nt in the yea r  o f  the t ra ns a c t i ons . 

** 1 9 69 . 
*** Pre l imina ry . 

Va rious  g ove rnme nt s t a t i s t i c s . 

The re ha s been  ra pid growth in pub l i c  expend i t ure in a l l 
Me lane s ia n  e conomie s  s ince the Pa c i f i c  Wa r.  Thi s  ha s c on ­
trib ut e d  t o  t h e  provi s i on o f  s e rvice s ,  t o  t h e  l owe ring o f  the 
c o s t  of  b o th v i l lage  a nd ca p ita l i s t  product ion f or trade , and 
t o  ri s ing d emand f or wag e  labour a nd rapid urban growth . 
Po s twa r pub l i c  expe nd i ture ha s b e e n  und e rwr i t t e n  by h igh a nd 
r i s i ng leve l s  o f  ext e r na l a id ,  a ugmented  by f ore ign borrowing 
i n  Pa pua New Gui nea a nd F i j i . 

The impor tance o f  externa l gran t s  i n  mos t  budge t s  make s i t  
d i f f icu l t  t o  pred i c t  fut ure t rend s i n  pub l ic expe nd i ture . 
I nt er na l revenue i s  r i s i ng ra pid ly w i th genera l g r owth i n  F i j i 
a nd the 1 9 7 3  E s t ima t e s a nt i c ipa t e  much h ighe r leve l s  of  f or e ign 
b orrowing t ha n  s hown for 1 9 7 2  in Tab le  1 . 3 .  I n  add i t ion , F i j i  
ha s b e e n  bu i ld ing f i s ca l  re s e rve s a s  a r e s u l t  of  caut i ous 
po l i cy . It is  l i ke ly  tha t pub l ic expend i ture w i l l  expa nd 
s tr ong ly  f or s e vera l year s . 

I n  I r i a n  Jaya a nd New Ca l ed on ia , leve l s  of  expe nd i t ure are  
d e t e rmined t o  a c ons ide rab le  d egree  i nd epend e n t  of  l oca l 
revenue by c e nt ra l gove rnment d e c i s i ons . I n  the b o om a s s o­
cia t ed with expa ns i on o f  the New Ca ledonia n n i cke l i ndus try  
in 1 9 70 a nd 1 9 7 1  s ome pub l ic i nve s tme nt wa s d e la ye d  to  ea s e  
pre s s ur e  o n  dome s t i c  re s ource s ,  and there ha s b e e n  c ons ide r­
ab le  expa n s i on s ince the n . I n  I r ia n  Jaya , pub l i c  expe nd i tu re 
d e c l ined  s l ight ly i n  1 9 7 2 - 7 3  a nd i s  l ike ly t o  rema i n  fa i rly 



Tab l e  1 . 3 

Pub l i c  expend i ture a nd s ource of fund s, 1 9 7 1 or  19 7 2  

Country 

F i j i  
Irian Jaya 
New Ca l edonia 
New Heb r id e s i.­
Pa pua New Guinea ** 
S o lomon I s la nd s  

Per iod t o  
wh ich da ta 

re l a t e  

1 9 7 2  
1 9 7 1 - 72 

1 9 7 1  
1 9 7 1  

1 9 7 1- 7 2 
1 9 7 2  

( $A mi l l i on )  
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* Ba sed  o n  d a t a  from the Cond omi nium a nd Briti sh na t iona l a dmini s t ra ti on budge t s  a nd the 
a s s umpt ion that the s t ruc ture a nd si z e  of  the French na t iona l  a dmini s t ra t ion budget  
pa ra l le l s tha t of  the Bri t i sh . . 

** Exc lud e s  d irect  expe ndi t ure by Au s t ra lia n g ove rnment d e pa rtme nt s ,  inc lud i ng t he De pa rtment 
of C iv i l Avia t ion a nd:  the Department of D e fence . Spend i ng by the la t t e r  two d epa rtmen t s 
t ota l le d  a b out $A9 . 5  mi l l ion a nd $A2 5  mi l l ion re s pe c t ive ly in 1 9 7 2 - 7 3 . 

Sourc e s : Fij i  b udget  pa pe rs  for 197 3 ; Pa pua New Guinea budget  pa pers  for 1 9 7 2 - 7 3 ; Ga rnaut a nd 
Ma nning , I r ian Jaya , Ch . 5 ; Br i t i sh S o lomon I s land s Pr ot e c t ora t e , S ix th D eve l opment 
P la n  1 9 7 1 - 4 : 21 S e cond Annua l Review ; Ang lo-French Cond ominium , B iennial Report  1 9 69  
and 1 970 . 
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s ta t ic i n  the s h ort  t e rm s ince  f o re ign  grant s wil l  d e c l ine 
with the c onc lus i on of the program thi s f ina nc ia l  year o 
But by the end of  thi s  d eca d e  i t i ona l revenues  from res ource 

e c t s  a lready i n  opera t ion or und e r  c ons tru c t i on wi l l  exceed 
g rea t ly the current exte rna l s ub s idy to the provinc e .  I ncome 
tax f r om the mi ning p ro j e c t s  wi l l  b e  pa i d  t o  the c e nt ra l g overn­
ment in  Jaka rta , but  i t  is  pos s ib le tha t  Irian Jaya ' s  incre a s ed 
c ont ribut i on t o  na t iona l f ina nce s wi l l  b e  re f le c ted in increa s ed 
g ra nt s  t o  the 

Inte rna l reve nue d e c l ine d in b o th Pa pua New Gu inea and the 
S o lomon s in  1 9 7 2 - , but wi l l  grow s t rong ly in  f ut ure with 
cont r ibut i on s  from mining , f ore s t ry a nd f i s he r i e s  proj e ct s . 
The i s  more certa in i n  Pa pua New Gui nea , where the 
Bouga invi l l e  pr o j e c t  a lone is  l ike t o  c ont r ibut e ove r  $ 100 
mi l l i on per a nnum la t e r  in t he pre s e nt d e cad e . Papua New 
Guinea i s  Independence unus ua l ly d e pe nd e nt o n  f ore ign 

, a nd revenue s wi l l  need to expa nd b y  about $30  mi l l i on 
over the next d e cade  mere ly t o  c ove r the increa s e d  d eb t  s e rv i c �  

b urden . The ra t e  of  growth o f  t o ta l Pa pua New Guinea a nd 
S o l omons  expend i ture d e pe nd s  on whe ther a nd a t  wha t ra t e  foreign  

s a re reduced wi th  expa n s ion of  d ome s t ic revenue . 

F ore ign i nve s tme nt in re s ourc e - ba s ed i on f or export 
ha s been  the s e c ond ma j or s ource o f  mone ta ry s e c t or growth . 
D i f fe re nt indu s t rie s have b e e n  c e nt re s of  ma j o r  inve s tme nt i n  
d i f ferent t e rri t or i e s :  t our i sm in i ;  min i ng i n  I r ia n  Jaya , 
New Ca l edonia and Papua New Gui nea ; tour i sm and c omme r c e  in 
the New Hebrides"  The re have a ls o  been  s ig n i f i ca nt i nv e s tment s 
in � f o re s t  i nd u s t r i e s  a nd t our i sm in mos t c ount r ie s  in  
the 

Tour i sm is now i ' s  la rge s t  
gro s s  I t  ha s r i s e n  from 
pa s t  d e cad e , a s  shown in  Tab le 104. 

i n  t e rms o f  
ove r the 

Gro s s  re c e  s from t our i sm 
in  1 9 7 2 . 1 A r e c e nt 

in F i j i  tota l le d  $ 3 8 . 2  mi l li on 

United  Nat i on s  D eve l o pment Program 
and t he Gove rnme nt o f  F i j i  

800 , OOO 1 9 8 1 . 

und e r  the a u s p i c e s  o f  t he 
(UNDP) � Wor ld Ba nk ( I BRD) 

v i s i tor  a r r iva l s  t o  a 
pe r c e nt o f  $F 2 6  mi l l ion 

C orre c t ed vers i on o f  r e p l ie s to I BRD /D1F que s t i onna ire . 
2 UNDP , I BRD and  Gove rnment o f  F i j i ,  

Suva , 1 9 7 3 , re 
ire , S uva , 1 9 73 . 
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F i j i  
New Ca l e d on ia 
New Heb rid e s  
Pa pua New Guinea 

1 8 . 3  

Tab l e  1 . 4 

40 . 1  6 6 . 5  
1 7 . 0  

6 . 0  
2 3 . 6  

15 2.2 
14 . 4  
1 7 . 8  
3 9 . 3  

165 . 6 
1 2 . 0  
1 9 . 4  
3 7  . 4  

Tour i sm t o  I r i a n  Jaya i s  a t  pre s en t  neg l ig ib le . 

* Th i s  f igu re f rom .;;;;..;;.;;.;;.;;..;;.;;.;;..,_;;;;,...;;;...;........;;;..;;.J;;..;;.;;;;,;;....;......;;_.;;;..::..;,;;.;;.;;, p . 88 ,  s eems t o  b e  
incons i s t e nt with 
p . 3 0 .  

Va rious g overnment s ta t i s t i c s . 

t o ta l  long - t e rm priva te  ca pi ta l inf l ow into  F i j i  in  the yea r  
t o  June 1 9 73 wa s for  inve s tme nt re la t e d  t o  t ouri sm . 1 The 
t ouri s t  indu s t ry provided  20 per  cent of wag e  j ob s  in 1 9 7 3  
a nd wa s expe c t e d  t o  prov id e  4 2  per c ent of  a much la rge r t ot a l 
in  1 9 8 1 . The g rea t e r  pa rt  of  inve s tment i n  t ourism ha s ori g i ­
na t ed in  t h e  Un ited S ta t e s  or  Aus tra l ia . I n  add i t i on t o  t he 
d eve l opme nt s  in  t our i s m ,  a new t una f ish ing a nd proc e s s ing 
i nd us e s tab l i shed by Ja pane s e  int e re s t s  in the mid - s ix t ie s 
c on tribut e d  ab out $ 6 . 5  mi l l i on or 1 0  p e r  cent  t o  t ot a l c ommo-
d export s in 1 9 7 2 . Sugar c ont inue s t o  d omina t e  d ome st i c  
commod export s ,  a cc ount i ng f o r  ove r two - third s the t o ta l . 
The va lue o f  s uga r expor t s  ha s i ncrea s ed s t rong ly every yea r 
s ince 1 9 6 6  und e r  the i n f luence  o f  favourab le  ma rke t c ond i t i on s . 
The F i j i Sugar C orpora t i on , owned by the Fi j i  g ov e rnme nt , pur­
cha s ed the a s s e t s  o f  t he Aus t ra l ia n  C o lo n ia l S uga r Re f inery 
i n  Apri l 1 9 73 at t he reque s t  of the c ompany a nd so e l imina t ed 
ma j or f ore ign inve s tment from the indus t ry . 

ha s led  the b oom i n  export - oriented , re s ourc e = ba se d  
inve s tment in I r ian  Jaya . A co ppe r mi ne yie ld i ng a b o u t  7 5 , 000 
t on s  pe r a nnum of c onta ined c oppe r va l ue d  at ove r $ 100 mi l l i on 
a t  pre s e n t  pr i c e s  c ommenced produ c t ion nea r Kokona u on the 
s outh c oa s t  la t e  in  1 9 7 2 . Cons t ruct i on b ega n in 1 9 73 on a 

Pe rs ona l c ommunica t i on , S e cretary f or F i na nc e , F i j i ,  Augus t 
1 9 7 3 . 
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ni cke l mine a nd r e f ine ry a t  Gag I s land nea r  S arong . A t ota l 
inve s tment  o f  $US 5 5 0  mi l l i on i s  a n t i c i pa te d o I t  s e ems l ike ly 
tha t a ma j or o i l f ie ld ha s been d i s covered nea r S arong : a 
numb e r  of  exp l ora t ory we l l s  have yie lded  g ood f lows , a nd one 
we l l  ha s lde d  20 , 000 barre l s  pe r day . The la s t  two yea rs  
have s e e n  the beg inning s  of large � s ca le f i s he r i e s  i nve s tment s ,  
a nd fore ign i ntere s t  i n  t imb er inve s tment  quickened in 1 9 7 3  
a s  a r e s u l t  o f  high wor ld pr i ce s o Ame ri ca n  inve s tme nt ha s 
been d omina nt i n  mi ning a nd i n  pet r o l e um and mine ra l exp l ora � 
t i on a nd Japa ne s e  inve s tment in f i shing . 

The Pa pua New Guinea na tura l re s ource ba s e  re s emb l e s  tha t 
o f  I r ia n Jaya , except that Pa pua New Guine a  i s  c ons idera b ly 
b e t t e r  end owed with agricul tura l land . The c oppe r a nd g o ld 
mine on B ouga invi l le ha s been t he ma in  s ource of mone ta ry 
s e c t or in Pa pua New Guinea s ince 19 68- 6 9 0 I nve stment  
i n  e s t ab l ishme n t  of  the mine wa s c l o s e  t o  $400 mi l l i on . Pro ­
duct ion thi s f ina ncia l yea r  i s  pro j e c ted a t  185 , 000 t on s  o f  
c oppe r  i n  c onc e nt ra t e s  a nd ove r 20 , 000 k i l og ra ms of  g o ld , 
va lued a t  ove r $ 2 60 mi l l i on a ft e r  proce s s ing c o s t s  a t  current  
pr i ce s o I t  i s  l i ke ly tha t  a mine a t  a b ou t  ha l f  Bouga inv i l le ' s  
capa c i ty wi l l  b e  e s tab l i s he d  in the We s t e rn D i s t r i c t  a f t e r  
ne g o t i a t ion o f  mut ua l ly s a t i s fa ct ory cond i t i on s  o f  a c ce s s  t o  
the r e s our ce b y  the prosp e c t i ng c ompany a nd the g ove rnme nt . 
Expend i t ure on minera l exp lora t i on i s  current runni ng a t  
about $5  mi l l ion pe r a nnum , a s  f ive further c opper a nd ni cke l 
pros pe c t s  a re inve s t iga t ed . 

The re a re s t rong i nd i ca t i on s  tha t Pa pua New Guinea i s  a s  
rich in e ne rgy a s  i n  mine ra l re s ource s . The re a re g ood 
pros  s f or t he expor t of na tura l ga s from the Gu l f  of  
Papua a nd $ 1 1  mi l l ion wi l l  b e  s pent  on pe t ro leum exp lora t i on 
i n  1 9 73 = 74 . The h igh ra i nfa l l  a nd the fa l l  from the 
s outhe rn edge of t he h igh land s prov id e s  an unu s ua favour� 
a b le e nv i ronment for the genera t ion o f  l e c t ri c  powe r . 
The t ota l pot en t ia l o f  s even t e e n  s it e s  i nve s t iga t e d  on t he 
Pura r i  Rive r i s  e s t ima te d  a t  1 0,000 Mw a nd t he ia l o f  
t h e  Kiko r i  sys t em i s  e s t imat e d  a t  6 , 000 Mw. The Aus t ra l i a n  
a nd Pa pua New Guinea g ove rnme n t s  c ommenced  d i s cu s s ions  on the 
p o s s ibi l i ty of j oint  d eve lopment o f  t he Pura r i  re s ource ear ly 
in 1 9  D eve l o pmen t  of  na t ura l ga s s or  t he f ir s t  

o f  ha rne s s i ng t he Pura r i ' s  powe r woul d  have a n  impa c t  
on t h e  e c onomy s imi la r  in  magnitud e t o  t h e  e stab l i s hment  o f  
the B ouga inv i l le mine . 

Exp l o i ta t io n  o f  the t imbe r  a nd f is h  re s ou rc e s  o f  Papua New 
Guinea wi l l  hav e  le s s  impa c t  on g ove rnmen t  reve nue a nd the 
d ome s t ic e c on omy t ha n  inve s tmen t  b a s ed on the mine ra l and  
e ne rgy re s ource s .  But  t he s e  r e s ourc e s  a r e  con s id e ra b l e  a nd 
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have c on t ributed  t o  expans ion o f  
a t ime when t he re ha s b e e n  l i t t le i-
a l  larger ind u s t r i e s . The s of t imbe r  in log  
or proce s s e d  f orm rose  from 9 mi l l i on i n  1 9 68 - 6 9  t o  $ 1006 
mi l l i on in 1 9 7 2 - 7 3 , a nd wi l l  d oub l e  a ga in  to $ 20 . 9  mi l lion i n  
1 9  7 6  o n  c on s e rva t ive a s  i ons . S u s t a i ne d  ld  
o f  ma ny t ime s t he la t t e r  f i s  fea s ib le wi th rea f fore s t a -
t ion . Export s o f  ma r ine ts rose  from $0 4 mi l l ion in  
1 9 68 - 6 9  t o  $ 6 . 3  mi l l i on in  1 9 7 2 - 7 3 , a nd wi l l  r i s e  t o  $ 1 6 . 4  
mi l l i on by 1 9 75 - 7 6  on c onserva t iv e  s Ja pane s e  
inve s tme nt mo s t  of  the inc rea s ed from the 
t imbe r  a nd 

Like I rian New Guinea the S o l omons  ha s 

f i s he r i e s  and 
for - s ca le inve s tment  in  
t ouri sm . The s e  c ompa ny Ta tuna 
f i  i nd us t ry in  1 9 7 1 . I n  1 9 72 of 1 2 , 000 t ons  
were o f f i c ia l va lued a t  . 6  mi l l ion . A cannery wa s e s tab ­
li shed in Augus t 1 9 7 3  a nd wi l l  ha nd l e  the o f  
future tuna s .  Four , Aus t ra l ian a nd 
Br i t is h- ba cked f i rms c ommenced  o f  in the mid -
s ixt i e s  a nd we re va l ue d  a t  $ 3  3 mi l in  1 9 7 1 . A 
s lump in the marke t caus e d  t he va l ue of s t o  
fa l l  t o  $ 2 . 6  mi l l i on i n  1 9 7 2 , increa s e d  v o l ume . 
D e s truct ion o f  la rge a re a s  o f  luab le  f ore s t  in a cyc l one in 
la te  1 9 7 2  ha s the i ndus  fu l l  of 
t he t imber s of 1 9 7 3  
e s tab l is hment o f  sma l l bauxi t e  mi ne s a t  Renne l l  a nd 
i s lands . The o the r re s ource e c t  i s  pa lm o i l  
t i on nea r Honia ra , whe re a company with  Br i t i s h  ma j 

ha s ove r  2 , 000 a cre s 

The nicke l mine s a nd s me l t e r  in New Ca led on ia a n  
in  to  the I s la nd a nd Bouga in-

d omina t e  the s la nd ' s  e c onomy . The 
F re nch f i rm Nicke l ha s been  t he ma or  
s ince la t e  la s t  The nicke l ore re s ource i s  ext reme 

and cons t ra ined ma rke t s  a nd 
the ava i la b i  I n  re s pons e t o  n icke l 
pr i c e s  in the la t e  s ix t i e s  o f  c onta ined n i cke l rose  
from 5 2 , 000 t onne s i n  1 9 65 t o  1 2 0 , 000 in  1 9  va l ue d  
a t  a b out  $ 15 8  mi l li on i n  the yea r . New inve s tment 
l i fted  s me capa.c f r om 40 OOO t o  80 , 000 t onne s o f  me ta l 
i n  thi s From 1 9 70 , re s ict ions and taxe s on unre -
f ined ore cau s e d  t ota l s of  c on t a i ned n i cke t o  fa l l ,  
but the va lue of  s wa s a lmo s t  ma inta i ne d  in  1 9 7 1  b e ca u s e  
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a highe r  pr oport i on o f  export s wa s i n  me ta l form .  S evera l 
compa nie s have expre s s e d  int e re s t  in  major inve s tme nt s i n  the 
ind us t r y . The Cana d ia n  I nt e rna ti o na l  Nicke l Company ha s 
a nnounced propo sa l s  for $US 2 7 5  mi l li on i nve s tme nt i n  d eve lop­
ing la t eri t ic ore d ep o s i t s  on the s outh coa s t , a nd a consort ium 
o f  French a nd Ameri can intere s t s  ha s a l s o  submi t t e d  p la n s  ba s ed 
on thi s re s our c e . The French government i s  unea s y  a bou t 
' fore ign ' cont ro l o f  a ma j or par t  o f  the i ndu s t ry and ha s 
d e layed d e c i s i ons  o n  this  pro j e c t. Und e r  the French S ixth 
P la n , a ma j or new nicke l r e f inery in the nor th  wa s due to b e  
c omp le t ed by F re nch intere s t s  w i t h  Ja pa ne s e  f i na nc ia l ba cking 
i n  1 9 7 2 . The f ina nc ia l a rra ngement s d id not ma t er ia l i s e  and 
l ow wor ld nicke l pr i c e s  in 1 9 7 1 - 7 2 encouraged  d e lays . Each 
o f  the two planned ex tens i on s  o f  the ind us t ry i nvo lve s inve s t ­
ment o f  a s imi la r magni tud e  t o  the exi s t i ng i ndu s t ry ba s ed on 
Noume a . 

The va lue o f  commod ity expo r t s  from the New Heb rid e s  t reb led  
in the d e ca d e  t o  1 9 7 2 , la rg e l y  through the d eve l opme nt of  a 
long - l ine t una f i shing indus t ry by Ja pa ne s e , Korean  and  Ta iwane s e  
int e re s t s . F i sh a c c ount ed f o r  $9 . 0  mi l l i on of  a t ot a l $ 1 2 . 1  
mi l l i on export s  i n  1 9 7 2 . Ther e  wa s a ls o  c on s idera b le c omme r c ia l 
inve s tment i n  V i la a s s o c i a t e d  with the t e rr it ory ' s  g rowi ng us e 
a s  a tax have n , a nd inve s tmen t  in s e rv i c e s  for  the ra pid ly 
e xpan d i ng t ouri s t  t rad e , as s ugge s t ed in Tab le s 1 . 2  a nd 1 . 4 .  

I t  rema ins  t o  a s se s s  the e ff e c t s o f  the high l eve l o f  pub l i c  
expend i ture and  i nv e s tme nt in  r e s o ur c e  proj e c t s  o n  t h e  overa l l  
s t ruct ure o f  the Me lane s ia n  e c onomi e s . There ha s been ra p id 
expa n s i on o f  non- agricultura l wage emp l oymen t  a nd , a s  a c on­
s e q uenc e , ra pid urba nisa t i on . 

S ince 1 9 7 1 , urba n growth s e ems t o  have a cce lera t e d  i n  F ij i , 
I r ian Jaya a nd the New Hebr id e s ,  a nd t o  have d e c l ined in New 
Ca led onia a nd in Pa pua New Guinea wi th the d ampening of the 
mining b ooms . Deviat ions  from pa s t  t rends  a re l e s s a pparent 
in  the S o l omon s . 

Thre e t ype s o f  re s pons e  t o  the high r e cent l eve l s  o f  pub l ic 
expe nd iture a nd priva t e  f o re ig n  inve s tme nt can b e  ident i f ied . 
I n  I r ian  Jaya , re s t ora t i on o f  c omp le t e ly free  immigra t i on f r om 
othe r pa r t s  o f  I nd one s ia in 1 9 69 ha s c rea t e d  a n  e c on omic sys t em 
s imi la r t o  F i j i a nd New Ca led onia in  the pe r i od o f  export ex­
pan s ion imme d ia t e ly pre ced ing Wor ld War I ,  with increa s ed 
d ema nd f o r  labour b e ing re f le c t e d  i n  immigra t i on ra ther than 
in  increa sed  wage s . I n  F i j i ,  New Ca l ed onia a nd t he New Heb r id e s , 
rapid expa n s ion  i n  the d emand f o r  wage lab our ha s cau s e d  worke r s ' 



Tab l e  1 . 5 

Wage emp l oymen t  by s e ct or ,  s e l e cted  yea rs 
('OOO) 

F i j i  
1 9 63 1 9 7 1  

New Ca l e d on ia 
1 9 6 7  1 9 7 2 

Pa pua New Gu inea 

Agricu l t ure 
F i shing 
F ore s t ry a nd l og g i ng 
Min ing and  me ta l 
Manu fa cturing 
S ervi ce indus t ri e s  
Tota l 
To ta l ma le � 

aged 2 0 - 5 9  
i on 

2 9 . 1  

3 . 8  

1 . 9  
10 . 0  
4 L 5 
5 6h2 

1 13 . 0  

0 . 6  

4 . 7  
L S  

1 1 . 3  
1 8 0 3 

* I nc lud e s  s awmi l  a nd t imbe r  ma nufa c ture . 
** Exc lud e s  a rmed f orces  a nd dome s t ic s e rvi ce. 

Va r i ou s  g ove rnme nt l i cat ions. 

0 . 8  

6 . 0  
4 0 4  

23.1  
3 4 . 3  

3 1 . 0  

3 7.7 
o .o 
2 .  l';t' 
L 4  
l . 9 

3 7  . 2';'-'k 
80  .3id.-

3 9 . 8  
0 . 4  
4 . 4-;'<: 
2 . 2  
8 . 9  

9 0 . Qi.-* 
145 . ]id.-

600 . 0  

S o l omon I s land s 

3 . 2 2.3 
0.0 0 . 2  
0.2 1.0 
0 . 0  0 . 2  
0 . 3  0 . 8  
6 . 2  10 . 0  

10.0 14 . 5  

3 6 . 0  

t-' 
0\ 



Urban popu la t i on ('OOO) 
1 9 6 6  
1 9 7 1  

Proport ion o f  t ota l popu la t i on 
in  urb a n  a rea s (%) 
1 9 6 6  
1 9 7 1  

Growth ra t e  o f  urban popu la t i on 
1 9 6 6 - 7 1  (%) 

* F ive ma in t owns . 

Tab le 1 . 6  

Urban  popu la t io ns2  1966  and 1 9 7 1  

F i j i 

1 5 7 
1 8 2  

3 3  
3 4  

3 

( 1 OOO a nd %)  

I r ian Jaya 

48 . 61( ( 19 6 1) 
1 16 . 01--* 

6�\- ( 19 6 1) 
14** 

141'"** 

New 

4 7  
7 1  

so 
5 9  

8 . 5 

** F ive ma in t owns , inc lud ing Abe pura a s  par t  o f  Jayapura . 
*** Ba s e d  on rough e s t ima t e  o f  the 1 9 66 urban popu la t ion .  

New 

9 . 5 
14 . S  

1 2  
1 7  

9 

Pa pua New 

1 2 9  
2 4 7  

6 
1 0  

1 4  

S o l omon 

10  
1 7  

7 
1 0  

1 1  

Source : S outh Pa c if i c  C ommi s s i on ,  S ta t i s t i ca l Bul le t in No . l , 1 9 7 2 ; Ga rna ut a nd Manning , I rian 
Jaya , Chs . 2  a nd 4 .  

...... 
-......! 
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income s t o  r i s e  and ha s c ont r ibuted t o  a fa l l  in  the va lue of 
s ome a gr i cu ltura l produc t ion . I n  Pa pua New Guinea a nd the 
S o l omons the recent expa n s ion o f  the mod er n  s e c t or ha s b e en 
insuff i c i ent ly in r e la t ion to t he t ota l v i l lage  lab our 
supp ly  to  gene ra t e  s imi la r increa s e s  in the ful l emp l oyment 
wage leve l .  

The grea ter  o f  re cent expa ns ion in  the I r ia n  
e conomy ha s o c curre d  in  the northern t owns , wh ere wag e s  have 
s e t t led at leve l s  c lo s e  to the highe s t  in I nd one s ia , b ut l ower 
than e l sewhe re in mod ern Me la ne s ia. I n  lat e  1 9 7 2 , laboure r s ' 
wag e s  in  Jaya pu ra we re 80  cen t s  t o  $ 1  per day , i n  othe r 
nor the rn t owns about 60 cent s per day a nd in  Mera uke a nd 
Aga t s  in the s outh 2 0  c e nt s pe r day The c o s t  o f  l iving 
for per s ons o n  l ow income s is s imi la r to tha t  in , say , Raba u l , 
La e or Mad a ng but f ood co s t s  a re l ower tha n  in  Port More sby. 
The s t a nda rd s  s uppor ted by wage lab our in I rian  
Jaya a re t o o  poor  t o  a t t ra ct worker s from the  vil  s ,  exce pt 

ly to a l l ow the purc ha s e  of a few high ly va lued trade 
s t ore good s . 

I n  c o l onia l t ime s , coa s ta l  a nd l owland r iver v i ll a g e s in 
I r ia n  Jaya were conne c ted t o  the t owns by s ub s id is e d , 

, b ut the s e  s ervice s broke d own in  t he ear yea r s  o f  
I nd o ne s ia n  admini s tr a t ion a nd have been  re s t ored o n l y  b e twee n  

centre s . from the in la nd ha s a lway s  been  
d i f f i cul t . Prob l ems of  a nd bu s ine s s  t ion 
have caused  vi l la g e  export s to  fa l l  marked ly , from a b ou t  
$US 2 . 2  mi l l ion i n  1 9 60� 6 1  t o  $US 0 . 9  mi l l i on in 1 9 7 10 Poor 
commun i ca t i on s , expen s ive 

in t he v i l la g e s  l imit s evere ly 
t o  t he enc lave s a nd t owns f or s hor t - t e rm emp loy-

ment . On o the r hand , t he s upply of vegetab l e s  a nd f i s h  
from vi l s immed ia t e  a d  c e nt t o  t he t own s ha s increa s ed 

s s ive ly ove r  the pa s t  few yea rs  Only Me lane s ia ns who 
own land c l o s e  t o  t he t owns a nd mine s a nd the very sma l l number  
wh o qua f or more highly pa id emp loyme nt by c l  s ucce s s  
ful ly the f orma l educa t i on hierarchy pa te i n  the 
expa n s i on o f  mone t i sed e c onomic a c t ivi ty . 

The rm i s  for c ont inued urb a n  growth a t  
a fa s t er ra t e  than. e l s ewhe re i n  Me l a ne s ia , with ion 
fr om o ther I ndone s ia n  mos t  o f  the urban  
popu la t ion increa s e . Poor be twe e n  t he new 
t owns a nd v il s wi l l  inhib i t  the o f  l oca l f ood s up-

s in re s p onse t o  i n .crea s e d  d emand , a nd the ' s  
on is  like ly to  c on t i nue. I r ian 

p os s e s se s  in a n.  ext reme form the prob l em of  eve ry Me la -
ne s ia n  : a ve ry large number o f  pe r s on s  i n  i s o la t ed 
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l oca t i ons  c a n  a ch ieve higher  s ta nd a rd s  of  l iving on ly through 
s ub s id is e d  g overnment programs d i re c t e d  s pe c i f i ca l ly a t  ra i s ­
ing v i l lage we l fa r e . A s  ye t , o n ly a t iny proportion  o f  pub l ic 
expend iture ha s been a l l oca t e d  t o  s uch programs . 

After  A s ia n  r e c ru itme nt t o  New Ca ledonia cea s e d  wi th the 
Pa c i f i c  Wa r ,  c on t inued expa n s ion o f  the money e conomy ca us e d  
wage s t o  ri se  from t h e  sub s i s t e nc e  leve l s  tha t had preva i led . 
Annua l average we e kly ea rn i ng s  rose  s t ea d i ly from a bout $ 1 , 000 
in 1 9 62 to  $ 1 , 800 in 1 9 65 a nd $ 2 , 000 i n  19 68  a nd then s ha rp ly 
t o  about $3 , 000 in 1 9 7 1 . 1 S t a t u t ory minimum wages  in a gricu l ­
t ure r o s e  from about 5 0  cent s p e r  hour in  mid - 1 9 6 9  t o  7 5  cent s 
in mid - 1 9 7 2 , whi le  the g enera l minimum r o s e  f rom a b out 5 5  c e nt s 
t o  9 0  cent s . Wag e  a nd s a la ry earne rs  but  not  vi l lage  farme r s  
rece ived fami ly a l l owa n ce s , va lued a t  about $32  per mon th in  
e a r ly 1 9 7 2  for  a ma n with two children .  

Both s e t t ler  a nd Me lane s ia n  a g r i c u l t ure have contra c t ed 
with r i s ing c o s t s  a nd widening a lt e rna t ive opportunit i e s  for  
lab our . D e s p i t e  supp ort  progra ms t ha t  guara ntee  high  a nd in­
c rea s i ng pri ce s , coffee  prod uct ion f e l l  from 2 , 000 t onne s in  
1 9 5 7 t o  1 , 08 9  t on ne s  in 1 9 70 a nd 1 , 0 6 1  t onne s in  1 9 7 1 , a nd 
copra prod uc t i on f e l l  d rama t i ca l ly from 1 , 3 9 2  t onne s in 1 9 70 
t o  430 t on ne s  in 1 9 7 1 . Be twe e n  1 9 70 a nd 1 9 7 1  pr odu c t ion o f  
ma i z e , yams , swe e t  pota t o , pota t o  a nd fru i t  f e l l  marke d ly . 
Among s t  agricultura l c ommod i t i e s , on ly pr od uc t i on o f  green  
vege t a b l e s  ro s e  in 1 9 7 1 . Mea t prod uc t i on , mak ing f ewer d ema nd s  
on lab our , expa nd ed f rom 2 2 , 49 0  t onne s  t o  2 3 , 280  t onne s . Im­
p or t s  of  food s tu f f s  r o s e  f rom $ 2 3  mi l l i on i n  1 9 70 t o  $ 3 1 mi l l i on 
i n  1 9 7 1 , $ 1 7  mi l li on f or the f ir s t  s ix month s of 1 9 7 2  a nd $20  
mi l l ion f or the f ir s t  s ix months  o f  1 9 7 3 0 R i s ing c o s t s  a l s o  
caused  d e c l ine i n  t he t our i s t  i ndu s t ry a nd i n  mining othe r  
tha n nicke l . 

The Me l a ne s ian New Ca l e d onians  have been  i nv o lved i n  the 
wag e  e c onomy pr inc i pa l ly a s  lab oure r s  a nd ave ra ge e a rning s 
a re ve ry l ow c ompa red with Europea n s , Asians  a nd eve n immi­
g rant  Po lyne s ia n s . Ma ny Me l a ne s ia ns use the t own a nd the 
mine s f o r  short � t e rm empl oyment , d es p i t e  the fa c t  t ha t  the 
Fre nch admini s tra t i on ha s re l ie d  heavi ly on integra t i on into  
the money e conomy as  a mea ns o f  ra i s i ng Me lane s ia n  we l f a re . 
Peo p le on the r e s e rve s d erive r e la t ive ly  l i t t l e  b e ne f it f r om 
the ve ry l a rg e  pub l i c  expe nd iture s . 2 

Nouve l le - Ca led onie  e t  Ddp e nd e nc es ,  
�--_;... ____ .;..;.....__;;�-------�--..;._ ' Noumea , 

prob lem , s e e  John T .  
Mac ra e , ' New Ca ledonia : a s umma ry o f  recen t  e c on omic d eve l op­
me nt s with s pe cia l r e f e re nc e  t o  Le Prob l�me M� lan�s ie n ' (mime o ) , 
Auck land Uni ve r s i ty , 1 9 73 . 
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a nd s a la r i e s  wou ld have g rown a t  a n  even more 
f or s ca le t i on int o New Ca ledonia . Ne t 

t ota l led 2 , 89 7  in 1 9 69 , 5 , 7 1 6  in 1 9 7 0 , 4 , 3 6 1  i n  
and 48 8 i n  1 9 72. Ski l le d  lab our wa s d rawn ma from 

a nd unsk i l l ed workers  from other Pa c i f i c  i s la nd s . An 
ima ted 2 , 5 00 New Heb rideans we re res ident in  t he t e rr 
the e nd o f  1 9 70 but s ince then the number  o f  pe rs ons re� 

from the New Hebrid e s  ha s exceeded new a rr iva l s . 

The c omme ncement o f  the c ons t ru c t ion of  e i the r  one o f  the 
new sme l t e rs wou ld  re crea t e  ra pid the b oom c ond i ­

t i ons of  1 9 6 9  t o  1 9 7 1 .  The d eve l o pment o f  new urba n cen t r e s  
wi th  new sme l t e rs a t  the s outh a n d  north  of  t h e  i s land wou ld 
d raw from the l t ura l s e c tor  much o f  it s rerna labour. 

The New Ca led onian b oom wa s f e l t  in the New Heb r ide s through 
sed d ema nd for lab our a nd to a much l e s s e r  exte nt , d e ­

mand f o r  f ood s t u ff s . S inc e the end o f  1 9 7 0  t he return t o  t he 
New Heb rid e s  o f  s ome workers  ha s b e e n  ea s i  a b s orbed because  
c omme r c ia l and t our i s t  inve s tment in  Vi la ha s ra p id 

in wage mid � l 9 73 , ru ra l wag e s  we re over 
$15  pe r week a nd urban labourer s '  wag e s  s omewha t The 
copra t i ons could not f or lab our a nd i on 

lmo s t  e li mina ted . Sma l lh o l d e r  product ion wa s b e t t e r  
ined and c count ed f o r  mo s copra ion in the New 

Heb rid e s  by 1 9 7 2 . As  in New Ca l ed onia , the b e e f  ex-
the pe r iod o f  ri s wag e s  s ince it us ed labour 

much le int ens ive 

New Hebrid e s  

Virtua l 

Tab le L 7 

2 5 . 0  
5 . 4 

3 1 . 4  
105.9 

a l  

Va r i ou s  o f f i c ia l s ta t is t ics . 

ion i s  
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The New Hebride s i s  a ve ry sma l l  e c onomy , a nd c ont i nua t ion 
for a few yea r s  o f  high l eve l s  of  inve s t me nt in c ommerce  and  
t our i sm or re t urn t o  b o om cond it ions  in  New Ca led on ia a re 
l ike ly t o  e s tab l i s h  a n  e c onomic s t ruc t ure v e ry s imi la r t o  
tha t  in  the r i ch ne ighb ouring t er r i t ory . The pa t t e rn o f  
future e c o nomi c deve lopme nt wi l l  be  s e t  b e f ore cons t itut i ona l 
d eve lopment ha s g iven Me lane s i a ns a s ign i f i ca nt v oice  i n  
po l i cy-making . 

F i j i  i s  the third c ountry i n  the r e g i on where  the g rowth 
in d ema nd for wage lab our is out s t ripping s upp ly a nd genera t ­
i ng p re s s ure s f or la rge inc rea s e s  i n  income s . A l t hough c lear ly 
led  b y  the t ouri s t  s e ct or , the mod e rn s e c t or b oom i s  more 
b road ly ba s e d  tha n in  t he New Heb rid e s  or New Ca l e d onia . 
Ri s ing wag e s  have c ontributed  t o  pr ice  inf lat i on , e spe c ia l ly 
i n  the n on- t rade  s e c t or . The F i j i g ove r nme nt ha s expre s s ed 
c oncern  a t  e f fe c t s  o f  inf l a t i on on income d is t r ibut ion , e s pe =  
c ia l ly b e twee n  rura l and urba n a rea s , a nd ha s int roduced a n  
a mb it i ous pr i c e s  a nd inc ome s po l i cy . 

The per i od s ince I nd e pendence ha s been  marked by d ra ma t ic 
growth in g ro s s  d ome s ti c  ca pi t a l forma t i on : GDCF grew b y  3 1 . 9  
per c e nt i n  cu rrent pr ice s ( 2 4 . 2  per c ent i n  constant  price s )  
in 1 9 7 1 a nd , f r om the new high leve l s , by 2 1 0 2  pe r c e nt i n  
current p ri c e s  ( 5 . 4  pe r c e n t  in  c ons ta nt price s )  in 1 9 7 2 . 
Tota l wag e  and s a l a ry emp l oyme nt rose  b y  8 . 95 per cent  from 
5 1 , 5 90 to 5 6 , 2 10 b etwe en 1 9 7 0  a nd 1 9 7 1 , a nd by 3 . 89 pe r cent 
f rom 5 6 , 2 1 0 to 5 8 , 3 9 9  betwe e n  1 9 7 1  a nd 1 9 7 2 . At the same 
t ime , pros per i ty in  the heav i ly popula t ed s uga r prod uci ng 
a rea s t e nd ed t o  ra i s e  the s upp ly price  for wage la b ou r . l 

Urba n unemp l oyme nt a ppea rs  t o  have b e e n  s l ight o 2 Da i ly 
mea n  wag e s  r o s e  by 1 0 pe r c e nt i n  1 9 7 1 a nd 1 2  pe r cent i n  

The Lond on Da i ly Pri ce , a t  whi ch ha l f  tota l expo r t s  a re s o ld , 
ha s r i s e n  f r om £22 in  1 9 68 t o  £34 in  1 9 69 , £40 i n  1 9 7 0 , £46 in 
1 9 7 1 ,  £73  in  1 9 72 a nd we l l  ove r £100  f r om the s e cond ha l f  of 
1 9 7 3 . Growe r s ' i nc omes r o se as we l l  through the int rodu ct i on 
o f  a new ba s is o f  d e t e rmini ng ca ne pr i c e s  in  1 9 70 . 
2 

S e e  Prime Mini s t e r ' s  Work ing Pa rty on Unemp loyme nt , 
S uva , S ep tember 1 9 7 2 . A s amp le s urvey in  Suva 

s howed 704 per c e nt of the urb a n  work force  a nd 
6 . 5 p e r  c e nt o f  t he ma l e  work f orce  t o  b e  unemp l oyed in  January 
1 9 7 2 . Nea r ha l f  t he ' unemp l oyed ' had neve r  l o oked f o r  a j ob 
a nd 80 pe r cent  were le s s  tha n  2 5  yea rs o ld . G iven the f r i c ­
t i on s  i n  a labour ma rke t l ike F i ' s ,  the s e  ra t e s  o f  unemp l oyme n t  
s e em very l owo 
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1 9 7 2  t o  ab out $3 . 00 ,  a nd s a la r ie s rose  a t  a s l ight ly fa s te r  
ra te . The price  leve l ha s r i sen  sha rply , pa rt ly in re s pons e 
t o  s ervice indu s t ri e s  pa s s ing o n  c o s t  increa s e s  a nd ly 
through the e ff e c t s of oversea s inf la t ion c ompounde d  by d e ­
va l ua t i on s  a ga ins t the currenc i e s  o f  maj or s upp l i er s  F iji 
ha s twice r eva lued a ga in s t  s te r l ing s ince  the 1 9 7 1  inte r­
na t i ona l mone tary c r i s e s , b ut the pa rity of the F i j i  d o l la r  
in  la t e  1 9 7 3  repre s ented  a 20  pe r c e nt d eva lua t i on a ga in s t  
the Aus t ra l ia n  d o l la r  s i nce la t e  1 9 7 1 . The F i j i d o l la r  ha s 
c on t i nued t o  f l oa t  d ownward s with  the pound s t e r l ing . Pa rt ly 
as a r e s u lt o f  the imp li c it d eva lua t ions , inf la t ion ha s pro­
ceed ed more ra pid ly in  F i j i  tha n  in other Me la ne s ia n  t e rrit orie s .  

Tab le  1 . 8  

F i j i 
New Ca ledon ia 
New Hebr ide s  
Papua New Gu i nea 

100 
100 
1 00 
100')"" 

1 0 7  . 1  
108 . 3  
1 0 6 . 4  
106 . 9  

* F ir s t  qua rter  1 9 7 1  = 100 . 

S outh Pa c i f i c  Commi s s ion ,  
Noumea , 1 9 7 3 . 

1 29.1 
1 15 . 0 
1 18 . 1 
1 10 . 8  

100 
100 
100 
100* 

106 9 
108 . 2  
105 . 4  
104.5 

1 1 9 . 2  
1 15 . 6  
1 1 4 . 5  
109 . 6  

S upp prob lems in the a f te rma th of  a cyc l one c ontributed 
to the r i s e  i n  F ij i  f ood s i n  late 1 9 7 2  a nd the f ood index 
s ta b i l i s ed betwe e n  Decembe r  1 9 7 2  and Apr i l  1 9 7 3 . Howeve r ,  
price increa s e s  in other c ommod i t i e s  a cc e lera ted . I n  re s p on s e  
the g ove rnme nt int roduced a pr ice s a nd wag e s  fre e z e  from 1 Apri l 
t o  30  June a nd ma inta ined t ight c ontro l s through 1 9 7 3 . 

The F i j i  pri c e s a nd income s  po l i cy wa rrant s care f u l  s tudy 
e ls ewhe re i n  Me lane s ia . Thi s i s  not  the p la c e  for  a d e ta i led 
a s s e s s ment of the po l i cy . Howeve r ,  the F i j i exp e r ience d oe s  
d emon s tra t e  t he prob l ems a s s oc ia ted  with ma inta ini ng t ight 
c ontrol s on the ma rke t , inc lud ing c ommod i ty s ca rc it i e s  a nd 

i nc rea sed  i ndu s tria l unre s t . I n  s ee king t o  cont r o l  
t ight ly  t he growth in income s , F i j i  may b e  d e ny i ng i t s e l f  
s ome o f  the b e ne f i t s  o f  large - s ca le  fore ign inve s t ment  a nd 
pr od uc t ivity growth without d imini s hing the c os t s . 
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It  i s  l ike ly tha t s t rong growth i n  rea l i ncome s  can b e  
ma i nta ined i n  F i j i . The re i s  s c ope f or con s id e rab le  expa ns ion  
i n  pub l i c  expe nd i ture : there  are  pro s pe c t s  f or s revenue 
growth s ince F i ha s ye t to extra ct t hr ough f is ca l  p o l icy 
many o f  t he t ouri s t  i ndu s t ry ' s  ren t s  of  favoura b l e  loca t i on ,  
a nd re cent a ccumulat i on o f  r e s erve s and und e r= ut i li sa t i on of  
b orrowing capa c i t y  a nd a id s ugge s t s  further opportun i t i e s  f or 
expa n s i on of  expend it ure . The d e c l ine in.  popu la t ion g rowth 
wi l l  free re s our c e s  from expa ns ion  of  educa t ion and othe r 
communi ty s erv ice s a nd ,  i n  the long e r  run. ,  cont r ibute  t o  s ome 
d iminu t i on i n  the g rowth of lab our  s upply . 

Equ i t y  i n  i ncome d i s t r ib ut ion  i n  F i j i ha s b e e n  a ma j or 
ob j e ct ive of  po l icy s ince In.depend e nc e , with the d i s tr ibut i on 
betwe e n  ia ns  a n d  othe r ra c ia l groups be ing o f  p rinc i pa l 
concern . But r e lat ive ly l it t le  of the increa s ed pros per i t y  
s ince I nd e pe nd ence ha s b e e n  channe l le d  through t h e  Budget  o r  
by o the r means  t o  F i j ia n  g roups in i s o la t ed l oca t i on s . S ome 
g ove rnment  e f fort ha s been  f ocused  on impr oveme nt i n  i s o la t ed 
vi l lagers ' capa c i ty to  t ra d e  with t he ma j or centre s  in i 
and wi th the ext erna l world , e s pe c ia l ly by fre ight s ub s i d ie s . 
Howeve r ,  the d ominant s t ra t e gy ha s been  the ra p id crea t i on of  
wage emp l oyme n t  s o  as  t o  a b s orb the increa s ing numb e r s  o f  
s choo l leavers  i n  b oth rura l a nd urb a n  a rea s . I t  i s  no t ye t 
a ppa rent whe ther the s t ra t e gy w i l l lead t o  a wide r  s pread of  
the  bene f i t s o f  growth tha n  i t  ha s in New Ca ledon ia 

I t  is  more d i ff icu l t  t o  a s se s s  t he d irect i ons  of  cha nge in 
the Pap ua New Gu inea and S o l omon s e c onomi e s , s ince t he re a re 
many e c on omi c po l i cy unknowns . The new g ove rnme nt s  in b oth 
c ountr i e s  have d oubt s ab ou t  t he s tra t e g i e s  o f  promot i ng rap id 
growth t ha t  they have inhe r i te d  and wh i ch are  b e ing f o l lowed 
e ls ewhe re i n  Me lane s ia . B ut there a re a ls o  s pr e s s ure s 
f or increa s ed i nc ome s and i t  i s  not  c e rt a i n  how t he c on f l ic t  
o f  obj e c t ive s w i l l  be  re s o lved . 

The pre s s ure s f or i nc ome s growth a re le s s  i nt e n s e  in t he 
S o l omons wher e  the demon s t ra t i on o f  t r ia t e  c on s umpt i on 
s ta ndard s ha s b e e n  l e s s ove rwhe lming and where  t he re ha s been  
ve ry much le s s  inve s tment i n  s e c on da ry a nd tert ia ry educa t i on . 2 

At the 1 9 70 census  the re were 1 , 2 80  a nd 5 77  Chine s e  
i n  the S o lomon s . 
2 

I n  1 9 7 2  t he re were 1 , 3 2 1  s e cond a ry s choo l s tude nt s , a nd 
s e c onda ry s choo l i n take wa s not  expe cted  t o  expand f or s evera l 
yea r s . By compa r i s on , there we re 2 7 , 68 1  s e c ondary s ch o o l  en­
r o lme nt s  in Pa pua New Gu i nea in 1 9 7 3  a nd the numb er is  expe c t e d  
t o  r i s e  t o  3 1 , 48 1  i n  1 9 74 . 
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There ha s b e e n  a redu c t i on i n  t h e  s i ze o f  t h e  S o l omon s pub l ic 
s e rv i c e  ove r  the pa s t  few yea r s  a nd t he re we re on 2 00 ex-
pa tr ia t e  pub l i c  s e rva nt s in Augu s t  1 9  The S o lomon s 
adminis t ra t ion ha s not t our is m ,  a nd i t i ca l 
leade rs have expre s sed d i s ta s te f or wha t have s e e n  of  
the  i ndus try i n  other  c ount ri e s o There is  a l s o  amb iva l e nce 
about s ca le i nve s tment fol  the recent  
e s tab l i s hment o f  the  pa lm o i l and tuna fi  indus tr i e s . 
Thi s amb iva lence i s  l ike ly t o  i nhibit  i nve s tment  i n  re s ource  

e c t s , inc l ud i ng the ext e n s ion  o f  t una t o  l i ne 
t e chn ique s and the e s tab l is hment  of i nd us t r ie s , whi le  
po l i c ie s  a re be  f ormu la t e d . There  ha s b e en le s s  expa ns i o n  
o f  wage emp l oyme nt i n  the S o l omons  tha n  e l s ewhe re in Me lane s ia . 
Pre s s ur e  on l a nd re s ourc e s  on the i s land o f  Ma la i t a  a nd t he 

co s t  o f  pa rt i on in trade from sma l l e r  i s land s ha s 
ma inta ined the o f  wa ge labour , and wag e  ra t e s  a re l ow .  
I n  Augu s t  1 9 7 3 , the min imum wage , c ove i n  
Honia ra , wa s $ 1 8 . 5 0 p e r  month . There i s  no s 
e l s ewhe re and ura l wage ra t e s  range from 
cents  p e r  day . 

The d e c l i ne i n  emp on the 
t ions a nd the importa nc e  o f  pub l i c  1 
a nd f i she rie s i nve s tme nt nea r  Guada l ca na i n  the ge nera t i on of  
new emp loyme nt ha s t ended to  ce ntra l i s e  mode rn s e c tor  e con omic 
a c t ivity i n  a nd a round Hon iara Thi s  a nd t he loca l i s a t i on o f  
t he pub l i c  s e rvice  ha s s the of  Hon iara t own . 
Howeve r ,  vi l la ge f ood s upp Hon iara , from 

area s on Guada lcana l ,  s e e ms t o  have 
of t he t own . 

I n  s ome s o f  the S o l omon s  there a re s trong d emand s for 
sma l l - s ca le vi l d eve , a nd the s a t is fa c t i on o f  thi s 
d emand expa n s ion  o f  l ie i ture s . The Bri t i sh 
g ove rnment ha s s t a t e d  tha t leve l s  of  a id wi l l  b e  i l -
ab le  f or but tha t ry 
current a t  near per annum , should 
e l imina te d  by the end of  the next D eve Plan . I the 
Bri t i s h  ins i s t  on thi s very in reve nue s 
wi l l  be to ma inta i n  exi s t  s e rvice s a nd mee t  the 
e l e c t ora t e ' s  d ema nd f or vi l <l eve l , whi ch c onta i ns a 

on o f  ' re current ' i t ure The revenue 
mus t  c ome from the na t ura l re s ource e ct s . 

E f f i c i en t  d eve of  the pa lm o i l ,  f 
i nd u s t ri e s  a nd the e f f e c t ive 
rent s from t hem s hou ld provide  t he 
without of  
more int e n s e  pre s ence of  income 

a nd t imb e r  
e conomi c 

i n  reve nue 
a very much 

re l a t ive t o  
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the ir  r evenue c ont ribut i on . But  it  is  te chn i ca l ly a nd admini s ­
t ra t ive ly d i f f i c u l t  t o  extra c t  the rent s from na t ura l re s ource 
pro j e c t s . The S o l omon s g overnment r e l ie s  heav i ly on an export 
tax on who le f i sh f or revenue from the t una f i shing pr o j e c t  
and ha s found tha t i t  ha s g ive n away much of  t he pot ent ia l 
revenue a s  incent ive s for  loca l pr oce s s ing . 

The S o l omons g overnment wi l l  fa c e  a d i f f i cu l t  cho ice  on ce 
it ha s me t i t s  minimum revenue requ i rement s .  At t h i s  point 
the gove rnme nt could probab ly s e t  the e c onomy on t he pa t h  t o  
ra p id i nc ome s growth a long the l in e s  o f  other Me lane s ia n  e co ­
nomi e s , through ut i l i sa t i on of  t he f or e ign  a id that w i l l  be  
a va i la b l e  for capita l wo rks a nd through encoura gement  of  
t ourism  a nd othe r l e s s out s ta nd ing ly prof i tab le  a rea s o f  in­
ve s tment . The S o l omons ' cho ice  i s  l ike to  be  inf l ue nced  
s t rong ly b y  the s ucce s s  of  Pap ua New Guinea n  e f f or t s  to  b le nd 
equi t y  i n  income d i s t r ibut i on with i ncome s g r owt h . 

The S o l omon s ' d oub t s  a b out la rge - s ca le  inve s tment  a nd growth 
a re sha red by many members  of  the Papua New Guinea g ov e rnme nt , 
but  the re are  s t ro ng e r  c ount e rva i l ing pre s sur e s  i n  the larger 
c ount ry . Two of the s e  p re s s ure s wi l l  have very impor ta nt 
e ff e ct s on po l i cy d e c i s ions . F i rs t , much o f  t he po l i t i ca l 
concern in e c on omi c po l i cy ha s re lated  t o  d i s par i t ie s  in in­
come s b e twee n  Pa pua New Gu ineans  and t he expa t r ia t e  c ommunity , 
which peaked a t  ove r 5 6 , 000 in 1 9 7 1 . D emand s f or the ra i s i ng 
o f  Papua New Guinea n consumpt ion s ta ndards  led  t o  a n  i nc rea s e  
i n  the urban  mi nimum wag e  from $ 8  t o  $ 13 . 80 pe r week b e twe e n  
S e pt embe r  1 9 7 2  and S e pt ember 1 9 7 3 . S e c ond , very high ra t e s  
of  expa ns ion i n  s e c onda ry a nd t e rt iary e d uca t i on ra i s ed expe c ­
ta t i on s  a bou t a c ce s s  t o  educa t ion which t he g ove rnme nt ha s 
t ried  t o  fu l f i l ,  a nd expa n s ion  ha s cont i nued a t  a s  ra pid a 
ra t e  s ince the comme ncement  o f  na t iona l  g overnme nt . The high 
urban wag e s  a nd the educa t ion  po l icy  ca n be  va lida t e d  only  by 
very rap id mod e rn s e ct or g rowth , premi s ed on high leve l s  of  
f ore ign inve s tment i n  t he re s ource - ba s ed i nd u s t ri e s . 

Gro s s  mone ta ry s e c t or pr od uc t f e l l  s l ight ly in rea l t e rms 
in b o th 1 9 7 1 - 7 2  a nd 1 9 7 2 - 7 3 . The mone ta ry s e c t or workforce  
fe l l  from a peak  of  3 3 8 , 000 in 1 9 7 0  t o  3 2 4 , 000 in 1 9 7 1 a nd 
3 2 2 , 000 in 1 9 7 2 . Thi s  d e c l ine  i n  mode rn s e c t or a ct iv i t y  wa s 
a s s oc i a t e d  with the c onc lus ion  of c on s truc t ion on the B ouga in­
v i l le pro j e c t , l ow c ommod i ty pri ce s  i n  1 9 7 1  a nd 1 9 7 2  a nd 
b u s i ne s s  u ncertai nty in the trans i t i on t o  s e l f - g overnme nt . 
Howeve r ,  rea l income s o f  Pa pua New Guinean s  rose  d e s pi t e  s ta t ic 
na t iona l  prod uc t a s  l oca l i sa t i on of t he e conomy a cce l e ra t ed 
( to ta l  expa tr ia t e  numb e r s  fe l l  f rom 5 3 , 000 i n  mid - 1 9 7 1  t o  
4 6 , 000 a t  t he e nd o f  1 9 7 2  a nd about 35 , 000 a t  the e nd o f  1 9 7 3 )  
a nd Pa pua New Gui nea n wag e s  rose . 
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The re wa s s ta t ic prod uct ion i n  rea l terms i n  mos t  i nd us t r i e s  
i n  1 9 7 1- 7 2 a nd 1 9 7 2 - The very l ow t imbe r pr i c e s  of 1 9 7 1 - 7 2  
inhib i t ed i nv e s tment i n  t he f ore s t  i ndu s t r i e s . The expa n s ion 
of  the f ishi ng i nd u s t ry wa s che cked by a n  unus ua l ly poor s ea s on 
i n  1 9 7 2 . Agri cu l t ura l emp l oyme nt fe l l  with the p oo r  commod ity 

s .  The rea l va lue  o f  manu fa ct ur ing output  wa s ma i nt a i ned 
i n  1 9 7 1 - 7 2 ,  but  f e l l  i n  1 9 7 2 - 7 3  b e cau s e  export  d emand fe l l  f or 
sawn t imbe r ,  p lywood a nd othe r  pr oduc t s  of  t he pr oc e s s ing in­
du s tr ie s . There  wa s a l s o  a d e c l ine in t o ta l t ou r i s t expend i t ure . 
However ,  the d e c l i ne i n  t our i s t  a rr iva l s  i n  1 9 7 2 - 7 3  ob s e rved 
in Tab l e  1 . 4 ob s cure s an increa s e  by 25  per cent i n  ho l iday 
t ouri s t s . The d e c l ine is  more tha n  fu l a cc ou nt e d  f or by 
the reduct i on in b u s i ne s s  v i s i t or s . There  are  no a d e qua te  
s ta t i s t i c s  on v i l la ge f ood  supp ly t o  urban  marke t s  b ut t here  
s e ems t o  have been  a very c ons iderab l e  impr oveme nt i n  s upp ly 
i n  re cent year s . 

Commod i ty pri c e s  returne d  t o  high leve l s  in  1 9 7 3 , rea ching 
a l l - t ime peaks for  mo s t  export c ommod i t ie s . Fore ign 
i nve s tment  i n  the mod e rn s e c t or wa s re s ume d , large ly i n  the 
t imber , f i s hing a nd t our i s t  i ndus tr ie s , a nd buoya nt reve nue s 
c ontributed  t o  a n  1 8  per c e nt expa n s ion i n  pub l ic expend i t ure 
in money t e rms i n  the 1 9 73 - 74 Bud ge t . V i l lage  i ncome s  have 
r i s en s trong ly with high c ommod i ty s a nd increa s ed gove rn­
me nt g ra nt s  f or loca l e ct s , a nd the l i f t i ng o f  t he e conomic  
c lau s e s  o f  the Interna t i ona l Co ffee  Agreement  ha s a l l owed a n  
a cce l era t ion of  1 i nve s tme nt in ma ny high lands  
a rea s . Cont i nu i ng i nc rea s e s  i n  the  re la t iv e  pri ce of high-

in f ood s s inc l ud i ng mea t  s e em ve ry l ike ly a nd t he re 
i s  l it t le pros pe c t  of  a ma j or r e t re a t  f r om the c urren t  high 
re l a t ive s for ba s ic food s tu f f s . Re la t ive to r e s ide nt s  
o f  othe r  par t s  o f  the wor l d  a nd e s pe c ia l  t o  the manu fa c tur­
ing worke r ,  the v i l la ge r  who ca n produce hi s f ood requireme nt s  
with a sma l l  ion o f  the lab our t ime ava i lab le  t o  him i s  
b e c oming more wea The t ot a l s t a nda rd of l iv i ng t ha t  the 
v i l la ge can prov ide d e pe nd s  o n  the ava i la b i  of  opportun i -
t ie s  f or itab le  use  of  t ime tha t i s  not  required f or 
s ub s i s t e nc e  product i on i n  the v i l la ge . The la t t e r  prov i s o 
cont a i ns a ma j or cha l le nge t o  f ut ure p la nni ng i n  Pap ua New 
Guinea 

The future i nc ome s o f  the ma ny New Guineans  who have 
left  wage emp loyme nt d epend on the ba lanc e  tha t is  s t ruck 
betwe e n  v i  1 dema nd s for wa ge j ob s , a s  mod i f ie d  b y  
g ov e rnme nt a s s i s t ance t o  the v i ll a ge s , a nd t h e  s upply  o f · 
mod e rn s e c t or emp l oyment . There  w i l l  b e  ma ny e mi gran t s  t o  
the mod e r n  s e c t or with  cont i nued popu la t i on g rowth i n  t he f ew 
area s whe re the re i s  pre s sure on land re s ource s ,  a nd pe rhap s 
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a qua rter  o f  the t ota l p opu la ti on la cks a c ce s s  t o  opportuni ­
t ie s  f or trade a nd s o  r e l i e s  on emigra t ion or exte rna l g rant s 
f or a c ce s s  t o  mod e rn s e rvi c e s  a nd ma nu fa c t ured g ood s . The 
current leve l and pa t t ern  of  p ub l ic expendi tur e  a nd mod e rn 
s e c t or a ct iv i ty ca nnot s u s t a in t he h igh urban wage leve l s  
without high leve l s  o f  urban unemp l oyment . But rapid  expa n­
s ion o f  the re s our ce ind u s t r i e s  a nd v i l lage - focused  pub l i c  
expe nd i tu re could va l ida t e  exi s t ing a nd i nc rea s ed urb a n  
income s w i t h i n  a few year s , a t  the cos t o f  a very large pre ­
s ence  o f  h igh- income expa tr ia te s . The Pa pua New Guinea 
g overnme nt mu s t  d e c id e  how far  d own the l i s t  o f  po s s ib le 
f ore ign inve s tment s ,  into  pro j e c t s  yie ld ing le s s  taxa t i on 
returns , i t  i s  prepa red t o  g o  t o  ra i se Papua New Guinea n in­
come s . However ,  the exi s t ence o f  r e s ource s tha t c ou ld yie ld 
ve ry h igh rent s s ugge s t s  that s ub s ta nt ia l income s  growth i s  
pos s ib le wi thout e ncoura gement o f  i nve s tmen t s whi ch requi re a 
very h igh pre s ence for a g iv e n  c ont r ib u t ion t o  
i nc ome s g rowt h , s uch a s  the t our i s t  i nd u s try a nd protected  
ma nufa cturing . The re is  a wide  range of  cho i c e s  b e twee n  
S o lomon s  a nd F i j i - inc ome s a nd pa t t e rns  of l i fe , a nd with 
ca re fu l mana gemen t  the  high - income s  choice  may b e  a va i la b l e  
t o  Papua New Guinea ns a t  l ower s o c ia l cos t . 

The e conomic h i s  o f  ea ch Me la ne s ia n  c a n  b e  
wri t t e n  wi th l it t le re f e re nc e  t o  o ther s of  t h e  reg i on . 
Opport un i t i e s  f or f or e ign trade  a re d e t e rmined i n  a wid e r  
wor ld a nd have b e e n  rea l i s e d  t hrough inve s tment Au s t ra l ia n , 
Fre nch or Ame r ican  c ompani e s  or t hrough s f r om g overnme nt s  
i n  Canberra , Jaka rta , Par i s  or Lond on . 

S e l f -g ove rnment i n  F i j i  a nd Pa pua New Guinea ha s a s s i s ted  
the o f  s ome s en s e  o f  1 ident , a nd the I nd o -
ne s ia n  a nd Au s t ra l ian  g ove rnme nt s  have rea c t e d  l ly 
t o  thi s d eve l o pme nt . The F re nch rea c t i o n  ha s been  mor e  
ca ut i ou s , but t he re ha s been no Fre nch withdrawa l from the 
i nt e ns i f i ca t ion  of reg iona l c onta c t s . Re la t i on s  wi th  e conomi c 
cen t re s  out s id e  t he reg io n  cont i nue t o  d omina t e  t he pa t t ern o f  
e c on omic cha nge i n  Me lane s ia , b u t  there a re opportuni t ie s  f or 
prof i ta b le  reg i ona l c o - opera t ion .  Rea l i s a t i on o f  the s e  oppor­
tunit i e s  can ra i s e  r e g i ona l b e ne fi t s  from exter na l trad e , a id 
a nd i nve s tment . 

The growth i n  regiona l t ra d e  i s  l imi ted s imi lar i t ie s  in 
e conomi c s t ructure a nd pa t t e rns  of s pe c ia l i sa t ion . 
Howeve r ,  s ome c omp lementa r i ty d e ri ve s from d if ference s i n  
h i s t or i ca l s pe c ia l i sa t ion  i n  produc t i o n  of  pa rt icular  
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commod i t i e s . And the d i f ferent a pproa ch t o  d eve tha t  
i s  eme rg i ng in Pa pua New Guinea a nd t he S o l omons may f o s t e r  
new a re a s  of c omp lementar ity  a nd e s pe c ia l encourage t rade  
in food s t u f f s .  

E c onomi e s  of  s ca le in shipping a nd c ommunica t i ons 
sma l l ,  e c onomi e s  1 a dva nt a g e s  in e a ch 
other ' s  ma rket . l The p r i c e s  ob ta ined by ri s e  or 
the s pa id by import e r s  fa l l  with the ut i l i s a t i on of 
opportun i t i e s  for  regi ona l trade provided that the t o ta l 
v o l ume o f  ia l t ra d e  i s  s uf f i c ient t o  j u s t  
re la t ive large - s ca le shipping , a nd provided  tha t  
t rade  d oe s  not d ivert export s from pr otected , 
ma rke t s  out s id e  the 

Trad e  c ont i nu e s  t o  f low in i t s hi s t or i ca l channe l s  l ong 
a ft er the s e  cea s e  to be  e conomi ca l ly e f f icient . i s  
more f re quent a nd f re ra t e s  re la t ive ly l ower 
v o l ume tra d i t i ona l tra d e  route s I t  i s  r 
new t ra d ing rou t e s  a nd many o f  the b ene f i t s  from 
e f fort do not a c crue to the f i rms whi ch bea r the expen s e . 
There  i s  t ru s t  b e twee n  f irms wi th  a n  e s tab l i shed 
t ra d ing r e l a t i onship  and consume r s  know the b ra nd s  a nd cha ra c =  
t e r i s t i c s  of  produc t s  from t ra d i t i ona l s ourc e s  The t ra d i t i ona l  
t ie s  favour re la t ive i nte nse  t ra d e  be tween Aus t ra l ia a nd 
Pa pua New Guinea , the S o lomon s , the New Hebride s a nd F i j i , 
a nd b e tween  F ra nce a nd New Ca led onia . 

Leve l s  o f  1 t rade  have cha nged very l i t t le ove r  the 
pa s t  two yea r s , but  the re la t ive of  ext erna l t ra d -

ha s cha nged s e s pe c ia l 
the growth in trade  with 94 . 9  mi l l i on tota l ex-

s f r om New Guinea i n  t he t e n  months t o  1 1 9 7 3 , 
Aus t ra lia  s e d  $ 3 6 . 8  mi l l i on , the Unit ed Kingdom $ 8 . 3  
mi l l i on , the Federa l l i e  o f  $44 . 4  mi l l i on , the 
United  S ta t e s  $ 9 . 4  mi l l i on a nd Ja pa n  $ 64 . 9  mi l l i on . s 
t o  Me la ne s ia n  t e rr i t ori e s  t o ta l le d  $ 1 . 2  mi l l ion · or le s s  tha n  
one p e r  cent  o f  the t ota l ,  o f  whi ch on $0 . 2  mi l l ion , mo s t  
t o  t he S o l omon s , d ome s t ic export s .  O f  $ 194 . 9  
mi l li on i n  the same t e n  months ,  Aus tra l ia 
$ 102 . 6  mi l l ion , Japan $3 1 . 7  mi l l ion a nd the Uni ted  S ta t e s  
$ 1 8.1 mi l li on . Impor t s  from the Me lane s ia n  t e rr i t orie s 
t ota l l ed on $0 . 03  mi. l li on . 

The se  que s t i on s  a re d i s cu s s e d  further in Ros s Ga rna ut 
' Na t i ona l ob j e ct ive s a nd the cho ice  of indus t r i e s '  i n  

A o l . C l un i e s  Ro s s  a nd J . V .  Langmore ( e d s ) , 
O . U . P . � Me lb ourne , 1 9  
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Tab le  1 0  9 

a nd New 
E n la rged  North  

Ja pa n 
Other 

EEC America Me l a ne s ia 

F i 3 6  2 1  6 1 5  0 
Irian  4 45 1 9  0 
New C a l e d on ia 6 7  7 2 0 
New Hebr i d e s  2 5  2 4 4 

1 0  1 2  1 2  0 

* 1 9 7 1  d a ta " The Nor th  Amer ican s ha re re f le c t s  d irect  
shipment o f  supp l ie s  a nd e qu i pmen t  to  the  c oppe r proj e c t  a t  
Kokona u . 

UN /UNCTAD , 
Ju ly 1 9 7 2 ; 

a nd New 

F i j i  1 6  
I r ia n  0 
New Ca l e d onia 1 
New Hebr id e s  3 
Papua New Guinea 45  

"" 1 9 7 1  d a ta . 

UN /UNCTAD , 
1 9 7 2 ; 

Tab le 1 . 10 

EEC 

3 2  
0 

44 
44 
3 2  

Nor th Other 
Ame r i ca Me l a ne s ia 

2 7  4 1 
0 64 0 
6 49  0 

3 6  1 3  4 
1 2  9 0 

However , among s t  Papua New n ow s ol d  out s id e  
t he reg i o n  s evera l have s i ca nt ma rke t s . The 
Me la ne s ia n  c ount r i e s  other than New Gui nea in 1 9 7 1  im� 
port e d  about $0 . 5  mi l l ion of s he l l f i s h  1 mi l l i on s awn 
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t imber ,  $ 2 . 7  mi l l i on p lywood a nd venee r , $0 . 3  mi l l i on coffee , 
$0 . 8 mi l l i on tea a nd $0 . 3  mi l l i on s pi ce s . Import s of s ome o f  
the s e  commod i t i e s  a re growing very much more ra pid ly than 
t o ta l import s  a s  a re s ul t  of ra pid urban growth in F i j i ,  t he 
New Hebr i d e s  a nd New Ca l e d onia . Lumbe r  import s into  F i j i  rose  
from $0 . 6  mi l li on i n  1 9 7 1  t o  $ 1 . 2  mi l l ion i n  1 9 7 2  a nd t ota l 
t imber import s into  t he New Heb r id e s  from $0 . 2  mi l l io n  i n  
1 9 7 1  t o  $ 1 . 0  mi l li on i n  the f i r s t  n ine months o f  1 9 7 2  The 
nea rby Me l a ne s ia n  ma rke t s  a ls o  of fer opportuni t i e s  for the 
d eve l o pment o f  new a rea s o f  Pa pua New Gu inea export s pe c ia l i ­
s a t ion . Ma ny re la t ive ly sma ll manu fa c t uring i ndus t r ie s wou ld 
b ene f it from a ugme ntat ion of the ir  d ome st ic ma rke t , inc lud i ng 
beer  (Me lane s ia n  import s t ota l led $ 2 . 4  mi l l i on i n  1 9 7 1 ) , g la s s  
b o t t le s a nd j a rs ( $0 . 2  mi l l i on int o F ij i i n  1 9 7 1) , mat che s , 
na i l s , wire a nd c lothing . Howeve r ,  ne ithe r current po l i cy 
nor current t r e nd s  i n  comparat ive a dvantage favou r s  encourag e ­
me nt o f  new manufa c t uring i ndu s t r i e s  cha ra c t e r i s ed by heavy 
re l iance o n  expa t r ia te ski l l s a nd ca p i ta l ,  s o  that there wi l l  
b e  l i t t l e  growth i n  potent ia l f or t ra d e  from this  s ource . 

The re may be c ons ide rab le growth i n  pot e nt ia l f or t rade  in 
food s tu f f s  from Pa pua New Gui nea and t he S o l omons to  othe r  
part s o f  Me lane s ia . Import s o f  vegetab l e s  int o  F i j i , the New 
Heb ride s a nd New Ca l ed onia exceeded  $3 mi l l i on i n  1 9 7 1 and 
a re expand ing ra p id with g rowth in urban d emand a nd cont ra c ­
t ion o f  the a gricult ura l s e c t or . Pri c e s  f o r  Me l a ne s ian s ta p l e s  
s uch a s  t a ro , yams a nd swee t  pota t o  a re s evera l t ime s highe r  
in New Ca l e d onia t ha n  i n  the S o l omon s  a nd i n  mos t  o f  t h e  t owns 
of  Papua New Guinea . A new export t ra d e  wor th s evera l mi l l i on 
d ol la rs  a yea r  c ou ld be d eve l o ped i f  the Pa pua New Guinea 
gove rnme nt i s  s ucce s s fu l  in imp lement ing i t s  a im to ra i s e  
a gricu l tura l prod uc t ivi ty a nd t o  improve the supp ly of  fre s h  
food int o the t owns . 

The re a re f ewer potent ia l import s i n t o  Pa pua New Guinea 
from o ther  pa rt s of Me lane s ia , but the l i s t  inc l ud e s  bee f  f rom 
t he New Heb r ide s ,  s ugar from F i j i , l oca l t ra d e  i n  f oo d s tu f f s  
t o  Bouga inv i l le f r om a d j a cent  i s la nd s  i n  the S o lomons , a nd 
shir t s , s oa p  and a few o ther manufa c ture s from F ij i .  S uga r 
import s t ota l ove r 3 0 , 000 t ons pe r a nnum . Le s s  re f ined , 
chea per F i j i  sugar i s  more su i tab le  for Pa pua New Guinea n 
incomes t han  import s from the pre sent  s ourc e . Sugar  t ra d e  
wou l d  b e  crit i ca l ly import a nt t o  t he ma intenance  of regu la r , 
d ire c t  shipping b etwe en F i j i and Pa pua New Guinea , and t he 
F i j i g ov e rnme nt i s  current ly c ons id e ring the s upply  on c on ­
ce s s iona l t e rms of  s uga r t o  the reg i ona l marke t .  New Heb r id e s  
bee f i s  poo r i n  qua l i ty a n d  s u i tab le f o r  ca nning , a nd s o  i s  
nea t ly c omp lement a ry t o  Pa pua New Gui nea prod uct ion . Howeve r ,  
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the re i s  n o  e c on omic advantage  i n  d ive r t i ng New Heb r i d e s  mea t  
export s from t he high pri c e  New Ca ledonian  ma rke t . 

Rea l i s a t i on o f  the opportuni t i e s  f or reg i ona l tra d e  requires  
ma j or e ffort s t o  ove rcome h igh r e s i s ta nc e s  a s s oc i a t e d  with  
h i s t or i ca l t ra d e  pa t t e rns . The re i s  no s chedu led d irect  s h i p­
p ing from Pa pua New Guinea t o  F i j i  or I r ia n Ja ya , a nd no returns 
from F i j i , I ri a n  Jaya or  New Ca l e d onia . However , shipping can  
be a t t ra c t ed to  the s e  rout e s  s ub j e c t  t o  an  i nducement o f  about 
500 tons  ca rg o . I n  F i j i the great er pa rt  o f  impor t t ra de and 
i n  the New Heb r id e s  a lmos t  ha l f  the t ota l i s  hand led  by the 
t hree  large Aus t ra l ia n  t ra d ing c ompa n i e s  whi ch d omina te  Papua 
New Guinea c omme rce . Cont a c t s  within t he se f i rms can fa c i l i ­
t a te  int ra = re g i ona l t ra d e , a nd have d one s o  i n  t h e  ca s e  o f  
New Hebr i d e s  import s  from F i j i and Papua New Guinea . The 
e s tab l i shmen t  of bus ine s s  c ont a c t s i s  more d if f i c u l t  e ls ewhe re . 
The la rge Aus t ra l i a n  compa n i e s  d id not return t o  the S o l omons 
whe n the Bri t i sh g ove rnme nt d e c l ined t o  pay war damage  c ompen­
s a t i on a ft e r  1 9 45 a nd the S o l omon s  import  t ra d e  is  managed  
la rge ly by sma ll Chine s e  f i rms . Chi ne s e  f irms , b ra nche s o f  
the na t i ona l t ra d i ng c ompa n i e s  a nd now the re s ource c ompa n i e s  
ha nd l e  mo s t  I rian Jaya import s .  I n  New Ca ledonia , mos t  o f  
t h e  import trade  i s  c onducted  by F rench tra d ing hou s e s  w i th 
c lo s e  l inks t o  European a nd S yd ney s up p l iers . 

The exp l oita t i on o f  a l l  potent ia l f or prof itab le  reg iona l 
trade  i n  d ome s t i c  produce c ou ld cont ribute one or two pe r c ent 
o f  Pa pua New Guinea ' s  f ore ign trade . It  c ou ld g ive s ub s tance 
to  the p o l i t i ca l ly a t tra c t ive c once p t  of reg iona l c o - ope ra t i on .  
Howeve r ,  it  wou ld be re s p on s ib l e  f or no t ra n s f orma ti on in Pa pua 
New Guinea ' s  e con omic pr o s pe ct s , a nd a t  a t ime whe n  a dmini s ­
tra t ive s k i l l s a re s ca rc e  a nd i n  high dema nd , i t  i s  d oub t fu l  
tha t the s e  i ni t ia t ive s wi l l  b e  g iven h igh pr ior ity . 

The exchange o f  idea s on e c onomi c management  a nd t e chn o l ogy 
among s t  the Me lane s ia n  e c onomie s i nvo lve s les s  admin i s tra t ive 
input a nd pos s ib ly g rea t e r  b e ne f i t s .  The Me l ane s ia n  e c onomie s 
s hare  the prob lems of  ma nag i ng large , fore ign i nve s tment s ,  
o f t e n  with s canty a dmi ni s t ra t ive capa c ity . Eve n  the d e ta i l s  
o f  re s ourc e  ma nageme nt a re c ommon t o  s evera l c ou nt r i e s  i n  the 
reg ion i n  the ca s e s  o f  f i sh , t imber , mining a nd t ourism . 
Irian  Jaya , Pa pua New Gui nea a nd the S o l omon s  s ha re t he prob ­
lems o f  d e pe nd e nce on exte rna l a i d  a nd a n  i ntere s t  in promo t i ng 
c ond i t i ons o f  f ore ign a id tha t a re c on s i s t e nt wi th e f f i c ient 
e conomi c ma nag ement a nd the purs u i t  o f  na tiona l g oa l s . A l l  
count r i e s  i n  t he reg i on sha re the prob lem o f  the exc l us i o n  o f  
i s o la t ed c ommun it ie s  from t he b e ne f i t s  o f  r i s i ng i nc ome s . 
D i s cu s s ion o f  the s e  prob lems among government s i n  the reg i on 
and sha red programs o f  r e s ea rch a nd eva lua t i on could c on tribu t e  
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t o  b e t t e r  s o lut i ons . Perha ps  mos t  import a nt o f  a l l , pe r s pe c ­
t ive o n  how other , fundamenta l ly s imi la r s ocia l and e conomi c 
organi sms have rea cted  t o  d i f ferent  i nt en s i t ie s  of  c ont a ct 
wi th f ore ign c ompa n i e s  a nd d i fferent opport unit ie s  f or pa rt i c i ­
pa t i on i n  t ra d e  c a n  i l lumi na t e  the prob lems of  ind iv idua l 
c ount r ie s . Regi ona l ins t itut i ons , inc lud i ng the South Pa c i fi c  
Commi s s ion , the S outh Pa c i f i c  Burea u f or E c onomi_c Coope ra t ion 
a nd the broa d e r  ga the o f  Southea s t  A s ia n  a nd S outh Pa c i f ic 
countri e s  propos e d  by I nd one s ia n  fore ign mini s t e r  Adam Ma l ik ,  
mus t  b e  a s se s s e d  in t�rms o f  the i r  capa c i t y  t o  c ont r ib ut e t o  
a s ha ring o f  v i ews  on p o l i cy pr ob lems . The same wor ld  e c onomy 
c ont i nue s t o  inf luence the pa t t e rn of change throughout Me la ­
ne s ia , b ut the e f fe c t s  o f  f ore ign integra t ion on t he qua l i t y  
of  na t iona l l i f e  i s  highly d epende nt on po l i cy re s p on s e s .  

I nt e gra t ed c lo s e  int o t h e  int erna t i ona l e c on omy , the 
Me lane s ia n  e c onomi e s  now s hare  an i nt e re s t  in cont i nued pro s ­
pe rity  out s id e  the reg i on . With c on t inued s tab i l i ty in the 
int e r na t iona l t ra ding system ,  marke t d ev e l o pmen t s  w i l l  c on ­
t inue t o  t ra n s f e r  wea lth t o  the s e  c ount r ie s . At the  same 
t ime , Me l a ne s ia c a n  c ont r ibut e  t o  externa l prosp e r i t y  through 
s upply of a ma j or part of fu ture g rowth i n  we s t ern Pa c i f i c  
dema nd f or e ne rgy , non- ferrous met a l s , t imb e r  a nd f i s h . 

As sma l l ,  t ra d e - de pend e nt c ount rie s ,  Me lane s ia ha s much t o  
l o s e  from a ny tend ency t o  autarchic e conomic organ i s a t i on i n  
t h e  indus t ria l c ount r i e s  i n  re s ponse  t o  the ' re s ource s cri s i s ' .  
But t he s e  are  s e c ond order unce r ta i nt ie s . The ma j or uncer­
ta int i e s  over the e c onomic future of  Me lane s ia i nvo lve po l i cy 
que s t i on s  r e l a t ed more exp l ic it ly t o  the regi on . Ext erna l 
pol i cy d e c i s ions rema in important : Aus tra l ia n  a nd Bri t is h  
a t t it ud e s  t o  a id ;  I nd one s ia s u s e  o f  revenue s f r om I r ian  Jaya 
r e s ource pr oj e c t s ; French c ond it ions on ma j or non-Fre nch i n­
ve s tment s . And i n  F i j i , Pa pua New Guinea a nd the S o l omon s , 
Me lane s ia ns a re i n  the proce s s  o f  making d e c i s ions  on the 
d e s i rab l e  extent of  e c o nomic integra t i on into the int erna t i ona l 
c ommuni t y  tha t wi l l  have far= rea ching e f fe c t s o n  e c onomic l if e  
i n  the s e  c ountrie s .  



Cha pt e r  2 

Pe t e r  Drysda le  

The wor ld  t ra d e  and mone tary sys t em is  n ow at  a ma j or t urn­
i ng point 0 S igni f i cant  cha ng e s  in the s t ruc t ure o f  wor l d  tra d e  
a nd payme n t s  ove r  t h e  pos twa r yea rs have i nduced t h e  maj or 
trad ing na t ion s t o  ent e r  a new a nd wider rang i ng round o f  mu l t i ­
la t e ra l t ra d e  negot ia t i on s  t ha n  have take n p la ce previ ous ly 
within the GATT-ba s e d  trad ing s y s t e m ,  a nd f orced them ,  a t  the 
same t ime , to s e t  ab out the f orma l re form of  the Bre t t on Wood s ­
ba s e d  i nt e rna t iona l  mone t a ry s y s t em o l I n  a d d i t i on , there a re 
pre s s ing prob l ems a r i s ing from the s hi f t  a round i n  the e ne rgy 
a nd re s ource  g ood s trade a nd wor ld -wid e inf la t i on o 

The Joint  De c la ra t i on on I nt e rna t i ona l  Re la t ions receive d  
b y  the GATT S e creta r i a t  on 1 0  Februa ry 1 9 7 2 s ta t e d  tha t  the 
' c omprehe n s ive revi ew o f  i nt e rna t i ona l e c onomi c re la t ions ' 
s hou ld c ove r ,  , ' a l l  e lements  o f  tra d e , inc lud ing 
mea sure s  o r  d i s t ort a g ricu l tura l ,  raw ma t e ria l s  
a nd ind us t r ia l trade ' a nd tha t  s pe c ia l a tt ent ion s hou ld  b e  
g iven  t o  the prob lems o f  d eve l oping cou nt ri e s . Howeve r ,  re ­
f orm o f  the mone ta ry s y s t em a s sumed pri or i ty throughout 1 9 7 2  
a nd 1 9 7 3 . I n  Apri l 1 9 7 3 , the Un i te d  S ta te s  Admin i s tra t i o n  
pre s e nted a d ra f t  Tra d e  Re f o rm Act  Congre s s . 

G ove rnment 
t a t ive s C ommit te e  on Way s  a nd Mea n s , Congre s s , 
Wa shing t on , H o R .  6 7 6 7 , 10  Apri l 1 9 7 3 . I n  the same mont h , the 
Commi s s ion o f  the EEC prod uced  for the Counc i l  a memorand um , 
' Deve l opment o f  a n  Ove ra l l  Approa ch t o  Tra d e  i n  View o f  the 
C oming Mu l t i la tera l Ne got i a t i on s  i n  GATT ' ( Br us s e ls , 4 Apri l 
1 9 74) " Among the c once s s i on s  ob ta i ned by the Smi t h s on ia n  
Accord o f  D e c embe r  1 9 7 1  wa s a t a g reement t o  e nt e r  
c omprehe n s ive mu l t i la t e ra l  t ra de ta lks . S e e  pa ragraph 5 i n  
t he i s sued  a ft e r  the Mini s te r ia l Me e t ing  o f  the 

Wa shing t on , 1 8  D e c embe r  1 9  

3 3  
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I t  i s  d if f i cu l t  t o  s epara t e  t he prob lems of  mone t a ry re form 
a nd c omme rc ia l po l i cy . They a re , i nd e ed ) s e pa ra t e  d imen s ions 
o f  the same prob l em:  the prob lem of the a d equa cy o f  t he a d j us t ­
men t  me cha n i sms whe reby t ra d ing na t ions  ada pt t o  cha nged  compe ­
t i t ive cond i t i ons i n  wor ld ma rke t s . A f re e r - t ra d ing sy s t em 
wi thou t the c omp lement  of  a s uf f ic ie nt f lexib le  mone tary 
sys tem , a s  expe r i ence  in re cent year s  a t t e s t s , ca nnot ea s i ly 
be s us t a ined . Howeve r ,  e a ch d imens i o n  of  the pr ob l em ha s t o  
b e  mana ged  s e pa ra t e ly a nd ha s i t s  own cha ra c t e r i s t ic s , a nd the 
focus o f  th i s  pa pe r i s  upon d eve lopme n t s  in the ma na g ement of 
wor ld t ra d e  pol icy 

The cha nge s t ha t  now have t o  b e  e f fe c ted i n  the orga n i s a ­
t ion o f  wor ld tra de a nd payme nt s are  a con s e quenc e  of  pre s s ure s 
produced by trend s  in the pa s t . S o , whi l s t  i t  i s  not e a s y  t o  
foreca s t  exa ct ly the sha pe o f  the wor l d  t ra d ing a nd mone tary 
s ys t em i n  the futur e , the of the cha nge s that have now 
b e e n  s e t  i n  t ra i n  a re c lea r e nough . 

The d omi na nc e  o f  d eve l oped countr i e s  in wor ld t ra d e  ha s not  
been  eroded ove r the pa s t  f i f t e e n  year s . I nd e e d , Tab l e  2 . 1  
shows t ha t  the shar e  of  i ndu s t r ia l c ount rie s i n  wor ld t ra d e  
ha s incre a s ed s igni f i ca nt ly , from 65 . 5  pe r c e nt i n  1 9 5 5  t o  
7 1 . 7  p e r  c e n t  i n  1 9 7 1 . B u t  the re ha s b e e n  a s ub s t a nt ia l  cha ng e  
i n  t h e  s t ructu re of  t rade  amo ng ind us t r ia l c ount r i e s  thems e lve s . 
The sha re s o f  i nd us t r ia l  E urope , e s pe cia l ly the Europe a n  E c o -
nomic C ommuni ty  a nd o f  Ja pa n , i n  b oth wor ld  a nd wor ld 
import t ra d e  have grown c ons i d e rab ly , whi l s t  the Uni t e d  S t a t e s  
a nd t h e  Unit e d  Ki ngdom have l o s t  re la t ive grou nd . O f  cour s e  
t h e  t ra d e  expa n s i on of  t he s e  count rie s ha s b e en heavi ly con­
c e nt ra ted  i n  manufa c tured good s , pr i nc i pa l ly b e ca us e , with 
i ncome growth and ra p id t e chno l og i ca l change , the re have been 
growing a dvantage s from s pe c ia l i s a t i on i n  i ndus t ria l good s 
trad e , b ut a l s o  b e cau s e  the re have b e en re s t r i c t ive pol i c i e s  
i nh ib it i ng the g rowth o f  trade in agricu l t ura l c ommod i t ie s . 
The s ha re o f  i nd u s tr ia l g ood s in wor ld  export s c l imbed f rom 
48 per c ent in 1 9 5 5  t o  64 per c e nt in 1 9 7 1 . Whi l s t  it is t rue 
tha t d uring the s ixt i e s  manu fa c ture d  g oo d s  expo r t s  from le s s  
d eve l oped c ount ries  grew even mor e  rap id ly tha n manu fa c t ured  
good s  exp ort s from i nd u s t ria l c ount ri e s , they s t i l l  c ompr i s e  
on ly a very sma l l  proport i on of  wor ld t r a d e  i n  manu fa c t ured 
good s . The s e  cha nge s  i n  t he s t ructure of t ra d e  a mo ng i nd us ­
t ri a l count r ie s  are  a t  the ba s e  o f  the shi ft s i n  wor ld  t ra d e  
po l i cy tha t a re now u nd e r  way . Now � o n  t op o f  the s e  change s ,  
there  a re a dd i t i ona l a d j us t me nt s t o  be e f fe c t e d  i n  the res ource 
good s tra d e  in c ons equence of  the po l i t i c is a t ion o f  o i l  s upp 
a nd changed per cep t i ons of  t he l onge r t erm r e s ource  s upp ly 
s i t ua t i o n . 



Tab le  2 . 1  

Change s i n  the geographic s tructure o f  wor ld trade , 1 9 5 5  t o  1 9 7 1*  
( pe rcentage s ha re s )  

Expor t s  Import s  
1 9 5 5  1 9 60 1 9 65 1 9 7 1  1 9 5 5  1 9 60 1 9 65 

I nd us tria l c ount r ie s  65 . 5  7 1 .  6 74 . 5  64 . 3  6 6 . 5  6 8 . 7  

Uni t e d  S t a t e s  1 8 . 7  1 8 . 2  1 6 . 6  14 . 1  14 . 1  1 3 . 7  1 3 . 2  
Uni ted  Ki ngd om 1 0 . 3  9 . 4  8 . 3 7 . 1  1 2 . 4  10 . 9 9 . 2  
I nd u s t r ia l Eur ope 2 8 . 6  3 3 . 3  3 6 . 5  3 9 . 7  2 9 . 3  3 3 . 0  3 6 . 7 
Japa n 2 . 4 3 . 6  5 . 1  7 . 7  2 . 8  3 . 8  4 . 7  
Canada  5 . 5 5 . 1  5 . 1  5 . 6 5 . 7  5 . 2  4 . 9  

Othe r i ndu s t r ia l c ount rie s 6 . 9  6 . 7 6 . 3  9 . 3  8 . 7  9 . 9  

Au s t ra l i a  2 . 1  L B  1 . 8 1 .  7 2 . 4 2 . 3 2 . 1  

Le s s  d eve l oped c ount rie s  2 7 . 1  2 3 . 6  2 1 . 7 1 9 . 2  2 6 . 4  2 4 . 8  2 1 . 4  

Mid d le Ea s t  4 . 0  4 . 4  4 . 3  4 . 3  3 . 1  3 . 3 3 . 3  
As ia 7 . 6  6 . 8  5 . 7 5 . 2 8 . 3  8 . 3  7 . 3 

Wor ld  ( exc l ud ing C ommuni s t  
B loc c ount r i e s )  100 . 0  100 . 0  1 00 . 0  100 . 0  100 . 0  100 . 0  100 . 0  

* Exc l ud e s  C ommun i s t  B l oc t ra d e . 

1 9 7 1  

7 1 . 7 

14 . 7  
7 . 3 

3 8 . 5  
6 . 0  
5 . 1  

8 . 9  

1 . 6  

1 9 . 4  

2 . 8 
6 . 5  

100 . 0  

S ource : I n t e rna t iona l Monetary Fund , I nt erna t iona l F i na ncia l Stat i s t i c s 2 1 9 7 2  Supplement , 
Wa shing t on , 1 9 7 2 , pp . xxx i -xxxv . 

w 
lJ1 
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The 1 9 60 s  we re a d e ca d e  o f  c ons iderab l e  expa n s ion i n  the 
wor ld e conomy , a chieved within the evo lving framework of 
l ibera l tra d e  a nd interna t i ona l e c onomic po l ic ie s . Wor ld 
t rade  as a who le grew at 9 3 per cent per a nnum throughout 
the d e ca d e  but the re were two ma j or d eve lopment s which a ppeared 
t o  thr ea t en the ord e r ly expa ns ion  of wor ld t ra d e  a nd opportuni ­
t i e s  f o r  trade a nd e conomi c g rowth . The f i r s t wa s the eme rgence 
of  the European Ec onomi c Communi ty and t he ext e ns i on of i t s  
d i s cr imina t ory t ra d e  arra ngeme nt s  w i t h  other count r i e s .  The 
s e c ond wa s the appea ra nce of the s t ra i ns in interna t i ona l mone ­
tary a rrangeme nt s  a nd the wor s e ning of  the Unit e d  S t a t e s  
ba lance - of = pa yme n t s  pos i t ion a s  the impa ct  of  d if ferent ia l 
product ivity  a nd g rowt h  perf orma nc e s  cha fed  a ga ins t the ove r ly 
rigid  f ixed exchange ra t e  s y s t em . 1 

The e f f e c t s  of  the eme rgence of  the EEC on the t ra d ing in­
t e re s t s  o f  the ma j or ind us tria l count r ie s out s id e  Europe were 
cons tra ined i n  the f ir s t  ha l f  of  the s ixt ie s by the s ucce s s fu l  
ini t ia t ive s t owa rd s  g e ne ra l tari f f  reduc t i ons und e r  the Ke nnedy 
Round of tar i f f  negot ia t ions . But by the e nd of  the d e ca d e , 
change s i n  t he c ompe t i t ive s t rength of  Europe a nd Ja pa n _;_��-

the United  S t a t e s  could no l onge r  be a c c ommoda t e d  by 
arra ngeme nt s  b ut t re s s i ng t he exi s t i ng mone t a ry sys tem , a nd 
the ba s i c  d i s tort ions re s u l t ing f rom the c omme rc ia l po l i c ie s  
of  the ma j or t ra d ing na t i on s  b e came more s e r i ou s  a nd obviou s  
irr i t a nt s  in t h e  c onduct  o f  int e rna t i ona l e c onomi c po l i cy . 
European agricu l tura l prot e c t i on i sm b e came a s e r ious Uni t e d  
S ta t e s  c oncern . Europe ' s  re s t r i c t ive po l i c ie s  t owa rd s manu-
facture d  import s  from of cour s e  d ire c t ly a ff e c t ed Ja pa n ' s  
a t ions t owa rd s g loba l i sa t ion of  her tra d e  expa n s i on but 
a ls o  posed  ind i re c t ly pr ob lems for the Uni t e d  S ta t e s  b e ca u s e  
o f  the a d d ed pre s s ures  they p u t  upon t h e  Ame ri can ma rke t.2 

Harry G .  Johns on , ' Wor ld trade  pol i cy i n  the pos t - Ke nnedy 
Round e ra :  a survey of  a lt e rna t ive s , w i th s pe ci a l re ference 
t o  the pos i t i on of  the Pa c i f i c  a nd A s ian reg i ons ' ,  

�---- ' vo l 44 , no . 1 0 6 , 1 9 68 , pp 154- 6 7 . 

Hara ld  B .  Ma lmgren , ' Troub le s  ahead f or wor ld farm trade ' .  
Addre s s  t o  the Nat iona l S oybean  Proce s s e r s  A s s ocia t i on , Denve r ,  
Co l ora d o ,  25  Augus t  1 9 69 ; Kiyoshi  Koj ima , Japa n a nd a Pa c i f ic  
...,.-----.......;..--�----- ' Ma cmi l la n , Lond o n , 1 9 7 1 ;  Pe t e r  D rysda le , 

, Pa c i f i c  c ommunity  a nd wor ld trad e ' ,  addre s s  t o  the 
F or e i g n  A f fa i r s  C lub ,  Lond on , 18 Apri l 1 9 73 ; and Ma lmgren , 
' Ja pa n , the Uni t e d  S t a t e s , a nd the Pa c i f i c  e con omy ' , 

Apr i l 1 9 73 , pp . 3 0 7 - 2 5 . 
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The who le s eq uence o f  mone t a ry d i s turbance s a t  the end of  
the  s ixt i e s  prod uced two s ign i f i ca nt shi ft s in Ame ri ca n  a t t i ­
t ud e s  t owa rd s  the c onduct o f  i nte rna t iona l e c onomi c p o l i cy . 
One wa s t ha t  the upsurg e  o f  i o n i s m  i n  the Uni t e d  S t a te s , 
which f o l l owed the c omp l e t i on o f  the Kennedy Round o f  ta r i f f  

i ons  i n  1 9 6 7 , wa s i ncrea s re inf orced a ppea l s  
t o  concern abou t  the ba lance o f  payme n t s  = a n  a t t itude  wh ich 
is  n ow wri t t e n  into  t he rhe t or i c  o f  Ame ri ca n  f ore ign 
e conomic po l i cy . The othe r wa s tha t t he mood whi ch had a lread y  
ind uced  s ub s t a nt ia l reduc t ions i n  expe nd i ture on over s ea s  
d e f e nce a nd a id ga t he red s t re ngth , e 1 with commitment 
to withdrawa l from Vie t na m . 1 The s e  trend s a s sumed imme n s e  

a nd t o  he r e conomi c ne rs  i n  t h e  We s te rn 
Pa c i f ic . ly , there we re s t ra i ns i n  Ame ri ca n = Ja pa ne s e  
e c onomi c re la t ions , i n  conseque nce o f  Pre s id e nt N ixon ' s  promis e  
t o  c urb import c omp�t i t i on i n  the ma rke t for  i c  a nd 
woo l le n  text i le s . Thi s s pi l le d  ove r i n t o  a more 
genera l b i la te ra l  t ra d e  a nd d i s  2 A t  the same 
t ime the Uni t e d  S t a t e s  Admini s t ra t i o n  b e ga n  t o  a do pt a 

t o  ' n e o - me rcant i l i s t ' l tura l t ra d e  po 
1 tra d e  t ie s , a nd payment s  s in  

Both i s s ue a nd the lem of  Ame ri ca n  pay-
ment s and c t i on i s m  were ma j or c oncerns  f or Ja pa ne s e  
i nt erna t iona l e conomi c po l i cy d ur ing t he la s t  d e ca de . The 

se re s ponse  t o  the emergence of a d i s cr imina t ory b loc  
w i thin We s t ern  Europe wa s t o  encoura g e  c lo s e r  e conomic re la ­
t ions w i th i t s  ma j or Pa c i fi c  t ra d i ng pa rt ne rs a nd purs ue a 
c omme r c ia l i cy d e  t o  coun t e r  the d i re c t  e ff e c t s o f  

i on i s m c  A l t hough s to Europe 
were g r owing ra pid i n  the la t e  1 9 60 s  pe r c e n t  of  
her  t ra d e  a nd a lmos t  t he same o f  he r 
t ra d e  wa s with A s ia n - Pa c i f ic c ount ri e s , t he Uni te d  
S t a t e s . wa s a nx i ous  t o  d eve of inte�  
re s t s  within the Pa c if i c  e c on omic as  s he pre s s ed 
ahead s t ea d  wi th t ra de a nd payme nt s libe ra l i s a t i o n , a nd t o  

Pe t e r  D rysda l e , ' Ja pa n , Aus t ra lia , New Zea la nd : 
for  We s t e rn Pa c i f i c  e c onomi c t i on ' 
v o l . 45 ,  no  1 1 1 , 1 9 6 9 , pp . 3 2 

the pro s pe c t  

2 Pe t er Drysda l e , ' Ja pa ne s e  a g r i cu lt ure and the ra d e  po l i cy 
out l ook ' , 
pp . 5 - 7 ;  

________ ...i..;..._ _____ , Novemb e r=D'e cembe r  1 9 70 , 

e con omi c 
Le c ture New Y ork , 1 1  

t re nd s  i n  Uni t e d  S t a t e s =  
ica l r e lat i on s ' ,  The Arthur S o l omon 

D e c embe r  19 7 2 . 
3 

Ma lmg ren , ' Tr oub le s a head  for  wor ld  fa rm t ra d e ' ,  p . l .  
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evo lve cont i ng e ncy p la n s  i n  the event o f  a more r e s t r ic t i on i s t  
a t t i tude i n  We s t e rn Europe . I n  the long e r  run , Japa n a imed 
t o  f orge d e e pe r  t ra d e  l inks beyond the A s ia n- Pa c i f i c  reg i on , 
wi th i nd u s t r ia l  Eur ope a nd other countr i e s . l But the evo lu­
t i on of  trade re la t i ons  with t he EEC ran a numb e r  of  s igni f i ca nt 
r i sks , not  o n ly for Japa n her s e l f  but a l s o  f o r  her  ma j or t ra d ing 
pa rtner s . I n  t he event , i t  proved impos s i b l e  to c onc l ud e  a n  
equita b l e  b i la t e ra l t ra d e  a g re eme nt with the EEC out s id e  the 
framework of mu l t i la t e ra l  t ra d e  d i s c us s ions . 2 

The b i la tera l i s a t i on o f  the e ss ent ia l ly t ri po la r wor ld trade  
a nd payme nt s  prob lems at  t he e nd o f  the s ix t i e s  produced  
s er i ous  e con omic - po l i t i ca l frict i on s . F or tu na t e ly ,  i n  the 
Uni t e d  S t a t e s  a rea ppra i s a l of i nterna t i ona l e c on omic p o l i cy , 
i n  whi ch the intere s t s  �f the wor ld a s  a who l e  f i gured very 
la rge wa s taking p la ce . The N ix on curre ncy a nd t ra d e  mea s ure s 
o f  1 5  Aug u s t  1 9 7 1  - the ' Nixon Shock ' - were a imed not only a t  
s o lving the irrn:ned ia te  d o l la r  c r i s i s  but a ls o  a t  cata lys ing 
gove rnment s  a nd the c orrn:ner cia l c ommuni ty throughout the wor ld 
in.to a fundamenta l r e - examina t ion of  wor ld e co nomic re la t i on­
ships . The Uni ted  S t a t e s  ini t ia t ive re s u l te d  in j oint  u nd e r� 
taking s  emb od ied in the Smiths onia n Agreement in D e c emb e r  1 9 7 1 ,  

Kiyo s h i  Koj ima , 
2 Jean Roye r ,  ' Grea t e r  European e c on omic integra t i on ' i n  
Kiyos h i  Koj ima ( ed . ) , 
Tra d e , Ja pa n E c onomic  Re 
Europe a n  Communit i e s  Pre s s  a nd 
I SE C /B 6 / 7 3 , 2 2  Februa ry 1 9 73. 
3 Among the more importa nt report s produced  for  the Admini s ­
t ra t i on we re : S pe c ia l Repre sentat ive f or Tra d e  Neg o t i a t ion s , 
Future Uni ted S ta t e s  F ore ign Trad e  Po l i cy ( Roth Re port ) , Uni t ed 
S ta t e s Gove rnme nt Pri n t i ng O f f ice , Wa shing t o n , 1 9 69 ; Pre s id e n ­
t ia l  C ommi s s i on on I nt e rna t i ona l Tra d e  a nd I nve s tme nt Po l i cy , 
Unit ed S t a t e s  I nt e r na t i ona l E c onomic Po l i cy i n  a n  I nt erdepe nd ­
e nt Wor ld  (Wi l l iams Re port ) , Uni t e d  S t a t e s  G ove rnment Pr int i ng 
O f f i c e , Wa shing t on , 1 9 7 1 ;  A s s i s tant  t o  the Pre s id en t  f or I nte r ­
na t iona l E conomic Affa irs , 
( Pe t e r s on Re port ) , Exe c ut ive 
1 9 7 2 ; and As s i s t a nt t o  t he Pre s ident for I n t e rna t i ona l E conomi c 
Affa irs , Agr i cu l t ura l Trad e  a nd the Proposed Round o f  Mu l t i ­
la t e ra l Negot i at i ons  (F laniga n Re port ) , Uni t e d  S t a t e s  Gove rnment 
Pri nt i ng O f f i c e  f or the S e na t e  C ommi t te e  on Agr i c u l t ure a nd 
Fore s t ry ,  Uni t ed S t a t e s  Congre s s , Wa s hi ng t o n , 1 9 7 3 . 
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the j oint Uni t e d  S ta t e s /Euro pe a n  C ommunity a nd Uni t e d  S ta t e s / 
d e c la ra t ions on t rad e i n  Ja nua ry a nd Feb rua ry 1 9 7 2 . 1 

Wha t could  have b e e n  a d e e p ly d ivi s ive cri s i s i n  mu l t i la t e ra l  
re la t i on s  wa s s ucce s s fu l ly turned into  common und ertakings  whi ch 
o f f e re d  opportuni t ie s  f or rea l improveme n t s  in the interna t iona l 
e conomi c  sys tem . The ma j or t ra d i ng na t i ons have not on ly take n 
s hort - t erm a c t i on s  t o  a d j us t  the i r  imba lan c e s  with  e a ch othe r , 
but  they have a ls o  agreed  t o  b e g i n  negot i a t i on s  on re f orms or 
improvement s i n  the wor ld mone tary a nd t ra d i ng sys tems . The re 
have a lready been s ignif i ca nt d e  fa c t o  r e f o rms in the int e r ­
na t iona l mone t a ry sys t em through t h e  s h i f t  t o  a mo re f lex ib le  
exchange ra t e  reg ime . Sub s tant ia l improveme n t s  i n  the  inter­
na t io na l  t ra d i ng sys tem , as  America n  Trad e  Amb a s sador  Ma lmgren 
ha s s a id , wi l l  not  c ome ea sy . 2 

The mu l t i la te ra l t ra d e  negot ia t ions we re i na ugura t e d  in 
Tokyo i n  S e pt emb e r  1 9 73 . They were f ocused on the out s t a nd 
trade  i s s ue s  b e twee n  t he three ma j or cent re s o f  e c onomi c powe r . 
Of  c ourse , the ir  ou t c ome wi l l  a f fe c t  the s y s t em within whi ch 
a l l t ra d  na t ions have to o pe ra t e  and s ome of the s ma ll e r  
trad na t i on s  have shown re c e nt ly tha t  they can succe s s fu l ly 

a long s id e  the b ig league  p laye r s  in the pursuit  
i nt e re s t s . But  the i s s ue s  that have b rought 

both members  a nd non-memb e rs of GATT t o  the tab le  
a nd t he i s s ue s  that a re s t i l l  l ike ly to  d omina t e  t he d i s cus � 
s ions a re the i s s ue s  tha t  a re o f  mut ua l concern t o  t he Uni t e d  
S t a t e s , Euro pe a nd Ja pan 

The t ra d e  ta lks s e t  out  t o  c ov e r  f ive ma i n  s ub j e c t s : the 
further reduc t i on of  tar i f f s  on i ndu s t ria l g o od s t ra d e ; the 
revi ew a nd reduct ion of  non- tar i f f  t ra d e  barriers  to t ra de ; 
t he e s tab l i s hment  a nd e f f e c t ive opera t ion of  new s a fe gua rd 

a ga ins t very a nd i nd i ge s t ib le 
c ompe t it i on ;  the reduct i on of  a g r i cu l tu ra l 

i on i sm ; a nd t ra d ing o pportun i t ie s  for  d eve l oping c oun� 
t r ie s . The of the s e  foca l points  for d i s cus s ion  i n  
the t ra d e  o f  the re cent pa s t  a re c le a r  enough . 

There a re r e s idua l tar i ff s  on imports  o f  int e re s t  t o  i ndus � 
t r ia l coun t ri e s  i n  e a ch othe r s ' marke t s  and , whi l s t  nomina l 
tar i f f s , a ft e r  s uc c e s s ive round s o f  tra d e  l ib e ra t i ons , a re 

Ma 
p . 308 . 

l ow ,  e ff e c t ive ra t e s  o f  i on a re highe r . 

, ' Ja pa n , the Uni te d  S t a te s , a nd the Pa c i fi c  E c on omy ' , 

2 
I b id . 
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The mo s t - favoure d - na t i on reduc t i on of  ta r i f f  barr i ers  on e nt ry 
i nt o  t he wor ld ' s  la rge s t  ma rke t s  wi l l  impr ove opport uni t ie s  
for tra d e  expa ns i on i n  the wor ld  a t  la rge The Amer i ca n s  and 
Japa ne s e  s tre s s  the obj e c t iv e  of  even tua l ta r i f f  e l imina t ion 
whi l s t  the European s  s tre s s  the ob j e c t i ve of tari f f  harmoni s a ­
t i on ,  t he la t te r  a pproa ch re f le c t i ng t he EEC ' s  i nt ere s t  i n  
reta  a c ommon ext e rna l ta r i ff a nd in l eve l l i ng t h e  peak s  
from t h e  Uni t e d  S t a t e s  t a ri f f  s t ructure . E i the r way , ta r i f f  
reduct i ons  a r e  negot iab le  a nd fea s ib l e  1 

As t a r i f f s  on i nd u s tria l goo d s  have b e e n  gra dua l ly reduced  
ove r the yea r s , non- tar i f f  trade  barrie rs have eme rged  as  a 
ma j or brake t o  e f f i c ie nt t ra de s pe c ia l i s a t i on . The importance 
of  non- t a r i f f  t ra d e  ba rrier s i n  a g r i cu l t ura l commod i ty t ra d e  
ha s l ong b e e n  exp l i c i t ly r e c ogni s e d  b u t  i t  i s  on ly re la t ive ly 
re c e nt ly  tha t  non- tari f f  trade  barriers  on manufa c t ured  g ood s 
t ra d e  have b e c ome the s ub j e c t  o f  s e ri ous  po l icy d i s c us s i on . 2 

Quant itat ive import re s t r i c t i ons , i ncon s i s te nt with the 
s p i r i t  a nd ob l iga t i ons  o f  GATT ; gove rnme nt procur ement p o l i c i e s 
whi ch d i s crimina te  b e twe e n  d ome s t ic a nd f ore ign s ourc e s  of  
s up p l y ; export  s ub s id i sa t ion ; va riab l e  import lev ie s ; ext ra ­
o f f i c ia l  and pa ra = o f f i c ia l exp ort  re s t ra in t s :  a l l have c ome 
t o  have ma j or d is t ort ing e f f e c t s on t ra d e  s pe c ia l i s a t i on among 
i ndu s t r ia l  c ount rie s a nd wi l l  be  sub j e c t  t o  negot i a t ion a t  the 
mu l t i la te ra l trade ta lks . No s ing l e  a pproa ch can b e  adopted  
f o r  a l l the s e  r e s t r i c t ions on tra d e . Some a re amenab le  t o  
c od e s  o f  c onduc t , o t he r s  t o  g e ne ra l princ i p le s of  interna t i ona l 
behav iour , and s t i l l  others a re d irect  ne got iab le . I n  a ny 
event the negotia t ions  on non- t a r i f f  t ra d e  barriers  promi s e  
t o  b e  extreme ly  c omp lex . 

Ther e  i s  a lready provi s i on for s a fe gua rd a rrangeme nt s within 
the framework o f  GATT (Art i c le s  1 2  a nd 1 9 ) . But  Art i c le 1 9  of  
GATT ha s worked ine f f e c t ive ly i n  t he face  o f  the  la rge a nd 
ra p id a d j u s tme nt s i n  wor ld  s t ruc ture s ,  s ince it  c on -
ta ins  no e f f e c t ive requi rement s f o r  a d j u s tment t o  change d  

' ' 
C ommi s s i on on Interna t i ona l Tra d e  a nd I nve s tment 

2 
Ha rry G .  Johns on a nd S . D .  Me t zger  ( e d s ) , I nt e rna t iona l Nego-
����----���-----�---�---�..;....... ' A l l e n  a nd Unwin , L ondo n , 1 9 7 3 . 
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for c ompensa t ions f or sa fegua rd mea sure s . The pro l i fe ra t ion 
of  extra - lega l s a f e gua rd a rrangements  pos e s  a rea l thre a t  t o  
e f f i c i en t  a d j u s tmen t  t o  new s tructure s  of  wor ld trad e  s pe c ia l -
i s a t ion . Ja pa n , b e ca u s e  her t ra d e  s t ru c t ure ha s been  
t ra n s f ormed s o  ly  re la t ive to  those  o f  the other ma j or 
t ra d i ng na t ions , ha s faced  s pe c ia l prob le ms i n  c on s equence of 
the u nd i s c i p l ined use o f  s a fegua rd s  a ga in s t  c ompe t i t i on . 
Europe a nd the Uni t e d  S ta t e s  have s ucce s s fu l ly ins i s t e d  upon 
extens ive re s t ra i nt s . The a cquie s c ent  
Japa ne s e  re s ponse , e a t  the leve l o f  te  c ommer-
c ia l , ha s t ended t o  exa cerba t e  the dama g i ng e f f e ct s 
o f  re s tra int s through e ncoura g ing  a proce s s  o f  car t e l -
i s a t ion i n  the wor l d  t ra d ing sys tem . The Uni t e d  S ta t e s and 
Europe have a l. s o  emp l oyed s upport va l ue ' sa fegua rd ' mea s ur e s  
a ga i ns t e a ch othe r , Ja pa n , a nd other c ount ri e s . Sa fegua rd 
mea sures  c a n  be  ea s i  abus e d  f or i o ni s t  purpo s e s  
a ga ins t sma l l e r  d eve loping e conomie s ,  the ive 
of who s e  new indus t r i e s  i s  cha ng i ng ly i n  i ndu s -
tria l ma rke t s  for manu fa c tured or  p roc e s s ed good s . 
The i nherent i n  t he f ormu la t i on of a new s a f eg ua rd 
me cha n i s m  i s  tha t t he ma j or indus t ria l c ount rie s wi l l  d ev i s e  
a whi ch e f f e c t iv e ly  insula t e s  them from g rowi ng impor t  

i t i on f r om d eve of manufa c t ured  
s .  Even now he rs e lf fa c e s  the thru s t  o f  

s t rong e r  a nd s labour - i nt e ns ive manufa c -
from d eve , could b e  a t t ra c t ed 

t o  this  a pproa ch .  l e s  ins i s t e d  upon in 
e a r l i e r  b i la t e ra l ia t i on s  a re tha t mea sure s 
shou ld  b e  non- d i s cr imina t ory , , ive of a l l  

ra d e , a nd s ub j e c t  t o  i nt e rna t iona l s urve i l la nce . 
ob j e c t ive i s  t o  d evi s e  a me cha ni s m  whi ch i ns ur e s  

a ga ins t t h e  dama g ing po l i t i ca l ,  s oc i a l ,  a nd e c onomi c e f f e c t s  
of , a nd re s i s ta nc e s  t o , cha nge s i n  the ive ne s s  
o f  t ra d e d  goods  indu s tr i e s . 

The Uni ted  S ta t e s  and o the r ma j or cultura l 
inc Aus t ra l ia. and New Zea land , w i l l  pre s s  f or c once s s i ons 
on l tura l ioni srn i n  b o th Eur ope a nd Japa n. The 
inc l u s i on of t he l tura l t rade  s e c t or in the f or 

iat i ons r e s u l t s f rom changing trade  intere s t s  i n  the 
Uni t e d  S t a t e s  a nd pr ovid e s  further te s t imony , if  it  we re needed , 
o f  the ext ent t o  which b i g  t ra d e r  intere s t s  d omina te  
d eve i n  wor ld t ra d e  po l i cy . 

A f if th i s s ue i n  the mu l t i la t e ra l  trade  ions  d e s e rves  
ic i t  s ca t ion i n  thi s cont ext . I t  is  the  i s s ue o f  
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t ra d ing opport uni t i e s  for d eve l oping c ountrie s .  At lea s t  in 
the rhe t oric  of  the pre l imina r i e s  to  negot ia t i on a nd in t he 
De c la ra t i on o f  Mini s t er s  i n  Tokyo on 14 S e pt emb e r  19 7 3 , the 
t ra d ing i nt ere s t s  of  d eve l o ping c ount ries  hav e  been  g iven 
s pe c ia l a tt en t ion . l F ir s t ly ,  t he ind us tria l c ountr i e s  wi l l  
not  s eek re c i pr oca l trade conce s s i ons  f r om d eve l op ing c ount rie s 
who a re pa rt ie s t o  the negot ia t i on s . S e c ond ly , t he extens ion 
o f  gene ra l i s ed pre fere nce s cheme s , in  so  fa r as  it  is  c on s i s t ­
e nt wi th a l l - ro und t a r i f f  reduct i ons , ha s b e en g iven s upport . 
More s ub s tant ia l ly ,  the Uni t e d  S ta t e s  Trad e  Re f orm B i l l , which 
e s tab l i s he s  the a uthority for  Ame ri can pa r t i c i pa t i on in the 
ta lks , t i e s  part i c i pa ti on t o  the i ni t ia t i on of  a Uni te d  S ta t e s  
gene ra l i s e d  pre ference s cheme f or d eve l op ing c ou nt r ie s  2 The 
re la t ive ly s l ow progr e s s  of the B i l l  through C ongre s s  ha s not , 
of  c ours e , b e e n  re lat e d  t o  t h i s  pa r t i cu la r  p rovi s i on . The 
prop o s e d  Ame r i ca n  pre ference s cheme , though l a t e  in a rriva l ,  
a ppea rs  g e ne rous re la t ive t o  the pre ference s cheme s o f  mos t  
indu s t r ia l c ount r i e s .  None the le s s , a pa r t  f r om t h i s , i t  i s  
probab ly  fa ir  t o  s a y  tha t  t he princ 1 b ene f i t s  t ha t  wi l l  
d erive t o  d eve l oping c ountrie s through s ucce s s f u l  negot iat i ons 
wi l l  be  the s p in - o f f  from the ir c ontr ibut i on to the gene ra l 
hea l t h  a nd g rowth o f  t he la rge s t  marke t s  i n  the wor ld t ra d ing 
s ys t e m .  The integra t i on o f  the impor tant  re s ource  t ra d e  i s s ue 
int o the centre o f  t he t ra d e  nego t ia t i on s  wou ld a p pe a r  t o  have 
of fered s igni f i ca nt a dva ntage s f or a la rge number  of d eve lop­
ing c ount ri e s . But the  recency , the  c omp lexi ty a nd urge ncy 
of the que s t ion is l ike ly to fru s t ra t e  t h i s  d e s irab le  ob j e c ­
t ive a t  s o  la t e  a s ta ge in pre pa ra t i on o f  the framework for 
negot ia t i on o It may we l l  be  tha t thi s fa i l ure w i l l  b e  ex­
t reme ly c os t ly t o  the s ucce s s  of  the negot ia t i ons . 

The pre s e nt round o f  trad e  negot ia t i on s  ha s thre e  d i s t inc ­
t ive gene ra l cha ra ct e r i s t i c s , a l l  o f  whi ch bea r upon a s s e s s ment 
of  the probab i l i t i e s  f o r  thei r  succe s s  i n  e l imina t ing the d is ­
t or t i on s  in na t io na l t ra d e  po l i c ie s  a nd e nsuring more e f f i c i e n t  
t r a d e  s pe c i a l i sa t ion ,  more ra pid  tra d e  a nd i ncome growt h , a nd 
a mor e  equi tab le  d i s tr ibut ion  o f  the ga ins  from trade  growth . 

F i r s t , the negot iat i on s  have i nt r oduced a new concept o f  
r e c iproc i ty i nt o  t he GATT framework f o r  barga i ni ng t ra d e  

S e e  p ropo s e d  a nd Te s t imony b y  Trea s ury 
S e c re t a ry S hu lt z  S e cretary o f  S t a t e , Roger s ,  
the T ra d e  Re form Act  of  19 73 ,  C ommit te e  o n  Way s  
Wa shing t on , 9 May 19 7 3 . 



c once s s i ons . The a im i s  f or ' ove ra l l  re c the 
barga p roce s s .  Ther e  ca n be  no exa ct  on 
non- t a r i f f  t ra d e  barrie r s , withi n  the indu s t r ia l s ec tor  or  
the l tura l s e c tor , in  c once s s i on s  to d eve l oping coun-
t r i e s , o r  even in t a r i f f  conce s s ions  o n  i nd us tria l g ood s 
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t ra d e . Each pa wi l l  a im f or s ome d e s ired pa cka ge of 
c once s s i ons  b ut ea ch pa ckag e  wi l l  b e  d i f fere nt i n  cha -
ra c t e r . Ret re a t  f r om the o ld a nd na rrow conc e p t  of  re c i pr oc i  
i s  very d e s irab le  but  i t  wi l l  c omp l ica t e  ia t i ons  a t  a t ime 
when  negot iat ing t ime i s  va l uab le b e ca u s e  o f  the cumb e rs ome 

f or e s ta b l i sh ing a European C ommunity  pos i t i on , the 
prob lems o f  Ame r i ca n  d ome st ic po l i t i c s , and b e ca u s e  of  t he o i l  
t ra d e  a nd i nf la t io n  l ems " S ome c omme nt a tors  have s ugge s t ed 
tha t a t owa rd s  wor ld t ra d e  l ib e ra l is a t i on , 
now tha t t he re i s  a new f lexib i i n  excha nge ra t e s , wou ld 
b e  to e s ta b l i s h  wha t could b e  ca l led  ' fa i r  wea the r ' ru le s f or 
t ra d e  l ibe ra l i sa t ion . Count ri e s  cou ld b e  e nc ouraged  t o  reduce 
t ra d e  re s t ri c t ion s when pre s sure s t owa rd s  
currency a ppea red s re cent  exper i -
e nce i n  Ja pa n , Ca na da a nd Au s t ra l ia �  ha s i t s  
l imi t a t ions  a nd wou ld f orma l i ns t i t ut iona l imp l eme nt a -
t i on ,  a nd p r oba b ly  s ome s ort  of  ove r  t ime , i f  i t  
were t o  be  succe s s f u l  exte nd e d . The po l i t i c s  o f  t ra d e  l ib e ­
ra l i s a t i on a re probab ly more c omp lex tha n  imp l ied b y  the mod e l  
upon whi ch the s uc ce s s  o f  thi s s t ra wou ld d e pe nd . There 
i s  no c lea r evidence  tha t  g ove rnme n t s  wou ld b e  able  to  pe r s ua d e  
the i r  e le c t ora te s  tha t t h e  e f fe c t s  o f  tra d e  l ib e ra l i s a t i on 
c ou ld b e  f u l  i nsured  a ga ins t by exchange ra t e  f lexibi 
a nd b e  a b l e  t o  t ra d e  l ib e ra l is a t i o n  mo re 
ea s i  

S e cond , there i s  the int e rre la t b e twe e n  the t ra d e  
ia t ion s  a nd re form o f  t h e  i nt e rna t iona l  mone s ys tem . 

I t  ha s o f t e n  b e e n  s ugge s t ed that c on cu rrence  o f  the t ra d e  a nd 
mane ne got ia t i ons  wi l l  fa c i l i ta t e  t ra d e  l ib e ra l i s a t ion 
s ince , a ga in , more excha nge ra t e  f l ex ib i  wi l l  provide  
insu la t i on a ga ins t i on i s t 1 pre s sure s . Thi s  
view wou ld  a p pea r ove r - s imp le f o r  two rea s on s . F ir s t ly i t  
a s s ume s t oo much a b ou t  t he contours  o f  d ome s ti c  po l i t i c s . 
S e c ond a nd i n  pre s e n t  c ircums t a nc e s ,  i t  
neg l e c t s  t he cha ng e s t ha t  have a take n 
p la c e  in t he i nt e rna t i ona l mone ta ry sys t em on the wi l l  t o  

1 Ja n Tuml i r , ' Trad e  negot ia t i on s  i n  the f i e ld o f  manufa c t ure s ' ,  
pa pe r pre s ent e d  t o  Camb ridge C on f e rence  o n  Trad e  a nd Deve lop­
ment , S e p temb e r  1 9 7 2 , pp . 2 7 - 9 " 



ia t e  t ra d e  ma t t e r s . Mone ta ry rea d j u s tment s have take n  
s ome of  t h e  pre s s ur e s  o f f  the nee d  t o  c orre c t  imba lance s o n  
t h e  t rade  s id e . The payme nt s  cr i s e s we re a powe rfu l i nce nt ive 
t o  launch t he t ra d e  d i s cu s s i on s . The shi f t �a round in the 
Uni t ed S t a t e s  payme n t s  pos i t ion Japan a nd Europe 
ha s a lmos t  certa  t ipped the in favour  of  the more 
con s e rva t ive e l ement s at the negot  table  The  ful l im-

of the s e  change s  is s t i l l  d if f i cu l t  to ga uge . The t e nd e ncy 
t owa rds  s t ickie r neg o t i a t i on s  wi l l  be aggra va ted  by wha t  ha s , 
for  the inte rmed i a t e  future , b e come a n  overwhe lming preoccupa ­
t ion with the e ne rgy c r i s i s  a nd i t s  i nd e pend e nt i nf luence on 
re la t ive payme nt s pos i t i on s o Thi s may be a n  ' irra t i ona l ' 
negot ia t i ng re s pons e  but  i t  i s  und er s ta nda b l e . 

Thi rd , the t ra d e  a nd negot iat i on s  both a re unique 
i n  the ext ent to whi ch , i n  the Ame r ican view at l e a s t , they 
are inextr i cab ly inte rre lated  with ove ra l l  1 a nd 
s t ra te g i c  c on s i d e ra t ions , I n  thi s frame , the Uni t ed S ta t e s 
intere s t  i n  b e t t e r  s f or t ra de with Communi s t  b loc  
c ount r i e s  i s  a ls o  The trad e = of f s  b e tween  e con omi c , 
pol i t i ca l ,  a nd a f fa i rs were mad e  exp l i c i t  b y  
D r  Ki s s i nger  i n  h i s  At lan t i c  Cha r ter S p e e ch o f  24 1 1 9 73 . 1 
They a re n o  l e s s rea l i n  A s ia a nd the Pa c i f i c , t owa rd s China 
a nd the S ov i e t  Uni on . The p o s i t ive a s pe c t s  o f  t he Guam D o c -
t rine , the ' o f  a g loba l e ra of  negot iat i on s , no t 
confront a t i on , on e con omic a s  we l l  a s  t i ca l and  s e c urity 
ma t t e rs ' ,  o f f e red in t he f i na l  a na lys i s  the be s t  promi s e  that 
the t ra d e  ia t wi l l  b e  through ly 
with s ome succe s s . And ye it i s  s e ly f or this  rea s on , 
i n  t he f orm o f  the same t ra d e - o f f s  ove r  the Midd l e  Ea s t , t ha t  
t he thrus t o f  t he ia t i on s  c ou ld b e  l o s  a nd t ha t  l i t t le  
progre s s  wi l l  c ome d irect  from them . 

Wha t d o  t he s e  f or New Gui nea , i f  
are  carried ly 
wi l l  New Guinea , a s  for othe r 

sma l le r  e con omie s ,  the b e ne f i t  o f  i e s  f or 
e conomic deve lopmen t  s t ronger  
a nd expa nd wor ld e conomy Guinea w i l l  a ls o  b e ne =  
f i t , though probab in a re la t ive mi nor way , from t he 
ex t en s i on o f  gene ra l s t o  d eve c ountrie s ,  
more e s pe c ia l from e s tab l i s hment  o f  the Ame r ican s cheme . 

York � 
2 Ma 
p . 3 2 5 . 

A s s ociated  Pre s s  l unche on ' ,  New 

, the Unit e d  S ta t e s , a nd the Pa c if i c  e c on omy ' , 
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The extent  of  the s e  b e ne f i t s  wi l l  ly d epend on Pa pua New 
Gu i nea n s ' a more p re ferre d  pos i t i on a mong t he d eve l op-

na t ions wi thin UNCTAD . Thi s  may ye t prove f ea s ib le a nd 
with i t  both t rade  and a id bene f i t s .  

F o r  the re s t , Pa pua New Gu inea ' s  t ra d e  po l icy c ou ld us e ­
f u l  f ocus  o n  s e eking , i nd e pe nd e nt , adva ntage s i n  t he ma j or 
ma rke t s  o f  d i re c t  int e re s t  t o  he r - Au s t ra l ia , Ja pa n  the 
United  S t a t e s , a nd Europe . There wi l l  b e  s ignif icant o ppor � 
tun i t i e s  through t h e  s t ructura l change s taking p la ce 
in Ja pa n , the Uni ted S t a te s , a nd o ther i ndus t r ia l 
ma rke t s  both a s  a r e s u l t  o f  i nd e pendent p o l icy init ia t ives  
a nd the  cha ng e s  negot iated  in the wor ld  t ra d i ng sys t em . A 
key factor  in the opportunity or i nd e pe nd ent init ia t ive s i s  
a ga i n  the shi f t - a r ound i n  the r e s ource good s  t rad e . Thi s  ha s 
re = empha s i s e d  New Gu inea ' s  a t t ra c t ivene s s  a s  a pa rtne r  
i n  t ra de , inve s tmen t  a nd deve lopment a s s i s tance  re la t i onships 
a imed a t  expa n s ion o f  s upp l ie s  o f  re s ource g ood s for wor ld 
ma rke t s . The s e  a d va ntage s wi l l  have t o  be  s e cured through 
b i la t e ra l  s a nd d i s cus s i ons , a nd perha ps , in  the 
event o f  t he e s ta b l i shment  o f  a func t iona l i on f or 
e c on omic c o = o pe ra t i on within the We s t e rn Pa c i f i c  reg i on , with­
in tha t regi ona l f orum .  I n  ta lks a nd negot ia t i on s  on the s e  
a nd o ther ma t t e rs inc lud the ion o f  inve s t ­
ment a nd a id , Pa pua New Gui ne a  would  b e  w i s e  t o  make maximum 
u s e  of wha tever leverage  s he can ga in from her e s tab l i s hed 
a id a nd t ra d e  re la t ionship  with Au s t ra l ia . 



Cha 3 

David Cha r le s  

Thi s  cha pt e r  examine s Pap ua New Guinea ' s  intere s t s  i n  re la ­
t ion t o  the mul t i la t e ra l ins t i tu t i on s  whi ch f o rm a n  impor tant 

o f  the wor ld trad ing e nv ir onment  i n  which Pa pua New Gui nea 
mus t  opera t e . The ins t it ut ions c ons idered a re the Genera l 
Agreeme nt on Ta ri f f s  a nd Trad e  (GATT ) , a b od y  d omina t ed by and 
large ly concerned with t ra d e  que s t i on s  o f  i nt ere s t  to  d eve l oped 
c ountr i e s , Uni t ed Na t ions C ommi s s i on on Tra d e  a nd D eve lopment 
(UNCTAD ) a b ody d omina ted  by a nd c oncerned wi th the t ra d e , 
a id a nd d eve l opment  prob l ems of  d eve l op ing c ountr i e s , a nd the 
I nt erna t i ona l C ommod Agreement s c ove r i ng produc t s  of  export  
intere s t  t o  Papua New Guinea . 

The Genera l Agre ement on Ta ri f f s  a nd Trad e  i s  a mu l t i lat e ra l  
e s t ab l i shing a s e t  o f  r u l e s  gove rn i ng the conduct  of  

trade  a mong t he contra ct ing ie s , ove r two - t hird s o f  whi ch 
a re d eve l oping countr i e s , a nd a n  i ns t itut i on pe r f orming a 
va o f  func t i on s  re lated  t o  the c ond u c t  o f  t rade  negot ia -
t ions among i t s  membe r s . 

The i on of  GATT re s t s  on f our funda me nta l princ i p le s : 

( i )  Tra d e  s hou ld b e  conducted on the ba s i s of  non-
d i s cr imina t ion s ub j e c t  to t he ions  tha t 
exi s t ing pre ferent ia l a r ra can c ont inue 
a nd cus t oms unions  or free  t ra d e  a rea can b e  
f ormed " 

* I am ind ebted  t o  Mr G .  Ha l l , Mr C .  McKe nz i e , Mr C .  Wi l loughb y  
a nd M r  B .  Leedham f or t he i r  h e lpful  c omme nt s a nd a s s i s ta nce 
with  d ocume nta t i on . The opini ons expre s s ed a re tho s e  o f  the 
a uthor . 
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( Prot e c t ion t o  dome s t i c  tr i e s  s hould  be  in 
the form o f  tar i f f s  a lth ough maximum leve l s  
o f  ta r i f f s  c a n  be bound i n  the cour s e  o f  ta r i f f  

iat ions.  

( i i  Con s u l ta t i ons s hou ld b e  he ld  t o  s e t t l e  t ra d i ng 
d e s  be tween  ie s . 

( iv )  Tar i f f s  a nd othe r t ra d e  barriers  s hou ld b e  
reduced mu l t i la t e ra l  negot ia t ion s . 

4 7  

GATT d e s  t o  cover trad e in a g r i c u ltura l 
a nd s.  Howeve r , GATT ia t i on s  ha ve in 
the ma i n  been l imited to  t rade  in i ndus tria l s .  D e s  
the succe s s  o f  GATT i n  b a r r i e r s  t o  t ra d e  in i ndus t r ia l 

s a mong d eve l oped c ountrie s ,  b y  and t he GATT negot ia -
t ion s have y i e lded  ve ry l i t t l e  i n  the way o f  reduc t io n  i n  impo rt 
b a rr i e r s  a ga i n s t  t he o f  prod uc t s  b y  the d eve l op-

c ountr ie s :  l t ura l prod u c t s  in raw or proc e s s ed 
a nd ica i ca t ed g ood s ma nufa ctured by 
labour � in t e ns ive me thod s 

A ma j or s ource  o f  b ia s  a ga in s t  t he d eve c ou nt rie s i n  
i on of  GATT i s  tha t  neg o t ia t i ons  a re ba s ed on the 
of r e c  - the o f  t ra d e  conc e s s i ons  

of  e qua l va l ue t o  the  negot ia t ing c ountrie s .  Thi s pr inc i p le 
e n s ure s tha t  trade  i on s  are  d omina te d  t he ma j or 
d eve l oped c ount rie s :  the Uni t ed S ta te s , and the Europe a n  
E conomic. ( EE C) . I n  a s e nse  t he more r e cent GATT 

ia t ions  can  be s e en a s  a n  a the United  S t a t e s  
t o  o f f  s e t  t he t ra d e  d is c rimina t i on e f fec t s  o f  t he 

Thi s s t rugg le ha s v i rt ua l pre c luded  a c t i on within  GATT 
t o  s a t i  t he c ountrie s '  i nt s  a bou t the ob -
s t a c le s  t o  t he expa n s ion of  the i r  impos ed 
the t ra de p o l i c i e s  o f  the d eve lope d  countri e s " 

the b i a s a ga in s t  t he 
memb e r s  o f  GATT a t  t o  reme d y  
1 9 63 a n  a c t i on pr ogra m ,  a of  whi ch 
been  emb od ied i n  UNCTAD re s o lut i on s . The ma in fea t ur e s o f  the 
a c t i on progra m  were : a g e ne ra l s ta nd s t i l l  on tar i f f  or  non-

Art i c l e  19 re s t r i c t i on s  a s  a n  e mergency 
mea sure in ca s e s  where  a re ea.us  or  
s er i ou s  t o  l oca l The s e  mea s ure s a re sup�  

to  be  non- d i s cr imi na .... Howeve r ,  i n  t he ca s e  o f  
co t t on t ext i le s  s pe c ia l a c t ion wa;;:; taken und e r  t h e  umb re l la 
o f  GATT t o  ' le ga l i s e ' d i s crimina t i on nst  icu la r 
coun t r ie s . 



tar i f f  barriers  a ga in s t  d eve c ountri e s ' s ;  a l ower �  
a nd e l imina t ion o f  tar i f f  barriers  t o  d ev e l op i ng c ountri e s ' 

o f  s emi- proc e s s ed a nd pr oce s s e d  prod uc t s , s ta rt ing wi th 
a reduct i on o f  a t  lea s t  5 0  pe r c e nt ove r  the s ub s equent thre e  
year s ; the e l iminat i on o f  r e s t r i c t i ons  not cons i s t en t  with the 

i on s  of  GATT on d eve count ri e s ' s with i n  a 
yea r ; a nd the l i f t  o f  i nterna l taxe s on d eve l op ing 
c ount r i e s ' export s .  Unf ortuna t e  , the c ont ra c t i ng pa rt i e s  
we re una b le t o  imp lement  the a c t i on progra m .  Howeve r ,  they 
d id show t he i r  conc e rn for the prob lems of the d eve l oping 
c ountr ie s  b y  add  to GATT a new on t ra d e  a nd d eve l op-
ment . l 

Au s t ra l ia ha s not GATT in respect  o f  Pa pua New 
Gu i nea . Thi s ra i s e s  two que s t ions  f or make r s . F ir s t , 
s hou ld  Pa pua New Guinea a c cede  t o  GATT ? S e c ond , i f  the a n swer 
t o  the f ir s t  que s t io n  i s  ye s how and when  s hou ld Pa pua New 
Gu i nea b e c ome a memb e r  of GATT ?  

Should New Guinea a ccede  to GATT ? The ma in re s u l t  
o f  a cced i ng t o  GATT i s  tha t  New Gui nea wi l l  b e  ob l iged 
und e r  Art i c le 1 to exte nd mos t  favoured na t i on t rea tment t o  
a l l  memb e r s  o f  GATT O Thi s wou ld not  a d e pa r t ure 
from pre s e nt ice a s  New Guinea i s  pre s e nt ly bound 
by the Uni t ed Na t i on s  Cha r t e r  not t o  d i s cr imina t e  b e twee n  
c ountr i e s  i n  it s t a r i f f , a nd i n  fa c t  ha s a s ing l e  c o l umn 
t a ri f f  The ma i n  le  pay- o f f  from j GATT i s  tha t  

New Guinea wi l l  b e  a s s ured of  mo s t  favoured na t i on 
t reatment from c ount rie s  a nd wi l l  b e  a b le to i c i -

i.n GATT ' s  d e libera t i ons . l e  b e ne f i t s  are  pre s t ig e  
and a s ymb o l  o f  On t he o the r hand , the re wi l l  
be  c os t s  o f  i on a nd s ome l o s s  o f  f lexib i i n  
tar i f f  s e t t  f lexib i l o f  t a r i f f  s e t t i ng 
wou ld be l o s t  a s  far a s  the iat i on o f  t a r i f f  
a re c once rned a s  mos t  of  t h e  c ount r i e s  New Guinea i s  
l ike t o  ia t e  w i t h  a r e  a members  o f  GATT a nd 
t here f ore l imi t e d  by the GATT ru l e s . 

New Guinea ha s three i on s  open t o  it 
of GATT : 

On 8 F ebrua ry 1 9 65 Pa r t  IV cons i s  of  Art i c le s  3 6- 3 8 , 
wa s a d ded  t o  the GATT . Ar t ic le  3 6  s e t s  out g e ne ra l princ ip le s ,  
Art i c le 3 7  embod i e s  the a c t i on progra m , a nd Art i c le 
3 8  ca l l s f or j oint a ct ion the d eve l oped c ount r i e s  t o  a chieve 
the g e ne ra l obj e c t ive s a s s  t he d eve c ount r ie s .  
Aus t ra lia  s ub s cribed t o  the a r t ic l e s  b ut with qua l i f ica t ions 

the i on s  of Art i c l e  3 7 . 



( i )  Au s t ra lian a c ceptance o f  GATT i n  o f  
Pa pua New Guinea p rior t o  i nd e pe nd e nc e ; 

( i  the n orma l a c ce s s i on pro cedure o n  becoming 
inde pe nd ent , and 

( i i i )  the procedure of  prov i s iona l a c ce s s i on . 

49 

O p t i on ( enta i l s Pa pua New Guinea b e c oming a membe r of  
GATT b e f o re i ndependence  by the  p l oy of  Au s t ra l ia a ccept ing 
GATT i n  re s pe c t  of  Pa pua New Gui ne a . On a t t a i ni ng i nd e pe nd 
e nce Pa pua New Gui nea c ou ld a ccede  t o  GATT und e r  Art i c l e  2 6 . 
A l t e rna t ive ly Pa pua New Gui nea c ou ld und e r  the prov i s i ons  o f  
the same a r t i c le have GATT a pp l ie d  t o  i t  o n  a 1 ' ba s i s  
pe nd a d e ci s ion by Pa pua New Guinea t o  b e c ome 
b e  a c ontra ct i ng The d if ference b e twe en  b e i ng ' 

---
' a nd be ing ' de emed ' t o  b e  a c on t ra c t ing i s  t ha t  

i n  the f ir s t  ca s e  the a c ced i ng c ountry ha s n o  right t o  e nt e r  
int o t i on s  w i th c ont ra ct i ng pa rt ie s s ee king t o  make 
increa s e s  in previous ly b ound ta r i f f s  on pr oducts of  whi ch the 
a cced ing country i s  a pr i nc i pa l supp l ie r . 

Thi s me thod o f  a c c e s s i on ha s the advantage  tha t no negot ia ­
t i ons b e f ore a c ce s s i on wou ld be  ne c e s sary . Moreover ,  Papua 
New Gu inea c ou ld d e fe r  i t s  a ccepta nce for a pe riod  of yea rs 

whi ch o the r c ontra c t i ng i e s  wou ld be  ob l iged  t o  
g ive i t  GATT t reatment  provided  i t  gave them equa l trea tmen t . 
In  a s e ns e  thi s i s  ' pre f e rent ia l '  GATT membership  a s  i t  en-
ab l e s  a t o  j o in GATT without hav ing t o  neg ot ia t e  a 

1 o f  a c ce s s i on i nc lud i ng a s ched u le o f  t a r i f f  c once s -
s i on s . 

Und e r  i on ( , Pa pua New Gu i nea on b e c omi ng independ e nt 
wou ld be come a member  o f  GATT b y  v irtue o f  the norma l a cce s s i on 

Thi s  i nv o lve s a p p ly i ng f or a cce s s i on t o  GATT und e r  
Art i c l e  3 3 , whi ch provide s tha t a cce s s i on s ha l l  b e  o n  t e rms t o  
b e  a g re e d  b e twee n  t he g overnment o f  t he a cced ing c ount ry a nd 
the c ont i e s  of GATT . The a c ce s s i on procedure 
lead ing t o  the s igning o f  a pro t o c o l  o f  a c c e s s i on cons i s t s  o f  
two o pe ra t i on s : f i rs t , a GATT Work ing on the c om-
mercia  1 po l a nd ice s of the a cced  to  e n sure 
it  a c cord s wi th  the GATT Art i c le s . I f  i t  i s  not  i n  a cc ord , 
a cce s s ion cou ld b e  mad e  cond it i ona l upon the a c c e d ing country 

i t s  c omme r c ia l po a nd ice int o l ine  w i th the 
GATT Art ic l e s , S e co nd , the neg ot ia t ion of  t he a c ced ing c ou nt ry 
o f  a s chedu le o f  tar i f f  c once s s i ons  wi th the exi s t  membe rs  
o f  GATT . 

The ia t ion  o f  tar i f f  c once s s i on s  i nvo lve s  the s ubmi s -
s i on o f  reque s t s b y  the exi s t ing c on t ra c t i ng pa rt i e s  t o  the 
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a cced t o  reduce and b ind a ga inst  increa s e  or  b ind 
a t  exis t  leve l s the t a r i f f s  on i tems where  they are pr in-
c 1 supp l ie rs . It  i s  not in the ca s e  o f  Pa pua New 
Guinea tha t they wou ld be very one rous . The conce s s i ons wou ld 
b e  ca l cu la t ed t o  o f f s e t  the b ene f i t s  Pa pua New Gu i nea wou ld be 
expe c t ed to enj oy by virtue o f  the it wou ld a cquire t o  
the conce s s i ons p revious ly g ra nt e d  b y  other c ount r ie s .  F or 
mos t  i t ems t he pr inc i pa l  supp l i er s would a ppea r t o  be  Aus t ra l ia ,  
Ja pa n ,  the Uni ted S ta t e s  a nd We s t  Ge rmany . The s ched u l e  o f  
conce s s i on s  i s  open for t ion once negot ia t e d . 

F ina l ly ,  und e r  i on ( i i i ) , should Papua New Guinea on 
ind e pe nd ence wish t o  j oi n  GATT but  not be i n  a pos i t ion t o  
e nt e r  imme d ia t e ly int o a c ce s s i on negot ia t i ons  i t  could a pp ly 
for prov i s i ona l a c c e s s i on . Und e r  the pr ov i s i ona l a cce s s ion 
procedure GATT with the exc e pt i on of Art i c le 2 ( i . e . the 
s chedu le  of c once s s i on s  of the exi s t ing memb e r s  of GATT ) i s  
a pp l ied  b e twe en t he prov i s i ona l a cced i ng a nd tho s e  
contra c t  pa rt i e s  a ccep t ing the par t i cu la r  d e c la ra t ion of  
pr ovi s iona l a cce s s i on . Whe n tariff  negotia t i on s  a re conc lud ed , 
the s t a t us of  the a cced c ount ry i s  changed from prov i s i ona l 
a c ce s s i on t o  fu l l  a cce s s ion t hrough a prot oco l  of a c ce s s i on 
und e r  Art i c le 3 3 . 

C ompa r ing O p t i on s  ) - (  i t  a ppea r s  on ba la nce  tha t 
Opt i on ) i s  probab ly the b e s t  met hod o f  b e c oming a member  
of  GATT b e ca u s e  i t  avoid s the need t o  

A n  impor tant  que s t ion c once rns the s ta t u s  o f  t he pre fer­
ent ia l t rea tment Au s t ra lia  a pp l ie s  t o  Pa pua New Gu i nea with  
GATT a pprova l .  I n  cons  t h i s  i s sue  it  is  u s e f u l  t o  d raw 
a d i s t in c t i on b e twee n  pre ference s whi ch pre - da te  GATT and 
pre ferenc e s  wh ich have b e e n  iat ed s ince the e s tab l i shment 
of GATT . 

With re s pe c t t o  pre ference s  whi ch GATT , Art i c le 1 
of  GATT make s a n  f rom the mo s t  favoured na t i on r u l e  
f o r  tho s e  ta r i f f  s b e twee n  two or more o f  t he t e r -
r i t or ie s  l i s ted i n  t h e  r e leva nt a nnexe s t o  GATT exi s t ing on 
cert a i n  ' ba s e  da t e s ' .  The a nnex re la t ing to Commonwea l t h  
pre ference s i nc lud e s  t h e  d e pe nd ent t e rr i t or ie s  o f  Au s tra l ia 
a nd the ba s e  d a t e  for Aus tra l ia i s  15  Oct ob e r  1 94 6 . Ac cord ­
ing ly , Aus t ra lia  wou ld s t i l l  b e  ab le  t o  cont i nue t o  a cc o rd 
the s e  t a r i f f  s t o  Papua New Gui nea dur ing t h e  int e r im 
s e l f - gove rn i ng a nd whe n  i nd ep e ndence i s  a chieved . The s e  
pre ferences  d e rive f rom New Gu inea ' s  i nc lu s i on und e r  the 
Bri t i sh Pre f e rent ia l Ta ri f f , Pa pua New Gui nea from 
primage  d u t ie s  and by virtue o f  the fact  t ha t  s ome o f  thos e 
i t ems on wh ich Papua New Gu inea ob ta ins  free  e nt ry under Pa rt 
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VI o f  the F i fth  S ched u l e  o f  the Cus t oms Ta r i f f  
law pr ovi s ions )  pre -da t e  GATT O I t  should be  not ed , howeve r ,  
tha t the f ir s t  two e leme nt s o f  Aus t ra l ia n  re pre s e nt 
a wa s a s s e t  a s  b oth t he Bri t is h  Pre fe re nt ia l Tar i f f  a nd 
pr image dut ie s a re i n  the proc e s s  o f  b e  s ed o ut . 

With  re s t o  s negot iated  und e r  wa ive r s  f r om 
Art i c l e  1 i f  Pa pua New Guinea b e c ome s , the s ta tu s  
of  t h e  wa ive r s  i s  d oub tfu l a s  re ference i s  mad e  in t h e  pre ­
amb le s  t o  Aus t ra lia ' s  ob l iga t i on a s  t r us t e e  f or the Tru s t  
Terr i t ory of  New Gu i nea a nd t h e  ma i n  wa iver r e fers  t o  prod uc t s  
o f  the o f  New Gu i ne a . I t  i s  pos s ib le , howeve r , 
tha t the s ta tus  o f  the wa iver s  wou ld on ly b e  q ue r ied i f  new 
produc t s  a re added  t o  tho s e  a c overed . or  
othe rwi s e  o f  GATT Pa pua New Guinea wou ld not  b e  re l eva nt 
t o  t he va lid  of  the w� ive rs o 

The f i na l i n  re la t i on t o  GATT o f  pos s ib l e  i nt e re s t  
t o  Pa pua New Gu i nea i s  t ha t  i t  c ou l d  a ccede  t o  a 1 9 7 1  GATT 

re la t ing t o  t he excha nge o f  c once s s i on s  among d eve lop-
count ri e s  . 1 On 26  Novemb e r  1 9 7 1  the c ont ra pa rt i e s  

d e c id ed tha t the ions o f  Art i c le 1 of the Gene ra l 
ment sha l l  b e  wa ived t o  pa rt i e s  pa ing 
in the a s s e t  out in 1 Re la t i ng to Trad e  

ia t i ons  Among Deve lopi ng C ountr t o  a c c ord pre f ere nt ia l 
t rea tment a s  · i n  the oc o l  wi th  res  t o  prod uc t s  

i ng i n  othe r s t o  the prot o c o l  withou t  b e i ng 
t o  extend the same trea tme nt t o  l ike g ood s whe n  im= 

f rom o ther t ha n  c o nt ra c t  i e s . I n  ord e r  t o  
a ccede  t o  the 1 a nd hence b e ne f it from s chedule  of 
c once s s i on s  o f  exi s t i ng s o f  the prot o c o l i t  wo u ld 
be ne ce s sa ry f or New Guine a  t o  i t s e l f  a s ched u le  
o f  c on ce s s i on s o T o  date  on  I nd ia , I sra e l  Yug o s lav ia , 
Bra z i l  , Korea , Paki s ta n , i n  a nd Tun i s ia  - a l l  re la -
t ive i nd us t r ia l i s e d  -d eve c ountrie s - have a cc e d ed t o  
t he G iven the ce ntra l a im of t he s e c ount ri e s  t o  
i n crea s e  the ir mut ua l t ra d e  i n  ma nufa c tured good s i t  i s  
g e ne ra l t he ca s e  tha t the exi s t  s chedu l e s  o f  conce s s i ons  
a re not o f  imme d ia te  int e re s t  to  Pa pua New Guinea . 

With the a cc umu la t i on o f  
men t  prob lem a nd t he h i gh a 

o f  the e c onomi c d eve 
of  the d eve c ount ri e s  

1 S e e  GATT d oc umen t  6 o f  3 0  Novemb e r  1 9 7 1 0  
2 S e e  GATT d ocume n t  L3 64.3 of  14  De cemb e r  1 9 7 1  a nd GATT d ocu-
ment 643 /Add 1 of  2 0  March 1 9 7 2 . 
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for ra pid e c on omi c d eve , it became c lear  tha t  the amount 
of f ore ign a id l ike to b e  provided  the  d eve l oped coun trie s 
wa s not a s uf f i ci e nt mea ns o f  e conomi c growth . The 
d eve l oping count rie s thus b e ga n  pre s s ing for other forms o f  
a s s i s ta nc e  t o  provide  ext erna l re s ourc e s  nece s s a ry f or d eve lop­
ment over a nd above the  re s ourc e s  l ike ly t o  b e  forthcoming from 
a id . I n  a d d i t i on t o  d emand i ng more a id on b e t t e r  t e rms , the 
d eve l op ing count r i e s  focused the ir a t t e nt ion on ob ta ex­
t e rna l re s ourc e s  thr ough int e rna t iona l t rad e . Wha t they were 
d emand ing wa s in e s s ence a change i n  int erna t i ona l t ra d ing 
re la t ions i n  g e ne ra l ,  a nd GATT in pa rt icula r ,  to a l l ow them 
to incre a s e  s igni f i ca nt ly the ir  of  f ore excha nge . 
The i r  c e nt ra l  cr i t i c i sm o f  GATT wa s tha t wh i le i t  ope ra t e d  
we l l  t o  r egu la t e  t rade  b e twee n  equa l , i t  d i d  
n o t  provid e a s uitab le  ba s i s  f or regu la t ing t r a d e  b e tween un­
equa 1 t ra d ing 

The eme rgence of  many new na t ions mean t  tha t  the d eve l oping 
c ou nt r i e s  we re the where c ould  mus te r  
a two= third s vot ma j ori  i n  the orga ns of  the Uni t e d  
Na t i on s . Thi s them with the s pr ingboard from whi ch 
t o  launch the ir  e ff or t s t o  ob ta in fundame nta l cha nge s in the 
i n s t i tut i ona l a s wor ld t ra de . 

At i t s  1 9 6 1  mee t ing , the Uni t e d  Na t ion s Ge ne ra l A s s e mb ly 
a dopted a re s o lu t i on e nt it led  ' Interna t iona l Tra de a s  the 

I n s t rume nt of E c onomi c Deve l opment ' a nd reque s ted  the 
S e creta  1 t o  eva lua t e  the d e s irab i l  o f  h o l d i ng an  
int e r na t iona l conference on t rade  a nd d eve l opment  prob lems . 
I n  1 9 62 the Ec onomi c a nd S oc ia Counc i l of  t he Uni t e d  Nat ions 
(E COSOC)  r e s o lved t o  convene such a c onfe rence ear i n  1 9 64 . 

t i on f or the c onfere nc e  wa s e nt ru s t ed t o  D r  Rau l  
Preb i s ch ,  who s e t  o u t  t h e  ma in i s sues  t o  b e  d i s cu s s ed a t  the 
conf e re nce a nd sugge s t ed an pr ogram o f  mea sure s 
for dea l ing w i th them in h i s  pa pe r ' Towa rd s a New Tra d e  Po l i cy 
f or Deve l opmen t ' .  

Pre b i s ch ca l le d  f or mu l t i latera l a ct i on the d eve l oped 
countr i e s  to a s s is the d eve incr ea s 
the ava i la b i  o f  f ore cha nged  t ra de 
and a id po l i c ie s , b ut changed trade  po l ic ie s . 
The d emand for t ra d e  po wa s a d ir e c t  r e s pon s e  t o  
the rea l i sa t ion the d eve c ount r i e s  tha t t he t rade  

sys tems o f  the  d eve c ount r i e s  s evere c on-
s tra in the ir  s o f  both a gricu l t ura l a nd ma nu fa c tured 
good s . In order  to inc rea s e  the d eve loping c ou ntrie s '  expor t 
ea rning s , Preb i s ch ca l l ed f or interna t iona l c ommod i a gre e ­
ment s d e s igned t o  gua ra nt e e  fa ir  ma rke t a c ce s s  a nd s t o  
export ing c ount rie s a nd for 1 tempora ry pre f e rence s 
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f o r  manufa c t ured  a nd s emi-ma nufa c tured g ood s t o  b e  granted  
deve l oped t o  d eve l oping c ount r i e s  whi ch i n  the ir  mos t  g e ne rous 
variant wou ld a l l ow du ty- f re e  s from d eve l oping c ount r i e s  
whi l e  ma ex i s t i ng t a r i ff s a ga i ns t s from d eve l oped 
c ountri e s . 

I n  ord er t o  a chieve the ir a ims a t  UNCTAD - I  the d eve l oping 
c ount r i e s  f o rmed thems e lve s int o the Grou p  o f  7 7  a nd pre s e nted 
a uni t e d  f ront to  the c onfe rence . G iven  vot  on a one -
o ne -vote  ba s i s  the d eve l oping c ount r i e s  had a ma j a t  the 
c on f e re nce . Wh i l e  ma j or i t ie s  c ould be prod uced on mos t  i s sues  
because  of  the na ture o f  UNCTAD had l it t le s ub s t a nce 
wit hout the a g reeme nt of the d eve l oped count ri e s . The Uni t e d  
S ta t e s  in pa rt i c u la r  a d opted a ve ry i v e  a pproa ch a nd ca s t  
a ive vote  o r  a b s ta ined o n  a lmo s t  a l l i s s ue s  ra i s e d  a t  
the c on ference i nc l ud ing  t he pre ferent ia l ta ri f f  s cheme . 

I n  a dd i t ion  t o  making d e c i s i on s  re la t t o  e c onomi c i s s ue s , 
the confe rence , a ga inst  the w i s he s  o f  the d eve l o pe d  c ountr i e s  
d e c id ed t o  e s t ab l i sh a UNCTAD s e c re t a r i a t  ba s e d  i n  
Geneva which wou ld d ea l with : C ommod i t ie s , Manufa c tu re s ,  I n-
v i s ib le s  inc l ud e  shipp ing ) , F inan c ia l Prob l ems , E c on omic 

t i ons  a nd Trad e  ion a nd D eve l oping Countr i e s , a nd 
Tra d en w i th th e S o c ia l i s t C ountrie s .  i s  l ike tha t  Pa pua 
New Guinea wi l l  b en e f i t  from the f low of informa t ion a s's o c i a t e d  

l i s t  c ommi t t e e s  i n  pa rti cu la r  
the c ommit t e e  on 
UNC TAD b e came i nv o lved 

S ub t o  i t s  e s ta b l i s hment 
t echni ca l a s s i s tance  t o  

d eve c ou nt r i e s  t h e  UNCTAD I nt e r =  
na t i ona l Trade  Centre , wh ich a s s i s t s  
i n  the promot ion  o f  the i r  trade  
i nf orma t io n  on ma rke t s  a nd market 
both to deve l op the ir i on 
t he pe r s onne l for the s e s e rvi c e s  

The r o l e  UNCTAD wa s d e s  t o  wa s t o  

c ou nt rie s 
them with 

he l ps them 
s a nd to t ra in 

i n  one body the cons idera t i on o f  a l l  t he s e  c l o s e  re l a t e d  
ma t t e rs a nd t o  a c t  a s  a. centre o f  ini t ia t ive a nd above a l l  
pre s sure on t he d eve loped c ount rie s a nd other mu l t i  
la t e ra l b od ie s )  f o r  new appr oa che s t o  s o  the d eve 

lems of t he d eve l oping c ount r i e s o 

The d eve loped c ount r i e s  ma inta i n  tha t  UNCTAD i s  e s s ent ia l 
a c on s u l t a t ive b od y  ra the r  tha n  f or c ond uc t ia 
t i on s . i ns i s t  t ha t  t ra d e  i c u la r  

I n  be tween  conference s he ld every f our yea r s , the 
of  UNCTAD i s  a s s ured  b y  the Tra d e  a nd D eve 
mee t s  a nnua l a nd is c omposed  o f  33 memb e r s  i nc 

whi ch 
Aus tra lia . 



5 4  

s hou ld b e  c ond ucted  und e r  the of  GATT , con s equent ly 
whi le the Ge nera l Pre ference S cheme wa s in fact ' negot iated ' 
i n  UNCTAD , a wa ive r had t o  b e  obta ined f r om GATT t o  imi s e  
i t s ope ra t i on . 

Pa pua New Guinea i s  not a memb e r  of UNCTAD . However , 
Aus t ra l ia i s  a member a nd New Gui nea ' s  inte ­
re s t s . Pa pua New Guinea repre s e nta t ive s were i nc l ud e d  i n  t he 
Aus t ra lian  d e  ion t o  UNCTAD I ,  I I  a nd I I I o Papua New 
Guinea d oe s  not  a t  take i n  t h e  d i s cu s s i on s  of  
the Group of  7 7 . On a tta  independ ence Pa pua New Gui nea 
wi l l  probab j oi n  the of  77 as a member  of the A s ia n  
g roup . 

As  far  a s  Pa pua New Gui nea i s  c oncerned the re a re three 
ma i n  UNCTAD i ni t ia t ive s whi ch have been a nd a re of 
the Gene ra l Pre fe rence S cheme s pe c ia l  mea s ure s for  lea s t  
d eve c ou nt , and s pe c ia l mea sure s f or d e ve l op ing 
i s la nd c ountrie s .  

ta  
The deve loped countri e s ' 
s tructured s o  tha t tari f f s  

a re o n  raw s uc ce s s ive ly h igh a s  the 
d egree  of  proce s s ing i ncrea s e s , i . e .  the e f fe c t ive ra t e  r i s e s  
fa s t e r  than the nomina l ra t e  w i t h  t h e  d eg re e  o f  proce s s i ng o  
The imp l i ca t i ons  o f  d eve c ount r i e s ' ta r i f f  s t ruct ure s 
f o r  d eve l oping c ount rie s  i s  tha t reduce the pos s ib i l i ty 
o f  d eve l o ping i nd us t ri e s  ba s e d  on t he proce s s  of 
the i r  raw ma t e r ia l s " In t he d ev e  c ount ries  
a cha nce to  ove tcome the e nc ount e r  i n  export  
ma rke t s  beca u s e  o f  the i r  ' in fa nt ' s t a t us , the s e  
c ount rie s ca l le d  f o r  non- re c 1 ta r i ff pre f e r -
e nc e s  on manu fa c tured a nd semi = ma nufactured s ,  pre fera b  
w i t h  f re e  f o r  t he i r  s .  

The GPS wa s f i r s t  a t  UNCTAD= I  whe re i t  encount e re d  
oppo s i t i on f r o m  the Uni ted  S ta t e s , whi ch s aw t h e  s cheme 

a s  a f ur the r b reakdown of the GATT mos t  favoured  na t ion 
O ne of  the ma or of UNCTAD - I I  wa s t he 

b y  the d ev e  le o f  t he 
GPS . The key fa c t or in t he a o f  the s cheme wa s t he 
cha nge i n  a t t i t ud e  o f  t he Uni t e d  S ta t e s  whi ch wa s expre s s e d  

Pre s id e nt Johnson a t  the o f  the Hea d s  of  S t a t e  
o f  the s a t i on of Ame ri ca n  I n  o rd e r  t o  fa c i l ita t e  
t he introduc t ion o f  the GPS a 1 C ommi t t e e  on Pre ference s 
wa s cons t i t ut e d . 

UNCTAD init ia ive s i n  the f ie ld o f  c ommod i t y  agreement s  a re 
con s id e re d  i n  the f i na l  s e ct ion o f  thi s 



5 5  

B y  mid - 1 9 7 1  the EEC , Ja pan a nd Sweden  had imp leme nt e d  t he ir 
var ia nt s o f  t he GPS . The on ly ma j or d eve l oped c o untr i e s not 
to have imp lemented  a pre ferenc e  s cheme at t he t ime of wri t i ng 
a re the Uni te d  S ta t e s l and Ca na da . Cont ra ry t o  the hope ex­
pre s s e d  b y  Preb i s ch for duty - free e nt ry of d eve l oping c ount ri e s ' 
n�r� ��r s o f  a l l  manu fa c t ured and s emi - ma nufa c t ured g o od s , mo s t  
o f  the d eve l oped c ount r i e s  pre f e rence  s cheme s  a re c lo s e ly 
hedged a b out with  e s ca pe c la us e s  a nd l i s t s  o f  produc t , a nd 
s omet ime s c ount ry , excep t i on s  a nd q uo ta s . The EEC and Ja pa ne s e  
s cheme s i n  pa r t i c u la r , ba s ed a s  they a re o n  duty - free  tar i f f  
quota s , a re pr obab o f  o n  l imite d  va l ue i n  the i r  pre s ent 
f orm to deve l oping c ount r ie s .  

Be ca u s e  o f  New Gu inea ' s  s ta t u s  a s  a d ependent  t e rri -
' a nd the imp l i ca t i on s  o f  i t s  i nc lus i on for  othe r d e pe nd e nt 

terri t or ie s , i n  la r Hong Kong , i ons  had t o  
b e  mad e  ove r  a n  extended p e r i od t o  s ome d eve l oped count r i e s  -
Ja pa n i n  pa rt i cu la r  - t o  ens ure the a c cepta nce o f  Pa pua New 
Gui nea a s  a b e ne f ic i a ry .  Papua New Guinea i s  c urre nt a 
bene f i c  u nd e r  the s c heme s  of Japa n ,  t he EEC , Swe de n , 
Swi t ze r l a nd , Aus t ria , N orway a nd New Zea land o Whi le i t  i s  
not a bene u nd e r  the s cheme s  o f  F i n land , C ze cho s l ovakia 
a nd i t  i s  g e ne ra l ly a cce tha t i t  wi l l  b e  upo n  
a t t a  i nd e pendence . 

Even though mos t  of the d ev e l oped c ou nt r ie s ' genera l pre ­
ference  s chemes fa l l  s hort of  the d ev e  count rie s ' ,  the re 
i s  s ome sma l l b e ne f i t  in b e i ng a c cepted as a bene f und e r  
the d i f ferent  s cheme s . I n  ord e r  t o  ga i n  s ome i d e a  o f  t h e  s ort s 
o f  bene f i t s  Pa pua New Guinea can t o  ga in f r om t he GPS 
i t  is u s e f u l  to c on s id e r  the s cheme s of  a nd the EEC in 
more d e t a i  1 .  

C lo s e r  con s idera t i on o f  the s cheme , of wh i ch 
Pa pua New Guinea ha s been  a b e ne f ic s ince 1 1 1 9 7 2  i n  
re la t i on to  prod uc t s  o f  impor tance t o  New Gui nea , 
revea l s  tha t  the s cheme o f f e r s  pos s ib le s t o  Pap ua 
New Guinea ' s  s o f  pa lm o i l  a nd s awn wood . I n  the ca s e  

The U S  pre ference s cheme f or d eve l op i ng c ount ri e s , whi ch i s  
embodied  i n  the Tra d e  Ref orm Bi l l , wa s b e f ore s at the 
end o f  19 Whe re a s the US  s cheme whe n  i t  wa s l ly 
pre s ented wa s more g e ne rous t ha n  those  o f  a nd 
the EEC , i t  i s  l ike ly  tha t whe n , a nd i f , i t  f ina l ly e me rg e s  
from Congre s s  i t  wi l l  i n  t h e  name o f  e qua l burd e n  s ha ri ng , 
c l o s e  re s emb le the exi s t i ng s cheme s . An fea ture 
o f  t h i s  US s cheme i s  tha t deve l o pi ng c ount ri e s  g iv ing pre fer=  
ence s to  d eve l oped c ount r i e s  a ft e r  1 9 75 wi l l  b e  exc lude d " 
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o f  pa lm o i l the pre ferent ia l rate  i s  4 pe r cent  a nd t he 
gene ra l ra te  i s  8 per c e nt . I n  the ca s e  o f  sawn wood o f  
grea t e r  tha n  5rrnn th ickne s s  the p re ferent ia l ra t e  i s  5 per 
cent a nd the g e ne ra l ra t e  i s  1 0  pe r c e nt , whi le  in the ca s e  
o f  sawn wood o f  l e s s tha n 5rrnn th ickne s s  the pre f e re nt ia l ra te  
i s  7 . 5 per cent a nd the  g e ne ra l ra t e  i s  15 per c e nt . Unfor­
t una t e ly for Pa pua New Gu inea , p lywood , whi ch car r i e s  ta r i ff s  
o f  1 5  and 2 0  pe r cent , a nd coconut o i l ,  whi ch wi l l  suffer  f rom 
the l o s s  of pre ferent i a l a c ce s s  to t he Uni t e d  King d om marke t , 
have not  been  inc l ud ed i n  the Japa ne s e  pre ference s cheme . 

The t rea tment  o f  coppe r i n  the Japa ne s e  pre fe rence s cheme 
i l lu s t ra te s  c lear ly the way i n  whi ch the t a r i f f  quota s cheme 
ope ra t e s . The tar i f f  quota i s  ca l cu la t e d  by add ing the ba s ic 
quota - which i s  ba s e d  on dut iab l e  import s from d eve l op ing 
count r i e s  in 1 9 6 8  and 1 9 69 - to t he supp lementary quota -
whi ch i s  ba s e d  on 10  per c en t  o f  dut iab l e  impor t s  two year s  
previ ou s ly .  I n  the ca s e  of  coppe r ,  which i s  s ub j e ct t o  a 
s l id ing s ca le duty , 1 no  d uty  wa s c o l l e c t e d  i n  1 9 68 a nd 1 9 6 9 , 
h e nce the ba s i c quota i s  zero . The supplementa ry quota whi ch 
re s u l t s  whe n d uty i s  c o l lected  o pera t e s  wi th  a two- year t ime 
lag . 

I t  i s  probab ly t rue t o  say tha t  Ja pan ' s  init ia l pre f e rence 
s cheme d id not offer  ma j or b e ne f i t s  f or Pa pua New Gui nea . The 
1 9 73 rev i s i ons  t o  the Japa ne s e  s cheme which i nvo lved increa s e s  
i n  the quota l imi t s  imp r oved the s cheme a s  fa r a s  Papua New 
Gui nea i s  c once rned in re la t ion  t o  f is h  produc t s  and  t imber . 
Howev e r , unt i l  the s cheme i s  s igni f i ca nt ly improved i t  i s  ha rd 
t o  s ee i t s b e c oming of  ma j or importa nce t o  Pa pua New Guinea . 2 
The ma j or barri e rs t o  i ncrea s e d  Pa pua New Guinea export s t o  
Ja pa n a r e  her s ub s t a nt ia l  tar i f f s  a nd i n  s ome ca s e s  i nd i re c t  
taxe s on a numb e r  of  tropica l a g ri cu l t ura l pr od uc t s  ( e . g . 
c o f fe e , c oc oa , c o c onut produ c t s ) . 

The othe r maj or opera t ive s cheme i s  tha t o f  the EEC whi ch , 
l ike the Japa ne s e  s cheme , i s  a l s o  ba s e d  on t a r i f f  q uo ta s . The 
EEC s cheme offers  pos s ib l e  adva ntages  t o  Pap ua New Guinea ' s  
s awn wood a nd p lywood o I n  the ca s e  of  s awn wood o f  gre a t e r  
tha n Srrnn thi ckne s s  t h e  E E C  s cheme a l l ows un l imit e d  duty- free 

If  the pr i c e  of  c opper import s fa l l s b e l ow 3 5 1 yen  per k i lo ­
gram a d uty o f  24  yen per k i l og ram b e c ome s payab l e . 
2 

Growing d ir e c t  i nve s tment i n  Pa pua New Gu inea may lead  t o  
improveme nt i n  Japa n ' s  s cheme i n  a rea s o f  importa nc e  t o  Papua 
New Gu inea through repre s e nt a t i ons  mad e  by Ja pa ne s e  busines s me n  
with a d ir e c t  i n t e re s t  i n  i nc rea s ed Papua New Guinea export s .  
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ent ry t o  from d eve l op ing count r i e s . I n  the ca s e  of  
s awn wood of  le s s  tha n  Smm thickne s s  a nd p lywood the  EEC  s cheme 
extend s  duty - free  quota s . Un l ike t he Ja pane s e  s cheme , pa lm 
oi l is no t i nc l ud ed in the EEC pre ferent ia l l i s t . 

The two ma in l imi ta t i on s  of  the ma j o r  GPS s cheme s  a s  far 
a s  New Guinea i s  concerned a re , f ir s t , the fact  tha t  
a l l d eve c ount r i e s  have b e e n  t rea ted  equa l ly ( t ha t  i s , 
the re a re no s 1 advant a ge s for the le s s  d eve l oped o f  the 
d eve c ountr ie s )  a nd , s e c ond , the poo r t rea tment tha t ha s 
been a ccord ed t o  proce s s ed a gr i cu l tura l product s .  

The Genera l 
n c ountri e s  

l y  t o  the more i nd u s t ri a l i s ed deve l op-
count rie s  of La t in America a nd S outhea s t  A s ia . I n  ord e r  

t o  a chieve a c t ion  whi ch would prima ri ly be  of b e ne f i t  t o  them­
s e lve s , the Afr ica ns , in  d i s cu s s i on s  ab ou t the GPS , pushed 
the idea of  d eve s pe c ia l mea s ure s f or the lea s t  d eve l oped 
c ount r ie s . The ma i n  s p e c ia l mea s ur e  whi ch the Afri ca n  c oun­
t r i e s  had in mind wa s the e s tab l i shment o f  a d eve l opment fund 
wh i ch wou ld b e  used  t o  f i na nc e  on s of t  t e rms proj e c t s  in lea s t  
d eve loped c ount r ie s 

be fore  a nd d ur i ng UNCTAD - I I I  t he re wa s c ons i d e r -
ab l e  j by a number of  d eve loping c ount r i e s  t o  ensure 
the i r  i nc lus i on on the l i s t  of l ea s t  d ev e loped countri e s . 
Var i ous l i s t s  we re u s ing d if f erent  s e t s  of c r i t e r ia . 
The mos t  a uthor i ta t ive l i s t  b y  the Commi t t ee o n  
Deve (CDP) u s ed three  cri teria : ( pe r c a p ita 
income le s s  than $US 100 ; ( 2 )  a l i te ra cy ra t e  of 20  per cent 
or le s s , a nd ( 3 )  a s ha re of  ma nufa cturing in gros s dome s t i c  

o f  1 0  p e r  c e nt o r  le s s . I n  i t s l i s t  the 
CDP d id not  i nc lude d e pe ndent  t e rr i t orie s , con s equent ly  Pa pua 
New Guinea wa s not cons idered i n  the s tudy . Howeve r , even i f  
it  had been  i nc lud e d  i t  wou ld have b e en u n l ike t o  make the 
lis , f or whi le  it qua li f i e s  on the s e c o nd a nd third cri t e ria  
its  pe r inc ome i s  we l l  ab ove $US 100 . 

S trenuous a s we re mad e  by Aus t ra l ian  a nd Papua New 
Guinea o f f ic ia l s  t o  New Guinea inc lud e d  i n  f ur ther 
s t ud ie s  a imed at i d e nt i fy i ng the l ea s t  d eve l oped c ount r ie s .  
I n  i cu la r  Mr F ra nk Miro mad e  a s t rong s t a t eme nt i n  s up port 
of  New Guinea ' s  i nc lus i on i n  the  6th  C ommi t t e e  at  UNCTAD-
I I I . The gen e ra l c onc lus ion a ppea rs t o  be  t ha t  it  i s  h igh ly 
un l ike tha t  New Gu i nea 1 1  b e  re c ogn i s ed a s  one of  
the lea s t  d eve l oped c ount r ie s .  There i s  room for d oub t , 

New Gu inea i s  a c c�pted  by ECAFE a s  a lea s t  d eve loped 
in the 
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however ,  tha t the s ort s o f  s pe c ia l mea s ur e s  s e t  out in Re s o -
l ut i on 62 ( I I I )  o f  UNCTAD- I I I  rea repr e s en t  a ny thing 
s ub s ta nt ia l ,  f or one o f  t he requirement s  of the Re s o lut i on i s  
tha t  the s pe c ia l mea s ure s wi l l  not reduce a i d  going t o  o the r 
dev e l o ping c ount r i e s ,  tha t i s  the s pe c ia l mea s ure s mus t  b e  
f i na nced  ou t o f  a d d i t i ona l a id from t he d eve l oped c ou nt r ie s . 1 

Re s o lu t i on 65 a d opted  
at  i s s ent reque s ted the S e cre tary-Genera l 
o f  the Uni t ed Nat ions t o  convene a sma l l  pa ne l of  expe r t s  t o  
ide nt ify a nd s t udy t he prob l ems of d eve l oping i s la nd 
c ountrie s a nd t o  make rec ommend a t i ons  there on , g iving s pe c ia l 
a tt e nt i on t o  those  c ount rie s whi ch are  fac i ng ma j or d i f f ic u l -
t ie s  o f  c ommuni ca t ion a nd with ne ighbou ring 
count r i e s  a s  we l l  a s  s tructura l d if f icu l t ie s , and which a re 
remo te from ma j or marke t centre s . The re port of  the pane l 
wa s t o  be s ubmi tted  t o  the Tra d e  a nd Deve l opme nt Boa rd for 
i t s  con s i d e ra t i on b e f ore the end of  1 9 7 3 . 

The Tra de a nd D eve l opment Boa rd a t  it s thirt e enth s e s s i on 
no ted  the report of  the pa ne l o f  expe r t s  (wh i ch inc lud e d  Pa pua 
New Gu inea a nd o ther d e pend e n t  t e rr i t or ie s  a mong the count rie s  
s t ud ie d )  a nd i nvi ted  the g overnment s o f  d eve l oped c ount r i e s  
a nd re leva nt orga nisa t ions  a nd agenc i e s  o f  the Uni te d  Na t ions 
s ys t em to provide  t e chn i ca l a s s i s t a nce to fa c i l i ta t e  the 
e s tab l i s hme nt a nd / or proper f unc t i oning o f : (a)  regi ona l 
shipp ing l ine s ; (b ) 1 a ir syst ems ; a nd 
( c )  na t iona l a nd s ub - re g io na l fi shi ng ind u s t rie s .  I t  a l. s o  
i nv i t e d  i nt e rna t iona l a nd 1 f i na nc ia l i ns t it ut i ons  t o  
g ive s ympa the t i c  cons ide ra t i on t o  reque s t s  from d eve l oping 
i s land count r i e s f or the f inan c i ng , on s oft  t e rms , of port 
i n s ta l l a t ions a nd re la ted  i nve s tment s i nc l ud ing the a cqu i s i ­
t i on o f  ships f or the d eve l opme nt o f  ma ri t ime t ra n s port a nd 
f is hing i ndu s t r ie s , a nd o f  the o f  pe r s onne l .  

Export s o f  product s  a r e  a n  importa nt s ource o f  
Pa pua New Guinea ' s  fore ign  exchange earning s . The ma j or ex­
port pr od uc t s  a re c o f f e e , c opra , c o coa � coconut o i l ,  d e s s i ca ted  
coc onut , timb e r , rubber  a nd t ea . Of  the s e  g ood s co f fe e  a nd 
c oc oa wh ich a c c ounted  f or a bout 60 per cent of  Pap ua New 

A pos s ib le a re a  of adva ntage for the lea s t  d eve l oped c ount ri e s  
i s  t he d ev e  of  s pe c ia l  mea sures  within t h e  c o nt ext of  
e x i s t ing mea s ure s such as  the  GPS  a nd , perha ps , the c ommod ity 
a g re emen t s .  
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Guinea ' s  rura l i n  1 9 7 1 - 7 2 , a re c overed by interna t iona l  
c ommod i ty a greemen t s .  I n  a d d i t ion , pre l iminary d i s cu s s i ons 
t owa rd s  a greeme nt s c ove r i ng tea  a nd la ur i c  oi l s  a re b e ing c on� 
ducted  I t  i s  a rguab le , theref ore , tha t the  commod ity  agre e ­
men t s  a re the mos t  important  i nt erna t i ona l ins t itut ions 
concerned with  interna t i ona l t ra d e  bea r i ng upon Pap ua New 
Gu inea . 

The gene ra l ob j e c t iv e s  of  commod i ty a greeme nt s  a re two f o ld : 
f ir s  , t o  reduce  the marke t ins tab i l ity  tha t occurs in a free 
ma rke t  a nd , s e cond , to ra i s e  the price above the long - t e rm 

l ib r i um leve l a nd hence ra i s e  prod ucers ' i nc ome s . The 
two ma in t e chnique s used  t o  s tab i li s e , a nd i f  p os s ib le ra i s e  
the of  a c ommod a re export quota s a nd i nt e rna t i ona l 
buf fe r  s t ocks . 

quota s cheme s a im of  a 
by regu la t ing the q uant  t he wor ld ma rke t 

c ountrie s .  I n  ord e r  t o  a ch ieve ma rke t s tab i l i­
s a t i on i n  the s hort run , export quota s cheme s have t o  s a t i s fy 
three  ma i n  c ond i t i on s . F i rs t , they mus t  cover  a s uf f i c ient  

i on o f  wor ld tra de . I f  t h i s  i s  not  the  ca s e  export 
quota s cheme s a re l iab l e  t o  be u nd e rmi ned by from non­
members  at s be l ow the a g re e d  minimum . S e cond , e f fe c t ive 
provi s ion shou ld  be mad e  f or a p propr i a t e  a d j us tme nt of 

quota s to mee t  chang i ng c ond i t i ons of the wor ld ma rke t .  
Thi s  i s  usua l  the weake s t  point o f  s uch s cheme s b e ca u s e  the 

o f  a ma rke t a lready i n  over - s upp ly among 
c ou nt r ie s t e nd s  to c rea t e  i rre c onc i lab le c la s he s  o f  na t i ona l 
int e re s t s , s ince i t  i s  i n  each c ount ry ' s  intere s t  t o  max imi s e  
i t s , though a t  the s ame t ime i t  i s  i n  the i n t e re s t  o f  
a l l  producer s tha t  t he o f  quota s b e  min imi s e d . 
Thi rd , s s hou ld  rea c t  quickly t o  cha nge s i n  t he ma rke t 
s it ua t ion . I f  thi s i s  not the ca s e  ins tab i l it y  o f  wi l l  
not b e  grea t ly reduced  by the quota s cheme . 

Interna t i ona l  b uf f e r  s t ock s cheme s  int roduce a s tab i li s  
e leme nt ove r  a nd above t ha t  pos s ib l e  b y  pure 
s cheme s , s ince the b uf f e r  s t ock would be run i n  s uch a ma nne r 
a s  t o  s e l l  whe n the pr ice wa s hi gh and buy whe n  the wa s 
l ow ,  tha t  i s , i t  a c t s  d irect  a nd with  imme d ia t e  e f f e c t  on  
t he c ommod ma rke t  conce rned . The of the 
buf fer  s t ock t e chn i que i s  c lear  l imited  to  tho s e  c ommod i t ie s  
which can b e  s tored r e l a t ive chea p ly and whe re a n  e ff e c t ive 
marke t with we l l - d e f ined g ra d e s  ex i s t s  so tha t wor ld s 
ca n s erve a s  a n  i nd i ca t or for  e f f e c t ive buf fer  s t ock a c t ion . 
The ma i n  d rawback o f  ope ra t ing a buffer  s t ock i s  the c o s t in-
vo lved tha t is the cap ita l a nd cos t s . 
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Experi e nce ha s shown tha t  c ommod ity  a g re ement s  a re ext reme ­
ly d i f f ic u l t  t o  negotia t e . One of  the prob lems has  been  the 
fact  tha t , when export pri c e s  a re high , many of  the export ing 
c ount rie s  a re le s s  i nt e re s t ed i n  rea ching a g reement  a nd im­
port i ng c ount r i e s  c ons id e r  tha t  the i r  ba rga i ni ng p o s it i on 
wou ld b e  s t r onger a t  a nothe r  t ime . When pri c e s  a re l ow the 
oppos i t e  a pp l ie s . Neg ot ia t ing agreement s whi ch a im to  ra i s e  
prod uce r s ' inc ome s ra ther tha n s tab i l i s e  pr i c e s  a re ham s trung 
by the requirement that c ommod ity a greement s s hou ld i nc lud e  
b oth  producing a nd c onsuming c ountr i e s , a n d  the two group s 
shou ld have e qua l vot ing s t re ngth . l 

Co f f e e  a gre eme nt . The Coffee  Agreeme nts  of 1 9 62 and 1 9 68 , 
whi ch i nc l ud ed both prod ucers  a nd c on s ume r s , we re t he s ucce s ­
s ors  o f  ear l ier  a g reeme nt s l imit ed e s s en t ia l ly t o  producer s , 
name ly the 195 7 agreeme nt among s even La t in Ame ri ca n  producers 
t o  l imit export s ,  a nd t he s ub s eque nt ext e ns i on o f  th i s  a g re e ­
ment i n  1 9 5 9 t o  i nc lude the African  prod uce rs . Aus t ra l ia a nd 
Pa p ua New Gui nea c on s t it ut ed a j oi nt import ing memb e r  of  the 
I nt e r na t i ona l Coffee  Agre eme nt s  f or 1 9 62 a nd 1 9 68 b e ca us e  
unt i l re c e nt ly Au s t ra l ia ' s  import s  exceeded  Pa pua New Guinea ' s  
expor t s . 2 

The ob j e c t ive o f  the 1 9 6 8  I n t e rna t i ona l Coffee  Agreement 
wh'i ch expired on 30 S e ptember  1 9 7 3  wa s to s t ab i l i s e  pr ice  
thr ough c on t rol l i ng s up p ly t o  the  ma rke t  The re we re two 
ba s i c  me cha ni sms t o  c ont r o l  ma rke t supp l ie s : a n  export quota 
s y s t e m ;  a nd a g reed  pr ice  ra nge s f or f our d if ferent  g ra d e s  o f  
coffee  - w i t h  one ave ra ge pr i c e  range . 3 Ba s i c export quota s 
ca l cu la te d  a t  the s ta r t  of  t he a g re eme nt we re ba s e d  upon 
h i s t or i ca l s ha re s  of the wor ld ma rke t . Movement s up or  d own 
to the l imit s  of the pri c e  rang e s  s e t  f or ea ch gra d e  of  c o f f e e  
t r igge re d  quota re l ea s e s  o r  w i thdrawa l s  e ither for  par t i cu la r  
gra d e s  o f  c o f f e e  o r  for a ll g ra d e s  of  c o f fe e . N o  prod uct ion 

The s e  ope ra t i ng ru l e s  we re a g re e d  to by ECOSOC i n  Ma r ch 1 9 4 7  
a nd wri t t e n  i nt o  t h e  Hava na Cha r t e r  la t e r  tha t  yea r . 
2 Pa pua New Gu i ne a ' s  s a l e s  of c o ffee  t o  Aus t ra l ia a re he l pe d  
by a by- law a rrangement . Und e r  t he a rra ngement i f  a n  import e r  
purcha s e s  3 0  per cent  o f  hi s requ i reme nt s  from Pa pua New Gu inea , 
he g e t s t he re s t  o f  h i s  requ i reme nt s duty  free . 
3 The 1 9 6 2  Interna t iona l C o f f e e  Agre eme nt la id d own c ountry 
quot a s f or c o f f e e  a s  s u ch . However ,  a s  wor ld d e mand shi f t ed 
t owa rd s r ob us ta c o f fe e s , s o  t he pre s s ure for changes  i n  c ou nt ry 
q uo ta s mounted . Of Pa pua New Guinea ' s  p roduc t ion , 95  pe r c e nt 
i s  a ra b i ca a nd 5 pe r cent i s  robu s t a . 
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c ontro l s  we re enforced , a ltho ugh export i ng members  und e rt o ok 
t o  a d j ust  product ion cons i s t e nt with  the ir  nee d s  f or d ome s t ic 
c on s umpt i on , pe rmitted  export s a nd norma l s t oc k .  The fact  
tha t there  wa s no buffer  s t ock i n  the C o f f e e  Agreement mea nt 
t ha t  the succe s s  o f  the s cheme d e pe nded  on ce rta i n  ma j o r  pro­
d uc ing c ount r i e s  ho ldi ng large s t ocks . 

cont r o l s  we re e nf orced by the u s e  o f  ' ce rt i f i ca t e s  
' va lida t e d  b y  ' export  s tamp s ' ,  c o l l e c ted b y  import ers  

in the  ca s e  o f  s a l e s  t o  ce rta i n  ' deve l op ing coffee  
marke t s ' whi ch we re not  i nc lud ed in the ba s i c  export  quota s . 1 

s by memb e r s  from non-memb e r  export ing c ount r i e s  were 
c ontro l l ed by re s t ri c t i on to the avera ge l eve l imported  in 
1 9 60 , 1 9 6 1 , 1 9 6 2 . 

The Agre ement  a ls o  i nc lud ed a d ivers i fi ca t i on fund t o  exte nd 
l oans  t o  produce rs t o  a s s i s t  them t o  l imit  the ir d e pe ndence  o n  
coffee . The fund wa s f i na nced  b y  a levy o f  o n e  U S  c e n t  pe r k i l o  
on a l l members  export ing over 6 mi l li on ki l os . There  wa s a ls o  
a of  15US c e nt s per  60 k i l o s  o n  export s t o  f i na nce a cam-
pa f o r  t he promot ion of consumpt i on . 

The new a g re ement d ue t o  c ommence in O c t ob e r  1 9 73 c ou ld  not  
be negot ia t ed due to  the i nab i l ity o f  producers  a nd consumer s  
t o  a g re e  o n  a c c e pt a b le  a rra ngement s t o  reg u la t e  t he ma rke t . 
The ma in rea s on f o r  the fa i lure t o  rea ch a g reement wa s the 
t ight supply c ond i t i ons  a nd ve ry h igh pri ce s . The I nt er na t iona l 
Coffee  Counc i l d e c ided  t o  ext e nd the Agreement for two yea rs  
with no s ub s tant ive e conomic prov i s ions , the ob j e ct  be i ng t o  
a l l ow t ime f or the ma rke t  t o  s e t t le d own a nd progre s s  t o  b e  
mad e  t owa rd s  t h e  iat io n  o f  a new a g re ement . Cons i s t e nt 
wit h  the fact  that Pa pua New Guinea ' s  expor t s  now exceed 
Au s t ra l ia ' s  import s  Aus t ra l ia ha s a cc e pt e d  t he Agre ement a nd 
ext e nd ed membe rship t o  Pa pua New Gu inea t o  form a j oi nt ex­
port ing membershi p 

quota s mea ns tha t Pa pua New Guinea 
now ha s a n  for s ome expa ns ion  o f  i t s  s a l e s  
unt i l  a t  lea s t  t he e n d  o f  1 9 7 5 . Beca u s e  o f  t he t ime lag  b e f ore 
t re e s  rea ch a ge a ny exp or t  expa ns ion  w i l l have to c ome 
f rom exis t i ng p lanta t i ons . A l s o  of importance i s  the fa c t  tha t  
with the l i ft ing o f  quot a s  Papua New Guinea w i l l  no t b e  c on -
s t ra ined t o  d is po s e  o f  in exce s s  of  Au s t ra l ia n  s 

Deve c o f f e e  marke t s  a re marke t s  cha ra ct e r i sed  by l ow 
pe r ion o f  c o f fe e . The d eve l oped c ountr i e s  
i nc l ud ed i n  this  l i s t  are  Ja pa n , Hungary , Po la nd , US SR a nd 
S outh A f r i ca . 
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a t  a d i s c ount of  u p  t o  2 5  per c e nt o n  ' deve l oping coffee  
marke t s ' .  I n  the r e c e nt pa s t  Pa pua New Gui ne a  wa s s e l l ing 
b e twee n  5 , 000 a nd 8 , 000 t ons  o ut of t o ta l s o f  b e tween 
2 8 , 000 a nd 3 2 , 000 t ons  t o  ' d eve l oping coffee  ma rke t s ' 

Cocoa provid e s  a good examp le of the 
d i  a c ommod i t y  Pre l iminary 
d is cus s ions  c omme nced i n  an  FAO S tudy Group e s ta b l i shed in  
1 95 6 . The f o l l owing  yea r a worki ng g roup wa s cha rged  wi th 
c on s i d e ring c oc oa s tab i l i sa t i on o Thi s group pre pa red 
the Dra f t  Interna t iona l Cocoa , wh i ch wa s the ba s is 
of  the 1 9 63 Negot i a t i ng C onfe rence o f  the Uni t e d  Na t i ons o 
Af t e r  a nd negot ia t ions , which  s ince 1 9 65 have 
taken ce  i n  UNCTAD , a n  wa s in 1 9  
with the twin ob j e c t iv e s  o f  s t ab i l i s  a nd inc rea s ing export e r  
income s . The , whi ch came int o f orce in Oct ob e r  1 9 7 3 , 
wi l l  run for three  year s . Au s tra l ia exte nded  ra t if i ca t i on o f  
t he agre eme nt t o  c ove r New Guinea a t  the e nd of  S e pt embe r  
1 9 7 3 , thus f orming a j oint  i ng members hip . 

The agre eme nt i s  ba s ed on quota s and  an inte rna t i ona l 
buffer  s t ock . The export quota s f or t he f i r s t  quota yea r a re 
ca l cu la t ed o n  the ba s i s  of  e a ch c ountry ' s  h ighe s t  a nnua l pro­
d uc t ion  f ig ure during the yea r s  s i nce a nd i nc lud i ng 1 9 64- 65 . 
Co coa i s  d ivided  i nt o f i ne or f lavour  cocoa a nd bu lk cocoa . 
Qu ota s a re s e t  f or b u lk c o c oa but not f or f ine or  f lavour 
c o c oa . Coun t r ie s produc l e s s tha n  1 0 , 000 t ons of b u lk 
cocoa a re not s ub j e c t  t o  quota s .  The agreeme nt s e t s  out ru l e s  
f or a ut oma t ica lly cha ng ing a nnua l quota s . 

As fa r a s  quota s a re c once rned the re l evan t  poi nt s 
for  Pa pua New Gu inea are  f ir s t , b e cau s e  Au s t ra l ia a nd Pa pua 
New Guinea a re t re a t e d  a s  one unit  Pa pua New Guinea ' s  expor t s  
t o  Au s t ra lia  d o  n o t  e nt e r  the q uota and , s e c ond , b e ca us e  
Papua New Gu i nea i s  t rea t ed i n  the a g re ement a s  a n  

producing 75 p e r  c e nt f i ne or f lavou r c oc oa , 
25  pe r c e nt o f  New Gu i nea ' s  out put i s  s ub t o  quota 
a nd then when  in exce s s  of  10 , 000 tons . The ne t re s u l t  
of  b oth the s e  s i s  t ha t  the b u lk c oc oa quota wi l l  not 
a pp ly to Pa pua New Guinea unt i l  pr od uc t ion  of  c oc oa rea che s 
a round 45 , 000 t ons . 

The buffer  s t ock i s  d e s  t o  ensure t ha t  the wo r ld price  
rema ins b e twe e n  a minimum of  23US cent s  per  lb a nd a max imum 
of  3 2US cent s per lb . At b e twee n  the s e  l imi t s  va ri ous 

Pa pua New Guinea ' s  prod uc t ion  is ma i n ly of  a hybrid t r in i t a r i o  
, g e ne ra l a s  a f i ne or f lavour c oc oa . 
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b uy ing a nd s e l l i ng ru l e s  a re s e t  o u t  f o r  the mana ger  o f  t he 
buffer  s t ock . A c ont ribut ion  o f  one US c e nt per lb o f  bulk 
c ocoa exported  i s  cha rged to  f ina nce the  buffer  s t ock which  
is  authorised  t o  ho ld up t o  a qua rter  o f  a mi l l i on t ons , tha t  
i s , between  1 6  a nd 2 0  pe r cent o f  a nnua l wor ld  export s .  G iven 
tha t Pa pua New Guinea ' s  c ont ribut ion  i s  ba s e d  on export s o f  
b u lk c ocoa t o  c ount rie s o ther tha n Aus tra l ia , i t s  c on t r ib ut i on 
c ou ld be  a ro und $US 200 , 000 . 

The Cocoa Agre eme nt 1 9 7 2  s e t s  ou t procedur e s  s imi lar t o  
those  c onta ined i n  the Cof fee  Agreement  1 9 6 8  t o  po l i c e  expor t 
quot a s  a nd import s  from non-member  c ountri e s . Under Art i c le 

o f  t he Agreemen t ,  export e rs b e f ore permit t ing the shipment 
o f  c oc oa a nd import e r s  b e f ore pe rmi t t i ng import s  whe ther from 
memb e r s  or non-memb e r s  a re ob l i ged  t o  require the pre s e n ta t i on 
of a va l id cert i f i ca te  o f  c ont r ibut ion  or other a utho r i s ed 
C ounci l c on t r o l  d ocument . Under Art i c le s 5 4  a nd 5 5  import e r s  
a g re e  t o  l imit import s from non-memb e r s  t o  the 1 9 7 0 , 1 9 7 1 , 
1 9 7 2  averag e  a nd not t o  b uy cocoa from non- memb e rs  on more 
fav ou rab l e  t e rms tha n they wou ld be  prepared to a cc e pt a t  the 
same t ime from ing membe rs . Expor t e r s  f or the i r  pa r t  
a g r e e  n o t  t o  s e l l  c oc oa t o  non-member s  on more favourab le  
t e rms than they wou ld b e  pre pa re d  t o  o f fer  at  the same t ime 
t o  import ing member s . 

Art i c le 7 0 (4)  o f  the Cocoa Agr e ement prov id e s that i f  a 
territ ory t o  which the Agreement ha s b e e n  exte nd ed s ub s equent ly 
a t t a i ns i ndepend e nc e , the gove r nme n t  of the t e rr i t ory may , 
wit hin days a ft e r  the a t ta inment o f  i nd e pe nd e nc e , d e ­
c la re by not i f ica t i on t o  t he S e c re ta ry-Gene ra l of  the Uni t e d  
Na t i ons  tha t  i t  ha s a s s umed the righ t s  a nd ob l i ga t i on s  o f  a 
c ontra c t ing t o  the Agre ement . The mos t  imp or t a nt imp l i -
ca t i on o f  Papua New Guinea ' s  a tt a inment  o f  i nd e pe nd e nc e , a s  
fa r a s  c ocoa i s  c on cerned , wi l l  b e  the i nc lus i on o f  Pa pua New 
Guinea ' s  expor t s  to Aus t ra l ia in i t s  export for the purpo s e s  
o f  ca l cu la t i ng quota s (and c ontribut i on s  t o  f i na nc i ng 
the b uf fe r  s tock) , tha t i s , Pa pua New Guinea wi l l  b e  s ubj e c t  
t o  export quota s on i t s  b u lk c oc oa export s s oone r  tha n  i t  
wou ld have i f  i t  had rema ined a j oint  member wi th Aus t ra l ia . 
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Ja n Tumli r  

I n  d i s cus s i ng e conomic po l i c ie s , o ften u nc lea r in inte nt 
a nd a lways e lus ive in re s ul t , it  i s  a dvi sab l e  t o  b e g in with a 
s a f e  s ta tement . I n  r e c e nt yea r s , thos e p o l i c i e s  of the North  
At la nt i c  c ount r i e s  wh ich a re d ire c t ed at  the prob lem o f  eco­
n omic deve l opme nt i n  the  poor  a rea s o f  the  world  have  b e e n  in  
a s ta t e  o f  d ri f t  - s ome may ca l l  it  s u s pens i on , oth e rs may see  
in it , hope fu l ly , the o f f ing of  a r e f orm .  

The cau s e  o f  t he lack o f  c onv ic t ion  a nd unea sy t empor is ing 
i s  obviou s  e nough . The ma i n  i ndus tria l c ountr i e s  have been  
c onfronted , s ud d e n ly , i n  the  s ec ond ha l f  o f  the 1 9 60 s , with  
e co nomi c  pr ob lems e s s ent ia l l y  unre la ted  to  t he ir  concern about 
e c on omi c progre s s  o f  the poor area s a broad . S ome of  the s e  
prob l ems a ro s e  i n  their  mut ua l re la t i on s , e . g .  the a d j us tment  
a s  o f  the inte rna t iona l mone t a ry s y s t em ;  s ome have eme rged  
so  t o  s peak exogenou s ly ,  a f f e c t ing t hem a l l , e . g .  those  of  
energy s up p ly , or  e nvi ronment ; s ome , f ina l ly , have b e e n  pure ly 
d ome s t i c , e . g .  the d is cove ry o f  ' amid s t  a ff l ue nce ' ,  or 
o f  the prob l ems a r i s i ng from ma s s ive impor ta t ion  of  chea p 
lab ou r . I n  pe r s pe c t ive , the 1950s  a nd e a r ly 1 9 60 s  we re , f or 
the d eve l oped count r i e s  a s  a group , a per i od o f  growth , a nd 
growth , without a ny f undamenta l e conomi c prob lems . 
The s udden  eme rge nce o f  a s e r i e s  of  prob l ems c l o s e  t o  home 
cou ld not but d own - g ra de the po l ic i e s t owa rd s  d eve l op ing c oun­
t ri e s in e a ch na t iona l  a g e nd a  o f  pr iorit ie s . 

Whi le the i r  urge ncy d imini s he d , the re ha s a ls o  occurred a 
change i n  thinking a b out t he s e  po l i c ie s . One o f  i t s  a spe c t s  
wa s tha t � with the f low o f  a id s ta gna nt a nd potent ia l us e s  

* The o p in i on s  expre s s ed i n  this  pa pe r a re those  o f  the a ut hor , 
a nd a re in no way t o  b e  t e d  a s  re f le c t i ng t h e  v i ews o f  
t h e  orga n i s a t i on o f  whi ch h e  i s  a membe r .  

64 
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mu l t i p lying , new s t ra t eg i e s  a nd p la n s  had to be e la b ora ted 
for  ' Aid A l l o ca t i on when  Aid is I na dequa te ' ,  i n  t he apt t it le 
in Micha e l  Lipton ' s  e s say . At the same t ime , the lengthen i ng 
s ta t i s t i ca l  pe rspect ive on the d eve l opment e f f ort  mad e  i t  
po s s ib l e  t o  rev iew t h e  ma i n  e c on omic a nd po l i t ica l pre c oncep­
t i ons  on whi ch i t  had been  ba sed . Many o f  them d id not s ta nd 
up we l l  in  the l ight of  the d o c umenta t i on b e c oming  ava i la b l e . 
A be t t e r  und e r s tand i ng o f  the cons e q uence s  o f  d if ferent type s 
o f  i n t e rna l po l i c ie s  in deve loping c ount r i e s  i s  b e i ng re f le c t ed 
in deba t e s  a b ou t  a s s i s ta nc e  a nd trade  pol ic i e s  i n  the d onor 
c ountri e s . 

E c onomic po l i c ie s a re framed t o  re s pond t o  current d eve lop­
me nt s . At the same t ime , a nd u l t ima t e ly , the i r  e ff e c t ivene s s  
wi l l  d e pend o n  the d egree t o  which they c orre ct ly per ce ive 
the l ong- run t e nd e nc ie s  of the proc e s s at whi ch they a im .  
Thi s  i s  e s pe c ia l  t rue o f  po l i c i e s  t o  a s s i s t  e c onomi c d eve lop­
me nt of  the poor c ount ri e s . The purpo s e  of  th i s  pa per is  to  
provide  a fa c t ua l  b a ckground , a nd a framework f or s pe cu la t ion ,  
t o  tho s e  who are  hope f u l  o f  a re f orm o f  the s e  p o l i c ie s . I t  
b eg i ns by pre s en t ing a l ong v i ew of  e c on omi c growth in the 
wor ld at la rge and s ome of  i t s  imp l i ca t ions for the increa s =  
i ng ly he t e rogeneous g roup o f  ' deve l oping c oun t ri e s ' .  I n  the 
s ub se q uent s e c t i on s , the s e  imp l i ca t i ons  a re e lab ora t ed i n  the 
c ontext , re s p e c t ive ly , of d eve l opment a s s i s tance  p o l i cy a nd 
t ra d e  po l i cy t owa rd s  d eve l oping c ou nt r ie s . 

I n  the la s t  two d ecade s of  unpre cedent e d ly ra pid  e c on omic 
expa n s ion , the e c on omi c profe s s i on ha s ,  b road s peaking , d ea l t  
with the phenomenon o f  growth e ither i n  t e rms of  t he o re t i ca l 
mod e l s , or on a re lat ive ly s hor t - t e rm ba s i s , in compa ra t ive 
a na lys e s  of the g rowt h  pe rformance of d i fferent c ountr i e s , 
ba s e d  on 10- 1 5  year average g rowth ra t e s  o f  GNP a nd i t s  ma in 
c ompone nt s , fac t or s u pp l i e s , product ivi t ie s , e t c . Wha t this  

inevitab ly mi s s ed wa s the sense  of the c on t inuing 
cha nge in the growth p roce s s  i t s e l f , above a l l  i t s  d omina nt 
cha ra c t e r i s t i c , s e cu la r  a cce l e ra t i on . 

The ma j or exc ep t i on s  i n  th is  re s a re the work o f  S imon 
Kuz ne t s l and t he re la ted but more s p e c ia l i s e d  work on long - t e rm 

S .  Ku zne t s , Ha rvar d  Un ivers  
Pre s s , , s . , e conomic growth :  f i nd -

a nd re f le c t i ons ' , �--��--..._;���.;;........;..._;.......;...� ' June 1 9 73 , 
pp . 24 7 - 5 8 . 
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i n  the Kend r i ck-D enison  re c e nt ly 
s ummed up a nd p la ced i nt o  b road e r  theo re t ica l c ont ext by 
Wi l l iam Fe l lne r 1 

Kuzne t s  cond uct s his  
na t i ons over long h i s t orica l 

The cont emp orary one , 
of  mod e rn e c onomic s ta r t  i n  the I ndus -

t ria l Revo lut ion , i s  cha ra ct e r i sed  (a ) ma rked a c c e l e ra t i on 
o f  e c onomi c a nd s tructura l t ra n s f orma t i on ,  (b ) a n  in�  
c rea sed  power o f  t e chno a nd (c)  its  pro pe ns  to s pread 
inte rna t iona 1 

Kuzne t s ' s  s ta t i s t ica l re searche s show p re � I ndu s t ria l -
Revo lut i on o f  pe r i ncome in c ountr ie s  whi ch 

ly be came d eve l oped t o  have s o  s low � b y  1 ,  2 
or  a t  the mos t ,  3 per c ent per - a s  to be 
ib le  t o  t he Eve n the s e  ave ra g e s  a lmos 
certa  a cce l e ra i on . I n  the mod e rn 

, taken a s  a who le ,  income p e r  head in the same c ount ri e s  
ha s been  by mu lt  s of  , s ix ,  s even a nd more of  
the pre � indus t ria d e ca da l ra t e s o 

There  i s  a s  ca s e  t o  be  mad e  f or s ubdivid i ng Kuz ne t s ' s 
mod e rn e poch i nt o  two s Wor l d  Wa r I I o The re 
i s  not  o n ly a nother pronounced a cc e l e ra t io n  b e twe en  
t hem but a l s o  a qua l ita t ive e no ugh to  wa rra nt 

of  ' new cond it i on s ' On the qua n-
t i ta t ive a c ce lera t i on , Tab l e  c a n  s t a nd withou t c omment . 

Wha t i s  new in the c ond i t i ons  of  e co nomi c in the 
pos t -Wor ld Wa r I I  need not d e t a in u s  
we re fundamenta t rans f ormed ' s  i ns i nt o  
s t ructure a nd l ib r ium cond it i ons of  na t i ona l i nc ome e l imi-

t he pe riod i c  re c e s s i on s  wh ich had r educed 
ra t e s  o f  t he pre -war pe riod . 

one cora l 
ment i oned i n  t h i s  

W .  F e  l ne r , ' Tr e nd s  
progre s s ' , 

2 
e . g . , 1 0 9  pe r cent 

fir s thre e =qua r t e r s  

of  the ian revo l ut i on nee d s  to be 
Kuz ne t s  i nc l ud e s  the ' powe r  of 

cha ra ct e r i s t i c s  of  the mod e rn 
t i c , incre a s  b e t t e r  orga n i s e d  

t e chno lo-
1 9 70 , p . 3  

land a nd Wa l e s  i n  the 
: Kuzne t s , 
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Tab le 4 . 1 

L ong- t e rm growth of  income pe r head 
( ra t e s  o f  growth per d e ca de , in % )  

Uni t ed Kingd om 1 3 . 4  2 6 . 8  
Federa l  Repub l i c  o f  Germa ny 1 8 . 3  5 6 . 8  
France 1 7 . 0  5 0 . 9  
I ta ly 9 . 5 5 6 . 8  
Ne ther land s 1 2 . 6  45 . 2  
Denma rk 20 . 2  42 . 4  
Norway 2 1 . 3  3 9 . 7  
Swed e n  2 8 . 9  35 . 7  
Uni ted  S ta t e s  1 7 . 3  23 . 1  
Canada 1 8 . 7  3 0 . 5  
Aus t ra l ia 10 . 2  2 6 . 8  

* The pe r i od of  mea surement var i e s  s omewhat f r om c ountry t o  
c ount ry ; ' a pproxima te ly a century ' wou ld b e  more c orre c t . 

Kuzne t s , 
t rend . pos t -wa r 
a nd the la s t  year ' s  GNP 
Gro s s  Nat i ona l Produc t , 
May 1 9 73 . 

f or the s e cu la r  
o n  the f i r s t  

e s t ima t e s  report ed b y  AID in 
Growth Ra t e s  a nd Trend Da ta , 

a nd more e ff e c t ive app l i ca t i on of  s c ie nc e  t o  t he t e chnique s 
o f  prod uc t i on ha s i nd eed b e e n  the ma i n  cause  o f  the growth o f  
prod uc t iv ity ; a nd a ma j or cha nge i n  the re la t i onship  b e tween  
s c ience a nd produc t i on occurred i n  the  1 940s . A la rge i ncrea s e  
t ook p la c e  i n  pub l ic  expe nd iture on re s ea r ch a n d  d eve l o pme nt 
re la t e d  t o  the wa r e f fort , a nd the leve l of pub l i c s pe nd i ng 
on re s e arch c on t i nued t o  grow in the f o l lowing d e cad e s . The re 
wa s an e qua l ly d ra ma t i c i nc rea s e  in p riva t e  expend i tu re on 
i ndu s tria l re s ea rch a nd d eve l opmen t . The g r owth in b o th 
s t reams of  re sea r ch expend i t ure , but par t icu la r ly i n  the 
priva t e  one , wa s la rge ly a c on s e q uence  of  the newly-won e c o ­
nomic s tab i l i t y . I n  the pe r i od b e f ore Wor ld War I I , with  i t s  
exp e c t a t i on o f  a n  e c onomic cr i s i s  occurr i ng on t h e  avera ge 
every s ev e n  yea rs , the premium whi ch t h i s  exp e c ta t ion p la c e d  
on rema ini ng l iquid wa s a f ormidab le  d e t e rrent  t b  inve s t  
i ng i n  l ong - t e rm s ea rch for t e chno l og i ca l improvement s .  I t  
wa s on ly whe n  b u s i ne s s b e came c on f i d e nt o f  s tab i li ty a head  
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tha t ind u s t ria l fund s cou ld b e  commit t ed t o  re s earch a nd 
d eve lopmen t  i n  a ma s s ive way . 

The d ynami c chara c t er of  pos twa r e conomi c expa ns ion i s  
i l l u s tra t e d  i n  Tab le  4 2 .  I n  the la s t  five year s , the GDP 
growth ra t e  of d eve l oped c ount ries  d e c l i ned s omewha t a s  cyc l ica l 
fa ctors  a f fe c ted s evera l lead ing e c onomi e s  i n  1 9 7 2 . I t  i s  of  
importance t o  note , howeve r ,  tha t even  i n  thi s per i od e conomic 
a cce l era t ion cont inued i n  the d eve l oping c ountrie s .  It i s  for 
the f i r s t  t ime tha t the s e  e c onomi e s  have ma inta i ned enough 
momentum of their own to o f f  s e t  a rece s s i ona ry inf luenc e  e ma ­
na t i ng from the d eve l oped countrie s .  

Tab le  4 . 2  

Aggrega t e  GDP o f  d eve loped c ount rie s 
Aggrega t e  GDP o f  d eve c ount r i e s  
Pe r h e a d  GDP of  d eve l oped countries  
Pe r head  GDP of  d eve l oping c ount rie s  
Wor ld S 3  va lue 
Wor ld* s ,  v o l ume 

d eve l oped countrie s ,  va lue 
Export s d eve l oped c ount ri e s , 

volume 
s by d eve lo ping countr i e s , 

va l ue 
s by d eve 

volume 
Wor ld  of  

va lue ':I''"* 

cou nt r i e s ,  

s o f  ma nu fa ctures  d eve l o ped 
count rie s ,  va lue** 

o f  ma nu fa ct ur e s  by d eve 

4 . 1  
4 . 7  
2 . 8  
2 . 4 
6 . 3  
6 0 
7 . 0 

2 . 9  

3 . 7 

8 . 2  

* Ex l ud centra l p lanned e c onomi e s  
** 1 9 55 - 62 �  1 9 62 - 7 1 , 1 9 65 = 7 2 . 

i s s ue s . 

4 . 9  
5 . 2 
3 . 7  
2 5 
9 . 2 
8 . 1  

10 . 0  

8 . 4  

7 . 2 

6 . 5 

7 . 5  

1 2 . 7  

4 . 5  
6 . 2  
3 . 3 
3 . 4 

14 . 0  
9 . 5  

14 . 7  

9 . 8  

1 3 . 0  

8 . 0  

9 . 1  

14 . 1  
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I t  i s  not  m y  i nt ent ion t o  ma i nt a i n , i n  d e f ia nc e  of l og i c , 
tha t  a n  a cc e l e ra t ion , or  eve n c ompound growth , ca n c ont inue 
i nd e f i ni t e ly . Obviou s ly ,  there ha s to b e  a d e ce lera t ion in 
the fut ure . The log i ca l  expecta t i on wou ld b e  f or it to occur 
in the d eve loped countrie s f i r s t , probab ly i n  conseque nce of  
an  inc rea s ed va lua t ion of  l e i s ure a nd e nvironme nt , and  on ly 
with a c on s idera b le lag i n  the d eve l oping one s . 

Summa r i s ing the expe rience of  e c on omic growth in the mod ern  
e poch , we  can say  that if  i t  we re pos s ib l e  t o  p l ot the curve 
o f  a ggre ga t e  wor ld prod uct i on f rom pre - indus t r ia l  t ime s , i t  
wou ld c los e ly c o incide  with , be ing s omewha t s te e pe r  tha n , the 
now fami l ia r  ' explod i ng ' curve of  world  popu la t ion g rowth . 

The high ly a gg rega t e d  da ta  o f  
Tab important d i f f e rence s a nd t r e nd s  in the d is t r i -
but i on o f  income a nd income - growth . The GDP growth ra t e s  a r e  
ba s ed o n  Uni te d  Na t i ons d e f in i t i ons  of  d eve l oped a nd d eve l op­
i ng c ount rie s .  I n  th i s  d e f in i t ion , the la t t e r  ca t e go ry 
inc lud e s 1 5 2  c ount r i e s  a nd t e rr i t or i e s , varying s o  wide ly in 
t ot a l popu la t i on s , i ncome leve l s  a nd income growth that i t  i s  
next t o  impo s s ib le t o  make a mea ni ng f u l  s t a t emen t  about  
' deve l oping c ountrie s '  at  la rge . 

I t  i s , however , p os s ib le t o  d i s ce rn pa t t e rns . I f  the 
role um- producing c ount r i e s 1 a nd five or s ix ' deve l o pi ng ' 

t e rri t or i e s  wi th per ca pita  i n c ome in exce s s  o f  $ 2 , 000 a re 
exc luded , two d i s t inct g roups become a ppa rent a mong the re s t . 

d eve l oping c ountrie s a nd territ or i e s � c ompr i s i ng 
of  t ot a l popu la t i on o f  d eve loping c ountr ie s , 

show a ra t e  o f  growth o f  pe r capi t a  inc ome in exce s s  o f  2 . 5 pe r 
c e nt per annum on the avera ge in t he pa s t  e leven yea rs . F i fteen 
c oun trie s 2 i n  thi s  group , a ccount i ng f o r  85 pe r c e nt o f  i t s  
comb i ned GNP a nd f o r  7 6  p e r  cent o f  i t s  popu la t i on ,  with  a n  
average i ncome o f  $41 7  pe r head , have a re la t ive ly large a nd 
ra pid ly growing export o f  manu fa c ture s .  The l eve l a nd growth 
o f  the i r  avera g e  i nc ome ca n be  a tt r ibuted  to a s u s t a ined ex­
pan s ion o f  ma nufa ct uring i ndus t r i e s  - a c c ompani ed , o f  c ours e , 
and mad e  pos s ib le ,  b y  a ppropr i a t e  chang e s  i n  othe r  s e c t or s  o f  

No t a l l  o f  them a t ta in or  even a pproa ch t he We s t  E ur opea n  
i ncome leve l s  but  none ca n b e  sa id t o  have d e s  p r ob l ems 
with  a c ce s s  t o  ma rk e t s or  w i th f ina nc i ng the ir  d eve l op-
me nt pr og ra m . 
2 

i na , Bra zi l ,  Mexico , Puer t o  Ric o , Gui nea , Zamb i a , 
Cyprus , I s ra e l ,  , Ma lay s ia , Pa ki s ta n , Repub l i c  o f  Korea , 
Hong Kong , S inga pore and Ta iwa n . 
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the i r  e c onomi e s  The s e  f i ft e e n  c ountrie s a cc ount f or s ome 
nine - t e nths of  manufa ctured expor t s  from d eve count r i e s  
i n  the Uni ted Nat i ons d e f in i t i on a nd f o r  mo s t  o f  t he a c ce l e �  
ra t ion in GDP of t he s e  1 5 2  c ount r i e s  a nd territ orie s 
c omb ined . 

I n  e c on omic cha ra ct e r i s t ic s  a nd per forma nc e , the s e  f i ft een  
re s emb l e  such c ount rie s  a s  Turkey Yug o s lavia , Gre e c e , 
S pa in a nd Por tuga l whi ch the Uni t e d  Nat ions s ta t i s t i c s  c la s s i  

d eve l oped . I f  the lat t e r  f ive are  added , we ob ta in a group 
i ndu s tria l i s i ng count ri e s , a l l  o f  them dynamic  ex-

o f  ma nufacture s ,  t o ta l l ing s ome 400 mi l l i on pe 
who s e  avera ge per income exceed s 5 00 pre �d eva l ua t i on 
d o l l a r s  and i s  a t  s ome 4 = 5  p e r  cent pe r a nnum . Need -
le s s  t o  a d d , t ota l and manufa c tured s of thi s  la rge r 
g roup we re g rowing in the la s t  ten  yea r s  a t  ra t e s  cons iderab 
in exce s s  of  those ind i ca t ed in Tab l e  4 . 2  f or d eve c oun-
t r i e s  i n  gene ra l .  

The rema ining d eve c ountri e s  a nd t e rr i t or i e s  on the 
Uni t e d  Nat i ons  l i s t  c ompri s e  s ome thre e - qua rters  of the d eve 
ing popu la t i on . The s e  a re the poor count r i e s .  On the avera ge , 
the ir  p e r  ca pita  income wa s ,  a ccord i ng t o  Uni ted  Nat i ons 
s t a t i s t i c s , $ 135  i n  1 9 69 a nd grow ing s low ly . I n  the mo s t  
popu lous  o f  I nd ia , Ba ng lad e sh a nd the Phi s ,  t he 
a l ow ra t e  o f  growth of  avera ge income ha s d e c l ined f rom 
the 1 9 5 0 s  to the 1 9 60 s  1 The s e  c ountrie s ,  t oo have s 
cha ra ct e r i s t i c s  i n  common . The ir  l ow i ncome l eve l s  i nd i ca t e  
t ha t the popula t i on l ives  i n  s ub s i s t e nce l-

s a re la rge 1 and have b e e n  
a i on of  wor ld t ra de , pa rt i n  

c ons equence of  a l ow inc ome e l a s t  of  wor ld demand f o r  
the i r  i cu la. r  prod uc t s . At th e same t ime , many of  the se  
c ount ri e s  the mos t popu l ous  one s , have expe ri e nced  
a r e la t ive ra pid g rowth of  f ood s which , in s evera l 
ca se s , a cc ount f or a i on of  t ota l s .  
The ma i n  d eve lopment  prob lem o f  the s e  c ount r i e s  thus appe a r s  
t o  b e  l oca t ed in where the of  
a nd output d ive r s i f i ca t i on a re s e r i ou s  ob s ta c le s . 
Unde r� ut i li sa t i on of  s uch i nd u s t ria l ca pa c i t y  a s  exi s t s  i n  
s eve ra l of  the s e  countrie s ca n b e  v i ewed a s  a short t e rm 
ma nife s ta t i on of  t h i s  ba s ic 

The Uni t ed Na t i ons  s ta t i s ti c s  a ls o  show a s ha rp d e c line of  
growth i n  I nd one s ia . Here , however ,  the  la s t  s ix year s  s ugg e s t  
a more s ing t re nd . 
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A pos s ib le futur e . Kuznet s ' s  f i nd ing s a nd ref lec t i ons  o n  
mod ern  e conomi c growth empha s i s e  i ts s p e c ia l orga ni s a t i ona l  
requi remen t s , the very s pe c ia l t e le o logy o f  s o c ia l orga n i s a  
t ion o f  t h e  na t io ns now cons idered d eve l oped . 1 The the ory 
und e r ly ing the pre s ent t ext ca rr ie s  thi s  not i o n  t o  the con ­
c lus i on , n o t  t o  b e  furthe r  e labora t ed here , tha t  t h e  u l t ima t e  
l imi t t o  growth (where g rowth i s  want e d )  i s  the o rga n is a t i ona l 
ca pa c  o f  e a ch s oc ie t y ; a nd a ny view of  ' u l t ima te  l imit s ' i s  
e s s ent ia l ly futur e - oriented . S ta rt ing from re la t ive ly re liab le  
d emog ra phi c  fore ca s t s , a nd taking a cc ount o f  ce r ta in f ore s e e ­
ab le  improvement s i n  s oc ia l a nd e c onomic orga n i s a t i on , i t  i s  
pos s ib le t o  pro j e c t  wha t w e  con s ider the ba s i c t ende ncy o f  
g loba l e conomi c growth�---��---------------------------�-----�� 

into  the future . Thi s  , 
t he ba s i c t e nd ency may b e  who l ly f ru s t ra te d  by a ny number o f  
breakd owns i n  the future . I t  should , none the le s s , b e  b orne 
in mind in l ong - t erm e c o nomic p o l i cy p la nning . 

The purpose  of  the ca l c u la t ion s , the res u l t s  o f  whi ch are  
pre sented  i n  Tab le 4 . 3 ,  wa s t o  form an  idea o f  the p o s s ib le 

o f  ind u s t ria l emp l oyme nt and  pr oduc t i on i n  the d eve l oped 
a nd d eve l op ing count r i e s  unt i l  the e nd o f  the century , a s s uming 
tha t  no dra s t i c  cha ng e s  wi l l  occur in the ba s i c  cond i t i ons o f  
e conomi c a ct iv i t y  The me thod s a nd s pe c i f i c  a s s umpt i ons  o f  
the exe rc i s e  a r e  exp la ined i n  the Append ix . 

The r e s u lt can b e  s ummed up in one s entence . I n  1 9 5 5 , the 
re spe c t ive v o l ume s o f  i nd u s t ria l prod uc t i on in d eve lopi ng a nd 
d eve l oped c ount r i e s  we re i n  a re la t i on o f  one t o  t e n ;  by the 
end of the c e nt ury , the re la t i on may be two - th ird s to o ne . 

An i ndus t r i a l product ion  growth i n  the d eve loping c ount r i e s  
a t  the average ra t e  o f  10  pe r c e n t  p e r  a nnum , s u s t a ined ove r  
thre e d e ca de s , may s e em t o o  d rama t ic t o  b e  b e l ievab l e . But 
so might hav e  s eemed a c or re c t  f or e ca s t  for the d ev e l oped 
count r i e s  in 1 948� 7 3  t o  a n  ob s e rve r at the c los e o f  the 1 9 3 0 s . 
I n  fa c t , s evera l groups o f  cou nt rie s have a lready  a chieve d  
the s e  ra t e s  ove r  the la s t  t e n  yea r s . 2 The re i s  a number o f  
rea s on s , n o t  pe rha ps f or bank i ng o n  thi s g r owth t o  ma t e r ia l i s e , 
but  for not  s urpr i s e d  if  i t  d oe s . 

Kuzne t s , ' Mod e rn e conomic growth ' ,  
vo l . 63 ,  n o . 3 ,  1 9 7 3 , pp . 
2 Manufa c t uring pr oduct ion i n  the s ou th European count r i e s  
increa s ed b y  10  p e r  cent per  a nnum i n  1 9 6 1- 7 1 , i n  the Mid d le  
Ea s t  by 10 . 5  pe r cent per annum a nd i n  East  A s ia by 1 2  per 
c e nt pe r a nnum in the s ame p e r i od . , 1 9 73 , 
p . 82 .  



Tab le 4 , 3  

Popu l a t i o n ,  indus tria l employmen t ,  produc t ion a nd produc t i v i ty in deve l oped a nd deve loping count ries* 
in 1 9 5 5  1 9 70 1 98 5  and 2000 

(mi l li on , ind i c e s  and annua l average percentage ra t e s  o f  increase) 

Deve l<?.E_ed coun t r i e s  

M i l lion 

1 9 5 5  1 97 0  1 985 2000 

Popu l a t ion - tota 1 5 9 7  . 0  743 . 0  8 7 2  . o  9 9 7  . 0  

Population - urban 355 . 0  504 . 0  661 . 0  ( 8 2 6 . 0 )  

Tot a l indu s tr ia l equipment 64 . 9  8 2 . 1  ( 90 . 3) ( 94 . 8) 

Va lue a d d ed in indust ry** 2 5 0 . 0  5 3 6 . 0  ( l  , 040 . 0) ( l , 9 14 . 0) 

Value added per person i n  
i nd u s try*** 3 , 85 2 . 0  6 , 5 2 9  . o  ( 1 1 , 5 1 7 . O) ( 2 0 ,  1 90 . 0} 

* Exc luding Asian and European c e n t ra l ly planned economies 
** Thousand of m i l l i on US d o l lars . 

*** US d o l l ars 

�: Data i n  b rackets are our proj e c t ions . 

Annua 1 - average % 
Mi l lion 

ra t e  of increase 

1 9 5 5 - 1 9 70- 1 9 8 5 -
1 9 5 5  1 9 70 1 9 8 5  1 9 70 1 9 85 2000 

1 .  5 l .  1 o .  9 1 , 242 . o  1 ,  7 3 6 . 0  2 , 660 . 0  

2 . 4  l . 8 ( 1 . 5 )  2 5 3 . 0  453 . o  8 93 . o  
1 .  6 (O . b) ( 0 . 3 )  4 1 . 3  68 . 7 ( 1 30 . 0 ) 

5 . 2  ( 4 . 5 )  ( 4 . 2 )  2 3  . 2  68 . 7 ( 2 7 1 . 0) 

3 . 6  ( 3 . 9) ( 3 . 8) 5 62 . 0  1 , 000 . 0  ( 2 ,085 . O) 

Deve l o  i 1!8._  count r i e s  
I nd ic e s  of deve l op ing 
countries (deve loped 

coun t r ie s  = 1001 

2000 1 9 5 5  1 9 7 0  1985 2000 

3 , 840 . 0  208 234 305 385 

( 1 ,  700 . 0) 7 1  9 0  1 3 5  2 0 6  

( 2 30 . 0 )  6 4  8 4  144 243 

( 1 ,  149 . 0 )  9 1 3  2 6  6 0  

( 4 , 99 6 . 0) 1 5  1 5  1 8  2 5  

Annua 1 average �" 
ra t e  o f  increase 

1 9 5 5 - 1 9 70- 1 98 5 -
1 9 70 1985 2000 

2 . 3  2 .  9 2 . 5  

4 . 0  4 . 6  ( 4 . 4) 

3 . 5  ( 4 . 3) ( 3 .  9 )  

7 .  5 ( 9  . 6 )  ( 10 .  l )  

3 . 9  ( 5 . 0) ( 6 . 0) 

Source s :  United ---
I nd u s t ry ,  

S t a t i s t ica l Yearbook, various issue s ;  United Nat ions , Monthly Bu l le t in of S ta t i s t ic s , April and November 1 9 7 1 ;  United N a t ions , The Growth of l./orld 
vo l . l .  

--...! 
......., 
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The large ext e nt t o  which mod e rn e conomic growth d e pe nd s  
on pub l i c  p o l i cy ha s a lready b e en me nt i oned . Among deve loping 
countr i e s , growth ha s been d i s t ribut e d  very uneven ly ,  and there 
a ppea rs  t o  b e  a n  i ncrea s ing ly c lo s e  c or re la t ion b e twee n  cha ra c ­
t er i s t i c  s e t s  o f  po l i c ie s  emp loyed wi th re s p e c t  t o  s uch key 
va riab l e s  a s  the exchange ra t e  a nd the t e rms of  trade  b e twe en  
i ndus t ry a nd a g r i cu l t ure , a nd the  re s u l t ing ra t e  of  growth . 
As  growth-ave rage s b e c ome a va i lab le f or two d e ca d e s a nd more , 
the re la t ive e ff e c t ivene s s  o f  d i f f e rent po l i cy a pproa ches  i s  
becoming a ppa ren t , a nd the succe s s fu l  po l i c ie s  a re beginning 
t o  make conve r t s . 

Apa rt from po l i c i e s , a c c ount ha s t o  b e  t a ke n  of  the learn­
i ng proce s s  i n  the b roa d e s t  s ense , a pprop r ia t e ly compounde d  
b y  t h e  c ont i nu ou s ly g rowi ng powe r of  t e chno l ogy . The s t re ngthen-

of  pub l i c admi n i s t ra t ions , e s pe c i a l ly in s uch vita l a rea s 
a s  taxa t ion a nd a gr i cu l t ur e , the increa s e  in the numb e r  and 
qua l i f i ca t i on s  of  the ma nageria l ,  e ng i ne e ring a nd s a l e s  s ta f f s  
o f  la rge enterpr i s e s , the g radua l eme rgence of a n  i ndu s tria l 
labour f orce  i n  the fu l l  s e n s e  o f  the t e rm ,  a nd the i nc rea s e  
i n  the t e chno l og i ca l - a b s orp t ive capa c ity  whi ch a l l  this  re pre ­
s e nt s , may be  expe c t ed s igni f i ca nt l y  t o  ra i s e  t he g rowth of  
i ndu s t r ia l pr odu c t i v i ty in the  yea rs  t o  c ome . 

Pro j e ct ing pa s t  expe r i e nce f o rward 
a s s ump t i on of a cont i nued exis t e nce 

s y s t em of  the pos twa r per i od . It  is  
obv ious  tha t the i nd us t ria l inv e s tme n t  pro j e c t ed f or the 
d eve l o p ing count rie s wou ld require la rge import s  o f  equipme nt 
t he bu lk of whi ch wou ld  have t o  be pa id f or f r om export ea rn ­
i ng s . But i n  t h i s  ca s e , the obv i ou s  i s  a ls o  t h e  s upe rf i c ia l .  
F or i ndu s t r ia l i nve s tment  in deve l o ping c ount r ie s t o  grow a t 
t he s u s ta ined l ong - t e rm ra t e  pro j e c t ed , i t  wou ld  have t o  b e  
high e f f i c ient  a nd prof i tab le  i n  ea ch succe s s i ve per i od , 
which i n  t urn  pre s u pp os e s  a n  i nve s tme nt pa t te rn in b r oa d  c on ­
formi ty w i t h  t h e  l in e s  o f  c ompa ra t ive a dvantage  ( und e r s t ood  
i n  the  dynamic s e ns e ) . Such a c on f o rmity can be  s e c ured  on ly 
i f  a l ibera l 1 t ra d e  sys t em ca n be take n f or g ranted . 

At pre s ent , d eve l oping count r i e s  supp ly o n ly a b out 7 per 
cent o f  the t ot a l import s of  ma nufac ture s int o d eve l o pe d  
c ount rie s ,  a nd on ly a b ou t  1 pe r c e nt o f  the ir  c on s umpt i on 
o f  manufa c ture s .  I n  the pos twar per i od , exchanges  of  

' Lib e ra l ' r e f e r s  t o  a s y s t em free  of  quan t i t a t ive re s t ri c ­
t i ons . Ta r i f f s  a t  ra t e s  now preva i l i ng i n  t he d eve l oped 
c ount r i e s  ha rd ly ma t t e r  a ga in s t  the ord e rs o f  c ompa ra t ive 
a dvantage at d i s cu s s i on here . 
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ma nu fa ct ure s among t h e  d eve l oped c ount r i e s  have not a ny 
s e r ious prob lems o f  ind u s t r ia l a d j us tmen t . On the c ont ra ry ,  
the a c c e l e ra t i on o f  the i r  e c on omic g rowth i n  thi s ha s 
vita l ly d e pend ed on the s t imu l i  p rovided  by the a lmo s t  c on ­
t inuous p roce s s  of  mutua l t r a d e  l ibera l i sa t i on a nd t a r i f f f  
cut t ing . I t  i s  import s  of  manufa c ture s from d eve l op ing coun­
t r i e s  t ha t  are  cau s i ng per s i s tent prob lems o f  a d j u s tment . 
The s e  impor t s  con s i s t  of prod uc t s  in which the indu s t r ia l 
c ount r ie s a re a t  the grea t e s t  c ompa ra t ive d i sadva ntage , t ha t  
i s  the re la t ive labour- int e ns ive manufa cture s ; a nd whe re 
s pe c ia l pr ot e c t i on a nd the cons e quent fa i lu re t o  a d j us t  ha s 
l e f t  the c orre s pond i ng i nd us t ri e s  on the import s id e  in the 
pos i t i on o f  la rge emp loyers  o f  labour , the prob lem pos e d  
the growth of  export ca pa c ity  in the d eve loping a r ea s 
i s  a n  a cut e one . 

Import s  o f  manu fa cture s from d eve l op ing c ount r i e s are  grow­
i ng at a very h igh and a s t i l l  ri s i ng ra t e . The c ompound 
e l eme nt of t h i s  growth re f le c t s the fact  tha t  a numb e r  
of d eve l oping cou nt rie s a re rea ching tha t s tage  1 
orga nisa t ion a t  whi ch produc t ion a t  compe t i t ive 
pos s ib l e ove r  a widening ra nge o f  ma nufa c t ure s . I t  i s  impos �  
s ib le t o  e s t ima t e  when the ra t e  o f  t h i s  growth might s tabi l i s e  
a nd a d e c e l e ra t i on s e t  i n . A s s uming such a d e c e lerat i on wi l l  
oc cur a f t e r  1 9 8 0 , the share o f  d eve loping c ount r i e s i n  t o ta l 
import s o f  manufa ct ure s i nt o  d eve l oped c ountr ie s cou ld s t i l l  
r i s e  t o  a round 1 7  per cent b y  1 9 8 0 , a round 3 5  per cent by 
1 9 9 0 ) a nd to one ha l f  or more by the end of the , 1 the 
re lat ive ly advahced d eve l oping c ount rie s  be i ng the lead  
s upp l ier s . 

C lear  , the l imit t o  the expa ns i on o f  ma nufa c tured 
f rom d eve l oping area s is not to be f ou nd on the s up p ly s id e  
b u t  in the import - a b s orpt i on ca pa c ity  o f  t h e  i nd u s t ria l coun­
tries . S i nc e  the d eve loping c ount r ie s  have no me rca nt i l i s t  

Thi s , by t he way ,  wou ld ly a d rama t ic reve rsa l ,  i n  the 
cour s e  o f  the p re s ent d ecade , o f  a t e ndency in the g e og ra phic  
d i s tr ibut i on of  exports  of  ma nufa ctures  by d eve l oped c ountr i e s  
which ha s preva i led  i n  the pa s t  qua rter= century . Whe rea s  in 
1 948 s ome 60 per c ent of  the s e  export s had been  s ol d  o 
d eve l op ing c ount rie s ,  by 1 9 7 2  thi s proport i on wa s reduced  t o  
1 8  pe r cent , excha nge s among d eve l ope d  count r ie s  

o f  the i r  expor t s  o f  manufa c t ure s o  On the 
ca l cu la t i ons  me nt ioned above , the mid - cen tury d i s -
t r ibut ion o f  the s e  export s could b e  a pp roxima t e ly re s t ored by 
the yea r  2 000 . 
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intere s t  in a cc umu la t i ng re s e rve s , 1 a nd wi l l  s pe nd the ir  ex­
ea rning s o n  import s from i nd us tria l c ount r i e s ,  the s e  

cannot ca u s e  a ny l ong - t e rm a gg re ga t ive equ i l ib r ium 
prob l em for t he l a t t e r  group . I t s  import - a b s orpt ion capa c i t y  
ca n t hu s  b e  s a id  t o  d e pe nd o n ly on the ra te  a t  whi ch re s ources  
can b e  t ra ns fe rred f r om the  import - c ompe t ing a c t iv i t i e s  t o  
those  producing good s ( such a s  indu s t r ia l  equ ipme nt )  wh ich 
wi l l  be d ema nd ed in payment f or the add i t i ona l import s .  

Thi s  ra t e  can b e  ma ni pu la ted  by p o l i c ie s  i n  no way i nv o lv-
centra l is e d  i nt e rve nt ion  in , or d ire c t i on of t he e co nomy . 

I n  t he year s ' pe r s pe c t ive envi s a ge d  he re , very high 
a b s orpt i on can b e  a chi eved wi thout a ny d i s ­

pla cement  a nd t ra n s fer of  workers  ly  emp l oyed in the  
l ow�wa ge ind u s t r i e s  a ga ins t which  the export compe t it i o n  o f  
the d eve l oping area s i s  ma i n ly d ir e c t e d . A l l  tha t  i s  ne ce s ­
s a ry i s  for the s e  ind us t r ie s  t o  reduce the ir ra t e  o f  hir ing , 
a nd for  the l ie a uthorit i e s  t o  p rovide educa t iona l a nd 
voca t iona l t ra sys t ems which can qua l the 
int o the lab our force f or emp loymen t  i n  the h i gh -wag e  a 
dynamic indu s t rie s whose  expa n s i on i s  a lread y  be ing i nh ib ited  

short  s upply  o f  a dequa te ly ski l l ed labo ur . 

A l t e rna t ive s t o  a l ib e ra l t ra de system  ca n be ranged a nd 
we sha l l  on ly d e s c r ib e  the extreme a lt e rna t ive . Wha t  i s  

ind ividua l ionis t pre s sure g roups , e a ch 
o n ly o f  it s own int ere s t , ca n be s ummed u p  int o a 

s y s t em . I t  wou ld con s i s t  of  two interna t iona l 
marke t s  for ma nu fa c ture s .  Among t he d eve l oped  c ountr i e s ,  t ra d e  
would  b e  unimpeded  by t a r i f f s ; but import s i nt o  the 
d eve l oped ma rke t s  f r om d eve l oping a r ea s would thus c o rr e s pond 
t o  t he t ota l e a rn ings  o f  the f o rmer i n  the la t t e r , 

the purcha s ing power t ra n s ferred  v ia o f f i cia l deve l opmen t  
a s s i s tance  a nd t e  i nve s tmen t , minus import s o f  pr ima ry 

s a nd re s e rve i nc rea s e s  of the d ev e l op ing c ount ri e s  
a s  a g roup . One ne ed not  a t o  e s t ima t e  ( indeed , one 
c ou ld no t d o  i t ) the a mount of inc ome tha t both d ev e l oped a nd 
d eve l op i ng a rea s wou ld  f orego  unde r  this  a lt e rna t ive , for  th i s  
ext reme i s  un l ike t o  b e  rea l i sed . The world may g e t  a n  
int e rme d i a t e  t ra de s ys t em ,  l ib e ra l i n  out l i ne t ho ugh s p o t t e d  

I nd e e d � they may ne e d  l e s s re s e rve s in re la t i on t o  their  
as  manu fa c t ure s ,  hi s t or i ca l ly the more s ta b l e  t ra d e  

f l ow ,  b e c ome re la t ive ly more important i n  the t o ta l 
a nd dampen  i t s  f luctua t ions . 
2 Tak i ng a ccoun t  o f  excha nge s with  the ea s t e rn t ra d i ng a rea 
wou ld not g rea t t h i s  s chema t i c  pre s enta t ion . 
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wi th temporary a nd s e l f - cance l 
re s t rict i on s , bu t i t  s hould be aware t ha t  ea ch 
tha t s y s t em d ev ia t ed from the l ib era l norm wou ld 
the bene f it of very few , a very la rge co s t  on t he 
of  b oth d eve l oped a nd d eve a rea s . 

ive 
by which 

, for 
popu la t ion s 

The ' c ri s i s  o f  a i d ' whi ch the Pea r s on Commi s s i on wa s ca l le d  
t o  a l lay i s  s t i l l  with us , i f  by ' cr i s i s ' w e  mea n  t h e  l ow leve l 
a nd ins uf f i c ie nt of  o f f i c ia l d eve l opment  a s s i s ta nce 
(ODA) o The ne t f low of  ODA in the OECD de f in i t i on whi ch 
ne t s  out o f  c onc e s s iona ry l oans  b ut not the intere s t  

s o n  them - i ncrea sed  from $ 5 . 2  b i l l i on i n  1 9 6 1  t o  $ 8 0 6  
b i l l i on i n  1 9 7 2 , hav ing grown on the average 4 . 7 pe r cent 
pe r a nnum . It  is  d i f f icult  to  say exa ct wha t this  growth 
mea ns in rea l t e rms . 

F i rs t , t he nomina l amount s have t o  b e  d e f la t ed f or 
increa s e s  a nd s among the d ono rs . A s pe c ia l ' a id 

= index ' for ea ch d onor c ountry wou ld be  ne eded  for thi s 
purpos e ,  s t ructured a cc ord ing t o  the ma in of  a id . 

S e c ond , a n  a d j u s tme nt wou ld have t o  b e  mad e  f or the s t ream 
of in te re s t  s ,  i nc l ud e d  i n  the d e f in i t i on o f  ne t f low , 
from a id rec  s to  d onors . S ince mos t  ODA l oa n s  s t  
a g ra ce p e r i od which , on the ave rage , ha s not  
s wi th  the  growth i n  nomina l , t he rever s e  s t ream 
o f  int e re s t  payme nt s mus t  have grown in re l a t i on to the nomi na l 
f low of a i d . 

Thir d , t he i on o f  t ied l oa n s  a nd s in ODA ha s 
r i s e n  s ub s ta nt ia l ove r the e leven yea rs t o  b e twe en t hre e ­
qua rt e r s  a nd f our- f ifths  o f  t he t ota l ;  a nd t he 
e s t ima t ed t o  ra i s e the of t ie d  

W i t h  a l l  the s e  a d  tme nt s prope r ca rried out , i t  wou ld 
not be  to  f ind the rea l v o l ume o f  ne t ODA to  b e  no 
la rg e r  in 1 9 7 2  tha n  in 1 9 6 1 . In  the same per iod the i on 
o f  d eve c ount r i e s  i ncre a s ed one - third The rea s ons 
for t he s i o n  of d eve a s s i s ta nc e  have b e e n  a l l ud ed 
t o  in t he introduc t i on . I t  ne e d s  much t o  be l i eve 
tha t  the ma in a id d onor s , s o lved their  mutua l and 
d ome st ic lems , wi l l  s oon b e  ab le t o  rea s s  a 

t o  the o f  i nt e rna t iona l d ev e l opme nt o 

The te 1 of  t he ne t re s ource t ra n s fers  to 
d eve loping count r ie s re corded b y  the Deve A s s is ta nc e  

I n  t h e  ca s e  o f  
t h e  or  

f lows , the  ' ne t ' d e f init i on sub t ra c t s  
i o n  a s  we l l  a s  the s e rvice  or 
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Commi t te e  o f  the OECD ha s been  growing twice a s  ra pid ly a s  
ODA Shou ld the a c t ua l  d eve l o pment  bear  a ny re s emb lance  t o  
our proj e c t i on , the volume o f  priva t e  r e s ource  t rans fers  could 
s a fe ly be  expe cted  to  grow even mor e  ra pid ly tha n  i n  the pa s t . 
Tha t indu s t ria l g rowth w i l l  increa s e  the a t t ra c t ivene s s  o f  
d eve l oping c ount r i e s  f o r  inves tmen t  from t h e  d ev e l oped one s 
i s , howeve r ,  me re ly s ta t ing the obv i ou s . I t  i s  more intere s t ­
i ng t o  note tha t  s t ruc tura l cha nge s i n  the d eve l oped e c onomi e s  
a re i ncrea s ing t h e  i ncent ive s f or s uch i nve s tme nt s o  t o  s peak 
ind e pe nd en t ly o f  the pr ogre s s  mad e  by th e d eve l oping c ount r ie s . 
I n  the ir great  pos twa r e c onomic expa ns i on , the We s t  E uropea n 
e conomie s  have re l i e d  i ncrea s ing ly on immig rant  lab our from 
l ow-wage  a rea s . 1 The s e  addi t ions t o  t he ir  labour f orce have 
t e nd ed to concentra t e  i n  ce rta i n  indus t r i e s  and a ct ivi t i e s ; 
i n  manufa c t ur i ng , f or examp le ,  pr onounced concent ra t ions can 
b e  f ound i n  t ext i le s  a nd c lothing , a nd in meta l lurgy . Re c e nt 
of f i c ia l  s t a t eme n t s  and a c t s  i nd ica t e  that the period of  un­
re s t ri c t e d , ra pid ly g rowi ng immigra t i on i nt o  Wes tern Europe 
i s  c orning t o  a n  e nd ; a nd the r e s u l t i ng cha nge s  i n  the wage 
s truct ure wi l l  event ua l ly f orce  those  i ndus t r ie s  which  mo s t  
d e pend e d  on f o re i gn labour t o  i nve s t  and pr oduce i n  the 
c ount r i e s  of  emi g ra t ion .  Another force a c t ing in t he s ame 
d ire c t i on i s  t he e nvironme nta l c once rn a l ready beginning t o  
impede furthe r d ome s t ic expa n s ion o f  s uch i nd us t r i e s a s  
me ta l lurgy a nd chemi ca l s  in  s evera l d eve l oped count r ie s . 
F ina l ly , one o f  the ma in s ource s of  t e ns ion a nd dyna mi s m  i n  
the d eve l oped e conomi e s  a t  t h i s  t ime i s  the c ompe t i t ion  b e tween  
the mu l t i - na t i ona l a nd the pure ly  or ma i n ly na t i ona l f irms . 
The cos t a dvantage o f  the former s t erns f r om it s g loba l  informa ­
t i on syst ems whi ch a l l ow i t  t o  s ub d ivide p roduct ion proce s s e s  
b y  the i r  fa ctor- int ens ity , a nd t o  l oca t e  t hem a c co rd ing ly .  

f l ows i n  the oppos i te d irect i on . Whi le not w ithout e c onomic 
mea ni ng , in the ca s e  of  d ire c t  inve s t ment , which  a cc ounts  for  
s ome 40 pe r c e nt o f  a l l  priva te  re s ource t ra n s fers  r e c orded 
by the DAC , this pra ct ice  obs cure s the mos t  important a s pe c t  
o f  the f l ow ,  name ly ,  i t s  c ontribut i on t o  cu rrent inve s tme nt 
a nd emp l oyme nt crea t ion .  Over t ime , the rev er s e  f lows w i l l  
g row re la t ive ly t o  gro s s  inf l ow whose  growt h a nd e c on omic im­
pa c t  wi l l  thus be und e rs ta te d  by pre s en ta t i on in ne t t e rms . 
1 Inc lud ing re fug e e s  of  the 1 9 5 0 s , a nd the Uni t e d  Ki ngdom ' s  
C ommonwea lth  immigra t ion , one can e s t ima t e  more t ha n  1 0  mi l l i on 
immigra nt worke r s  a c t ive i n  We s t e rn , the bu lk o f  them 
from s outh- e a s t ern Eu rope and nort h Afr i ca , but t he more r e cent  
a rriva l s  f rom much farthe r  a fie ld . 
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The na t iona l f i rms cannot compe te  a ga in s t  t h i s  a dva ntage but  
mu l t i - na t i ona l ,  

ion of , the 
s ub - a s s emb l ie s  of 

c ountri e s o Eve n  if s ub ­

imita t ion ; a nd s o  they , t oo a re 
t o  produce , or  s ub � c ont ra c t  

re la t ive labour � i nt e ns ive 
the ir f ina l i n  the d eve 

we re to become the f orm of thi s 
i t  would s ub s ta nt ia l i nt e r -

na t iona l inve s tment . 

or wrong , ma ny d eve l op ing c ount r i e s  a re wa ry o f  
d irect  f ore inve s t me nt . The c ond i t i ons j us re c ount e d  

t o  a cons i d e rab l e  s t  of  t h e  ba rga pos i -
t io n  o f  the i r  fore ign i nve s t or s , a nd 
there i s  l emen t  t h e  s cope of  the i r  
cho ice . i nvo lveme nt of  bank s  in int e r -

make s i t  pos s ib l e  t o  t ra n s fer the 
' of , t e chno a nd 1 i s e , 

whi ch ha s been the ma i n  j us t i f i ca t i on of  d ir e c t  i nve s t -
ment t o  d eve c ountri e s , on the ba s i s  of  t erm l oan  

1 as  we l l  as  on tha t o f  1 .  The b road ened 
range of  cho ice wi l l ,  of  cours e � make f or more inve s tme nt . 

The t r e nd thus 
i n  whi ch the 
d eve l oped  t o  

s eems to a s i tua t i o n , not far o f f , 
the re s ource  t rans fer  from 

l o  For 
countrie s wi l l  be e f fe c t e d  by 

on whi ch there i s  no need  t o  , 
a re d ir e c t ed ma t o  the re la t ive 

a dva nced count r i e s  the iona l 

te  

infra s tructure which make s po s s i b le . I n  re cent 
yea rs , c l o s e  t o  two - third s of a l l  
t o  d eve area s we re ab s orb ed 
c ountr i e s  d i s cu s s ed ear l i e r ; the 

re s ource t ra n s fers  
g roup of  a dva nced 

������ ion wou l d  be  much 
over four- f i f ths if ea ta f or extra c t ive 

ind u s t rie s c ou ld be  n e t t e d  out of t he ota L 

On a l l  the c on s id e ra t ions s o  far i nt r oduced � tho s e  of  

p la ce in  
the s 
f oreca s t s  o f  

, e f f  i nc rea s ro l e  o f  
of ext erna s our c e s  f or inve s t ment  -

tha of the indu s tria l 
i n  our e c t ion  wi l l  take 

whi ch 

urbanisa  rura l i on i n  c ou nt r i e s a t  
wi l l  a lmos t  d oub l e  i n  the t hre e d e ca d e s  t o  come . I f , 

in add i t i on , a or o f  the t ot a l indu s t ria l emp loyment 
t o  be crea t ed , a nd thu s  an even la rger pa of t he s h i f t  t o  
c i t i e s  whe re the indus a nd a c c ompa nyi ng s e rv i c e s  
a re l oca ted , i s  t o  ma t e r ia l is e  i n  countr i e s  c ompr i s i ng only a 
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qua rt e r  of  the ' d eve l oping ' popula t ion , the prob lem the poo re r  
c ount ri e s  wou ld fa ce i n  a ccommoda t ing t he va s t  popu la t ion in­
crea se  i n  the ir a l ready over popu la ted  agr icu lture wou ld be 
tha t  much more d i f f i c u lt . The i r  d i ff i cu l ty in s o lv i ng i t  could  
further i nh i b it t he i r  i ndus t ria l d eve lopme nt , not t o  s peak of  

i ca l s ta b i  

Thi s mea ns tha t , o n  t h e  interna t i ona l leve l ,  there i s  o n ly 
the sma l l a nd pra c t i ca l ly s ta gna nt f low o f  ODA t o  a ct a ga ins t  
the powe r f u l  cumu la t ive t e nd e ncy for inequa l i ty a t  work among 
the d eve l oping count rie s .  The d eba t e  now going on within the 
a id - g iving c ount r i e s  a nd the ir s p e c i a l is e d  agencies  ha s b e e n  
s pa rked by the rea l i s a t i on of  t h i s  fa c t . 

The deba t e  i s  about a prob lem tha t ha s on ly re c e nt ly been  
rea l i s ed t o  be fundamenta l :  should  a id be  d is t ributed  on t he 
ba s i s  o f  mer i t , or on tha t  of  ne ed ? The f oregoi ng a ccount 
a l ready s ugge s t s  whe re t he d eba t e  is tend i ng . D i s tribu t i on 
on mer i t , tha t  i s  more a id t o  t ho s �  who ca n make the mos t  o f  
i t , t end s t o  maximis e  b oth g rowth a nd i ne qua l But d is -
t r ibu t i on o n  t he ba s i s o f  need d o e s  not have t o  s a c ri f i ce 
growth i f  a qua nt i ta t ive read j u s tme nt in favour o f  the poor 
c oun trie s ,  wh i ch at pre s e nt re ceive s ome 5 5  pe r cent  o f  a t t r i ­
but a b l e  ODA , were c omb i ned wi th a q ua litat ive read j u s tment 
c once rn ing the pro j e c t s  to b e  f inanced . 

Grea t e r  equity i n  the d i s t r ibut i on of  ODA among r e c ipient 
c oun t r i e s  can  be  e nsured in s evera l way s . F ir s t , a s s i s ta nce 
cha nne l led thr ough mu l t i la t e ra l  o rga ni s a t i ons i s  d i s t ribu te d  
more e q ui t ab tha n  b i la t e ra l  a s s i s ta nc e , a nd a t re nd t oward 
a growing propo rt i o n  o f  f lows thr ough mu l t i la t e ra l  channe l s  
i s  a lready c lear  e s tab l i s he d . 

S e c ond , a s  regard s b i la t e ra l  a l loca t i on ,  ' d onor s might a t  
lea s t  reduce s ome o f  the rand om b ia s e s  i n  the ir own a id pr o ­
g ramme s :  t owa r d s  sma l l  c ountr i e s , t owa rd s  the ir  own f o rmer 
c o lonie s , t owa rd s  na t ions  tha t  "kind ly" purcha s e  t he i r  ine f ­
f i c i e nt produced  a nd hence ove r- priced export s '  . 1 Thi s 
obj e c t ive can be  fu l f i l le d  thr ough more int e n s ive mu l t i la t e ra l  
co� ord ina t i o n  o f  b i la te ra l a id prog rams i n  such organi s a t i on s  
a s  t he D eve lopme nt A s s i s tance  Commi t t ee o f  the OECD . Le t me 
note t ha t  pr iva t e  r e s ea rch c ou l d  c ontr ibute  t o  t h i s  ob j e ct iv e  

s tudying the a ll ocat ion o f  b i la t e ra l  ODA by the ma i n  d onors 

M .  , ' Aid a l l oca t io n  when  a id i s  i na d e q ua t e : prob lems 
of  the non- imp l eme nt a t i on o f  t he Pea rs on Re port ' ,  

T . J .  Byr ne s  
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among the re c i pi e n t s  a nd regu la r ly pub l is hi ng t he re s u l t s  o f  
s uch s t ud ie s . 

The ore t i ca l ly much more d if f i c u l t  i s  the prob l em o f  cho i c e  
of  a ppro priate  p roj e c t s t o  be  f i na nced  by ODA i n  the poor 
c ountr i e s . Compa r ing the re l at ive magni t ud e s  of  d eve l o pme nt 
a s s i s tance  a nd pr iva t e  cap ita l f l owing from d eve l oped t o  
d eve l oping count r ie s , a nd e s pe ci a l ly t he re lat ive magnitud e s  
a s  they might b e  i n  a d e ca d e  o r  two , i t  wou ld s eem wa s t e fu l  
for  d eve lopment a s s i sta nce t o  b e  d evoted t o  the crea t ion o f  
i ndus t r ia l ca pa ci t ie s wh i ch priva t e  cap i ta l d o e s  n o t  f i nd i t  
prof itab l e  t o  und e rtake . On t h e  contra ry , the ob j e c t ive i n  
mos t  g e ne ra l terms shou ld be  to  c rea t e  a n  e nv i ronme nt i n  whi ch 
priva te cap i ta l can  b e  f ound a nd emp l oyed for tha t purpos e . l 
And t h i s  i s  t he crucia l prob lem f or d eve lopment a s s i s ta nc e , 
s i nce s uch a n  e nv ironment i s  a mat t e r  of  s o c ia l o rga n i s a t i on , 
e f f i c ie nt admini s tra t i on , pa r t i cu lar ly in s uch s e rv i c e s  a s  
the prov i s i on o f  s e curity a nd j us t i ce , a gr i cu l tura l exten s ion , 
tax c o l l e c t ion , a nd a n  orga ni sa t i on o f  educa t i ona l s ys t ems 
geared t o  d eve lopme nt need s . 2 The d i f f icu lty is tha t a l l  the s e  
a re a s  a re e s s ent ia l ly un=a idab le . 

I t  i s  this  ins ight tha t a c co un t s  f or the r e c e nt empha s i s 
p la ced in p roj e ct a l l ocat i on of  ODA , ma in ly by t he Wor l d  Bank 
but i ncrea s ing ly a l s o  by ind ividua l d onors  i n  the ir  b i la t e ra l  
c ommi tme nt s , o n  agricu l t ure a nd ,  in thi s area , on pro j e c t s  
a imed s pe c i f i ca l ly a nd veri f ia b ly a t  improvi ng t h e  produc t i ­
v i t y  a nd income s of  the poore s t  pea sa nt s o 

Thi s e f fort  ha s been  exp la ined a nd d e f e nd e d  a s  g rowi ng out 
of  the c on c e rn a b ou t  equa l i t y  o f  income d i s t r ib u t i on within 
d ev e l oping c ount r ie s . I n  s ome d i s cu s s i on s  i t  ha s b e e n  pre s ented  
as  a pragma t i c s ca l ing - d own o f  the unsu s ta inab l e  amb i t i on s  of  
t he ea r l ier d eve l opment a s s i s t a nc e  ob j e c t ive s : ' i f  we  ca nnot 
do much t o  increa s e  aggrega t e  growth , we s hou ld a t  lea s t  t ry 
t o  d o  s ome thi ng a b out ab s o lute  pove rty ' .  Thi s ,  i n  my v i ew ,  
d oe s  le s s  tha n  j u s t i c e  t o  t he s e  new programs whi ch are  a l s o  
d e fens ib le  a s  good e c on omic s  a nd a promis ing growth p o l i cy . 
I f  they succeed  in impr ovi ng the i nc ome s i t ua t io n  ( pr od uc t i ­
v ity)  of  the poore s t  a n d  mos t  nume rous c l a s s , the pea s a nt s , 
they wi l l  i nc rea s e  the ma rke tab l e  surplus  o f  agr i cu l t ure , t he 

As  exp la ined b e f ore , this  d o e s  not nece s sa r i  have t o  b e  
d ir e c t  f ore ign  i nve s tment . 
2 I n  o ther word s , the comp lex o f  i s sue s tha t  Myrda l  c ompr i s e s  
i n  h i s  not ion  o f  a ' s oft  s t a t e ' (G . Myrd a l ,  A s ian Drama : a n  
----�----------���----""'"--------�� ' New York , 1 9 68 ) . 
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s i ze  of  whi ch i s  the ma in d e t e rmina nt o f  the s cope of  inve s t ­
me nt i n  the l ong run . F ina l ly , beyond thi s e con omic prospe c t , 
t here  i s  a po l i t i ca l  hope . I f  expe r i e nce und er a s s i s tance  
programs o f  this  type convi nced the la rge ly a pa th e t i c  pea santry 
of  the pos s ib i l i ty of  progre s s , the re wou ld b e  a h ope o f  a 
g ra d ua l imp rovement i n  the a dmin i s tra t ive a nd po l i t ica l s y s t ems 
a s  we l l .  

I n  t ra d e  pol i cy t owa rd s d eve loping c ount r i e s  d i f ferent  
prob lems a re posed  i n  the  a re a  o f  prima ry prod uc t s  a nd in 
ma nufa c ture s ,  a nd within t he f orme r  a further d i s t inc t ion 
should b e  mad e  b e tween  food  produc t s  o f  t empe ra te - z one a g r i ­
c u l ture a nd i ndus t r ia l raw ma te ria l s . T o  fa c i l i ta te  d i s cus s i on , 
the c ommod i ty pa t te rn a nd growth o f  exp or t s  from d eve l oping 
count r i e s i s  g ive n i n  Tab le  4 . 4 .  

As  t o  t empe ra t e � z one f o od s t uf f s , 
export  re s t s  d eve lopi ng c ount ri e s  a re i n  s uga r ,  

mea t , f is h  a nd othe r s ea food s , fru i t , and vegetable s ,  a l l  o f  
thes e  i n  b ot h  fre s h  ( o r  raw) a nd proc e s s e d  f orms � I n  th i s  
area , the impor t reg ime s a re exce e d ing ly c omp lex , re lyi ng o n  
a n  a rray of  non- t a r i f f  mea ns , w i th quot a s o f t e n  s ea s o na l ly 
s ta ggered , p r i c e  agreement s ,  s a n it ary ru l e s , var ia b le lev ie s , 
t ar i ff s  e s ca lated  with  the d egree  o f  proce s s ing , a nd ta r i f f  
quota s o  The u l t imat e  ob s t a c l e s  t o  t ra d e  a re ,  o f  cour s e , t he 

1 produc t i on p o l i c ie s  o f  t he i ndus t ria l c ount r i e s  
of  whi ch the s e  imp or t - c on t ro l devic e s  a re o n l y  i ns t rume nt s . 

Deve l op i ng c ount rie s '  neg ot ia t i ng prob l ems in t h i s  a rea 
c a nnot b e  d i s cu s s ed here in s pe c i f ic d e ta i l . In  g e ne ra l ,  it  
a ppea r s  that the po l i cy c limat e  ha s b een  s igni f i ca nt ly cha nged 

the c ommod i ty b oom of  1 9 7 3  whi ch ha s c ompr i s ed many 
key product s of t empe ra t e - z one a g r icu l t ure . It s e ems to have 
i nt roduced a new pragma t i sm into t he pol i cy d is cu s s i on wh ich 
had f orme r ly b e e n  cha ra c t er i s ed b y  a c on front a t ion of  pos i t ions  
he ld with a lmos t  theo logica l purity a nd rigid i t y :  f u l l re l ia nce 
on ' free  mark e t  force s ' on  t he o ne ha nd ve r s u s  c omprehe ns ive 
' orga ni sa t i on of ma rke t s ' on  the othe r . Ther e  s e ems n ow t o  

b e  a wi l l ingne s s  t o  d i s cu s s  s pe c i f ic s i t ua t ions a nd prob l ems 
of ind ividua l prod uct s ,  inc l ud ing the pos s ib i  o f  i nt e r ­
na t iona l s tock - ho ld i ng agreeme nt s .  I n  this  l o o s e ning u p  o f  
g e ne ra l  po l i cy pos i t ions the re i s  a hope o f  a chievi ng s ome 
improvement s in the t ra d ing cond it i on s  a f fe ct ing d ev e l o ping 
count r ie s . 

I n  t r op ica l b eve ra g e s , s t i l l  one of the ma j or expo rt s o f  
d eve l op ing c ount rie s ,  the ma i n  d i ff i c u l t y  i s  the l ow pr i c e  



Tab le  4 . 4  

Deve l oping coun tr ie s ' export s  by c ommod i ty groups 

A l l  c ommod it i e s  
of  whi c h :  Agri cu l t ura l* and f ore s try 

o f  whi ch :  Cerea l s , o i l s e ed s , o i l s  a nd fa t s  
Trop ica l bevera g e s  
F ib re s  a nd rubber  
Feed ing s t uf f s ,  l i ve s tock produ c t s , f i s h  
Suga r , fre sh fruit a n d  vegetab l e s  
T imb e r  a nd pu l p  

Fue l s  
Ore s a nd non- ferrou s  me ta l s  
Manufa cture s ** 

Agri cu l tura l*  a nd f o re s t ry 
o f  whi ch :  Cerea l s , o i l s e ed s , o i l s  a nd fa t s  

Tropi ca l b eve rage s 

Fue l s  

F ibre s a nd rubber  
Feed i ng s tu ff s , l ive s to ck product s ,  
Suga r , fresh  fruit  a nd vegetab l e s  
T imb e r  a nd pulp 

Ore s and non- fe rrou s me ta l s  
Manufa c t ure s ..,"* 

f i s h  

Ave rage  
1 9 5 3 � 5 5  

2 2 . 30 
1 2 . 20 

2 . 14 
3 . 5 1  
3 . 1 7 
0 . 40 
1 . 3 7 
0 . 28 
5 . 25 
2 . 1 6 
1 .  7 4  

5 4 . 7 
9 . 6  

1 5 . 7  
1 4 . 2  

1 . 8  
6 . 1  
1 . 3  

2 3 . 5  
9 . 7  
7 . 8  

Ave ra g e  
1 9 60- 6 1  1 9 70 

( b i l l i on 

2 7 . 5 0 
1 2 . 9 2 

d o l la r s )  

5 5 . 45 

1 .  907'"** 
2 . 98*** 
3 .  3 5 7'"** 
o .  7 3 *** 
1 .  7 3 *7'"* 
0 . 46 
7 . 88 
2 . 9 6 
2 . 53 

1 9 . 00 
2 . 5 6  
4 . 44 
3 . 24 
1 . 89 
2 . 84 
1 . 20 

1 8 . 09 
6 . 60 
9 . 80 

(% sha r e  in t o ta l )  

4 7 . 0  3 4 . 3  
6 .  9 7'"** 4 . 6 

1 0 . 8 7'"** 8 . 0  
1 2 . 2 ';"** 5 . 8 

2 .  7 *.""* 3 . 4 
6 . 3 *** 5 . 1  
1 .  7 2 . 2  

2 8 . 7  3 2 . 6  
10 . 8  1 1 . 9 

9 . 2  1 7 . 7  

1 9 72 

7 3 . 80 
2 3 . 10 

2 7 . 80 
6 . 30 

1 5 . 60 

3 1 . 3  

3 7 . 7  
8 . 5  

* Inc l ud i ng proc e s sed  food s t u ff s . 
** Exc l ud ing non- f errous meta l s . *** Ave ra ge 1 95 9 - 6 1  i ns t ea d  o f  1 9 60� 6 1 . 

00 
N 
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a nd income e la s t i c ity of  d emand . Tar i f f s  a re l ow or non­
exi s t ent , a nd even exc i s e  taxe s , whi ch a re re la t ive ly h igh in 
s eve r.a l c ountr i e s ,  a re not  t hought to  inhib i t  d ema nd s igni f ic ­
a nt ly .  A prob lem f o r  tra de po l i cy i n  t h i s  a rea i s  the 
e s ca la t ion of t a r i f f s  on the more pr oc e s s ed forms of  the s e  
product s .  

Wi th re s p e c t  t o  indus t r ia l  raw ma t e ria l s , of  b oth minera l 
a nd a g r i cu l t ura l orig in , t he re i s  l it t le prote c t ion i n  t he 
ma in t ra d ing c ount ri e s , but a ls o  l it t le pos s ib i l i ty of  f urthe r  
improvement s i n  the t ra d e  pos i t ion of  the supp lyi ng d eve loping 
count ri e s . F or a gr i c u l t ura l raw ma t e ria l s , compe t it i on from 
synthe t i c s  wi l l  rema in t he ma i n  prob l em . 

Beyond s t a b i l i s ing d ome s t ic e co nomi c a c t iv i t y  a t  fu l l  em­
p l oyme nt leve l s , there i s  very l i t t le e c onomi c po l i cy can d o  
t o  a c ce lera t e  the growth o f  d emand for raw ma t e r ia l s . Commo-
d a g reeme nt s  whi ch wou ld ra i s e  t he long - t e rm pr i c e  t rend s 
o f  ind ividua l prima ry product s a re d i f f i cult  t o  negot iate  for 
ma ny rea s ons , the ma in one be i ng t ha t  the s e  ma t eria l s  a re pro­
duced as  we l l  as  c on s umed in b o th d eve l oped a nd d eve l oping 
coun t ri e s , a nd a ny cha nge in t he ir  pr i ce s , b oth re la t ive t o 
the pr ice s o f  manufa c t ur e s  a nd re la t ive t o  ea ch othe r , wou ld  
have d i f ferent  repe rcus s i on s  on d if f e re nt group s of  d eve l o pi ng 
a nd deve l oped c ount ri e s  whi ch those  in l o s i ng po s it i on s  wou ld 
s t renuous ly r e s i s t . 

Thi s d o e s  not  mea n , howeve r ,  that d eve loping c ount r i e s  which 
a t  p re s e nt export ma i n ly raw ma t e r ia l s  a re condemned i n  pe r­
pe tuity t o  a l e s s ra pid g rowth of the ir export s re la t ive ly t o  
wor ld t ra d e  who s e  d ynamism d e r ive s f r om exchange s of  manufa c ­
ture s . The export s o f  the s e  count r i e s  c a n  b e , a nd a re b e i ng , 
a c c e l e ra t ed b y  ' hi t ching ' t hem,  s o  t o  s peak , t o  t he dynami c 
e l eme nt o f  wor ld t rad e , tha t i s  by export ing them i n  i ncrea s ­
i ng ly proce s s ed forms . 

Progre s s  i n  th i s  d i re c t ion c ould  re c e ive a s igni f icant  
s t imu lus  i n  the c oming mul t i la te ra l trade  ne g ot ia t ion s . It  
is  pre c i s e ly i n  the  ear  proc e s s i ng s ta ge s , add i ng a r e l a ­
t ive ly na rrow marg i n  o f  va lue added , tha t  t h e  exi s t ing 
e s ca la t ed ta r i f f s  reta i n  t he ir  max imum pr ote c t ive e f f e c t . A 
numb e r  o f  d eve l opme nt s  i n  t he wor ld  e c onomy sugge s t  tha t  the 
re s i s tance  to reduc i ng e f f e c t ive ct ion  i n  thi s a rea may 
be weake r i n  the new r ound of mu l t i la t e ra l tra d e  negot iat i ons 
t ha n  it wa s in the 1 9 60s . 

( The new , s o  far unexp l o i t e d , re s ources  a re ma i n ly 
l oca t e d  i n  deve l oping c ou nt r ie s .  Whi le cap i ta l 
from d eve l oped c ountr i e s  i s  eager  t o  e ngage in t he 
exp l o i t a t i on o f  the s e  r e s ourc e s , the growing d emand 
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wi l l  make the  gove rnme n t s  c ont r ol l ing the s e  re­
s our c e s  inc rea s ly a b le to  ins i s t  on pa rt i c i pa t i on 
i n  the ir  exp lo i ta t i o n  and on a higher d egree  o f  
proce s s ing a t  t h e  extra ct i on s i t e s . 

( i i )  Proce s s  a t  the extra ct ion  s i t e s  i s  e ne rgy- saving 
in t ha t  i t  e l imina t e s  t he extens ive c r os s - ha u li ng 
i n  whi ch s ly wei ght - lo s i ng mat e r ia l s  
a re t ra n s ported  i n  one d irect i o n  with a pa rt o f  
t he proce s s ed produ c t s  b e ing  re - export ed . 

( i  Po l lut ion a nd conge s t i on i n  the i ndus t ria l c ount r i e s  

a i r . 

ly i ncrea s i ng the c o s t  of  proce s s ing 
i ons  whi ch much s pa c e , wat e r  and  

( iv)  D i f f e re nt ia l o f  lab our s upp l ie s  b e tween  
d eve l ope d  a nd deve l op count ri e s , a nd the 
chang ing occupa t i ona l i n  the f ormer , 
a re a l s o  c re a t  d i f ferent ia l c o s t  incre a s e s  
wh i ch shift  the c ompa ra t ive in s uch 
a rea s a s  me ta l in favour of d eve loping 
c ount ri e s . 

A review of  the ma i n  c ond i t i ons  a nd 
pa t t e rns  t ra d e  wi 1 ind i ca t e  t he p os s ib i l i t i e s  
o f  po l i cy a ct ion . i f  s d e c l i n i ng d egree 
o f  c once n t ra t i on on t he s ome nine - te nths l o f  ma nu-
factured  export s from d eve c ount ries  i n  the 
g roups o f  i nd u s t ria l i s  one s . A s imi la r c once nt ra � 
t io n  ex i s t s  on t he e nd with  s ome four= f i fths  of  the s e  
expor t s  a b s orbed b y  d eve l oped c ount r ie s . The f low t o  indu s -
t r ia l c ount ri e s  i s  a ra pid ly and  the re a re 
prono unced d i f f e re nce s i n  the ra t e  o f  growth a nd d egree  o f  
pene t ra t ion a t t a i ned by the s e  export s in t h e  ma rke t s  o f  ind i -
v id ua l d eve c ountr i e s .  The s e  are i l lu s t ra t ed i n  Tab l e  
4 . 5 . 

I t  would b e  a mi s take t o  t the s e  d i f fe r e nc e s  a s  
i nd ica t ing the re la t ive ' op e nne s s ' ,  or s of prot e c t ion , 
o f  i nd i v idua l marke t s . Apa rt from a n  s t a t i s -

r e f l e c t  the d eg re e  o f  a t t ra c t ivene s s  

L i t t l e  le s s  i f  non- fe rrous me ta l s  a re i nc l ud ed in manufa c ­
t ure s , l i t t le  more if  t hey a re exc l ud ed . 
2 The d eve l op ing c ount ri e s  i n  Tab l e  4 . 5  a re a ga i n  tho s e  o f  t he 
United  Na t ion s d e f in i t i on I f  the indus t ria l is ing c ou nt r ie s  
o f  s outhe rn a nd s outh= ea s t e rn , f or whom the EEC i s  the 
ma i n  marke t , were  i nc l ud ed � the contra s t  b e twee n  t he Unit ed 
S t a t e s  and t he EEC wou ld b e  d imin i s he d ; and i t  wou ld 
probab d i sappea r i f  i n t ra - EE C  were ne t t ed o ut . 



Tab l e  4 . 5 

Import s o f  manufa cture s , exc lud i ng non- f er rous me ta l s , into s e l e cted  d eve l oped c ountri e s , 
1 9 62 a nd 1 9 7 2  

( mi l l i on d o l la rs c . i . f .  and %) 

Import s f r om Annua l growth 
F r om d eve l oping ra t e  o f  import s 

Import ing c ount r i e s  Tota l d eve l oping c ount r i e s  in % f r om d eve loping 
c ount r i e s  o f  t o ta l import s  c ount r i e s  

Uni t ed Kingd om 3 , 683  14 , 1 3 7  483 1 , 19 6  1 3 . 1 8 . 5 9 . 5  
Uni ted S t a t e s *  6 , 445 3 5 , 8 1 6  65 7 5 , 3 9 9  10 . 2  15  . 1  2 3 . 5  
Norway 1 , 108 3 , 203  45  103  4 . 1 3 . 2  8 . 6  
Aus t ra lia  1 , 5  7 4  3 , 5 14'1d.- 5 8  1 2 2 -Jd\' 3 . 7  3 . 5 .,"'* 8 .  6**";\-
Ja pa n 1 , 3 60 5 , 8 6 7  5 9  7 74 4 . 3  13 . 2 2 9 . 4  
Germa ny ,  Fed . Rep . 4 , 695  2 2 , 26 9  1 3 2  9 8 2  2 . 8  4 . 4  2 2 . 2  
F rance  3 '  10 1 1 6 , 0 74 8 7  423  2 . 8 2 . 6 1 7 . 1  
Swi t z e r la nd 1 , 9 90 6 , 3 1 6  3 1  1 3 6  1 .  6 2 . 2  1 5 . 9  
Be lg ium-Luxemburg Uni on 2 , 39 9  9 , 882  3 2  1 9 0  1 . 3  1 .  9 1 9 . 5  
Denmark 1 , 3 13 3 , 5 09  1 6  70  1 . 2 2 . 0  1 5 . 9  
Canada*  4 , 030 15 , 02 8  5 4  3 90 1 . 3  2 . 6 2 1 . 9 
Sweden 1 , 948  5 ' 7 1 7  2 3  154  1 . 2  2 . 7  2 0 . 9  
I t a ly 2 , 6 1 6  8 , 7 3 4  2 6  244 1 . 0  2 . 8 2 5 . 1  
Nether land s 3 , 123  10 ' 7 1 6 3 1  2 1 8  1 . 0 2 . 0 2 1 . 5  
Port uga l 3 2 2  1 , 425  3 1 0 6  0 . 9  7 . 4 42 . 8  
Aus t r ia 9 65 3 , 8 64 7 42 0 . 7 1 . 1  1 9 . 6  

";\- Import s  f . o . b .  i.-* 1 9 7 1 . ";\-*i'" 1 9 62 - 7 1 .  
S ourc e s : Uni t e d  Na t i ons , Commod ity Trad e  S t a t i st i c s ; OECD , Tra d e  by Commod i t i e s , S e r i e s B .  

(X) 
lJ1 
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o f  the s e  ma rke t s  f or d eve loping Prote ct i on 
ma t te r s  in thi s  re , a s  d oe s  the va lua t ion of the excha nge 
ra t e  but wha t s e ems to ma t t e r  even more is the s i ze  of the 
marke t , t he d i s t rib ut i on fa c i l i t ie s  it offers  and i t s  t ra n s ­
a c t ion language - i . e .  factors  bea r ing o n  the sa le s c o s t  per 
uni t  o f  export s .  To s ome extent , the rap id growth of United  
S ta te s  a nd Canad ia n  imp or t s  o f  ma nufacture s  f r om d eve l op i ng 
c ount r i e s  re f le c t s  t he growing over-va lua t i on of  the Ame rican  
d o l la r  in the 1 9 60 s ; none the le s s , even  excha ng e - e qu i l ibr i um ,  
the Uni ted S ta t e s  ma rke t wou ld c ont i nue t o  b e  the mos t  a t t ra c �  
t ive one f or f rom d eve l oping countr i e s  b e ca u s e  i t s  
s i ze  a nd e f f i c ient orga n i sa t i on wou ld cont inue t o  make f or a 
very l ow un it  sa l e s  c o s t . The en larged Europe a n  E conomi c C om-
muni ty i s  a la rger o f  manufa ctu re s tha n  North  Ame r i ca . 
I t  i s  n o t , however ,  a nd wi l l  not be  i n  the fore s e eabl e  fut ure , 
a homogene ous ma rke t in the s e ns e  that i t s  d i s t ribu t i on sys t ems 
a re s t i l l  na t io na l ,  s o  tha t  the sa le s e f fort  ha s t o  b e  
conducted  i n  s evera l la ngua g e s  and prod uct i on o f t e n  gea red t o  
na t io na l  ta s t e s . The s e  - sa l e s  s o f  t he 
Europea n marke t a re much more o f  a n  ob s ta c le f or the ove r s ea s 
d eve loping count ri e s  t ha n  f or the indu s t ria l i s i ng c ountr i e s  
of  s outhe rn Eur ope . 

Aga ins t thi s fa c t ua l background , two comme r c ia l i s su e s  
d irect ly a f fect ing d eve l oping count r i es s ta nd o u t  i n  impor t ­
ance : t a r i f f  pre fe re nce s ,  a nd po s s ib l e  cha nge s i n  the 
mu lt i la t e ra l  sa rd Whi le the fo rmer ha s so far  
a t tra ct e d  the mos t  a t t ent ion , t he la t t e r  may eventua l a cquire 
a much impor t a nce . A s  t o  both , i t  may be a dded , s 
n i f i cant d i f ferenc e s  of  v iew have exi s ted on the two s id e s  of 
the At la nt ic . 

I n  the po l i t ica l pro ce s s  lead ing t o  the e s tab l i shme nt o f  
g e ne ra l i s ed s cheme s o f  the c ount ri e s  
b e came c onv inced of  the d e s i rab i l it y  of the mea sure e a r lier 
than  the two North Ame rican one s . I n  the o f  the European  
t ra d it i on pa rt i cula r  i n  tha t  o f  the ex- imper ia l count r i e s  
w i t h  cont re s pons ibi l i t ie s  t owa rd the ir forme r c o l onie s , 
t a r i f f  pre fere nce s a ppeared  a fami l ia r  ima t e  a nd e ff e c -
t ive d ev i ce f or d i s charg i ng t ha t  re s pon s ib i l Uni t e d  S ta t e s  
and Canada  were more re l uc t a nt t o  the s cheme ( a l t hough 
pre feren t ia l exi s t  in b oth t ra d i t i on s )  a 

Both we re a a i nf l ow o f  manufa c -
t ured import s from d eve count r i e s  a nd s ome d 
in a d j u s t ing t o  i t , which in t urn i ncrea s e d  the d i f f icu l ty of  
leg i s la t ive a c t i on f or the e s ta b l i shme nt of  g e ne ra l ­
i s ed pre ference s cheme s . A l s o , b oth c ountr i e s  a re v i ta l ly 
int e re s t ed in further mu l t i l at era l t a r i f f  redu c t i ons  o n  a 
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mos t - favoured - na t i on ba s is , a nd fears  tha t a ve s t e d  pre feren­
t ia l  int ere s t  might i nhib i t  f ut ure t a r i f f  negot ia t ions a mong 
i ndu s t ria l countri e s  contributed t o  the ir re l uctanc e . 

D e t a i led  empir i ca l a na lys e s  n ow pub l i sh ed 1 ca s t  c ons id e r­
ab le  d o ubt on the e ffect ivene s s  o f  the exi s t i ng pre f e rent ia l 
s cheme s i n  i ncrea s ing import s  o f  manufacture s from d eve l oping 
count rie s . 2 The s hort coming s ,  a nd the re forms needed , can be  
s umma r i s ed und e r  three  b road head ing s . 

Uni te d  S t a t e s  a nd Ca nada 
more l f  of t o ta l impor t s  of d ut i -

ab le  ma nufa c t ur e s  a nd s emi - ma nu fa c ture s ( exc l ud ing non- ferrous 
me ta l s ) f rom d eve l oping into the OECD count r ie s . Without the 
pa rt i c  t i on of  t h e  Uni ted S ta t e s  a nd Canada , not only wi l l  
the a ctua l G S P  bene f i t  b e  l e s s tha n  a ha l f  o f  the pot e nt ia l 
one but , much more important ly , c ou nt r ie s a l ready g ra nt ing 
gene ra l i s e d  pre f e re nc e s )  whi ch t he y  regard a s  a ' burd en ' ,  wi l l  
f ind i t  d i f f icu l t  t o  in s t i tu t e  s ub s tant ia l i mprovement s i n  
the i r  own s cheme s for fea r that a grea t e r  l ib e ra l ity o n  t he i r  
pa rt  might d e f l e c t  le s s  d eve l oped c ount ri e s ' export s f r om 
Nor th Ame r i ca i n t o  the i r  own ma rke t s . 

( ii )  
ha l f  o f  
t r i e s  tha t  
pre fe re nce . 3 

Le s s  tha n  a 
c ou nt r i e s  i nt o  c oun-

a GSP a ct ua l ly qua l fo r t a r i f f  
from the G S P  were d i cta t ed b y  

T .  , ' How he l p f u l  i s  the gene ra l is e d  s y s t em o f  pre fe r -
e nc e s  t o  d eve c ou nt r ie s ' ,  v o l . 83 ,  
1 9 7 3 , pp . 449 - 64 ;  P . J .  L l oyd , ' Tar i f f  Pre ference 
S cheme f or deve l oping c ount r i e s ' ,  
v o l . 4 ,  n o . 3 ,  1 9 7 0 , pp . 44 8 - 7 3 ; T . Murray , 
pre fere nce s :  a n  appra i sa l ' ,  
no . 4 ,  1 9 73 , pp . 46 1 - 7 2 ; R .  Coope r ,  European Commun i ty ' s  

o f  gene ra l i z e d  t a r i f f  pre ference s :  a c r i t ique ' ,  
v o l . 8 ,  1 9 7 2 , pp . 3 7 9 - 94 .  

l i s t e d  i n  Tab le  4 . 5 , on ly the Uni t e d  
King d om a nd Aus tra l ia were i ng a fa i r ly exte n s ive pre f e r -
e nt ia l t rea tment t o  d eve lop ing c ount r i e s  po s s e s s i ng s igni f i ca nt 
manu fa cturi ng ca pa c i t ie s . I n  b oth marke t s ,  the s ha re o f  
d eve count r i e s  i n  tota l impor t s  of manufacture s d e c l ined 
ove r the per i od i n  q ue s t i on , b roa d ly suppor t i ng the s c e pt ica l 
c onc lu s i on s  o f  t he l i t e ra ture c i t ed i n  t he pre cedi ng f oo t not e . 
3 

T .  Murray ,  ' Pre ferent ia l t a r i f f s f o r  the LDC s ' i n  ------
��������- ' 1 9 7 3 , p . 3 6 .  Th i s  wa s wr i t ten b e fore  

a nnounceme nt at  the e nd of  Oct ob e r  1 9 73 o f  t he rev i s i on 
and s ig ni f i ca nt l ib e ra l i sa t i on o f  the EEC s cheme . 
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the c oncern l e s t  pre fe rent ia l imp ort s crea t e  a prob lem for 
the d ome s t i c  i nd us t ry , d eve l oped t ra di ng par tne rs , or s ome of  
the  d eve l o ping count r i e s  with  whom a s pe c ia l t ra d i ng r e lat i on­
ship had trad i t iona l ly been e nt e rta i ne d  by the d onor . Although 
t he re a re d if ferenc e s  in exc lus i on s  und e r  i nd ividua l s cheme s , 
mos t  are  c oncent ra t e d  i n  the t ext i le , 1 leather  a nd petr o l e um 
pr oduct s e c t or s . Exc lus i on s  thus c ompr i s e  mos t  o f  the re lat � 
ively labour - i nt e ns ive ma nufa cture s export e d  by our t h i rd group 
o f  the poore s t  d eve l oping coun t ri e s . 

( i i i )  Limit s on , a nd i ns e cu r i ty o f , pre ferent ia l a c ce s s . 
S ome n i ne - t e nths  of  import s  pre s ent ly b e ne f i t i ng f r om the G S P  
a re import e d  und e r  s cheme s  whi ch l imit pre ferent ia l e nt ry by 
t a r i f f  quota s a nd c e i l i ng s . G iven the f ormu la e  for ca l c u la t ­
ing the s e  q uota s a nd c e i l ing s , a nd the ra t e  of  growth o f  t ota l 
import s of  manufa c ture s from d eve l op ing c ount rie s  i n  re cent  
yea rs , i t  is  h ighly l ike ly tha t the ma i n  bene f i c i a ri e s  of  
the s e  s cheme s f i l l  t he ir  pre ferent ia l quo ta a nd c ont i nue to  
export a cr o s s the mos t - favoured - na t ion t a r i f f . Where  pre f e r ­
ent ia l ent ry i s  un l imi ted  in pr inc iple , the d onor count ry 
reta ins  t he r ight t o  invoke a s p e c ia l e s cape  c la u s e  a l lowing 
the re - imp o s i t ion  o f  the mos t - favoure d - na t i on t a r i f f  in those  
ca s e s  whe re a c ont i nued growth o f  import s und er the pr e fe rence  
woul d  c rea te  a s e r ious  a d j us tment prob l em for d ome s t i c  i ndu s try . 
The G S P  b e i ng a uni la t e ra l grant , t he j ud gment a s  t o  the 
' s e ri ou s ne s s '  of the prob lem is l i ke ly to be e qua l ly one - s id e d . 

Two c onc lus i on s  ca n b e  d rawn f r om t he s e  c r it i c i sm s . F irs t , 
i n  i t s  pre s e nt form ,  t he G S P  d oe s  l i t t le  t o  s t imu la t e  a d d i ­
t iona l t ra d e . I t  c o u l d  permanent ly ra i s e  t h e  ra t e  o f  growth 
o f  export s from d eve l oping c ount rie s on ly if  it  gua ra nteed  
un l imit e d  pre f e rent ia l a c ce s s . With pre f e re n t ia l quot a s 
f i l led , a dd i t i ona l export s fac e  the mos t - favoure d - na t ion 
t a r i f f ; at the ma rgin , the ref ore , wher e  i t  c ount s , the s cheme 
a s  s uch provide s  no i ncent ive f o r  add i t iona l export e ffort . 
More fundame nt a l ly ,  even tho s e  s cheme s whi ch i n  pr inc i p le 
o f f e r  un l imi ted  pre ferent ia l a c c e s s  ca nnot f urn i s h  a ny a d d i ­
t i ona l i ncent iv e  f or i nves tment i n  export capa c it ie s ; given  
the u nc e r ta i nty  i nhe re nt i n  the  uni lat e ra l e s ca pe c la us e s  
chara ct e r i s t i c  o f  t he G S P , the s ca rc e  c a p it a l a va i la b l e  t o  
d eve l oping c ount r ie s  can b e  prud en t ly c ommi t t e d  o n ly t o  s uch 

Whe re t ext i le s  a re inc lude d  in the GS P ,  they a re , or s hort ly 
wi l l  b e , l imi t e d  (not  in amount s qua l i fying f or pre f e r e nc e  bu t 
i n  t ota l amount s import e d )  by qua n t i t a t ive re s t ri c t i on s  a nd 
b i la t e ra l ly ne got ia t e d  ' export e r s ' s e lf re s t ra int s ' .  



inve s tments  who s e  produ c t s  can be  prof itab 
mo s t - favoured - na ti o n  tar i f f s . l 
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s o ld a cr o s s the 

S e cond , b y  exc l ud i ng manufa c t ure s wh ich the poor d eve l op ing 
count rie s a re b e s t  s ui ted to export , the GSP become s a nothe r  
fa c to r  making for a g rowi ng d i s pa r i ty b e twee n  t he i nd us t r ia l i s ­
i ng a nd the p oo r  d eve loping count rie s .  And pre c is e ly beca us e  
i t  i s  b ia s ed i n  favour o f  the former g r oup , who s e  export c a pa ­
ci t ie s  a nd c ompe t i t ivene s s  a re growing rap id ly , the G S P  i s  
un l ike ly t o  b e  improved by a n  inc lus ion of s t ronger gua rant e e s  
o f  pre ferent ia l a cce s s . I nd e e d , t he prob l em of  the i ndu s t ria l ­
i s ing count ri e s  i s  increa s ing ly one of  s e curing gua ra nt e ed 
un l imi ted  a cce s s  a cr o s s  the mos t - favou re d = na t io n  ta r i f f s . 

Th i s  i s  why the i s sue o f  s a fe gua rd s wi l l  b e  u l t ima t e ly more 
tha n  tha t of pre f e rence s .  In thi s re s , t oo ,  

there a re a t  pre s ent d if ferent v iews among the North  At l a nt i c  
c ount r i e s .  The propo s ed leg i s la t i on a nd nume rous pol i cy 
s t a t eme nt s o f  the United  S ta t e s  announce the int e nt ion t o  

ia t e  a s ub s tant ia l re form o f  t he i nterna t iona l sa fegua rd 
r i ght s a nd ob l iga t ions  emb od ied  in Art i c le 19 of GATT . O the r 
c oun t r ie s ,  whi le a gree ing t o  rev iew the pr ov i s ions  of  Art i c le 
1 9 , s e em wi l t o  c ontemp l a t e  o n ly minor cha ng e s  i n  t he mod e  
o f  t he ir  a pp l ic a t i on . A pa rt of this  d i f f erence can  perha ps  
a l s o  b e  expla ined by the  d i s t r ibu t i on of  imp ort s f r om the 
d eve loping a mo ng t he OECD c ount r i e s  g i ve n  in Tab le  4 . 5 . 

The prob lem o f  r e f orming t he exi s t i ng mu l t i la t e ra l  s a f e -
' emb od ie d  i n  Art i c l e  1 9  o f  GATT , i n t o  o ne b e t t e r  

t o  the high ra t e s  of  trade expa ns io n , a nd 
a nt t e d , i s  a d i f f i cu l t  one , b ut i t  can b e  d e s cribed s imp ly . 
I t  d iv i d e s  i n t o  two s .  The f i r s t  i s  t o  make the ru l e s  
s u f f i c ient ly  f lexib l e  t o  c ove r a l l  s it ua t i on s  i n  wh ich  a 

might need  eme rge ncy prote c t ion ,  a nd s o  t o  e l imina t e  
t he incent ive f o r  large import c ount r ie s  t o  a c t  uni la t e r-
a l  or b i la t e ra l ly in s it ua t ions whe re i on 
prob l ems eme rge for ind ividua l ind us trie s .  The s e c ond 
c ompr i s e s  r e f orms tha t wo u ld make t he s a fegua rd a n  
i ns t rume nt o f  indu s t ria l us tment , ra i s  t he 
abs  i on capa c of  the t e conomie s in the 
l ong run . 

The d f i r s t  s i s  one o f  ca l ib ra t  
s o f  the ru l e s  o f  s a  rd a ct i on . 

With gua ranteed  u n l imi t ed 
much o f  t he new 

f ina nced from pre f e rence 

ia l a c ce s s , o ne c ou ld 
- or ie nted  inve stme nt to b e  

c ountr i e s . 

the 
A 
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t oo s ive sa  rd c la u s e  wou ld d e  o f  im-
a c c e s s  whi ch ha s been the cen t ra l pu rp o s e  o f  the Ge ne ra l 

Agreeme nt . On the other hand , s ions s o  s t r i c t  a nd r ig i d  
a s  t o  impos e  ' unb ea rab le ' c o s t s  o n  the wou ld 
have a s imi la r e f fect  s i nce wou ld force c ountri e s  in 
eme rg e ncy s i tua t i ons  to  a ct out s id e  the framework of  a greed 
pr inc i p l e s  a nd mu l t i la te ra l  c ontro l .  The lem i s  there fore 
one o f  e s tab l i  a lance of i ons under  
mu l t i la t e ra l cont ro l a s o l ut ion whi ch d ema nd s  s ome s urrende r  
o f  na t iona l  s overe but n o  tha n  g ove rnment s a re 
wi 1 1  t o  make . 

S ince i n  t he ma t t er o f  s a  
s from the progre s s ive 

as  in other prob lems 
ion of the wor ld e co nomy , 

can b e  v i ewed a s  a pur ­
a sk wha t caus e s  the obviou s  

with it o The answer i s  tha t 

a surrend er o f  a o f  s overe 
cha s e  of  i ns ura nc e , one may r 
re luc ta nce o f  t o  
no contra c t ua l 

1 

o f  na t i ona l  s overe 
have to be 

emergency . 

Whi le  t he f ir s t  

future d eve lop-
the ; a nd 

a d egree 
, t he g ove rnme nt s 
the c ont ra c t  d e ­

t o  a c t  in s ome now unf ore s e eab le  

re la t e s  e s s ent ia l  t o  a reformu l a t ion  
of  the  sa  or e s ca pe c la u s e  i ons exis  i ng i n  
na t iona l la t i on s  a nd int e rna t iona l contra ct s , t he s e c ond 
i s s ue repre s ent s a 1 innova t i on o  We have t o  r e ca l l  
tha t  the exis  upon a nd e na c ted  a qua rt e r-

a nd w i s d om o f  a much s lower , 
in more s tab le  wor ld . The exi s t  s a f e �  

int e nded  f o r  c lear i ona l a nd 
s ;  they a re 

eme rge ncy I n  v iew of  
the  curre nt a nd o f  c a pa c i t ie s , the 
new sys tem ca nnot b e  conce ived of  as one for exc e p t i ona l s it ua ­
t ions ; i t  ha s t o  b e  a n  instrume nt o f  the t ra n s forma t i ons a nd 
a cc ommod a t ions The e c t i ve o f  thi s  pa rt o f  the 
re f orm i s  t o  e nsure tha t  t he s a feguard a ct i on wi l l  provide  

a re f rom ' exce s s ive ' pre s s ure , a 

For a more d e  i led d i s cu s s ion ,  s e e  J .  Tuml i r , ' A  rev i s ed 
s a  rd c la u s e  f or GATT? ' i n  �������������;...;......,.;..;.. 
vol o 7 ,  no . 4  1 9 7 3  
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pe riod during wh i ch s ome thing wi l l  b e  done t o  s olve the prob ­
lem which gave r i s e  t o  t he reque s t  for protect i on . To b e  
e ff e c t ive in t h i s  re s pe c t , the s a f egua rd s y s t em s hou ld c omb ine 
the right t o  impos e  temporary prot e c t io n  wi th an ob l iga t i on 
of  the prot e c t ing c ount ry t o  pre pare , d i s cu s s  with i t s  pa rtners , 
and pu t int o e ff e c t  a c onv i nc ing a d j u s tment program f or the 
indus t ry und e r  import pre s s ure . 



1 .  

The e s t ima t e s  of  popu la t ion  i n  1 9 85 a nd 2 000 have been  
take n f r om Uni t ed Na t i ons , 
(Apri l a nd November 1 9 7 1 ) . 

2 .  

We have used  the f igure s g iven f or 1 9 63 in United  Na t ions , 
The Growth of  Wor ld  I nd u s t ry ( 1 9 69 e d i t i on)  whi ch have b e e n  
ext ra po la t ed t o  1 9 5 5  a nd 1 9 7 0  by t h e  Un i t ed Na t ions  i nd ic e s  
of  indu s t ria l emp l oyme nt a nd pr od uc t i on . 

F or the d eve l oped c oun t ri e s  i t  wa s a s sumed : 

( a )  tha t  i nd u s t ria l emp l oyme nt , wh i ch re pre s e nted 
a round 11  per c e nt o f  t ota l po pu la t ion i n  d eve l oped 
c ount r i e s  i n  1955  a nd 1 9 7 0 , wou ld repre se n t  in 
1 9 85 a nd 200 , 1 0  a nd 9 . 5 per  c e nt re s pe c t ive ly 
o f  t ha t  popu la t i o n ;  

( b )  tha t annua l avera ge increa s e  o f  labour p roduc t i ­
v i t y  wou ld b e  s li ght le s s  than  4 per c e nt b e twee n  
1 9 7 0  a nd 1 9 85 a nd b e tween  1985  a nd 2 000 . 

F or t he d eve l op ing count r i e s  i t  wa s a s s ume d : 

(a ) t ha t  indu s t r ia l  emp l oyme nt , wh ich re pre s en t e d  3 
a nd 4 pe r cent  o f  tota l popu lat i on i n  d eve l oping 
c ount r ie s  i n  1 9 5 5  a nd 1 9 7 0  re s pe c t ive ly , wou ld 
r e pre s e nt i n  1 9 85 a nd 200 , 5 a nd 6 per cent 
re s p e c t ive ly  o f  t ha t  popu la t i on . 

( b )  tha t  a nnua l average i nc rea s e  o f  lab our produ c t i ­
v i t y  wou l d  r i s e  t o  5 a nd 6 p e r  c e nt betwee n  1 9 7 0  
a nd 1 9 85 a nd betwee n  1 9 85 a nd 2 000 respe c t ive ly . 
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Chapter  5 

H i s a o  Kanamor i 

Ja pa n a c c ount s for a n  extra ord i na r i ly large propor t i on of  
the t ra d e  tha t  d eve loping c ou nt rie s c onduc t wi th  the re s t  of  
the  wor ld . The s ha re ha s been  i nc rea s i ng ra pid ly . Tab le 5 . 1  
shows tha t , in  1 9 7 0 , As ian c ount rie s  (except ing the communi s t  
b loc  and Ja pa n)  imported  f rom Ja pa n 2 1  pe r cent  o f  a l l  t he i r  
impor t s , Africa n  c ount r i e s 9 pe r c e nt a nd La t i n  Ame r i ca n  
na t ions 7 pe r cent . The percenta ge s had a lmos t  d oub led  s ince  
1 9 60 . The s e  d eve l oping c ount ri e s  cond uc ted  i nt e ns ive export 
t ra d e  wi th Japan as we l l . Tab l e  5 . 2 ind i ca te s tha t Japa n a c ­
c ount s f o r  u p  t o  33  p e r  cent o f  t he export trade  o f  A s i a n  
count rie s .  

Ther e  a re two rea s ons f or the la rge s ca le of  the t rade  
b e tween Japan a nd the  d eve loping wor ld . 

F irs t , i t  i s  a t t ributed  t o  the ra p id pa ce a t  whi ch the 
Ja pan e s e  e conomy ha s been expa nd ing , a nd the in crea s e s  in 
Ja pa n ' s  import d ema nd and export ca pa c i ty .  D ur ing the pa s t  
d e cad e , a l l  o f  Ja pa n ' s  GNP ( nomi na l ) , export s a nd impor t s  
have g rown b y  1 7  per cent a t  a n  a nnua l ave rage  ( se e  Tab le  5 . 3) . 
Ja pa n ' s  GNP rea ched a b ou t  $45 0 b i l l i on ,  or $4 , 100 per ca pita , 
in  1 9 7 3 . I t  i s  on ly na tura l t ha t  b oth expor t s  a nd impor t s  
i nc rea s e  i n  such a g i ga nt i c  e conomi c powe r .  

S e c ond , i t  owe s much t o  the chara c ter of  Ja pa n ' s  e conomic 
s truct ure wh i ch i s  s o  f ormed a s  t o  pr omo te t ra d e  with  d eve l op ­
ing count r i e s . 

I n  fact , Japan ' s  e co nomi c s tructure i s  s o  comp lex tha t t he 
na t ion c omp lemen t s  e c onomica l ly not on ly d e ve l oping count rie s 
but a ls o  o ther a dva nced c ount r i e s .  An exami na t ion o f  regiona l 
d i s tri but i on o f  Japa n ' s  t rade  i n  1 9 70 revea l s  tha t , of  her 
export s ,  the a dvanced reg i on a cc ount s for 5 4 . 7  per cent , the 
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Tab le  5 . 1  "" 
� 

Japa ne s e  expor t s  by a r ea o f  d e s t ina t io n  

1 95 5  1 9 80 

Nor t h  Ame r i ca 500  1 , 2 3 0  2 '  7 2 5  6 , 5 80 2 9 , 848 24 . 9  3 0 . 4  3 2 . 2  3 4 . 1  3 2 . 4  
USA 45 5 1 , 1 10 2 , 5 10 6 , 02 0  2 6 , 7 5 1  2 2 . 6  2 7 . 4  2 9 . 7  3 1 . 2  2 9 . 0  
Canada 45 1 2 0  2 15 5 60 3 , 09 7  2 . 2  3 . 0 2 . 5 2 . 9 3 . 4 

We s te rn E ur ope 1 9 5  4 75 1 ,  100 2 , 9 20  1 7 , 67 9  9 . 7  1 1 . 7 1 3 . 0  1 5 . 1  1 9 . 2  
EEC 8 1  1 75 485 1 , 3 00 9 '  1 1 6 4 . 0  4 . 3  5 . 7  6 . 7  9 . 9  
EFTA 9 0  230  460  1 , 0 60 5 , 7 09  4 . 5  5 . 7  5 . 4 5 . 5 6 . 2  

ANS *  9 2  2 2 7  5 15 1 , 0 7 0  5 ' 15 6  4 . 6 5 . 6  6 . 1  5 . 5 5 . 6  
La t i n  Ame rica  1 80 2 75 4 1 0  9 90 3 , 22 3  9 . 0 6 . 8  4 . 9  5 . 1  3 . 5 
As ia 803 1 , 445 2 , 48 0  5 , 4 10  23 ' 75  6 40 . 0  3 5 . 7  2 9 . 3  2 8 . 0  2 5 . 8  

Southea s t  7 2 0  1 , 3 10 2 , 20 0  4 , 8 7 0  1 9 , 0 63  3 5 . 8  3 2 . 3  2 6 . 0  2 5 . 2  2 0 . 7  
We s t  83  135  2 80 5 40 4 , 69 3  4 . 1 3 . 3  3 . 3 2 . 8  5 . 1  

A fr ica 1 7 0 2 9 0  6 7 0  1 , 0 7 0  4 , 05 1  8 . 5  7 . 2  7 . 9  5 . 5 4 . 4  
P la nned e conomy b loc  38  7 3  4 7 5  1 , 045 7 , 9 1 9 1 .  9 1 . 8  5 . 6  5 . 4 8 . 6  

USSR 3 60  1 68 3 4 1  4 , 1 8 1 0 . 1 1 . 5 2 . 0 1 . 8 4 . 5  
Chi na 2 9  3 245 5 72 2 3 3 6  1 . 4  0 . 1  2 . 9  3 . 0 2 . 5 

Tota 1 ex:eort s *"d"' 2 � 0 10 4 � 05 0  8 2 45 0  1 9 2 3 2 0  9 2 , 184  100 . 0  1 00 . 0  100 . 0  100 . 0  100 . 0  
* Au s tra l ia , New Zea la nd , a nd S outh A fr i ca . 

** To t a l s  inc lud e  export s t o  othe r c ountr ie s .  



Tab le  5 . 2 

JaEa ne s e  imEort s by a rea of origin 

ImEort s  ( $  mi l l ion} 
1 95 5  1 9 60 1 9 65 1 9 7 0  1 9 80 1 95 5  

U SA 680 1 , 440 2 , 0 7 0  4 , 6 1 0  2 0 , 95 6  3 1 . 3  
Ca nada 92 185  295  7 9 0  2 , 7 02 4 . 2  
We s t e rn Europe 1 60 3 60 620  1 ,  7 1 0  1 1 , 67 5  7 . 4  

EEC 9 1  2 10 340 9 90 6 '  7 7 9 4 . 2  
EFTA 5 9  135  250  650 4 , 6 7 0  2 . 7  

La t in Ame ri ca 230 240 480 1 , 02 0  3 , 0 1 3  10 . 6  
ANS 185  3 7 2  655  1 , 62 5  7 ' 15 6  8 . 5 
S outhe a s t  A s ia 5 70 7 60 1 ,  100 2 , 3 7 0  10 , 28 1  2 6 . 3  
We s t  A s ia 125  3 00 8 9 0  2 , 08 0  9 , 15 3  5 . 8 
Afr i ca 35  7 3  1 65 6 2 0  3 , 0 13 1 . 6  
P lanned e co nomy b loc  83  1 10 435 7 65 7 , 3 0 7  3 . 8 
O the rs  15 5 so 1 2 0  1 5 1 0 . 7  
Tota l 2 , 1 70 3 , 8 80 6 , 840 1 5 , 67 0  7 5 , 40 7  100 . 0  

Percentage 
1 9 60 1 9 65 1 9 70 

3 7 . 1  3 0 . 2  2 9 . 4  
4 . 8  4 . 3  5 . 0 
9 . 3 9 . 1  1 0 . 9  
5 . 4 5 . 0 6 . 3  
3 . 5 3 . 7 4 . 7 
6 . 2  7 . 0  6 . 5  
9 . 6  9 . 6  1 0 . 4  

1 9 . 6  1 7 . 3  1 5  . 1  
7 . 7  1 3 . 0  1 3 . 3  
1 .  9 2 . 4 4 . 0  
2 . 8  6 . 4  4 . 9 
0 . 1  0 . 7 0 . 8  

100 . 0  1 00 . 0  100 . 0  

1 9 80 

2 7 . 8  
3 . 6  

15 . 5  
9 . 0 
6 . 2  
4 . 0  
9 . 5 

1 3 . 6 
1 2 . 1  

4 . 0  
9 . 7  
0 . 2  

1 00 . 0  

'° 
\Jl 
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Tab l e  5 " 3 

Wor ld GNP ( $  b i l  1 , 405 3 , 049 7 , 643 
( 8 . 2 ) ( 9  0 6)  

GNP ( $  b i l  43 1 9 6  9 5 7 
( 1 6 . 5 ) ( 1 7 .  

Wor ld  tra d e  ( $  b i. 1 1  1 2 8  3 1 1  850  
( 9 . 3 ) ( 10 . 6 )  

s ( $  b i l  4 . 1 1 9 . 3  9 2 . 2  
( 1 6 . 9 ) ( 1 6 . 9 ) 

s ( $  b i l  3 . 9  1 5 . 7  75 . 5  
( 1.5 .  0)  ( 1 7 . 0) 

' s  s a s  a 
o f  GNP 9 . 4 9 . 9  9 . 6  

' s  s a s  a 
of  GNP 9 . 0 8 . 0  7 . 9  
Wor ld tra d e  e la s t i  

L s i n  s e s  s how t h e  avera ge a nnua l ra t e  
of  increa s e . 

2 "  F or 1 9 80 , the va lue of US d o l la r  i s  ca l cu la t ed t o  b e  
l e nt t o  280  yen . 

3 .  Va l ue of  tra d e  i s  f . o . b .  

d eve a rea 38 6 per cent  a nd the c ommuni s t  wor ld  5 . 4 per 
cent ; whi le o f  he r s 5 5 . 7  per c e nt were a cc ounted f o r  

the a dvanced wor ld 3 8 . 9  per  c e nt the d eve l op ing c oun-
t rie s a nd 4 . 9  per cent the communi s t  b lo c . In thi s way it 
is s hown tha t t ra d e s  with  b oth  the a dva nced a nd d eve 

area s . I t  is rare the ca s e  a s  it is in  
40 pe r c e nt o f  one s t rad e i s  a c c ount e d  for by the 

rad e  w i th d eve c ount r ie s . In  othe r  ind u s t ria l c ount r i e s  
the t ra d e  wi th a dva nced c ount rie s  a cc ount s f o r  a pro-

ion  tha n  it d oe s  in 

The s t ruct ure of se tra d e  wa s of  a t he 
na t i on f ood and raw ma t er ia l s  and  indu s t r ia l 
manu f a c t u re s . Thi s wa s in contra s t  t o  t he t ra d e  o f  we s t e rn 
ind u s t ria l na t ions whi ch cent red  a round t he excha nge of  ind us �  
t r ia l g ood s Tab le 5 . 4) .  Cons equen t l y , many Ja pa ne s e  
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Tab le  5 . 4 

Japan  1 3 . 6  14 . 2  49 . 5  3 3 . 0  14 . 1  20 . 3  2 2 . 7  3 1 . 4  
USA 2 2 . 7  14 . 1  1 9 . 2  9 . 8 10 . 5  8 . 0 4 7 . 7  6 6 . 2  
UK 3 4 . 0  2 3 . 3  2 3 . 8  1 5  . 1  1 0 . 6  10 . 9  3 1 . 6 5 0 . 7  
France 20 . 3  13 . 3  24 . 6  1 2 . 0  1 7 . 0  1 1 . 4  3 3 . 2  63 . 3  
We s t  

Ge rma ny 2 2 . 7  1 7 . 4  24 . 4  14 . 5  7 . 8 8 . 9  45 . 2  5 9 . 2  

import s  came f rom d eve l op ing c ountr i e s , and ma chine ry , iron 
a nd s t ee l , chemi ca l fert i l i s e r  a nd synthet i c  f ib re s  we re ex­
ported  in exchange . The pa t t e rn is  c le a r l y  d i s ce rnib le  in 
Tab le 5 . 5 .  

The e c onomic re la t i on s  in the future b e twee n  Japa n a nd 
d eve l op i ng cou nt rie s wi l l  depend much on the pa ce a nd pa ttern  
i n  whi ch the Japanese  e conomy wi 1 1  grow he rea f te r . 

( a )  Rat e  o f  growth . As rega rd s the g rowth ra t e , one opinion 
i s  that the e c on omy wi l l  c ont i nue i t s  high growth . He rma n  Kahn , 
a noted futur i s t , f ore s e e s  tha t  Japa n wi l l  c ont i nue  a n  e c onomic 
growth a t  an a nnua l ra te of  1 1- 1 2 pe r c e nt throughout the 1 9 70s . 
Thi s  i s  a lmos t  the same a s  the a c t ua l  growth of  the Japane s e  
e c onomy i n  the 1 9 60 s . O n  the other ha nd , there a r e  more pe s s i ­
mi s ti c  v i ews . Z .  Brzez insk i , a n  Ame ri ca n  po l i t ica l s c ient i s t , 
pred ict s tha t  the Ja pa ne se e conomy w i l l  s low d own i t s  a nnua 1 
ra te of  growth t o  8 pe r c e nt i n  the f i r s t  ha l f  o f  1 9 70s  a nd 6 
per cent i n  the latter  ha l f . 

The right e s t ima t e  wou ld b e  b e twe e n  the two pre d i c t ions . 
The L ond on pro j e c t s  t ha t  the Japa ne s e  e c onomy wi l l  
grow a t  a n  ave ra ge annua l ra te  o f  9 pe r cent du ring the 1 9 7 0 s . 
The Ja pane s e  gove rnme nt f ore s e e s tha t it  wi l l  g row b y  9 . 4 per 
cent ( 1 9 73 - 7 7 ) , a nd the Japa n E c onomic Re s ea rch Cent e r  fore ­
s e e s a growth by 10  pe r cent ( Ta b l e  5 . 6) .  I t  a ppea r s  t o  me 
tha t  a 9 - 10 per cent growth wou ld b e  a rea s onab le gue s s . The 



( 1) Ta iwan 9 6  9 2 3  68  286  

Korea 1 2 6  8 5 6 2 2  2 74 

1 5 4  7 8 7  24  9 8  

( 2 )  S ingapore 102  5 08 2 5  1 1 4  

Tha i land 1 3 4  445 7 8  230  

I nd ia 1 1 6 2 0 9  1 5 2  3 7 7 

Paki s ta n  5 2  1 13 2 9  5 8  

( 3 )  Philippine s 1 2"8 4 65 1 5 6 5 14 

I nd one s ia 1 5 4  45 3 85  854 

Ma lays ia 3 2  204  223  3 73 

Tab le 5 . 5 

a nd S outh A s i a  

Pr inc i pa l c ommod i t i e s  o f  

E le c t rica l ma chinery , g e ne ra l 
� J iron  s t e e l 

Genera l ma chinerv , i ron s t ee l ,  
L � 

Synthe t i c  t ext i l e s , e le c t r i ca l 
s i on i ns truments 

S yn the t i c  text i le s , i r on s tee l , 
genera l 
Genera l ma chine ry , tra n s port  

iron s t e e l � J 

Pr inc i pa l commod i t i e s  

Ba na na s , text i le pro= 
duc t s , f i sh 
Text i le produc t s , f is h , 
s i lk 
Text i le p rodu c ts ,  f i s h , 
j ewe l 

Pe t ro le um pr oduc t s  

C orn , r ubbe r ,  

I r o n  s t ee l ,  t ra n s po rt ma chine ry , I r on ore , non-me ta l l i c  
g ene ra l ma chinery o re , s hr imp s  

Ri c e , i ron s t ee l ,  gene ra l Co t t on , t ext i le pro -
ma chine ry d uc t s , 

Genera l ma chinery , iron s t e e l ,  Lumb e r ,  c op pe r  ore , 
e le c t r i ca l  ma chine ry iron ore 

Gen e ra l ma chine ry ,  iron s te e l C r ud e  o i  1 ,  l umb er , 
t r ans p or t ma chi ne ry pe t ro le um produ c t s  

Tra nspor t  ma chinery , g en e ra l Lumber , t in ,  r ubbe r 
, i r on s te e l 

'° 
00 



Tab le  5 . 6  

Ec onomi c s ca le  a nd produc t i on fa c tors  

Actua l Ave rag e  a nnua l 
% rowth 

1 9 60 1 9 7 0  1 9 8 0  1 9 60 - 7 0  1 9 70- 80  
a ct ua l  a c tua l 1 0% rowth a ct ua l 1 0% g rowt h  

GN� (b i l l io n  yen)  1 9 , 09 9  5 6 , 3 64 146 , 1 9 2  1 1 . 1 10 . 0  

Lab our 

Tota l popu la t i on ( 10 , 000 pe r s ons ) 9 , 342 1 0 , 3 72 1 1 , 5 73 1 . 1  1 . 1 
15  year s  o l d  a nd ove r  ( 10 , 000 pe rsons ) 6 , 5 20 7 , 885 8 ,  7 78 1 .  9 1 . 1  
Labo ur for c e  ( 10 , 000 per s ons ) 4 , 5 1 1 5 , 15 3  5 , 49 1 1 . 3  0 . 6  
Emp loyed ( 10 , 000 per s on s ) 4 , 43 6  5 , 09 4  5 , 43 6  1 . 4 0 . 7  
Ac tua l worki ng hours (hours /week)  4 6 . 8  43 . 3  3 8 . 5  0 . 8  1 . 2  

Te chno l ogy 

R and  D expe nd i t ures  ( b i l l ion ye n) 1 84 1 , 1 9 5  8 , 5 9 1  
I 

20 . 6  2 1 . 8 
Techn o l og i ca l progr e s s - - - 4 , 49 1  4 , 4 65 

Capi ta 1 

S t o ck o f  priva t e  ca p i ta l (b i l l i on ye n) 2 7 ' 9 15 84 , 3 1 6  245 , 47 7  
I 

1 1 . 7 1 1 . 3  
S t ock o f  g overnment ca p i ta l (b i l l ion ven)  15 . 05 5  4 1 . 49 2  1 3 8 . 88 2  10 . 7  1 2 . 8 

S ource : The E c on omic Re s ea rch Cen t e r , . \0 
\0 
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growth of  the 
a numb e r  o f  fa c t or s : 

e c onomy ha s been  about by  

( i ) high educa t iona l s ta nd a rd s  a nd a n  indus t r i ou s  
labour force 

( i i )  high ra te  of  and  equ i pment i nve s tment s 

( i i i ) t e chn ica l innova t i o n  with the pos i t ive introdu ct ion 
of  new 

( iv )  sma l l  expend iture f or d e fence 

(v)  pol i t i ca l  a nd s ocia l s ta b i  

S ome of  the s e  fa c t or s may change t o  s ome extent i n  future , but 
the growth ia l o f  the e conomy i s  d eep ly rooted 
in its  c ons t itut i on a nd it  is  not l ike ly tha t the ra t e  of i t s  
g rowth wi l l  d e c e l e ra t e  

(b ) the o th e r  hand , t he Ja pa ne s e  
e conomy ma j or s i n  the of  
i t s  growth o 

The f i r s t  i s  change s in the d ir e c t i on of  i nve s tment . I n  
Ja pa n a ft e r  the wa r t h e  increa s ing ra t e  of  t e  equipment 
i nves tme nt which d i re c t ly lea d s  to  an  increa s e  in prod uct ive 
power ha s been  so tha t i t s  ra t i o  to GNP amount ed t o  20 
pe r cent in 1 9 70 As a re s u lt , howeve r ,  though product ive 
equ i pme nt of  te ha s b e e n  mod e rn i s ed , there 
ha s been re l a t ive d e t e riora t ion  o f  e nv ironme nt a nd pub l i c  
s e c t or s  such a s  tra ff i c , s ewera ge s y s t ems , s choo l s  a nd hos pi ta l s . 
I n  con sequence , the g overnment d e c id ed t o  inc rea s e  p ub li c  in­
ve s tme nt i n  its  new f ive -yea r e c onomic p la n  ( Ba s i c E c onomi c 
a nd S ocia l Plan)  s i n  Such change s  have a lready 
a ppeared i n  the g ove rnmen t  a s  we l l , wit h a n  i nd i ca t i on 
tha t there i s  certa i n  t o  be a n  expa n s ion o f  the pub l i c  s e ctor . 

The shift  i n  the o f  i nve s tment from t he 
the pub l i c  s e ct or wi l l  no doubt  d e c e l e ra te t o  s ome extent 

of  product ive ea I n  , however , the 
ra t e  had been  r i s ing g ra dua a l ong with  the impr ove -

ment of  i ncome l eve l unt i l 1 9 70 whe n a. round 20  pe r c e nt of  the 
a ft e r= t ax pe r s ona l i ncome wa s s aved o Future o f  
the s oc ia l  s e curity  s y s t em wi l l  reduce t h e  n e e d  f or i nd ivid ua l s  
t o  s ave for  the ir o ld age  a n d  may have s ome ive e f fe c t s 
on the saving The e ff e c t s wi l l  not be s o  , how-
ever The d e fence ( 0 . 8  pe r c e nt o f  
GNP) a nd the ra t e  of enab l e s  Ja pan t o  b oth 
pub l ic  a nd inves tment a t  the s ame t ime . The tax b urd e n  
which now s ta nd s  a t  the l ow leve l o f  2 0  pe r c e n t  o f  na t iona l 
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i ncome w i l l  increa s e  a nd t he d e pe nd e nce on pub l i c debt  wi l l  
gr ow from the pre s ent l ow leve l .  

The s e c ond change i s  a n  expa ns i on of  s oc i a l s e cu r i ty pro­
grams . De s pi t e  the high ra t e  of  growth of  her economy , Ja pa n  
lag s  fa r b ehi nd i n  imp leme nta t i on o f  s oc ia l  s e curity programs 
with he r expend i ture in t h i s  f i e ld a c count i ng f or on ly 6 . 2  pe r 
cent of  na t i ona l i ncome in 1 9 66 - 6 7 . I n  the Unit ed Kingd om and 
We s t  Ge rma ny the proport i ons  a re 15 and 22 pe r cent re s pe c t ive ly . 
D e f e c t s in the s oc ia l s e curity sys tems a re a s our ce o f  increa s ­
i ng unre s t , e s pe c ia l ly i n  regard t o  s e curity i n  o ld a ge . A s  a 
consequence the g ove rnment ha s s e t  a bout the a ugme nta t i on of a 
s o c ia l  s e cur ity  progra m .  

The third change i s  tha t  i n  the i ndus t r ia l s truc ture . When  
such  fa ctors  as  the aggrava t ion of  the  po l lut i on prob l em a nd 
t he future shortages  of  re s our c e s  a nd lab our a re take n  into  
a ccount , the indu s t r ia l s t ructure i s  l ike ly t o  change c on s id e r ­
a b ly . The re wi l l  b e  a re la t ive d e c l ine o f  t h e  a gricu lt ura l 
s e c t or a nd increa s e s  in the ma nu fa c tur ing , c ons t ruct ion a nd 
s ervi ce ind u s t rie s .  I n  manufa cturing , t ext i le s , pa per a nd 
pu lp , chemica l s  and pr imary me ta l s  wi l l  d e c l ine i n  re la t ive 
s ize , whi le ma chinery wi l l  inc rea s e  in impor tance ( Tab le 5 . 7 ) .  

The four th cha nge i s  the pr ogre s s  of  inf lat ion . In  Japan , 
c onsumer pr i c e s  i nc rea s e d  a t  a n  a nnua l ra t e  of  5 . 0 t o  6 . 1 pe r 
c e nt , the mos t  ra pid r i s e  in the ind u s t r ia l wor ld , du ri ng the 
1 9 60s . Who le s a le price s , on the o the r hand , rema i ned a lmos t  
unchang ed and wer e  the mos t s t ab le i n  the wor ld . The s t ab i l ity  
o f  who l e s a le  p ri c e s might be a t trib utab l e  mos t ly t o  the  fact  
tha t , wh i le the wag e  ra te  rose  as  high as  15  pe r cent at  an  
a nnua l ra t e , t he lab our pr oduct iv i ty i n  manufa c tur i ng i nd u s ­
tri e s  increa s ed a t  a high ra te  s o  tha t t he imba lance betwee n  
the two wa s n o t  s o  s evere a n d  u n i t  labour c o s t s  rema i ned s tab le . 
In  re cent yea r s , however , there ha s b e en a trend t oward s a c ce ­
lera t i on of  wage increa s e s  a s  labour b e c ome s increa s ing ly 
s ca rce . Wage ra t e s  rose by 20  per cent i n  1 9 7 3 . A s  a c on­
s e quence , a pos s ib i l it y  is emerging tha t  the wage i nc rea s e s  
may exceed the pr oduct ivi ty ga ins . I n  S e ptember 1 9 7 3 , c on s umer 
and who l e s a le pr i c e s  s ta ged abnorma l r i s e s  o f  20  a nd 14 per 
cent re spect i ve ly a bove leve l s  the year be fore . This  wa s 
i nf luenced i n  pa rt by t empora ry fa c tors  s uch a s  wor ldwide  
inf lat ion . Ja pa n  i n  the  1 9 70 s  i s  un l ike t o  avert  the cos t 
push inf la t i on tha t ha s been exper ienced i n  Europea n c ountr ie s . 
Wi th  the high labour produ c t iv i t y , howev e r , the prob lem o f  
inf la t i on appe a r s  le s s  s er i ous  i n  Japa n tha n i n  othe r  c ount ri e s . 

Thus , the Japane s e  e c onomy i s  l ike ly t o  c ont i nue a high 
g rowth , wh i le cha ng ing i t s  pa t t e rn o f  growth . Ja pa n wi l l  



Tab l e  5 . 7  

Produ c t i on a nd employme nt s t ru c ture s by i ndu s t ry 

Ab s o l u t e va lue Percenta_g_e __Rroport ion 
Gro s s  d ome s t i c  prod u c t i on Pe r s on s  emp l oyed Gross d ome s t ic prod u c t i o n  Pers ons emp loyed 

( b i l l ion y e n) ( t e n  thousand )  (%) {%) 
1 9 60 1 9 7 0  1 9 80 1 9 60 1 9 7 0  1 9 80 1 9 60 1 9 7 0  1 9 80 1 9 60 1 9 70 1 9 80 

Agr i c u l ture , f or e s t r y  a nd f ishe ry 2 , 1 0 6  4 , 689 1 4 , 0 8 1  1 , 340 886 5 6 9  1 2 . 9  6 . 5  4 . 8  3 0 . 2  1 7 . 4  1 0 . 5  

Min i ng 2 7 8  5 6 6  2 , 3 6 2  43 2 0  1 0  1 .  7 0 . 8  0 . 8  1 . 0 0 . 4  0 . 2  

Manufa c t u r ing 5 , 184 2 4 , 9 2 2  9 4 , 1 61 9 46 1 , 3 7 7  1 , 5 3 5  3 1 . 9 34 . 8  3 1 .  9 2 1 . 3  2 7 . 0  2 8 . 2  

Foods 604 2 , 3 7 8  6 , 200 1 0 6  1 3 4  1 2 5  3 . 7  3 . 3  2 . 1  2 . 4 2 . 6  2 . 3  
Text i le s  443 1 , 43 4  2 , 8 0 5  1 7 1  1 9 8  1 8 0  2 . 7  2 . 0  1 . 0 3 . 9 3 . 9 3 . 3  
Pu l p  a nd pap e r  1 5 5  644 2 , 2 6 9  3 1  40 40 1 . 0 0 . 9  0 , 8  0 . 7  0 . 8  0 . 7  
Chemi ca l s  5 20 2 , 39 5  8 , 9 9 2  5 0  5 9  60 3 . 2  3 . 3  3 . 0 1 . 1  1 . 2 1 . 1  
Pe t ro le um and coa l p r odu c t s  1 9 1  8 9 7  4 , 32 1  4 5 5 1 . 2  1 . 3 1 . 6  0 . 1  0 . 1  0 . 1  
Ceramic s ,  s tone s a nd c la y  prod uc t s  2 1 6  1 , 1 18 4 , 3 73 4 8  6 7  8 5  1 . 3 1 . 6  1 . 5  1 . 1 1 . 3  1 . 6  
Pr ima ry me t a l s  5 9 6  2 , 4 7 3  6 , 0 1 9  68 9 1  103 3 . 7  3 . 5  2 . 0  1 . 5 1 . 8  1 .  9 
Met a l produ c t s  2 2 2  1 , 63 2  7 , 380 54 104 1 2 7  1 . 4 2 . 3  2 . 5  1 . 2 2 . 0  2 . 3  
Ma chinery 1 , 42 3  7 , 9 65 3 6 , 54 1  2 3 9  429 5 3 1  8 . 8  1 1 . 1  1 2  . 3  ' 5 . 3 8 . 3  9 . 8  
O th e r s  8 1 5  3 , 9 8 7  1 4 , 7 6 1  1 7 5  2 5 0  2 79 5 . 0  5 . 6  5 . 0 3 . 9  4 . 9  5 . 1  

E le c t r i c i ty , g a s  a nd wa t e r  3 70 1 , 35 8  7 , 3 80 2 2  2 9  3 0  2 . 3 1 .  9 2 . 5 0 . 5  0 . 6 0 . 6  

Cons t ru c t i on 8 69 4 , 949 2 5 , 684 2 5 3  3 9 4  4 8 7  5 . 3  6 . 9  8 . 7  5 . 7  7 . 7  9 . 0  

Tra n s po r t  a nd c onmuni ca t i ons 1 , 3 1 6  5 , 1 2 2  2 6 , 1 2 3  2 1 7  3 2 4  42 1 8 . 1  7 . 1  8 . 8  4 . 9  6 . 4  7 . 7  

F inanc e , i ns u ra nc e  a nd rea l e s ta t e  1 , 4 1 3  7 , 6 25 30 , 79 1  84 132 1 63 8 . 6  1 0 . 6  1 0 . 4  1 . 9 2 . 6  3 . 0 

Comme r c e  and s e rv i c e s  4 , 7 3 2  2 2 , 42 5  9 4 , 6 3 2  1 5 3 1  l..._9 2 4  2_,2 2 1  2 9 . 1  3 1 . 3  3 2 . 0  3 4 . 5  3 7 . 8  4 1 . 0  
Tota l 1 6 , 2 6 8  7 1 , 65 4  2 9 5 , 2 14 4 , 4 3 6  5..._0 9 4  5_._43 6 1 00 . 0  1 00 . 0 100 . 0  1 0 0 . 0  1 0 0 . 0  100 . 0  

Pr imary indu s t r i e s  2 , 1 0 6  4 , 68 9  1 4 , 08 1  1 , 34 0  8 8 6  5 69 1 2 . 9  6 . 5  4 . 8  3 0 . 2  1 7 . 4  1 0 . 5  

S e c o nd a ry i nd u s tr i e s  6 , 3 3 1  3 0 , 43 7  1 2 2 , 20 7  1 , 24 2  1 , 7 9 1  2 , 03 2  3 8 . 9  42 . 5  4 1 . 4  2 8 . 0  3 5 . 2  3 7  . 4  

Te r t ia_!Y i nd u s t r i e s  7 , 8 3 1  3 6  5 2 8  1 5 8  9 2 6  l_._85 4  2_,_4 1 7  2 8 3 5  48 . 2  5 1 . 0  5 3 . 8  4 1 . 8  4 7 . 4  5 2 . 2  

�: Ja pan E c onomic Re s ea r c h  Cen t e r . 

...... 
0 
N 
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Ta b l e  5 . 8 

W o r l d  GNP 1 popu la t i ons a nd export s  

% propo r t i on 
% change 1 9 60 1 9 7 0 1 9 80 

1 9 60 1 9 70 1 9 80 1 9 60 - 1 9 7 0 -

GNP 2 nomina 1 
( $  b i l l i on) 

Advanced c ount r i e s  9 3 S . 9  2 , 0 7 1 . 8  S , 4 1 S . O  67 . 1  68 . 2  68 . 6  8 . 3  1 0 . 1  
D e ve l oping c ount rie s 1 6 7 . 2  3 2 9 . 0  7 1 7  . o  1 2 . 0  1 0 . 8  9 . 1  6 . 9  8 . 1 
Commun i s t  b l oc 2 9 1 . 8  6 3 7 . 8  1 , 7 60 . 0  2 0 . 9  2 1 . 0  2 2 . 3  8 . 2  1 0 .  7 
Wor ld t o t a l 1 , 3 94 . 9  3 , 038 . 6  7 , 8 9 2 . 0  100 . 0  100 . 0  1 00 . 0  8 . 1  1 0 . 0  
Re f e r e n c e  

Japa n  43 . 1  1 9 7 . 2  l , O S 2 . 7  3 . 1  6 . 5  1 3 . 3  1 6 . S  1 8 . 2  
USA S 03 . 7  9 7 6 . 4  2 , 038 . 8  3 6 . 1  3 2 . 1  2 S . 8  6 . 8  7 . 6  

Popu la t i on s  (mi l l ion) 

Adva nc e d  c ount r i e s  6 7 1 . 8  7 5 4 . S  843 . 2  2 2 . 4  2 0 . 8  1 8 . 9  I . 2  1 . 1  
Deve l op ing countries 1 , 3 7 1 . 8  l , 7 S 6 . 9  2 , 3 1 S . 2  45 . 8  48 . 4  S 2 . 0  2 . 5  2 . 8  
C ommun i s t  b l o c  9 S 6 . 4  1 , l l 9 . 3 1 , 2 9 3 . 3  3 1 . 8  3 0 . 8  2 9 . 1  1 . 6  1 . 5  
Wor l d  t o t a l 3 , 00S . O  3 , 63 0 . 7  4 , 4S l .  7 100 . 0  100 . 0  100 . 0  1 .  9 2 . 1  
Re f e r e nc e  

Japan 9 3 . 4  1 03 . 7  1 1 7 . 5  3 . 1  2 . 9  2 . 6  1 . 1  1 . 3  
USA 1 80 . 7  2 04 . 9  2 3 0 . 0  6 . 0  5 . 6 5 . 2  1 . 3  1 .  2 

GNP pe r ea pi ta 
( $ /head ) 

Adva nced countr i e s  1 , 3 9 3  2 , 746 6 , 422 300 328 362 7 . 0 8 . 9  
Deve l o ping c oun t r i e s  1 2 1  1 8 7  3 1 0 2 6  2 2  1 7  4 . 4  S . 2 
Commun i s t  b l o c  30S S 7 0 1 , 3 6 1  6 6  6 8  7 7  6 . S  9 . 1  
Wor l d  t ot a  1 464 8 3 7  1 ,  7 7 3  1 00 100 100 6 . 1  7 . 8  
Re f e r e n c e  

Japan 4 6 1  1 , 9 0 1  8 , 9S 9  9 9  2 2 7  S O S  l S . 2  1 6 . 8  
USA 2 , 7 8 7  4 ,  7 6 S  8 , 8 64 6 0 1  5 69 SOO s . s  6 . 4  

Expor t s  
( $  mi l l ion , f . o . b . )  

Advanced countrie s 8 5 , 440 2 24 , 700 6 2 8 , 734 66 . 8  7 1 . 9 74 . 8  1 0 . 2  1 0 . 8  
Deve l oping 

c ou nt r i e s  2 7 , 3 9 0  S 5 , 000 1 3 5 ' l l 2 2 1 . 4  1 7 . 6  1 6 . 1 7 . 2  9 . 4 
C ommun i s t  b l oc 1 5 , 03 0  3 2 , 9 9 0  7 6 , 28 3  1 1 .  8 1 0 . 6  9 . 1  8 . 2  8 . 7  
World tota 1 1 2 8 , 700 3 1 2 , 700 840 , 1 3 1  1 00 . 0  1 00 . 0  1 0 0 . 0  9 . 3 1 0 . 4  
Re f e rence 

Japan 

� :  1 .  Nomina l GNP i n  1980 is e s t ima t e d  a s s uming the cha nge s  i n  the e xchange ra t e  
( 1 $ = 2 8 0 ) . 

2 .  Ja pa n ' s  popula t i o n  in 1 9 8 0  inc lud e s  t ha t o f  Oki nawa . 
3 .  Export f igure s f or 1 9 60 and 1 9 7 0  do not a d d  to 1 0 0  p e r  c e nt a s  there a r e  

s ome who s e  d e s t ina t ions a re unknown . 
4 .  Per c e n t a g e  pro po r t i on s  of per ca p i ta GNP a re ind i c e s  w i th wor ld tota l s  a s  

1 00 . 

S ou r c e s :  IMF - IFS for GNP ; d a ta c omp i l e d  b y  Popu l a t i on E s t ima t e  D ivi s io n , U n i t e d  
Na t i ons , f or p op u la t ions ; a nd Uni t e d  Na t i on s  Wor l d  S t a t i s t ica l Yearbook 
f or expor t s , pr ovi d e d  OECD s ta t i s t i c s  for Japa ne s e  a nd Uni t e d  S t a t e s  
e xp or t s . 
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b e c ome more we l fa re s t a t e - oriented i nt erna l increa s 
in s i ze  a s  a n  interna t iona l ma rke t t o  a e c t i on 

the E c on omi c Re s ea rch Cente r ,  GNP i n  1 9 80 
wi l l  t e  $ 1  � OOO b i ll i on o r  b e  ha l f  a s  a s  America ' s  0 

It  wi l l  rea ch about $ 9  OOO  in pe r t e rms , wh ich wi l l  b e  
t han  tha t  of  t h e  Uni t e d  S t a t e s  of  Ame rica ( s e e  Tab l e  

The of  ' s  fut ure e c on omi c 
count rie s wi l l  be s een i n  fore t rade  

on the d eve 
inve s tment and 

t our i sm . 

t hree ma in fac tors  whi ch wi l l  inf lu-
e nce t rade  with the d eve count ri e s o 
The f ir s t  i s  wage s o Whe n  the pe r i n  
rea che s a leve s imi la r t o  tha of t h e  Uni t e d  S t a t e s , ' s  
wage leve l a l s o wi l l  be  nea r t o  tha i n  the Un ited S t a te s . 
Thi s wi l l ,  in  turn , weaken the int e rna t i ona l  ive powe r 
of  s uch lab our = intens ive i ndus trie s a s  t ext i le s , s undr i e s  and 
TV a s s emb The s e cond fa c t or is  lut ion . I ndustria l 
expans i on i n  such a sma l l  a s  i nevi tab make s 
the lem o f  po l lut i on a c ute . Thu s wi th  the a dvent o f  the 
1 9  , oppos i t ion t o  po l l u t i on i s  s t ronger 
wi th  the r e s u l t  that d eve of such indus t ri e s  a s  

ro l eum re , e t c . may 
more on be  re s t r i c ted  in 

The third fa c t or i s  o f  raw mat e r ia l s . As t o  such 
s non� ferr ou s  me ta l s  

raw ma t e r ia l s  
iron ore , e t c . , whi ch 

d i f f i cu l t ie s  w i l l  a ri s e 

s hare  in wor ld 
' s  
leum ,  

the s e  wi inc rea s e  
fa c tors  int o con s i d e ra t i on 

much on for such cornrnod ies wh ich 
of  lab our r e s ources  land a nd wa ter . 

whi ch t ra d i t i ona raw ma teria l s  fue l s  
a nd f ood f r om d eve 
t ured g ood s 
good s 

imes f rom a neg 
1 9 7 2 . Ha f of them were 

A s ia n  c ount r i e s  s uch as  S outh  Korea Formo sa 

ma.nufac=  
Ta ke t ext i le 

t ext i l e s  ha s 
1 9 62 

f rom 

� int e ns ive indu s t r ia l s such a s  wi l l  
increa s e  s t i l l  further the ir sha re of s .  



Impor t s  
( $  mi l li on )  

1 9 5 5  
1 9 60 
1 9 65 
1 9 7 0  
1 9 80 

Ave ra g e  a nnua l 
growth ra t e  ( %) 

1 9 5 5 - 60 
1 9 60- 65  
1 9 65 - 70 
1 9 70 - 8 0  

* 1 9 69 . 
** 1 9 65 - 69 . 

*** 1 9 69 - 80 . 

Tab l e  5 . 9 

Japa nc=�s�e i!J:lp_Or t s _ o f  s e l ec t e d  c ommo d i t ies : text i le s � l umb e r , 
me ta l a nd ma chine ry 

Text i 
Text i le Me ta l 

Lumber  
C o ppe r produc t s  

5 8 6  1 2  6 4  
7 62 1 9  1 73 6 7 3  2 14 2 3 0  7 1  1 9 2  
8 4 7  5 7  5 02 1 , 0 1 9  5 24 15 3 108  3 8 8  
9 2 7* 200* 1 , 3 5 4* 2 , 69 6  1 , 208  341  502  1 , 2 2 2  

1 , 1 6 7  3 , 85 4  7 , 73 8  7 , 02 9  2 , 902  826  1 , 604 9 , 08 3  

5 . 6  9 . 6  2 2 . 0  
1 . 4 2 4 . 6  23 . 8  
2 . 3 ** 3 6 .  9 ** 2 8 . 1 ** 2 1 . 4  1 8 . 2  1 9 . 3  3 6 . 0  25 . 8  
2 . 1*** 3 0 . 8*** 1 9 . 0*** 10 . 1  9 . 2 9 . 3  1 2 . 3  2 2 . 2  

Machinery 

1 42 
435 
7 60 

2 , 29 8  
1 6 , 93 8  

2 5 . 0  
1 1 . 8  
2 4 . 8  
2 2 . 1  

I-' 
0 
ll1 



1 0 6  

Tab le  5 . 10 

Alumin ium ( 1 , 000 tons ) 

Wor ld  impor t 4 , 9 19 9 , 4 1 7  1 9 , 82 3  
Ja pa n  import 2 9 7 1 , 1 60 4 , 09 7  

' s  sha re 6 . 0  1 2 . 3  20 . 7  

Copper ( 1 , 000 t on s )  

Wor ld  import 2 , 5 3 2  3 , 18 6  4 , 65 2  
Ja pa n import 1 68 6 2 9  1 ,  7 7 7  

' s  s ha re 6 . 6  1 9 . 7  3 8 . 2  

Pet ro le um (mi l l ion t on s )  

Wor ld import 5 5 7 1 , 3 3 1  3 , 22 1  
Japan import  3 2  1 63 63 1 

' s  s ha re 5 . 7 1 2 . 2  1 9 . 6  

I r on ore (mi l li on t ons ) 

Wor ld import 1 2 9  2 3 8  405 
Ja pa n impor t 15  83  2 1 7  

Not e s :  1 .  Import s  = raw ma t e r ia l s  + s emi f i n ished product s + 

f in i shed produc t s . 
2 .  F or i ron ore s , ' wor ld ' c ompri s e s  nine d eve l o ped 

countri e s . 

Me ta l Ge s e l l s cha f t , Organiza t i on 
for E co nomi c C o � opera t i on Deve lopment , 
ferrous Me ta l s ; Uni ted  Na t i on s , 
a nd Committee  on I r on a nd S t e e l S ta t i s  

[ Ir on - s te e l s ta t i s t i c s  

(b ) I nves tment . Ja pa n ' s  pr iva t e  i nve s tment wi l l  b e  the 
s e c ond cha nne l o f  i t s  impa c t  on d eve loping e conomie s . Unt i l 
quit e r e c e nt ly ,  Japan wa s a capita l imp or t e r  a nd her ove r s ea s 
i nves tme nt wa s l ow .  But thi s s itua t ion ha s cha nged and now 
i t  s e ems tha t  Ja pa n i s  e nt e ri ng a s tage  of  cap ita l export , and 
we have s ee n  a ve ry s ha r p  increa s e  i n  ove rsea s pr iva t e  inve s t ­
ment s  from Ja pa n i n  the pa s t  two o r  three  yea r s  ( Tab le  5 . 1 1) . 
The change i s  a s cribed t o  the fa c t s  t ha t  Japa n ' s  f oreign  ex­
change ho ld ings have increa s ed to enab le  the na t ion to inve s t  



Tab le  S .  l l  

Japa n ' s  d i re c t  inve s tment s a broa d  
( proj e cted  f or f i s ca l  1 9 80)  

($  mi l l i on )  

Re s ource - or F 
oriented ma rke t - s e rvice  

A l l  a rea 1 3 , 9 10 7 , 1 8 1  6 , 3 67 
( S O . 6 )  ( 2 6 . 2 ) ( 23 . 2) 

North Ame r i ca 1 , 66 1  3 9 6  2 , S lO 
( 6 . 0) ( 1 . 4) ( 9 . 2 ) 

La t in Amer i ca 1 , 49 1 2 ' 6 l l  83S  
( S  . 4) ( 9 . S ) ( 3 . 0) 

Southea s t  Asia  2 , 2 9 3  2 ' 7 1S 534  
( 8 . 4) ( 9 . 9 ) ( 2 . 0) 

Europe l l2 2 , 15 7  
( 0 . 4) ( 7 . 9 )  

Mid d l e  and nea r  3 ' 7 1 9 S 3  3 
Ea s t  ( 13 . 6 )  ( 0 . 2 ) ( 0 . 1 ) 

A fr i ca 1 , 2 9 2  20S 1 
( 4 . 7 )  ( 0 . 7 )  ( 0 . 1 ) 

Oceania 2 , 49 4  6 0 9  2 8 7  
( 9  . 1 ) ( 2 . 2 ) ( 1 .  0 )  

P lanned e conomy 9 60 480 so 

Annua l % growth , 1 9 6S ( $ 9 1 7  mi l l ion) - 1 9 7 0  -
1 9 70 � 1 980  -

1 0 7  

Tota l 

2 7 , 4S 8  
( 100 . 0 )  

4 , S 6 7  
( 1 6 . 6) 

4 , 93 7  
( 1 8 . 0) 

5 , S 42 
( 20 . 2 ) 

2 , 2 6 9  
( 8 . 3 ) 

3 , 7 75 
( 1 3 . 8 )  

1 , 49 8  
( 5 . S ) 

3 , 3 9 0  
( 1 2 . 4) 

1 , 490 

3 1 . 4% 
2 2 . S% 

ove rsea s ,  tha t  Ja pa n nee d s  t o  p la c e  more empha s i s a s  a means  
t o  procure raw ma t e r ia l s  on he l ping f ore ign c ount rie s d eve lop 
the ir na tura l r e s ource s , and tha t  the h igher d ome s t i c wage 
ra t e s  have mad e  i t  more adva ntageous f or Ja pa n to  manufa c t ure 
g ood s ab road ( s e e  Tab le S . 12 ) . 

Ja pa n ' s  i nv e s tment ab roa d ha s invig ora t e d  e conomi c a ct ivi­
t i e s , upgraded e ntre preneurial ab i l i ti e s ,  impr oved produc tivity , 
and i ncrea s ed export s i n  re c ip ient c ountri e s . The be s t  examp l e s  
a re p rovided  by S outh Korea , Ta iwa n , Hong Kong a nd S inga pore . 
I nve s tment  abroa d  i s  of  grea t va lue , i t  i s  th ought , i n  tha t i t  



Tab le  5 . 12 

S ummary of  Japa n ' s  i nt er na t iona 1 paymen t s  

$ mi l l ion 

1 9 5 5  1 9 60 1 9 65 1 9 70 1 9 80 1 9 5 5= 1 9 60=  
60  65  

Trad e  ba lance - 5 3  2 68 l ;, 90 1  3 , 9 63  1 4 , 3 75 = 48 . 0  
Export 2 , 008  3 , 9 7 9  8 , 3 3 2  1 8 , 9 69 8 8 , 7 9 2  14 . 7  1 5 . 9  
I mport 2 , 0 6 1  3 '  7 1 1  6 , 43 1 1 5 , 00 6 74 , 4 1 7  1 2 . 5  1 L 6 

I nv i s ib le ba lance 25 8 - 100 - 8 84 = 1 , 785  = 6 , 983  - 5 4 . 6  
Rec e i pt s 7 12 9 49 1 , 5 6 3  4 , 00 9  1 8 , 604 5 . 9 10 . 5  
Payme n t s  454 1 , 049 2 , 44 7  5 , 79 4  2 5 , 5 8 7  1 8 . 2  1 8 . 5  

G ood s a nd s e rvice  2 05 168  1 , 0 1 7  2 , 1 7 8  7 , 3 9 2  - 3 . 9  43 . 4  
Rec e i p t s  2 , 720  4 , 9 2 8  9 , 895  2 2 , 9 7 8  1 0 7  ' 3 9 6  1 2 . 6 15  . o  
Payment s 2 , 5 15 4 , 7 60 8 , 8 7 8  2 0 , 800 100 , 004 1 3 . 6  1 3  . 3  

Tra n s f e r s  25  - 25 - 85 - 208  = 4 ;1 3 9 2  - 2 7 o 7  
Rec e ipt s 4 7  62 63 9 8 2 1 4  5 . 7  0 . 3  
Payme nt s 2 1  8 7  148 3 0 6  4 , 60 6  3 2 . 9  1 1 . 2  

Current ba la nce 2 2 7  143 9 3 2  1 , 9 7 0  3 , 000 - 8 . 8  45 . 5  
Rec e ipt s 2 , 7 6 7  4 , 9 9 0  9 , 95 2  23 , 0 7 6  1 0 7  ' 6 10  1 2 0 5  1 4 . 8  
Payme nt s 2 , 5 3 6  4 , 847  9 , 02 6  2 1 , 10 6  104 , 6 10 13 . 8  1 3 . 2  

Long - t erm c a pi ta l = 24 - 5 5  - 4 15 - 1 , 5 9 1  - 3 , 000 1 8 . 0  49 . 8  
I n f l ow o f  d eb t s  7 1 1 7  3 1  440 8 '  65 9 7 5  0 6 - 23 . 3  
O ut f l ow of  ca pita l 3 2  1 7 2  446 2 , 03 1  1 1 ,  6 5 9  40 . 0  2 1 . 0  

Ba s ic ba lance 202  8 8  5 1 7  3 7 9  = - 15 . 3 42 . 5  

a nd 

% _g_rowth 
1 9 65 -

70  

1 5  . 8  
1 7 . 9  
1 8 . 5  

15 . 1 
2 0 . 7  
1 8 . 8  

1 6 . 5  
1 8 . 4  
1 8 . 6  

1 9 . 5  
9 . 2  

15 . 6 

1 6 0 1 
1 8 . 3  
1 8 . 5  

30 . 8  
70 . 0  
35 . 4  

6 . 0  

1 9 60 -
7 0  

3 0 . 9  
1 6 . 9  
1 5  . o  

3 3 . 4  
1 5 . 5  
1 8 . 6  

2 9 . 2  
1 6 . 6  
1 5 . 9  

2 3 . 6  
4 . 7 

1 3 . 4  

3 0 . 0  
1 6 . 5  
15 . 8 

40 . 0  
14 . 2  
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i s  not a me re inf l ow of fund s but c on t ribu t e s  to  the  improve ­
ment of  te chno l ogy , marke t i ng a nd ma na geme nt . 

The re have been  ins ta nce s , howeve r ,  o f  Ja pa n ' s  ove r s ea s 
inve s tme nt int e n s i fying frict i on s  b e twe en  Ja pa ne s e  and l oca l 
ent erpr i s e s  i n  host  cou nt r i e s . Ther e  a re c omp la in t s  tha t  
loca l bu s ine s s e s  have b e e n  s ub j e c t ed t o  Ja pane s e  compe t it ion , 
tha t  Japane s e  ente rpri s e s  emp l oy l oca l labour a t  unrea s onab ly 
l ow wage s a nd g ive them no cha nce for advancement and t ha t  
Ja pa ne s e  e nt e rpri s e s  d o  n o t  re inve s t  pro f i t s  b ut remit them 
home . Direct  inve s tment i s  l iab le t o  crea t e  grea t e r  f r i c t i on s  
than t rade . I n  Japa n ' s  own ca s e , i t  s e ems t o  have b ee n  tha t  
i n  the pa s t  the g ove rnme nt s e l e c ted a nd permi t t ed on ly tho se 
ca s e s  o f  f oreign ca pita l impor t s  which were d e emed t o  c on t r ibute 
to  t he improvement of  na t i ona l e conomy . More caut ion may ne ed 
t o  b e  exe r c i s ed in c o - o pera t ion in  the f i e ld of  i nve s tment  
tha n  in trade . 

( c ) Aid . Ja pa ne s e  a id ha s expand ed with the growth of  the 
e conomy a nd of Ja pan ' s  interna ti ona l  resp ons ib i l i t ie s . With 
i t s  exte rna l a id rea ching $ 7 . 2  b i l l ion in  1 9 7 2 , Ja pan ha s 
emerged  a s  the wor ld ' s  s e c ond la rge s t  a i d - g iv ing c ountry next 
t o  the United S ta te s . The amount repre s e nt s  0 . 93 per cent of 
i t s  GNP , or a lmo s t  equa l t o  the one per cent of GNP s e t  by the 
Un ited Na t ion s a s  the a id -g iving target . Howeve r ,  the ra t i o  
of  Japa n ' s  O f f i ci a l Deve l opme nt A s s i s tance  ( ODA) t o  i t s  t ota l 
a id i s  a me re 0 . 2 1 per c e nt of GNP , far b e l ow the 0 . 7  per cent 
goa l set  by the Uni t ed Na t i on s . Thi s ha s mad e  a furthe r in­
c rea s e  of  ODA one o f  the ma j or po l i cy ob j e c t ive s o f  the na t i on . 
Much c ontrib u t i on wi l l  b e  mad e  t owa rd the e c onomic deve lopment 
of  d eve loping count r i e s  i f  the ODA is  used  for  the construct ion 
of infra s truc t ure , s uch a s  trans porta t ion , a g ri cu lture , wa t e r  
contro l , a nd urba n d eve l opment , a n d  for  ma npowe r t ra ini ng , 
me d ica l ca re and the l ike . I t  i s  imp or tant  tha t  the u s e  of  
ODA fund s b e  c o - ord ina ted care ful ly wi th othe r pub l ic expend i­
ture a nd be i nve s ted in f ie ld s which cons t i t ut e  the  f ound a t ion 
for d eve l opme nt . 

I t  i s  c e rta i n  tha t the re lat i ons  b e twe en  Pa pua New Guinea 
and Japan wi l l  get very c lo s e  in  the fut ure . A lready the 
re la t ive importa nce o f  Ja pa n  in the t rade  o f  Pa pua New Gu inea 
ha s g rown much la rge r .  Japan ' s  s ha re in  Papua New Guinea ' s  
t ota l impor t s  increa s ed f rom 8 . 3  pe r cent  in 1 9 65 t o  1 7 . l  per 
cent in  1 9 7 1 . I t s s ha re in the export s expa nded as we l l  f rom 
3 . 6 per c e nt t o  1 1 . 8  per cent d uring the same period . In  1 9 7 2 , 
Ja pan imported  f rom Pa pua New Gui nea good s wor th $ 15 mi l l ion 
or s ix t ime s the prev i ou s  yea r ' s  f igure , and expor ted  to the 
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good s wor th  mi l l i on o r  twi c e  t he p reviou s  yea r ' s  
The re wi l l  b e  a b ig increa s e , though sma l l i n  ab s o -

lute va l ue , i n  s into  o f  such primary produc t s  a s  
lumb e r  vene e r  logs , c opra c o f fe e , cocoa � shrimps , prawns 
a nd l ob s t e r s o Deve l o pment o f  e le ct r ic p owe r for  baux i t e  
sme lt ing a ppear s  bene f i c ia l t o  b o t h  count rie s  The future o f  
t ra de r e la t i on s  b e twee n  t he two c ount r ie s  wi l l  depend much on 
t he ext e nt of progre s s  to be mad e  in the d eve l opment of such 
na t ura l r e s our c e s  a s  copper , a lumin i um na tura l ga s ,  fo re s t s , 

l e c t r i c  power , e t c . The Ove r s ea s E co nomi c Coope ra t i on 
Fund i s  Pa pua New Gui nea w ith  fund s f or t he d eve l op -

a nd i ndus trie s o  Japa ne s e  b u s i ne s s e s  
the re more a c t ive I t  i s  expe c ted t ha t  not  

produc t s  b ut a l s o  manufa c ture s s u ch as  c opper , 
a lumini um , l umber , veneer  a nd pa lm o i l wi l l  be  imp or t e d  into 

On the othe r  hand export s  
a re 
trucks a nd bu s e s , c ons t ruct ion , 
sumer d urab l e s  such a s  t rans i s t or rad ios � 
S O  f or th o 

i on equipment a s  
canned f oo d , c on­
iron a nd s te e l and 

which i s  end owed wi th minera l a nd 

, whi ch 
d eve lopment a nd 

product s a nd wa t e r  r e s ource s , 
manufa c t ured g ood s f o r  indus t r ia l 

mica l t o  a very high 
New Guinea a gr icu l tura l �  

re la t ive we · of minera l 
wi l l  incre a s e  g ra d ua l a s  the 
New Guinea make s progre s s . 

ea ch other e cono­
impor t s  from 

product s o  The 
proce s s ed g ood s import s 

e conomi c deve l opment o f  Pa pua 
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JaEa ne s e  exEort s by c ommod i ty grouE 

1 9 5 5  1 9 60 1 9 65 1 9 7 0  1 9 80 

F o od st u f f s  1 3 3  25 6 3 44 648 1 , 28 7  
( 6 .  6 )  ( 6 . 6 )  ( 4 . 1 ) ( 3 . 4) ( 1 . 4) 

Raw ma t e r ia l s  a nd 3 9  6 6  1 2 7 1 9 9  346  
fue l s  ( 1 .  9 )  ( 1 .  6 )  ( 1 . 5 ) ( 1 . 0) ( 0 . 4) 

Light ind us t ry 1 , 0 7 8  1 , 95 9  2 , 74 1  4 , 3 3 5  1 1 ,  0 1 1  
prod uc t s  ( 53 . 5 ) ( 48 . 4) (3 1 .  9 )  ( 22 . 4) ( 1 1 . 9 ) 

Hea vy and chemi ca l 7 6 1  1 ,  75 6 5 , 240 1 3 , 9 8 2  7 9 , 540 
ind u s t ry Eroduc t s  ( 3 8 . 0) {43 . 4) ( 62 . 5 ) ( 7 2  . 4) ( 8 6 . 3 ) 
Tota l exp ort s 2 , 0 1 1  4 , 05 5  8 , 45 2  1 9 , 3 18 9 2 , 1 84 

( 100 . 0) ( 100 . 0) ( 100 . 0) ( 100 . 0) ( 100 . 0) 

No t e : F igur e s  in  pa renthe s e s  show percenta g e s  of  the t ota l .  

Annua l growth ra t e  {%2 
1 9 5 5 - 1 9 60 - 1 9 65 - 1 9 70-

65 

1 4 . 5  5 . 1  1 3 . 5  7 . 1  

1 1 . 1  14 . 0  9 . 4 5 . 7 

1 2 . 7  6 . 9 9 . 6  9 . 8  

1 8 . 2  2 5 . 0  2 1 . 7 1 9 . 0 

15  . 1  1 5 . 8  1 8 . 0  1 6 . 9  

t-' 
t-' 
t-' 
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Japanese  import s  by  c ommodity gro up 

Import s  ( $  mi l lion) Growth rate 
_(annua 1 avera_g_e iJ_ 

1 9 5 5  1 9 60 1 9 65 1 9 70 1980 1 9 5 5 - 1 9 60- 1 9 65 - 1 9 70-
60 65 70  80  

Food s tu f f s  625 5 48 1 , 4 70 2 , 5 74 8 , 43 1  - 2 . 6  2 1 . 8  1 1 . 8  12 . 6  

Raw materia l s  1 , 263 2 , 209  3 , 220 6 , 6 7 7  1 9 , 5 03 1 1 . 8  7 . 8  1 5 . 7  1 1 . J  
Texti le  5 8 6  7 62 847 9 63 1 , 1 6 7  5 . 4 2 . 1  2 . 6  2 . 0  
Minera l 186  6 73 1 , 0 1 9  2 , 69 6  7 , 029  2 9 . 3  8 . 7  2 1 . 4  10 . 0  
Other  49 1 7 74 1 , 35 4  3 , 0 18  1 1 , 30 7  9 . 5  1 1 .  8 1 7 . 4  1 4 . 1 

Minera l fue l s  289  742 1 , 626  3 , 905 1 6 , 6 7 6  20 . 8  1 7 . 0  1 9 . 2  15 . 6  

Chemica l s  1 12 2 65 408 1 , 000 5 , 074  18 . 3  9 . 0  19 . 6  1 7 . 6  

Machinery 142 435 7 60 2 , 2 98  1 6 , 93 8  25 . 0  1 1 . 8  24 . 8  2 2 . 1  

Other manufacture 41 294 684 2-2.42 7 2 2...1.300 48 . 2  18 . 4  2 8 . 8  24 . 5  
Tota l 2...1.47 1 4..l..49 1 8..l..169  18-2.8 8 1  8 8-2.92 2  12 . 7  12 . 7  18 . 3  1 6 . 8  

Note : Va lues i n  c . i . f .  

Percentage i n  tota l imports  

1 9 5 5  1 9 60 1 9 65 1 9 70 1980  

2 5 . 3  12 . 2  18 . 0  1 3 . 6  9 . 5 

5 1 . 1 49 . 2  3 9 . 4  3 5 . 4  2 1 . 9 
23 . 7  1 7 . 0  10 . 4  5 . 1  1 .  3 

7 . 5  15  . o  12 . 5  14 . 3  7 . 9  
1 9 . 9  1 7 . 2  1 6 . 6  1 6 . 0  12 . 7  

1 1 . 7 16 . 5  19 . 9  20 . 7  18 . 8  

4 . 5  5 . 9 5 . 0 5 . 3 5 . 7  

5 . 7  9 . 7  9 . 3  1 2 . 2  1 9 . 0  

1 .  7 6 . 5  8 . 4  1 2 . 8  25 . 1  
100 . 0  100 . 0  100 . 0  100 . 0  100 . 0  

t-' 
t-' 
N 
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S ha re o f  Japa n e s e  import s i n  export s ,  s e lected  a rea s , 1 9 6 9  a nd 1 9 80 
(%)  

F ood - Raw Mine ra l Mac hinery 
Chemi ca l s  and Othe r s  Tot a l 

tus  

D eve l oped 
a rea s t ot a l 5 . 2 ( 9 . 9 ) 13 . 0 ( 24 . 6) 8 . 4 ( 1 8 . 4) 3 . 9  ( 6 . 8) 2 . 1  ( 5 . 6) 1 . 9  ( 6 . 7 ) 3 . 8 ( 7 . 7 ) 

USA 13 . 5 ( 24 . 9 ) 24 . 7 ( 45 . 5 )  2 8 . 3 ( 44 . 9) 9 . 0 ( 15 . 2 ) 4 . 9 ( 13 . 1 ) 6 . 0 ( 18 . 7 )  9 . 2 ( 1 8 . 0) 
Ca nada  6 . 8 ( 14 . 7 )  1 1 . 6 ( 1 6 . 2) 1 . 8  ( 2 . 7 ) 3 . 7  ( 8 . 2 ) 0 0 2 ( 3 . 1 )  2 . 8  ( 3 . 8 ) 4 . 2  ( 6 . 0) 
We s t e rn Europe 0 . 8  ( 3 . 0) 0 . 9  ( 2 . 8) 0 . 1  ( 0 . 1 )  2 . 4 ( 4 . 4) 1 . 2  ( 2 . 8) 1 . 0  ( 3 . 4) 1 . 1 ( 3 . 2) 

EEC 0 . 8  ( 2 . 4) 0 . 8  ( 1 . 4) 0 . 0  ( 0 . 1 ) 2 . 2  ( 3 . 8 ) 1 . 0 ( 2 . 7 ) 0 . 7  ( 2 . 6) 1 . 0  ( 2 . 7 ) 
EFTA 1 . 1  ( 6 . 3 ) 1 . 1 ( 5 . 4) 0 . 2  ( 0 . 1 ) 2 . 9  ( 6 . 3 ) 1 . 5  ( 3 . 2) 1 . 5  ( 5 . 6) 1 . 5  ( 4 . 7 )  

ANS 1 1 . 0 ( 2 3 . 4) 3 2 . 0 ( 49 . 9 ) 5 5 . 4 ( 8 7 . 3 ) 9 . 3  ( 8 . 2 ) 0 . 3  ( 0 . 3) 8 . 7 (43 . 0) 1 8 . 9 (40 . 2 ) 

Deve loping 
a rea s t ota l 5 . 3 ( 10 . 0) 1 6 . 8 ( 3 3 . 1 ) 1 2 . 1 ( 23 . 5 ) 4 . 8  ( 8 . 5 ) 2 . 5  ( 6 . 4) 7 . 8 ( 20 . 4) 1 0 . 2 ( 20 . 8) 

S outhea s t  A s ia 1 4 . 5 ( 1 8 . 3 ) 2 6 . 8 ( 5 3 . 3 ) 2 2 . 0 ( 48 . 8) 1 1 . 6 ( 1 6 . 8) 3 . 2 ( 2 7 . 9) 6 . 3 ( 2 0 . 8) 1 4 . 8 ( 2 8 . 2 ) 
We s t  As ia 1 . 0  ( 2 . 2 ) 4 . 0  ( 6 . 2 ) 2 1 . 9 ( 3 6 . 2 ) 2 . 3 ( 4 . 7 ) 0 . 0  ( 0 . 9 ) 4 . 2 ( 1 0 . 0) 1 8 . 4 ( 3 0 . 2 ) 
La t in Ame r ica 3 . 9 ( 1 1 . 2 ) 1 6 . 3 ( 2 5 . 3 ) 0 . 8 ( 2 . 4) 2 . 6  ( 2 . 1 ) 0 . 0 ( 2 . 9 ) 6 . 5 ( 13 . 5 )  5 . 8 ( 1 2 . 2 ) 
Afr i ca 1 . 5  ( 5 . 2 ) 6 . 3 ( 10 . 9 ) 0 . 1  ( 1 . 5 ) 0 . 7  ( 4 . 3 ) 7 . 7 ( 10 . 6) 1 3 . 2 (3 3 . 5 ) 4 . 6 ( 1 1 . 2) 

e c onomy 

1-1 
e c t i on for  1 9 80 i n  pa renthe s e s . 1-1 

w 



Chapter  6 

Me l T og o l o  

Mr Ka namori ' s  pa per i s  fra nk about t h e  Ja pa ne s e e conomy , 
the d ir e c t i on of i t s  i nve s tme nt a nd t rade , a nd the a im of  
c rea t i ng a b e t t e r  re lat i onshi p with t he l e s s d eve l oped 
countrie s .  Ja pa n i s  one o f  the b igge s t  e conomi c power s  in 
the wor ld . As the on ly ma j or e conomi c power i n  the As ia n­
Pa c i f i c  reg io n , i t s  impa ct  i s  going t o  be f e l t  more s t rong ly 
i n  t h i s  reg ion tha n  a nywhe re e l s e . Whi le Kanamor i ' s  pa per 
pre s e nt s s ome s t rong v iews o n  the e conomy o f  Ja pa n , the em­
pha s i s  is on the d e s cript ion a nd a na ly s i s  of the a gg rega t e  
dema nd a nd s upp ly pos i t ion of  the Japane s e  e conomy a n d  s ome 
of the thing s  tha t d i re c t ly a ff e c t  Pa pua New Gui nea are  not 
t re a t e d  in d e ta i l . The pa pe r ha s exp o se d  b o th t he s t re ngth 
a nd weakne s s  of  the e conomy a nd the t r e nd i t  is  l i ke ly to  take 
in the future . It  i s  obv i ous tha t  Ja pa n ' s  re lat ionsh i p  i s  
l ike ly t o  expa nd wi th  both the le s s  d eve l oped c ount r i e s  a nd 
a l s o  w i th t he me t ropo l i ta n  powers . 

As far  a s  Pa pua New Gui nea i s  c once rned , the t rue na t ure 
of  Ja pa ne s e  bus i ne s s  a ct iv i t i e s  wi l l  be j udged  by h ow such 
venture s d irect ly a f f e c t  t he peop l e  a nd by h ow much b ene f i t  
t h e  na t i ona l government obt a ins . The long � t e rm e ff e c t s wi l l  
a ri s e  from tra d e  income s  growt h , the d i se c onomi e s  o f  po l lu­
t ive i nd u s t rie s and genera l c ont ro l o f  t he e c onomy by f ore ign 
i nve s tme nt . As more Japane s e  f irms c ome to Pa pua New Guinea , 
the ir impa c t  on the e c onomy wi l l  grow a nd with i t  the pre s s ure 
on d e c i s ion-ma ke r s  wi l l  grow . Thi s is true for a l l i nve s t or s , 
not o n ly those  from Ja pa n . 

As po l l ut i on and  oppos i t i on t o  i t  g rows , Jap a n  wi l l  a d d  t o  
i t s  d e pe nd e nc e  on import e d  c ommod i t i e s  a n  increa s e  i n  the leve l 
of  priva t e  inve s t me nt i n  l e s s d eve l oped c ount r i e s .  A Japa ne s e  
c ompa ny ha s a lready e s tab l i s he d  a wood chip i ndus t ry i n  Pa pua 
New Guinea . I t  is a l s o  very l ike ly t ha t  Ja pa ne se f i rms wi l l  
w i s h  t o  u s e  the hyd ro - e le c t r i c i ty re s ources  ( e s pe c ia l ly i n  
the Pura r i )  a s  a b a s i s for manufa c turi ng i nd u s t rie s . Be ca use  
many raw ma t e ria l s  i n  Ja pa n a re a pproa ching exha us t io n  a nd 

1 1 4 
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the re are  unc e r ta i nt ie s  about a lt e rna t ive l oca t ions for i nve s t ­
ment ( e s pe c ia l i n  S ou thea s t  A s i a ) , the re la t ive abund a nc e  o f  
the s e  res ource s in Pa pua New Guinea i s  going t o  a t tra c t  more 

d irect  inve s tme nt . Thi s  is  e specia l ly l ike ly 
s ince Pa pua New Guinea is i nca pa b le of exp l o i t ing t he s e  re­
s o ur c e s  on its  own . Not o n ly wi l l  s uch priva t e  i nve s tme nt be  
a t tra ct ed to  reg ions l ike Pa pua New Gu i nea but  i t  may be 
' f or ced ' ou t o f  Japan b e ca u s e  o f  re la t ive ly high labour prices  
i n  A lready , t o  a large d e g re e , Japa n i s  n o  l onge r  i n -
ve s t  i n  t ra d i t iona l ind us t r i e s  ( e . g .  t ext i l e s )  b e ca u s e  
lab our c o s t s  a re t o o  h igh i n  the s e  a c t iv i t ie s . 

Aid i s  t o  b e  one of  the importa nt a rea s i n  f ore ign 
re la t ions . Thi s  i s  a s ens i t ive a nd much d eba ted  s ub One 

i s s ue is whether a id is t o  s upport pro j e c t s  or pro­
g rams . It  is  g e ne ra l a g re ed tha t  the re a re c os t s  as  we l l  
a s  b e ne fi t s  in a i d  tra nsa ct i ons . The ove ra l l  b e ne fi t s  o f  a id 

on how i t  i s  g iven a nd u s e d . Kanamori  poi nt s out tha t 
i s  one o f  the b igge s t  a id d onors i n  the wor ld . Japa n ' s  

d ona t ions  t o  Pa pua New Guinea a re g o i ng t o  incre a s e  i n  the 
fut ure . Aid ha s i t s  fa l l s . I t  can ea s i ly crea t e  a 

l '  re la t ionship  a nd , e s pe c ia l ly a t  a t ime whe n Pa pua 
New Guinea is c lo s e  t o  ga ini ng po l i t i ca l i ndepend ence , the re · 
i s  a pos s ib i  tha t  Ja pa n may wa nt t o  da t e  he r duri ng tha t  

But i t  i s  not i nev i t a b l e  tha t  thing s  wi l l  t urn ou t 
this  way ,  b e ca us e  i f  a id i s  used  prope r ly a nd b a s ed on mutua l 
und e r s  i t  ca n s t imu la te  the product ive ca pa c  o f  

New Guinea . 

' s  re la  with Pa pua New Gu i nea mu s t  b e  c rea t e d  
a nd ma i nt a i ned a t  t he g overnment l eve l .  The re cent v i s i t  o f  
a s e ni or o f f i c ia l wou ld s e em t o  i nd ica t e  the d e s i re 

c rea te  a b e t t e r  image  ove r s ea s . The vi s i t  s ugge s t ed 
ly tha t  Japa ne s e  i nve s tme nt ha s not b e e n  exe rc i s -

caut i o n  a nd c ourt e sy t o  the host  g ove rnme nt . F ore i g n  
i nve s tment a nd t ra d e  mus t  b e ne f it  a nd b e  s ee n  t o  b ene f i t  b oth 
s id e s . In the ca s e  of  the Ja pa n - Pa pua New Gui nea re l a t i onship , 
i t  i s  a more far - s ighted a pproa ch i f  negot ia t ions  a nd 
d e c i s i ons  a re formed a nd take p la ce on a government - t o- g ove rnme nt 
ba s is . Eve n though we re cogni s e  the pro f i t  mot ive s of pr iva t e  

i t  i s  d e s ira b le tha t  cont ro l s  on fore ign i nve s t  
men t  s hou ld no t o n ly be c ont r o l led  by t h e  h o s t  country , b u t  
tha t  s u c h  c on t ro l s  s hou ld b e  exe rc is e d  a s  we l l  the c ount ry 
o f  o f  i nve s tment . I t  i s  o f  c ours e t rue tha t u lt ima t e  

s ho u ld b e  exe rc i s ed b y  the h o s t  

New Guinea i s  e nd owed with minera l re s ource s ,  wa t e r  
r e s ources  a nd t imber prod uc t s . Japa n ca n offer  
manu fa ctured g oo d s  and pe rha ps sk i l ls . It  can  a l s o  o f fe r  
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t e chni ca l a nd mana g e r ia l a s s is tance . Wh i le the s e  a re ha rd 
fa c t s , Papua New Gui nea wi l l  probab have to  lea rn  a lot  from 
the of  the S outhea s t  As ia n  c ou nt r ie s  with Japane s e  
fore ign i nve s tment . The g ove rnme nt o f  Pa pua New Gu i nea mus t  
r e c ognise  tha t  a fa i r  dea l i s  a d ea l tha t  b e ne f i t s  a s  much a s  
pos s ib le the pe op le  o f  t h i s  The advantage s of  a free 
ma rke t  sy s tem a nd i nve s tme nt can ea s i ly b e  i l lu-
s ory . I n  fa ct , it  is  a n  l i s t  pra ct ice  a nd 
t ra d i t i on . Japane s e  invo lvement  i n  the r e s ourc e s  of  Pa pua 
New Gui ne a  i s  not j us t  an i nve s t me nt by c ompa n i e s  s uppor ted 
by ba nks at  home ; t he gove rnme n t  a ls o  g iv e s fu l l  sup-

inve s t o rs ove r s e a s  means  of  s of t  l oa ns t o  
na t i ona ls o The government ha s the i n s t rume nt s t o  

inf luence i t s  na t iona l i nve s t or s ' beha v i our tha t  i s  c ond uc ive 
t o  the o f  s e  i nve s t ment  i n  other c ount rie s 

I n  the le s s  deve l oped c ount rie s t oday the re a r e  fea r s  a bout 
d omina t ion  i nve s tme nt Where  fore ig n  i nve s to r s  
inf luence a nd po l ic ie s , the res u l t ing re lat i onship  
ca n be  bad 0 Kanamor i '  s pa per d o e s  not  rea l ly i nve s t iga t e  this  

o f  t he phenome na of  tra d e  a nd i nve s tment o I think i t  
i s  rea l i s t ic t o  l o ok a t  t he s e  que s t i ons . E c onomi c d omina t i o n  
by one c ountry mea ns t ha t  t he othe r i s  put i n  a pos i ­
t i on o f  e co nomi c d e pe nd e nc e . Eve n  Japa n t o  s ome degre e , i s  
d e pe nd e nt on mos t  o f  the raw ma t e r ia l s  from ove r s ea s . I t  i s  
not who l ly t rue tha t  i s  d e pe ndent  o n  Pa pua New Gui nea 
or even to  say tha t  Ja pa n ' s  i ndus tria l i sa t i on d e pe nd s  on raw 
ma t e ria l s  from Pa pua New Gui nea I t  s mos t  o f  her raw 
ma t e r ia l s  from l ia and o ther adva nced  count r i e s  a s  we l l  
a s  from other le s s  d eve c ountri e s . Howeve r ,  the s i ze  o f  
the Pa pua New Gu i nea e conomy and the na t ure o f  i t s  potent ia l 
re s ource s s ugge s t  s t rong tha t  Pa pua New Gui nea i s  more d e ­
pend ent o n  Japa n tha n  Ja pan i s  o n  Pa pua New Guine a . E conomic 
int e rd e pe nd ence i s  1 a nd b oth count r i e s  a re l ike ly  
t o  share certa in a dvantage s .  But  int e rd e pe nd ence require s 
recogn i t ion  o f  c e rt a in re sponsib i l i t i e s . E va s i on o f  the s e  
re s pons i b i l i t ie s , pe rha ps  s t o  the l imi t the t e rms 
of a forma l , ca n cause  a s ouri ng o f  the re la t ionshi p o 
I t  wou ld be  d a nge rous for a s i t ua t io n  t o  deve lop where e conomi c 
a nd po l i t i ca l a d j us tme nt s  we re c ontr o l led  by out s id e r s o Thi s  
ha s not take n p la c e  o n  a la rge s ca le ,  b ut I think t ha t  we 
shou ld be aware of s ome of the pos s ib i l i t ie s o  
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Pe t e r  L l oyd 

As the two nea re s t  high- inc ome count ri e s Aus t ra l ia a nd New 
Zea la nd pre s e nt potent ia l marke t s  t o  many Pa pua New Gu inea 
produce r s . In thi s pa per I rev iew the d egree of freedom of 
a c ce s s  by Pa pua New Guinea exporters  to the ma rke t s  o f  the s e  
two c ount r i e s  a nd the pos s ibi l it i e s  o f  e ncoura g i ng furt he r  
0���·�r s o f  c ommod i t ie s  t o  them . Mu l t i la t e ra l  t ra de ini t ia ­
t iv e s  o the r than reg iona l t ra d e  a rrangement s ,  a nd tra de i n  
servi ce s , s hipping a nd po l ic i e s  t oward s f ore ign i nve s tmen t  
a re not  d i s cu s s ed . However , t h e  b e ne f i t s  a nd co s t s of  p o s s ib le 
cha ng e s  in Pa pua New Gu inea ' s  t ra d ing c ond i t i on s  w i th Aus t ra lia  
and New Zea land a re not i nd ep e nd en t  o f  othe r  g loba l a nd mu l t i ­
la t era l trade  d eve l opment s and s ome b r i e f  re f e re nc e s  a re mad e  
t o  the s e . 

Aus t ra l ia ha s g iven  Papua New Guinea ' favourite  s o n ' trea t 
me nt in f ixing t a r i f f  ra t e s  on impor t s  into  Aus t ra l ia . Pa pua 
New Guinea ha s been  a nd s t i l l  i s  the only d eve l op ing c ountry 
to re ce ive t he pre f e rent ia l tar i f f  ra t e s  whe re they are a pp l ic ­
a b le . S e c ond , Aus t ra l ia rece ived i n  1 9 5 3  from GATT a wa ive r  
f rom the non - d i s c rimina t i on Art ic l e  1 of  GATT whi ch permit t ed 
he r t o  grant ia l duty- free  t rea tment  to the pr imary 
product s of Pap ua New Gu inea , without rega rd to the ra t e s  of 
duty a pp l icab le  t o  l ike prod uct s  of a ny o the r contra ct i ng 

t o  the Agre eme nt . I n  1 9 5 5  a nd 1 9 5 6  thi s  wa iver wa s ex­
t e nd e d  to i nc lude fore s t  produc t s  a nd the n  pr od uc t s  s ub s ta n t ia l ly 
der ived from pr ima ry produc t s . l Pa pua New Guinea i s  a l s o  

S e e  GATT , 
pp . 18 - 1 9 , 

' pp . 34- 6 ,  

1 1 7 
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e l  l e  for  the t a r i f f  under  the Aus t ra l ia n  pre -
c ountrie s o  There a re law 

conce s s i ons  f or s ome c ommod i t ie s , e spe c i a l rubbe r , fr om Pa pua 
New Guinea o I n  sum ; thes e  s mean  Pa pua New Gui nea 
re ceives  more p re ferences  i n  the cust oms ta r i f f  t han  a ny o the r 
of  Aus t ra l ia ' s  trad New Zea land which re-
c e ive s s ub s tant ia l pre fere nce s from the New Zea la nd Au s t ra lia  
Free  Tra d e  (NAFTA) . 

The va l ue of  a ny f orma l prov i s i on for ia l a cce s s  
s o n  the pa r t i c u lar c ommo d i t i e s  t o  whi ch the pre ferenc e s  

a re exte nd ed in ice  a nd on t h e  leve l s  of tar if f  pre fere nce s 
for the s e  c ommod i t ie s . The la t te r  d epend on t a r i f f  leve l s  on 
import s  from Pa pua New Gui nea re la ti ve to the t a r i f f  leve l s  on 

s of the s ame commod i t ie s  from compe t it ors  in othe r 
c ou nt ri e s o 

I n  order t o  examine how s from New Gui nea have 
been  trea t e d  in the Aus t ra l ian  cust oms tar if f ,  I have tabu la ted , 
in  Tab le  Aus t ra lian  s of  n i ne te e n  commod i t ie s  o f  which 
0�,��v·r s t o  Au s tra lia  exce eded  $ 50 OOO  in 1 9 7 1 = Alt hough 
no t p re se nt t o  Aus t ra l ia , pa lm o i l  wa s inc l uded  
b e ca u s e  o f  th e for sub s ta nt ia l s of  t h i s  commod 
from Pa pua New Gu i nea i n  the f ut ure . of  g o ld bu l l i on � 

s ,  o ut s id e  and g ood s impor ted  f or r e pa irs  
or a lt e ra t i on s  were exc l ud ed from the tab le even tho ugh im­

New Guinea exceeded  $50  OOO  in this  yea r  
a re d e termined s 1 fact ors The 

c ommod i t i e s  inc luded in the tab le  c omb ined a c c ounted f or 9 3  
per cent o f  t he o f  New Gui nea t o  Aus tra l ia i n  
1 9 7 1= 7 2  a nd 2 3  p e r  c e n t  of  s of  New 
Guinea prod uce in the s ame 

The s i s t i c s  in this  tab l e  were d er ived i n  the f ol l owing 
way . Aus t ra l ia d o e s  not l i sh a ny c ro s s - tabu la t i on s  of i t s  

s ta t i s t i c s  c o l l e c te d  on a ta r i f f  item ba s i s  b u t  the 
Bureau  o f  Census a nd S ta t i s  ics kind gave me a c opy o f  a 

- ou t  of  a l l  Au s t ra l ia n  o n  a tar i f f  i tem ba s is 
f rom New Guinea o Thi s e nab led me t o  ident read i  

2 

New Gu i ne a ' s  ma in s to  Aus t ra lia  a nd t he n  to  

Tota l expor t s  of  New Gui nea 
s j  in  1 9 7 1 = 7 2 �  wer e  $ 9 3  042 2 10 ;  

( pre � �·u·� . .  �. 

Canberra 

Ce ntra l 

re = 



extra ct  from the 
s t a t i s t i c s  of  Aus t ra l ian  import s  s ame 
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other countri e s . In  the tab l e  Aus t ra l ia n  impor t s  of  the s e  
i tems a re g iven s epara t e ly for other Pa c i f i c  i s la nd s , f o r  other 
d eve l op ing c ount ries  ( exc lud ing the Pa c i f i c  i s la nd s )  a nd for 
the d eve l oped c ountr ies  ( i . e .  the rema ind e r) as  we l l  as  the 
impor t s  from Pa pua New Gu i nea . I have a l so ca lcu la ted  t he 
average or equiva lent a d  va l orem t a r i f f  ra te  on 
imports  c ommod i ty f r om e a ch of  the  three  c ount ry 
groups a nd from Pap ua New Gu inea . The s e  avera g e s  re f l e ct the 
a pp l i ca t i on of  the c omp lex Aus t ra l ia n  t a r i f f  inc l ud i ng the 
b y- law prov i s ions whi ch mea n  tha t imports  o f  a commod ity  from 
one c ountry may enter  Aus t ra l ia a t  d i f ferent ta r i f f  ra t e s . l 

S ome o f  the nine t e e n  ' commod it ie s ' a re s ing l e  s even-d ig i t  
tar i f f  i t ems , b u t  where  the t a r i f f  c la s s if i ca t i on i nc lud ed i n  
the one i tem quit e d i s pa ra t e  commod i t ie s  I have u s ed s ub - i tems 
a s  ident i f ied  by the s ta t i s t i ca l  key c od e s  in c o lumn ( 2 ) . F or 
examp le , c opra in the Aus t ra l ia n  t a r i f f  c la s s i f i ca t i on i s  a 
pa rt o f  a n  i tem i nc lud i ng o i l a nd othe r  vegetab le  s e eds , d e ­
noted b y  s ta t i s t i ca l  key c od e  23 . 

I t  i s  d e s ira b le t o  exc lud e  such import s  whi ch a re not c lose  
s ub s t itut e s  f or the import s in whi ch we  a re int e re s ted . S imi ­
lar ly ,  I have c omb i ned impor t s whi ch enter Aus t ra l ia und er 

t a r i f f  i t ems in ca s e s  whe re they are  the same e s s en-
t ia l  commod i t i e s  d on ly i n  respect  t o  minor proc e s s ing 
or b e cau s e  o f  a s e pa ra te by- law i tem ,  a s  with coffee , a nd 
na t ura l rubbe r . 

From Tab l e  7 . 1 , con s ide r  f i r s t  the a c tua l ra t e s  o f  d uty  pa id 
on s from Pa pua New Gui nea a lone of the s e  c ommod it ie s . 
The s e  ra t e s  a re given i n  the f i rs t  row for ea ch c ommod i ty 
( C od e  A l l  bu t t hree  o f  Pa pua New Gu i nea ' s  princ ipa l ex-
por t s  to Aus t ra lia entered free o f  d uty . The ir  s of  
p lywood wer e  taxed  at  ra t e s  varying from 0 ( for g overnment 
and law ) t o  3 2  per c en t  ( the pre ferent ia l ra t e ) 
whi ch averaged out a t  8 per cent . There wa s a l ow d ut y  of  1 0  
cent s per l b  on prawns a nd shrimps a nd a 1 5  pe r c e n t  pre fer­
ent ia l duty on the impor t s  o f  ' d i s infe c t a nt s  a nd ins e c t i cide s '  
whi ch we re t imbe r  p re s e rva t ive s . 

Rough ly 
Au s t ra l ia 

mi l l i on of  impor t s  o f  t he s e  commod i t i e s  e nt e red 
free b e cause  of by- law conce s s i ons , principa l ly 

The a ct ua l  t a r i ff s , f or norma l a nd by- law impo r t s , wh ich 
current t o  import s o f  the s e  commod i t ie s , may b e  

obta ined f rom , Depar tment  o f  
r e s pe c t ive ta r if f  i t ems . 
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Tab l e 7 . 1  

Principa l  Au s t ra l ia n  impo r t s from Papua New Gu inea , 1 9 7 1- 7 2  

B r i e f  d e s c ri pt i on 

F i s h , f re s h , c h i l l e d  or 
frozen 

Crayf i s h , prawns , other 
c rus t a c e a n  a nd mo l l u s c s  

Coc onut s ,  o t her t han 
who l e  

Raw c o f f e e  

Tea 

Ground - nu t  ( pe a nu t s )  
a nd kerne l s  

Copra 

C oconu t oi l 

Pa lm oi l 

C o c oa b e a ns , raw or 
roa s t e d  

Pa s s i on f r u i t  j u i c e  

Tari f f  Coun t ry 
i t em c o d e  

03 . 0 1 . 900 1 
2 
3 
4 

Tot a l 

03 . 03 1 
2 
3 
!+ 

Tota l 

0 8 , 0 1 . 400 1 
2 
3 
4 

Tot a l  

0 9 . 0 1 . l lO 1 
09 . 0 1 . 1 90 2 

3 
4 

Tota 1 

0 9 . 0 2 . 90 0  1 
2 
3 
4 

Tot a l  

1 2 . 0 1 . 1 00 1 
2 
3 
4 

Tot a l 

1 2 . 0 1 . 90 0  1 
( 2 3 )  2 

3 
4 

To t a l 

1 5 . 0 7 . 1 9 0  1 
( 1 2 )  2 

3 
4 

Tota l 

1 5 . 0 7 . 1 9 0  1 
( 4 5 )  2 

3 
4 

To t a l 

1 8 . 0 1 . 00 0  l 
2 
3 
4 

T ot a l  

2 0 . 0 7 . 30 0  1 
2 
3 
4 

Tota l 

Va lue of Aus t ra l ian 
impo r t s  ($) 

1 5 2 ' 105 
2 74 

462 , 62 2  
1 5 , 03 2 , 4 1 2  
1 5 , 64 7 , 4 1 3  

6 7 ' 1 3 2  

5 83 , 85 6  
1 , 1 2 8 , 805 
1 ,  7 7 9 ' 793 

1 , 0 6 6 , 3 5 3  
7 2 , 74 9  

7 9 3 , 00 9  
5 , 3 2 1 

1 , 9 3 7 , 43 2  

6 , 708 , 5 0 9  

8 , 65 4 , 7 4 1  
6 7  , 8 7 2  

1 5 , 43 1 , 1 2 2  

469 , 49 8  

2 1 , 1 0 2 , 00 1  
243 , 00 3  

2 1 , 8 14 , 5 0 2  

5 7 3 , 1 8 8  

1 5 , 1 4 8  
1 ,  7 2 4  

5 9 0 , 060 

2 , 3 3 8 , 8 6 9  
1 4 8  

2 , 33 9 , 0 1 7  

1 , 24 6 , 7 7 5  
3 1 , 3 1 6  

4 6 7 , 9 9 6  
1 , 3 9 4  

1 , 74 7 , 48 1  

1 , 7 2 6 , 9 75 
l l 8 , 404 

1 , 845 , 3 7 9  

1 , 63 5 , 7 9 1  
1 6 , 1 0 7  

5 , 30 1 , 7 1 5  

6 , 95 3 , 6 1 3  

1 8 8 , 65 5  
9 

5 0 1  
3 , 3 9 7  

1 9 2 , 5 62 

D u ty ( $) 

2 2 9  
0 

1 6 , 1 7 6  
3 0 7 , 3 1 3  
3 2 3  ' 7 1 8  

2 , 95 6  

62 , 8 1 7  
5 1 , 2 7 0  

1 1 7 , 043 

0 
8 , 1 0 6  

1 0 6 , 67 5  
2 9 7  

1 1 5 , 0 7 8  

0 

1 , 4 9 1 
0 

1 , 4 9 1 

0 
0 

0 

7 8 5  
8 4 7  

1 , 63 2  

0 
0 

0 
0 
0 
0 
0 

0 
0 
0 

0 
0 
0 

0 

0 
3 

105 
2 , 4 9 7  
2 , 60 5  

Ave rage 
t a r i f f  

0 . 2  
0 . 0  
3 . 5  
2 . 0  
2 . 1  

4 . 4  

1 0 . 8  
4 . 5  
6 . 6  

o . o  
1 1 . 1  
1 3 . 5  

5 . 6 
5 . 9  

0 . 0  

o . o  
0 . 0  
0 . 0  

o . o  

0 . 0  
o . o  
o . o  

o . o  

5 . 2  
4 . 9  
0 . 3  

o . o  
o . o  

o . o  

o . o  
o . o  
o . o  
o . o  
o . o  

o . o  
o . o  
o . o  

o . o  
o . o 
o . o  

o . o  

o . o  
3 3 . 3  
2 1 . 0  
7 3 . 5  

1 . 4 
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Ta b le 7 . 1  ( c on t i nued ) 

D i s in f e c t a nt s , 38 . 1 1 .  200 1 1 3 7 , 2 9 4  2 0 , 5 9 5 1 5 . 0  
ins e c t i c id e s ,  e t c . 2 

3 1 3 , 745 3 , 43 6  2 5 . 0  
4 5 9 1 . 0 67 8 2 , 6 1 4  1 4 . 0  

Tot a l 742 , 10 6  1 0 6 , 645 1 4 . 4  

Na t u ra l  rubb e r , c re pe 40 . 0 1 . 1 00 1 2 , 1 63 , 7 2 2  0 0 . 0  
o r  othe r  ( I X  a nd 3 1 ) 2 

40 . 0 1 . 2 9 0  3 6 , 8 9 0 , 7 8 6  4 , 87 8  o . o  
( 1 6  and 3 8 )  4 2 , 09 5 , 42 0  1 8  0 . 0  

Tot a l 1 1 ,  149 ' 9 2 8  4 , 8 9 6  0 . 0  

Wood , in the rough 44 . 03 . 900 1 5 8 , 83 2  0 0 . 0  
2 2 7 1 , 6 7 2  0 o . o  
3 2 , 1 0 1 , 9 3 4  1 , 3 1 0 0 . 1  
4 8 , 1 9 6  7 9 3  9 . 7 

To t a l 2 , 440 , 634 2 ,  1 03 0 . 1  

Wood sawn l e ng t hw i s e , 44 . 05 . 9 2 0  1 1 , 5 15 , 5 7 0  0 0 . 1  
s l i c e d  or p e e led , o t he r  44 . 05 . 9 9 0  2 1 2 2 , 63 5  1 6 , 25 7  1 3 . 3  

3 1 0 , 7 2 2 , 9 7 7  1 , 8 1 0 , 60 8  1 6 . 9  
4 6 7 1 , 2 9 1  4 , 8 75 0 . 7  

Tota l 1 3 , 03 2 , 4 7 3  1 , 8 3 1 , 740 1 4 . 1  

Wood , p laned , tongued , 44 . 1 3 . 9 00 1 4 8 8 , 7 83 0 0 . 0  
g roove d , e t c . 2 

3 1 , 0 6 1 , 2 8 9  1 68 , 1 5 4  15 . 8 
4 6 73 , 43 1  2 5 , 8 7 8  3 . 8 

To ta l 2 , 2 2 3 , 5 0 3  1 9 4 , 03 2  8 . 7  

Wood s awn l e ngt hw i s e  o f  44 . 14 . 9 10 1 2 7 0 , 1 42 0 0 . 0  
a t h i ckne s s  not exce e d - 2 1 5 3  2 9 6  45 , 9 8 8  3 0 . 0  
ing 5 mm ( 0 . 1 9 7  in . ) ; 3 480 143 , 600 2 9 . 9  
veneer shee t s  a nd she e t s  4 4 63 1 1 0 ' 9 84 2 3 . 9  
for p lywood Tot a l 1 , 3 6 7  3 0 0  , 5  7 2  2 2 . 0  

P l ywood 44 . 1 5 . 1 00 1 2 , 0 2 8 ' 102 1 60 , 8 6 7  7 . 9 
2 
3 2 , 3 3 6 , 3 5 3  1 , 33 5 , 5 49 5 7  . o  
4 1 1 64 , 9 5 0  5 9 6 , 7 1 7  5 1 . 2  

T o ta l 5 , 405 2 , 093 , 1 3 3  3 7  9 

Copper wa s t e  a nd s cr a p  74 . 0 1 . 3 0 0  1 3 0 6 , 9 2 3  0 0 . 0 
2 209 , 5 7 3 0 0 . 0  
3 8 6 , 88 6  0 0 . 0  
4 1 , 2 2 3 , 40 8  0 0 . 0  

Tota l 1 , 82 6 , 7 9 0  0 o . o  

Tota l - princ i pa l impor t s  

N o t e : The average t a r i f f  i s  the (du t y/va l ue o f  impor t s )  x 1 00 . 

S ou rc e : Ca l c u la te d  f rom da ta in Commonwea l t h  Bureau of Cens us and S ta t i s t i c s, I mpor t s  
--�-- C l ea re d  for Home Consumpt ion , 1 9 7 0- 7 1 .  

N ume r i ca l Code 1 .  
2 .  
3 .  
4 .  

Va l ue o f  impor t s  f rom 
II II 

Pa pua New G u i ne a  
o t h e r  Pac i f i c  i s la nd s 
o t he r  d eve l oping count r i e s  
d ev e l oped c ount r i e s ( in c lud i ng Ma in land 
China a nd o t h e r  communi s t  c ountri e s )  
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raw rub be r  a nd pa s s i onfrui t j u i c e . The s pe c ia l pre ference t o  
Papua New Gui nea under the GATT wa iver wa s u s e d  t o  obt a i n  duty­
free entry f or export s  of  coconut s a nd pea nut s but  the f ore s t  
prod uc t s  a re by fa r the ma in b e ne f i c ia ries  of  thi s conce s s ion . 
On the o the r hand the re are  s ome non- ta riff  barr i er s in the 
f orm of  qua rant i ne re s t rict i ons on import s  of vegetab le  a nd 
fru i t  produc t s .  

Thus the a ct ua l export s of  Papua New Guinea e nt e red virtu­
a l ly duty- free . I n  fact  the  ave ra ge duty wa s a mere 0 . 9  pe r 
c e nt . Thi s  wa s the l owe s t  avera ge ra t e  o f  duty on tota l im­
port s into  Aus t ra l ia from a ny s ing le cou ntry . The average 
ra t e s  for New Zea land a nd the Uni ted Ki ngd om , b oth of  wh i ch 
re ce ive s ub s t a nt ia l pre f e re nc e s ,  we re 10 . 2  a nd 5 . 0 per cent 
re s pe c t ive ly a nd the average for a l l countr i e s  wa s 1 2 . 8  per  
cent . 1 

Whe t he r  e nt ry i s  rea l ly free d epend s  not  on ly on the ra t e  
o f  duty l evied  o n  a c tua l imp or t s  bu t a l s o  o n  whe the r  a ny 
pot e nt ia l import s were prohib i ted b e ca u s e  o f  high du t ie s . A 
few s ign i f i ca nt potent ia l expor t s  from Pa pua New Gu i nea may 
have been  re s tr i c t e d  b e cau s e  the Aus t ra l ian  g overnment refused  
a reque s t  from Pa pua New Gu i nea f or tari f f  pre ference s ;  for 
examp le , pyre thrum extra ct 2 and d e s s ica ted c oc onut s .  Ove ra l l  
e ntry ha s b e e n  a lmos t  free . O n  the othe r  ha nd we shou ld note 
tha t  if Pa pua New Gu i nea shou ld proc e s s  more heavi ly s ome of 

The s e  ra t e s  for o ther i nd ividua l c ount r i e s  have been ca lcu­
lated  f rom the t ab l e s  pub l i shed by the  C ommonwea l th Bureau o f  
C e n s u s  a nd S t a t i s t ic s , ' Cu s t oms Duty C o l l e c ted  a t  S pe c i f ied  
Ra t e s  of Dut y :  Aus t ra l ia , 1 9 7 1 - 72 ' a nd ' Cu s t oms C lea rance s at  
S pe c i f i ed Ra t e s  of  Duty : Aus tra l ia 1 9 7 1 - 7 2 '  The s e  avera ge s  
re f le c t  the commod i ty c ompos i t ion o f  imp or t s  i nt o  Austra l ia 
from ea ch count ry a s  we l l  a s  ta r i f f  pre f e rence s .  
2 

I n  this  ca s e  the gove rnme nt f o l lowed the re commenda t i on of  
the  Tar i ff Boa rd ; Tari f f  Boa rd Re por t on Pyrethrum , 3 0  June 
1 9 7 2 . At the t ime of the B oa rd ' s  enqu iry pyre thrum extra ct 
impor ted  into  Aus t ra l ia for further re f i ni ng wa s a dmi t t e d  a t  
a gene ra l t a r i f f  ra t e  o f  7�  per c e nt a nd a pre ferent ia l ra t e  
of  z e ro . The Aus tra l ia n  producers  requ e s ted a 25  p e r  cent 
genera l a nd pre fere nt ia l  ra t e  with the s upp l i e s  from the ir 
a f f i l ia te in Pa pua New Gu inea be i ng admi tted  d uty- fre e unde r  
by- law .  The Ta r i f f  Board r e c ommended n o  change in ta r i f f s . 

Th i s  pr ov id e s  a nothe r i l lus tra t ion tha t it  i s  the ext ent 
of pre f e re nc e s  ra ther tha n t he leve l o f  t a r i f f s pa id by im­
port s from one c ount ry which i s  the imp orta nt d e t e rmina nt o f  
t ra d e  pa t t e rns . 
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her  pre s en t  s s uch a s  t imbe r  or  rubber , o r  b e g in t o  ex-
other ma nufa ctured commod i t ie s , then  the high leve l s  of  

for  Aus t ra l ian ma nu fa cture r s  in ma ny i ndus t ri e s  
s evere ly r e s tr ict such expor t s . 

The a dvantage of  free entry f or one country depend s on the 
d egree of f reed om of  e nt ry a ls o  granted  t o  import s from com-

ing c ountr i e s . The t a r i f f  ra t e s  pa id by Pa pua 
New Gu inea in the f i r s t  row s ta t i s t i c s  for  ea ch c ommod ity 
can be compa red with the ave ra ge ra t e s  pa id  by o the r count ri e s  
export i ng the s e  c ommod i t i e s  t o  Aus tra l ia . The la t t e r  a r e  g iven 
i n  rows 2 ,  3 a nd 4 o f  the s ta t i s t ic s  f or ea ch c ommod In 
the o f  the s e  c ommod i t ie s  Pa pua New Guinea d oe s  not 

oy a ta r i f f  pre ference ove r  a ny o f  its c ompe t i t or s  becau s e  
t oo a re ab le t o  t o  the Aus tra l ian  ma rke t s  d uty- free 

e ithe r  through the by- law c once s s i ons (as  with s ome raw coffee , 
crepe rubbe r a nd copper wa s t e  and s c rap)  or through the z e ro 
nomina l ta r i f f  ra t e s  tha t  a pp ly t o  s evera l o f  the s e  commod i t ie s  

, c oc onut o i l , coc oa bea ns a nd tea ) . To  i t  d if f e r -
e n t  , mos t  o f  t h e  export s of Pa pua New Guinea wou ld have 
entered duty- free without the s pe c ia l t o  the Pa pua 
New Gu inea p roduc t s . Ther e  a re s ome s ign if icant  exce p-

f ore s t  produc t s  a nd the l e s s e r  excepti ons of  
coconut s 3  a nd pa s s ionfru i t  j u i c e , in whi ch Pa pua New 
Guinea ha s e n j oyed a rea l a dvantage ove r  i t s  c ompe t i t or s . I t  
shou l d  b e  no ted , howeve r ,  tha t i n  the ca s e  o f  mos t  fore s t  

s ,  wood in the r ough a nd t imbe r ,  the prod uce rs 
New Gu i nea mus t  now compete  on a n  equa l tar i f f  ba s i s  

the New Zea land s upp l ie r s  who have ga ined ta r i f f - free 
into  the Aus t ra lia n ma rke t s  f or the s e  und e r  

the 1 9 6 6  New Zea la nd Aus tra l ia Free  Tra d e  

The s e  tar i ff s ta t i s t i c s  d o  n o t  the f u l l  extent  of  s ome 
of the pre fe re nce s .  In the ca s e  of c of fe e , law ent ry i s  

only t o  pers ons who coffee  yea r ob ta in a t  
l ea s t  3 0  per c e nt o f  the ir t ota l s o f  raw or ki l n-
d r ied c o f fe e  f r om New Gui nea . In  the ca s e  of  raw rubber  
the law import s a re gra nted t o  the Pa pua New Gu i nea 
b e f ore the of other c ount ri e s  a nd t ho s e  import s wh ich 

law a re s ub j e c t  t o  a s l id s ca l e 
New Guinea a 

when  pr ices  for  import e d  raw rubb e r  fa l l  be l ow 25  cent s per 

icu lar intere s t  t o  us  i s  the t rea t -
New Guinea w i th the 

s f rom the other Pa c i f i c  i s land s  The re 
a re s eve ra l c ommod i ti e s  in the export of which New Guinea 

oys a f i cant  advantage ove r its  Pa c i f i c  i s  land 
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c ompe t i t or s . Import s  of  d ried  a nd othe r coc onut s int o Au s tra l ia 
from Pa pua New Gu i nea e nt e red duty- free whe rea s those from o ther 
Pa c i f i c  i s land s ( Tonga in t h i s  ins tance ) and other c ount rie s 
pa i d  a t a r i f f  of 1 . 7  cen t s  pe r lb . I n  the ca s e  o f  pa s s i onfruit  
j u i ce impor t s  from c ountries  othe r  than Pa pua New Gu inea pa id 
a gene ra l ta r i ff of  e ithe r 9 0  or 82  cen t s  pe r ga l l on .  Impor t s  
o f  thi s c ommod i ty from F ij i  were o n  $ 9  b ut import s  from F i j i 
and othe r c ount r i e s  may have i ncrea s ed , a nd pos s ib ly t o  the 

of Pa pua New Gu inea , if the re had b e e n  no t a r i f f  
f o r  Pa pua New Gu inea . I n  the ca s e  of  wood , impor t s  

from F i j i ent e r  Aus tra lia  o n  much le s s  favourab le t e rms tha n 
those  a c corded  Papua New Guinea . 

I n  cont ra s t  t o  Au s t ra lia New Zea la nd ha s not mad e  a ny c on�  
ce s s ions t o  Pa pua New Gui nea a lone . Pa pua New Guinea ha s been  
e le  f or Bri t i s h  1 ta ri f f  ra t e s  whe re s e  a re 
l ower tha n  the mos t = favoured na t i on or g e ne ra l ra t e s  but New 
Zea la nd un l i ke Au s t ra lia , ha s a ls o  extended BP ra t e s  t o  a l l  
d eve l op ing a nd deve loped memb e r  count r i e s o f  the Bri t i s h  C om­
monwea l th . l Papua New Guinea wa s i nc luded , with other d eve l op­
ing count r ie s , i n  the pre f erence s wh ich New Zea land introduced 
in 1 9  as  a o f  UNCTAD ' s  Gene ra l i zed of  Pre ferenc e s  

Pa pua New Guinea wa s i nc luded  i n  t h e  c ountr i e s , a l l  
members  or ob s e rvers  o f  the S out h Pa c i f i c  tha t  may 
bene f i t  from the Pa c i f i c  I s land s Ha nd i c ra ft S cheme which wa s 
announced b y  New Zea land i n  S eptembe r  1 9 733 a nd i n  the ea r l i e r  
s cheme whi ch pr ovided l i cens a l loca t i ons for hand i =  
c ra ft s  f rom a number of  S outh Pa ci f ic count ries  b ut i t  re ce ived 
a very sma l l  a l l oca t i on . Furt he rmore , New Zea la nd g ive s 

The s e  Br i t i sh Pre fe renc e s  a re t o  be pha sed  out beg in 
July 1 9 74 .  It  i s  not c lea r whethe r  the New Zea la nd govern-
me nt wi 11 ra i s e  the BP ra t e  t o  the gene ra 1 ra te  or l ower the 
g e nera l t o  BP ra t e . 
2 

See  United  Na t i ons Conference on Tra de a nd Deve l opment , 
TD /B 7 3 , ' Genera l i zed Sys tem o f  Pre ference s :  S cheme o f  New 
Zea la nd ' .  The commod cove ra ge of the NZ s cheme i s , l ike 
tha t o f  Aus t ra l ia , high ly s e l e c t ive . Un l ike Aus t ra l ia ,  in 
mos t  ca s e s  the ir GSP ra t e s  a re equa l  to the B P  ra t e s  and in 
severa l a re grea t e r  than the BP ra t e s . 
3 

Pre s s  s ta t ement , ' Pa c i f i c  I s l and s Hand i c ra ft S cheme ' ,  f r om 
De pa rtme nt o f  Trad e  a nd I ndu s t ry ,  2 7  3 .  
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ia l a c ce s s  t o  its  former territories  ove r Pa pua New 
Guinea and other count r i e s .  Thi s  a s pe c t  i s  d i s cu s s ed later . 

Tab le  7 . 2  pre s en t s  s ta t i s t i c s  o f  the ma j or impor t s  int o 
New Zea land f r om Pa pua New Guinea and import s of the same 
commod i t ie s  f rom o ther Pa c i f i c  i s land s , other d eve loping 
count r ie s  a nd the d eve l oped c ountrie s .  The s e  s ta t i s t ic s a re 
c ompa rab le  with those  in the c o l umn ( 4) o f  Tab l e  7 . 1  f or 
Aus t ra l ian  impor t s . They a pp ly t o  1 9 70- 7 1  whi ch i s  the la t e s t  
yea r  f or wh ich New Zea la nd commod ity t ra d e  s t a t i s ti c s  a re pre ­
s e nt ly ava i la b l e . S ince New Zea land d oe s  not pub l i s h  s ta t i s t ic s  
o f  commod i ty t ra d e  o n  a t a r i f f  i t em ba s i s , i t  i s  n o t  pos s ib l e  
t o  ca lcu la te  the ave rage  ra t e s  of duty a s  wa s d one f o r  Au s t ra l ia . 
I n  a ny event , the c omprehens ive s ys t em of  impor t l i cens i ng which 
New Zea la nd s t i l l  ma i nta ins make s the average t a r i f f  ra t e s  of 
le s s  re levance  for  s ome of the t ra ded commod i t ie s  t ha n  the 

l i cens ing a l loca t ion s . As  a s ub s t i t ut e  for t he avera ge 
t a r i f f s , the a ctua l ra t e s  o f  duty on the commod i t i e s  in Tab l e  
7 . 2  a nd the import l icens ing a l loca t ion c la s s i f i ca t i on for  
the s e  c ommod i t i e s , t oge ther with those  for s ome othe r c ommod i ­
t ie s , a r e  s e t  ou t i n  Appendix Tab le  I .  The s e  da ta were kind ly 

t o  me by t he New Zea la nd D e pa rtme nt of  Tra d e  and 

The re a re s evera l obvi ou s  features  of the New Zea land import 
t rade  from Pa pua New Gui nea re corded  in Tab le 7 . 2 .  F ir s t , the 
s ca le of New Zea la nd impor t s  from Pa pua New Guinea is very much 
sma l l e r  than  tha t  o f  Aus t ra l ian  import s . I n  ord er t o  ident i fy 
the ma in commod i t ie s  I had t o  inc lud e a l l tho s e  whos e  imp or t s  
i nt o  New Zea land we re in exc e s s  of $ 7 , 000 Whi le  the t rade  
in the  other commod i t ie s  i s  ins  i n  va lue , the  im­
porta nce of this  t rade  r e la t ive to the impor t s  from o the r 
Pa c i fi c  i s land s i s  revea l ing . The on ly commod import ed 
f rom Pa pua New Guinea i n  a ny s i gni f i ca nt i t ie s  a nd va lue 
i s  raw coffee . Se cond , Pa pua New Guinea i s  much l e s s 

s ource of  impor t s  t o  New Zea la nd than it  i s  in  Au s t ra l ia . 
3 New Zea land import ed on ly $ 7 , 600 in va l ue from 

New Guinea of d r i ed coconu t s  c ompa red t o  1 9 , 600 from 
the othe r  Pa c i f i c  i s land s . (Of  thi s  tota l ,  $ 15 4 , 600 a nd 
$ 64 , 700 came f rom Tonga a nd We s t  S amoa ly . )  

I n  orde r  t o  g e t  a more c omprehens ive of New Zea la nd 
t rea tmen t  of import s from Pa pua New Gui nea , a l i s t wa s 
of  c ommod i t ie s  whi ch might be  ia l f rom New Zea la nd 
i f  there we re no re s t ri c t i on s  through t a r i f f  p re f e re nce s t o  
o the r countrie s o r  import l i cens i ng . The l i s t  wa s compi led 

the 1 expor t s  in Tab le  7 . 1  from Pa pua New 
Guinea t o  Aus t ra l ia , whi ch is nearby and ha s the 
same leve l o f  per ca p i ta income . A few other c ommod i t ie s  s uch 
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Tab l e  7 . 2 

Va New 
Brief  d e s c r i pt i on S I TC i t em Code Zea la nd impor t s  

De s s i ca t ed coconut s 05 1 .  7 1 . 0 1 1 7 , 63 9  
2 2 19 , 5 94 
3 250 , 140 
4 1 12 

Tota l 47 7 , 485  

Coffee , raw 0 7 1 . 10 0 1 1  1 49 1 , 6 1 1  
2 14 , 2 70 
3 5 ' , 0 7 3  
4 6 , 2 94 

Tota l 5 , 5 5 9 , 

Cocoa beans , raw 0 72 . 10 0 0 1  1 23 , 95 2  
2 9 !) 5 0 9  
3 1 , 95 4 , 009  
4 

Tota l 1 , 98 7 , 

Tea , pa cks 5 lb or ove r 0 74 0 10 . 0 1 1 8 , 09 8  
2 
3 5 , 683 , 25 3  
4 1 , 5 2 5  

Tota l 5 , 69 2 , 8  

Nutmeg a nd ma ce 0 75 . 24 . 02 1 9 05 1 
2 
3 13 , 6 1 9  
4 

Tota l 2 2 , 6 70 

Plywood 63 L 2 1 . 0 1  1 8 ,  
2 7 
3 1 6 !) 09 8  
4 2 73 5 4 1  

Tota l 2 9 7 1 

New Zea land D e pa r tme nt of  S ta t i s t ic s , 
Pa rt A :  
Pa rt  B :  
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a s  pa lm o i l a nd pyre thrum extra ct  which a re expe cted  t o  b e come 
s nt export s f rom Papua New Guinea we re added . For 
the s e c ommod i t ie s  Append ix Tab le I g ive s the ra te s of  duty 
on impor t s  into New· Zea land from g roups o f  c ountri e s  a nd the 
import l icens i ng c la s s i f i ca t ion . 

Impor t s  from Pa pua New Gui nea of mos t  of the s e  pot ent ia l 
t ra d e  commod i t i e s  d o  not  receive a ny ta r i f f  pre fe re nce ove r 
import s  from other mos t - favoure d - na t ion or genera l s ou rce s , 
a nd , a s  a not e d , i n  a l l ca s e s  they d o  not re ce ive a ny 
pre ference  ove r  o ther Pa c i f i c  i s land s a nd o the r memb e rs of  
the  Bri t i sh C ommonwea lth . I n  s evera l ca s e s , s uch as  na t ura l 
rubbe r ,  cocoa beans , raw coffee  a nd nutme g  a nd ma ce , they mus t  
a l s o  c ompe t e  o n  e qua l ta ri f f  t erms w i th other d eve l oping coun­
t r ie s  which r e ce ive conce s s i ons  under the GSP s cheme . Ma ny 
of  the s e  pot en t ia l  expor t s  a re sub j e c t  t o  import l ic e ns ing 
a l l oca t ion s s o  t ha t  a pp l icat ions f or import l i c e nc e s  a re con­
s id e red i nd i vidua l ly or a re a pproved on ly in except i ona l 
ci rcums ta nce s .  I n  s evera l ca s e s  the raw or unproce s s ed 
ma t e ria l s  a re admi t ted  free or with l ow d uty  wh i le more high ly 
proce s s ed ma t e ria l s  a nd prod uc t s  a re s ub j e c t  t o  d ut i e s  or 

d ut ies . S imi la r ly , impor t l icenc e s  b e c ome more re s t ri c ­
t ive a s  the d e gree  o f  proce s s ing i n  the export c ountry increa s e s ; 
thi s a pp l i e s  t o  c of fee , tea , cocoa , c oconut p rod uc t s , rubber 
and wood produc t s . For  exa mp le ,  copra enters d uty free and 
without impor t l i cens ing , whe re a s  coconut o i l  i s  s ub j e c t  t o  
dut i e s  o f  2 7� per cent a nd import l i cence s a r e  grant e d  
only und e r  ' excepti ona l c ircums tance s ' .  I mport s  of  raw c o f f e e  
a re f r om import l i c en s i ng but impor t s  o f  roa s ted coffee  
a re a l l owed on  under  ' excep t i ona l c ir cums tance s ' ,  a nd a re 

e c t  t o  higher t a r i ff s . Any expa n s ion of  New Gui nea exp ort s 
t o  New Zea land of  s evera l prod uct s wou ld b e  re s t ri c t ed , perha ps 
s eve re , impor t l i cens Some f i sh prod uc t s ,  copra , 

o i l ,  r oa s t e d  cocoa beans , pa s s i onfrui t j ui ce , wood 
a nd wea ther - b oa rd i ng a nd p lywood a re in this  

the  s c ope f or increa s e d  export s f rom Pa pua New 
Guinea to New Zea land d e pend s  on the wi l l i ng ne s s  of the New 
Zea land a dmin i s trat ors to g ra nt f ur ther l ic e nces  f or ia l 

s from New Guinea a nd , i n  a few ca s e s  s uch a s  coco-
nu t o i l a nd ha nd ic ra ft ,  on  the wi l l ingne s s  of New Zea la nd t o  
a l l ow New Guinea to c ompe t e  with  the tra d i -
t i ona l New Zea la nd s upp l iers  in the Pa c i f i c  i s la nd s . 

The re a re a number  o f  s cheme s by wh i ch Aus t ra l ia a nd New 
Zea la nd i ncrea s e  Pap ua New Guinea a c ce s s  t o  the i r  marke t s , 
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a uni la t e ra l  o r  in  c oncert  or with a 
number of  c ou nt r i e s  in  t he reg i on . 

The f i r s t  pos s ib i  t o  b e  c ons idered i s  tha t New 
Guinea become an a s s oc ia te of the New Zea land Aus t ra l ia Free  
Tra de Area . Thi s  is  the mo s t  obvious po s s ibi  i nvolving 
the three  c ount r i e s  and one whi ch i s  1 s imp l e r  t o  
c ons ider b e f ore the opt i on o f  a wid e r  regiona l 
me nt s new c ount ri e s  a nd further 
que s t ions . A s s oc i a t ion ha s been  ment ioned i n  the pa s t  though 
never s re c ommend ed a s  fa r a s  this  wr iter  i s  awa re .  

F orma , Aus tra lia  a s  d e f i ne d  mea ns the ma inla nd S t a t e s  
a nd t err i t orie s exc l ud i ng Pa pua New Guinea , a nd New Zea land 
mea ns t he me l i t a n  , exc l ud i ng t h e  Cook I s land s , 
Niue a nd the Toke lau I s land s The re i s  exp l i c i t  ion in  
Art i c le 1 3  of the f or the a s s o c ia t ion with the 
ment of  a ny the memb e r  S t a t e s  ( New Guinea , 
C ook I s land s , Niue or Toke la u I s land s )  on t e rms t o  b e  a greed  
upon the memb e r  S t a t e s  l ia a nd New Zea ' The 
purpose  of s uch a s s oc ia t i on s ha l l  be t o  the e conomi c 
a nd s o c ia l  deve lopment o f  the t e rr it ory and t o  c lo s e r  
e conomi c re la t i ons  b e twee n  the and the Member  S t a te s ' 
(Art i c l e  13 . Ther e  i s  a l s o  i o n  f o r  the a s s o c ia t ion 
of  a ny othe r S t a t e  on the terms to  b e  negot i a t e d  b e twe en  the 
member  S ta t e s  a nd the oth e r  S ta t e  l e  

The re i s  l i t t le t o  c omme nd Papua New Gui nea ' s  a s s oc ia t ion 
with t he New Guinea a ha s v i r tua l 

free 1 s to  Aus t ra lia ,  the 
mos t  ma rke t s , a s  noted ab ove . The a c ce s s  

proce s s ed f orms o f  s ome ia l 
However ,  a s s o c ia t i on i t s e l f  d o e s  not 

free a c ce s s . The New Zea la nd Aus tra l ia Free Trade  Area i s  a 

The a lt e rna ive t ha t  Au s t ra l ia a nd Pa pua New Guinea a l one 
f orm a free t ra d e  a rea i s  s ub sumed within t h e  three  

group f rom the Pa pua New Gu inea of  v iew as  it  
wou ld ga in f r om add  the free  a cce s s  t o  New Zea la nd ma rke t s  
a nd wou ld face  l i tt l e  a d d i t i ona l compe t it i on from New Zea land 
produce rs . Hence Pa pua New Guinea would  ga i n  l e s s  f rom a f re e  
t rade  a r e a  wit h  Au s t ra l ia t ha n  from a f r e e  t rade  a rea with 
Aus t ra l ia a nd New Zea land A cu s t oms union with Aus t ra l ia ,  
which would b ind New Guinea to the same t a r i f f  s t ructure 
a s  Aus t ra l ia i s  not d e s i rab l e . 
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very l imi ted  f r e e  t ra de a rea ,
1 

with the commod c overa ge 
l imited t o  tho s e  c ommod i ti e s  a greed  u pon both members . No 
d oubt wi th  the pro s pe c t ive a s s oc ia t i on of  a ny new S t a t e  or 

, the commod i t ie s  prop o s e d  for free trade the new 
a s s oc ia t e  wou ld be c los e ly s crut i n i s ed by t he membe rs . Acce s s  
t o  the New Zea land market i s  l e s s  free a t  pre s e nt , a s  noted , 
but New Zea la nd ' s  wi l l ingne s s  t o  i ncrea s e  a c c e s s  i s  hindered 

the d e s ire t o  protect  its own ma nufa c t urers . 

Acce s s  t o  the New Zea la nd marke t i s  a l s o  hinde red the 
d e s i re to give pre f e rence to i s land supp l ie r s  New Zea la nd 
does  a t  pre s e nt g ive rent ia l a c ce s s  t o  impor t s  from i t s  
f o rmer t e rr i t or i e s  ove r  tho s e  from Pap ua New Gui nea Cook 
I s la nd s , Niue a nd the Toke lau I s la nd s , a re a l l of  the 
New Zea land cus t oms a rea and ther e f ore have d uty - free a c ce s s  
a nd n o  impor t l i cen s o n  the i n t ra -a rea trade with New 
Zea land . Under  the Trea ty of Fr iend s hip , We s t ern Samoa ex-

s a re exempt from import l icens ing but s ubj e c t  t o  
pre fe rent ia l ra t e s  of  d uty . By c ompa r i s on import s f rom Papua 
New Guinea pay ia l ra te s of  d uty and a re e c t  t o  

l i cens i ng , where a pp l i ca b le . The Lab our g overnment 
e l e c t e d  in 1 9 7 2 i nd ica t ed a d e s ire to  a s s i s t  Papua New Guinea 
a f t e r  i t  ga i ne d  s e l f -government . I t s  a l loca t i on of  b i la t e ra l  
a id t o  Pa pua New Gui nea i s  t o  increa s e  s e ve ra l f o ld t o  $ 200 , 000 
in 1 9 73 - , $500 , 000 in 19 75 a nd to $ 75 0 , 000 in 1 9 7 5 -
Thi s wi l l  inc l ud e  e ct a id t o  Pa pua New Guinea f o r  the firs t 
t ime a nd a l is t  of  ia l proj e c t s  wa s ident i f ied t he 
v i s it of a New Zea land a id mi s s ion t o  New Guinea i n  Ju ly 
19 The cho ice of e c t  t i e s  i s  t o  b e  l e f t  t o  
New Gui nea . Neve rthe le s s , the New Zea land g ove rnme nt 
ha s a l s o  mad e  i t  c le a r  tha t it  rank s  its  re s pons ib i l i t ie s  t o  
t he i s la nd s  ab ove those  t o  Pa pua New Gu inea . I t s  b i la t e ra l  
a i d  a l l ocat i on t o  the S outh Pa c i f ic Papua New Guinea 
is to ri s e  from . 4  mi l l ion i n  1 9  . 2  mi l l ion i n  
1 9  7 5  and t o  $ 8 . 4  mi l l ion i n  1 9 75 the s e  re -
pre s ent a o f  t ota l b i la tera l a id a l locat i ons  

t o  the  S outh Pa c i f ic than b e f ore . As a nother ind i ca t ion 
of  i t s  s �  the pre s s  s ta tement o f  the Pa c i fi c  I s la nd s  
Hand i c ra f t  S cheme mad e  in 1 9  s a id tha t ' We s t e rn 
S amoa wi l l  b e  t h e  ma in bene f i c  o f  t h e  new s cheme ' .  

For  a g ene ra l revi ew o f  the c ove rage , a chieveme n t s  a nd 
fa i lures  o f  the to da te s e e  

f r om the S e na t e  S tand i ng C ommi t t e e  on 
Trade , Commonwea l th of Au s t ra l ia , 1 9 7 3 , 

7 1 . 
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Dur i ng t he v i s i t  o f  t h e  Chi e f  Min i s t e r  t o  New Zea la nd i n  1 
1 9 7 3  the New Zea land Prime Mini s te r  ' re ferred t o  the Gov e rn­
ment ' s  d e s ir e  t o  promote a nd further co- o pe ra t i on i n  the South  
Pa c i f ic a nd expre s s e d  the  hope tha t a s e lf - governing a nd u lt i ­
ma t e  i nd epend ent Pa pua New Guinea wou ld g ive impetus  t o  the 
d eve l opment  o f  a uni f ied reg i on ' . 1 In v i ew of this  pos i t i on 
i t  i s  l ike tha t those c ommod i t ie s  whi ch  Pa pua New Guinea 

export to New Zea land i n  c ompe t i t ion  with the one or 
more of  the othe r i s land s , s uch as c o c onut oi l ,  t imb e r , fresh  
a nd ca nned fruit s ,  a nd f i sh ,  wou ld not  b e  i nc luded in the c om­
mod i t i e s  cov e red with Pa pua New Guinea a cce s s i on t o  the 

The re may a ls o  be cos t s  t o  Pa pua New Guinea in a s s o c i a t i on 
wi th NAFTA i f  the a s so c ia t i on i nvolved g ra nt Aus t ra l ia and 
New Zea la nd free or ia l a cce s s  to the ma rke t s  
o f  Pa pua New Guinea . The s e  c os t s  wou ld take the f orm o f  s ome 
t rade  d ivers ion from the cheaper  ( in te rms of  excha ng e )  
impor t s  o f  c ommod i t ie s  from s upp l i e r s  i n  a nd other coun-
t r i e s  out s id e  the Area . However ,  i t  is  unl ike tha t  e i the r  
Aus t ra l ia or  New Zea la nd wou ld  s e ek re c i proc i t y  from Pa pua New 
Gu inea . F o r  t h i s  rea s on a s s o c ia t ion i s  le s s  a p pr opr iate  than 
other  j oi nt o r  uni la t e ra l a ct i ons . The s e  wi l l  b e  c ons idered 
late r . 

A s e c ond pos s ib le f orm of  i nc rea s ed Pa pua New Gu inea a c ce s s  
t o  the ma rke t s  o f  Au s t ra l ia a nd New Zea la nd i s  s ome reg iona l  
trad s other South Pa c i f ic c ount r ie s .  
Thi s  wou ld b e  more  a cc eptab l e  t o  New Zea land b e cau se i t  would 
not i nv o lve g iv i ng Pa pua New Gui ne a  a ny pre f e re nc e s  ove r  othe r 
South Pa c i f i c  c ount r ie s  b ut i t  wou ld p r e s umab mea n  equa l 
trea tment for  Pa pua New Guinea and the o the r S outh Pa c i f i c  
c ountrie s tha t  might b e  i nc l ud ed As  with t he p os s ib i  
a s s oc ia t i on with NAFTA � t h i s  wou ld n o t  
r oca l c once s s i on s  by the S outh Pa c i f i c  c ount r ie s . 

Thi s  po s s ib i  i s  b ound up wi th d i s cus s i ons  on a n  i s la nd s  
free  t ra d e  area  within the S o uth Pa c i f i c  Forum and i t s  s ub s i ­
d ia ry b ody , the S outh Pa c i f ic Bureau f or E c onomic Co- opera t i on 
( . 2 The initia t ive for the South Pa c i f ic F orum came f r om 

2 
The members  of  the South Pa c i f i c  F orum a re Aus t ra lia  a nd 

New Zea land a nd the i s land membe r s , Co ok I s land s , i Nauru , 
a nd We s t er n  Samoa . At the thi rd mee t ing o f  the Forum 

i n  Suva , S e p t embe r  1 9 72 , i t  wa s d e c id ed t o  i nvi t e  Pa pua New 
Gu inea t o  a t t end future Forum mee t i ng s  a s  a n  ob s e rve r unt i l  
s uch t ime a s  i t  met t he c r i te r ion f or fu l l  membe rship  a t  



13 1 

the lead ers  of  i ndependent  a nd s e l f -governi ng i s land member s , 
princ i pa l ly in re s pons e t o  the culmina t io n  of the Uni t e d  
Kingd om negot ia t ions for a c ce s s i on t o  the Europe a n  E c onomi c 
Communi ty . Tra de que s t i ons  wer e  the ma i n  i t em o f  d is cu s s i on 
of  the f ir s t  me e t i ng o f  the F orum he ld in We l l i ng t on in Augu s t  
1 9 7 1 0  

The Forum re s o lved a c cord ing ly tha t a mee t ing of  s en io r  
o f f i c ia l s  of  the f ive I s land Governme nt s  b e  he ld  wi thin 
three months t o  s urvey product i on pot e nt i a l a nd ma rke t ­
ing pros pe c t s  f or I s land c ommod i t ie s  in t h e  reg i on , a nd 
t o  s t udy and re port on s t a t i s t ica l ,  e co nomic  and 
cultura l  imp l i ca t i on s  with a v i ew to mak ing recomme nd a t ions 
about the pos s ib i l i ty o f  e s ta b l i shing a n  e c onomic union 
for the area . . . .  The que s t i on o f  t reatment  for  I s la nd 
produc t s  e nte ring Aus t ra lia and New Zea la nd wou ld a l s o  
b e  s t ud i e d . l 

The s e  pos s ib i l i t i e s  o f  free tra d e  among the s e  S outh Pa c i f i c  
c ount r i e s  have n o t  b e e n  pur s ued f o r  two rea sons . Fir s t , the 
s tudy pre pa red o f f i c ia l s for the F orum ' t ended to d owngra de 
the concept  of a fre e - t ra d e  a rea a mong the I s land na t i ons on 
the ba s i s  tha t the ma in g rowth wou ld  inevi t a b ly c ome through 
an  expa ns i on o f  s t o  the d eve l oped countries  of  the 
reg i on ' . 2 S e cond , f or many of the pri nc ipa l of  thes e  
count ri e s  the ma in pros pe ct s for i nc rea sed  l ie out s id e  
the reg i on , i n  t ra d i t iona l We s t  E ur opean ma rke t s  for 
the s e  c ommod i t ie s . The b u lk o f  We s tern  Samoa ' s  export s of 
c o c oa g o  to t he Uni ted Ki ngd om . F i j i ' s  expo r t s  o f  s uga r to 

i nued ) 
s e l f - gove rnme nt or i nd e pendenc e . A l l  t he se  c ount ries  a re 
memb e r s  of  the Bri t i sh C ommonwea l t h . 

The func t ions and a c t iv i t ie s of  the S PE C  a re out l ined by 
Pidd ington , 

1 F ina l C ommunique 
Augus t  1 9 7 1 , 
---- ' D e  

7 1 3 

Pidd ' 
3 

A u s e fu l  revi ew of  the pre s en t  d ir e c t i on and c ommod c om-
t ion of the t ra d e  of the i s land memb e rs of the South 

Pa c i f i c  F orum i s  g iven i n  the report by the New Zea land Mini 
of F ore A f fa i r s  , W e  1 , 1 9 7 3 . 
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the Uni t e d  Kingdom a re i n  j e opa rd y when the Commonwea l th Suga r 
s a t t he e nd o f  1 9 7 4 . Mos t  o f  F i j i ' s  export s 

o f  coconu t o i l  g o  t o  the Uni t ed Ki ngd om and ent e r  free  of  duty 
but t he Europe a n  ha s a h igh common exte rna l tar i ff 
on coconut o i l I n  o the r ca s e s  the i s land s a s  a group a lready 

the b u lk of  ma rke t s  in Aus t ra l ia a nd New Zea land . For  
, New Zea land impor t s  its  c opra s o l e ly from Niue , the 

Cook I s la nd s  a nd We s te rn Samoa a nd Au s t ra l ia s a l l  of 
it s c opra f rom Papua New Guinea ( se e  Tab l e  7 o l ) . Au s t ra l ia 
and New Zea land a re e f f i c ient producers of  s ome other c ommo­
d it ie s  whi ch the Pa c i f i c  i s land s s ee k  to  s uch as  ca nne d  
fru i t , a nd t imbe r .  The Pa c i f i c  i s land s  have had t o  
look f urthe r for marke t s . A t  it s S uva i n  S eptember  
1972  the  S outh Pa c i f i c  Forum requ e s ted  that  S PE C  undertake a 

of d eve within the 
S PE C  wa s a ls o  t o  i nve s -

a nd o n  wha c ond i t i on s  F i j i ,  a nd We s t e rn 
Samoa should seek  a s s oc ia t e  s t a tu s  with the EEC .  Negot ia t i ons 

in 

b e twee n  t he s e  thre e count ries  and o the r former 
t e rr i t ories  on the o ne hand a nd the EEC began  

At  a s emina r o n  New Zea land =Austra l ia Co� opera t i on in  
We l 1 9 7 3 , the New Zea land Pr ime 
Min i s t e r  e labora te d  on t he pos s ib i li t ie s  a nd gave s ome i nd i -
ca t i on o f  New Zea land ' s  l ike ly ion . l 

I think i t  i s  t ru e  t ha t  the Aus t ra l ia �New Zea land r e la -
i onship wi l l  c ont inue t o  b e  o f  c ons idera b le importance 

as  a o f f  p la t form for more s cheme s 
of  e c onomi c in the The que s t i on i s  
b ound t o  a r i s e  a t  s ome future t ime o f  the d e s i rabi 
o f  s ome k ind of  forma l  e ncompa s s i ng 
the members  of  t he South Pa c i f ic Forum . 

There a re s evera l po s s ib le approa che s ra ng from a n  
a s s ocia i on with NAFTA . , t o  a s e pa ra t e  t ra d e  
pos s ib i n  unc t i on w i t h  the S outh Pa c i f i c  Bureau 
for E conomic Co= ope ra t i on f or a b ind of 
t rade  pre ference s a nd e s tab a framework for  the 
reduct i on o f  tar i f f s  on i tems o f  int e re s t  to t he I s land e rs . 
None o f  the s e  pos s ib i l it ie r e c e ived  a ny more 
than  a pre cons iderat i on the out come of  

ia t ions  the I s la nd s  with  the e n la EEC the  

ment s . 

GATT r ound , a nd ,  mo s t  o f  a l l J f urthe r s t udy 
I s l a nd e r s  t hems e lv e s  of  the mos t  d e s irab le  a rrange -

Text o f  Pr ime Min i s te r ' s  Add re s s  t o  the s emina r .  
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Given New Zea land ' s  hi s t or i ca l ties  with the i s la nd s  i t  wi l l  
b e  a t  lea s t  a s  d i f f i cu l t  f or Pa pua New Guinea t o  ga i n  g rea t e r  
a c ce s s  t o  the New Zea land ma rke t  within the c on text of  a 
regiona l t ra d i ng agreement a s  through pos s ib l e a ss oc ia t ion 
with NAFTA . 

In  view o f  the s e  conf l i c t s  of  intere s t s  within a mu l t i ­
la t era l ne got i a t i on , I b e l ieve tha t more rea l progre s s  i n  
increa s i ng the a c ce s s  of  Papua New Gui nea t o  the ma rke t s  o f  
Aus t ra l ia a n d  New Zea land may c ome ab out from the third po s ­
s ib le me thod , tha t o f  a uni la te ra l a pproa ch by Pa pua New Gu inea 
to Au s t ra l ia and New Zea land . Thi s  a pproa ch might take p la ce 
und e r  the aus p i c e s  of the South Pa c i fi c  F or um or i t  might take 
the form o f  a prot oc o l  a t t a ched to NAFTA ra the r than  a s s oc ia 
t ion but it  wou ld be e s s ent ia l ly a count ry- t o- c ount ry nego­
t ia t ion on a n  i tem- by= i tem ba s i s  ra ther tha n a mo re genera l 
free t rad e a rra ngement . 

I n  such ia t i on s  t here a re two d i s t i nct  commod i ty g roups . 
The f i r s t  c on s i s t s  of  the unproce s s ed or crud e ly proce s s ed raw 
ma t e ria l s  whi ch pre s en t ly cons t i t ut e  the bulk of the export s 
of  Pa pua New Gu inea (and o the r Pa c i f i c  i s land s )  t o  Aus t ra l ia 
a nd New Zea land . Acce s s  by Pa pua New Gu i nea producers  t o  the 
Aus t ra l ia n  a nd New Zea la nd marke t for a l l  of the s e  commod i t ie s  
i s  free o r  nea r ly free . Any rema imped iment s could be 
neg otia t ed as no la rge - s ca le Aus t ra l ia n  or New Zea land pro­
duct i on is c ompe t i t ive with the s e  prod uc t s . 

F or more highly proc e s s e d  produc t s  the a c ce s s  of  Pa pua New 
Guinea to the ma rket s  of  Au s t ra lia a nd New Zea la nd 
i s  l e s s  favoura b l e . Acce s s  t o  the Aus t ra l ia n  marke t s  i s  s t i l l  
gene ra l free  though the re a re s ome ta r i f f s ; f or examp le , 
tho s e  on p lywoo d s . Ac ce s s  t o  the New Zea la nd marke t f or mos t  
proce s s ed ma t e r ia l s  i s  s evere ly re s t ricted b y  both tar i f f s  
and l i cens  I n  my view one of the ba s e s  o f  future 
trade ia t i ons  betwee n  Pa pua New Gu inea on the one hand 
a nd Aus t ra l ia a nd New Zea land on th e other shou ld be tha t 

c ount r i e s  s hou ld not 
l i cens i ng - free a cce s s  in  

to  raw a nd s emi - proce s s ed ma t e ria l s . 
Au s t ra lia  ha s in the pa s t  t o  
with 1 ext ens i on programs , 
a l l owa nce s , have he l ped d 
por t s  in t he -wa r pe ri od . 

re s t ri c t  f r e e  a c ce s s  
the ca s e  o f  New Zea land ) 

The pre ferenc e s  whi ch 
New Gu inea , t ogethe r  

s ub s id ie s , a nd tax 
i on and ex­

reduced the re l ia nce 

The e f fect  o f  pre f e re nce s i n  increa s ing t ra de i s  a ls o  ind i ­
ca ted  b y  the d epend e nce of  We s t e rn Samoa , t he Cook I s lan d s  a nd 
Niue on the New Zea land a nd Uni ted King d om market s  f or the ir 

1 expor t s ; s e e  e s pe c ia l ly 
I I I . 
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on coc onut p roduc t s  whi ch unt i l  the mid - f i f t i e s  a cc ounted for  
80  per  cent of t ota l expor t s  by va lue . I n  t he future i nd us ­
t ria l i s a t i on o f  Papua New Guinea Aus t ra lia  s hou ld be  a s  g enerous 
i n  grant i ng free a cc e s s ,  pre f e rab ly duty- free a c ce s s , f or pro­
c e s s ed prod uc t s  as it ha s been i n  grant i ng duty- free a cce s s  on 
raw ma t e r ia l s . Favoura b le trea tme nt of  t imb er prod uc t s  in 
par t icu lar wi l l  be important s ince t imber product s have the 
highe s t  pro j e c te d  ra t e  of growth of export s ,  a f t e r  copper , 
tea  and pa lm o i l ,  i n  the pe ri od u p  t o  1 9 75 - 7 6  1 I t  i s  l ike ly 
to prove more d i f f i c u l t  to ob ta in e nt ry to the New Zea land 
marke t  f or manufa c t ured product s 2 a s  New Zea land ha s r e t a ined 
import l ic e ns i ng to pr otect  its own producers  throughout the 
post -wa r  period , even f or s ome of the produc t s  tha t  have b e e n  
added t o  S chedule  A of NAFTA a nd a re the r e f ore admi tted  duty-
free into New Zea land f rom i t s  i n  the free t ra d e  a rea . 

F ut ure reduc t i ons on proce s s ed ma t e ria l s  or manufa c t ur e s  
of  intere s t  t o  Pa pua New Gu i nea b y  g overnment s of  Aus tra l ia 
a nd New Zea la nd might b e  mad e  i n  the f orm o f  a prot oc o l  a t t a ched 
to NAFTA or po s s ib ly as a pa rt of  a t ra d e  a g reement with the 
memb e r s  o f  the S ou th Pa c i f i c  F orum . In the f ormer ca s e  Art ic le 
3 : 7 of  NAFTA � wh i ch permi t s  spe c ia l a rrangeme nt s  for  free ent ry , 
by mea ns of  t a r i f f  reduct ions  or import l i cens ing conce s s ions  
or o ther ins trument s s uch as  ta r i f f  quota s i n  add i t ion t o  the 
t a r i f f  redu c t i on s  of  S ched u l e  A ,  might be  u s e d  t o  a s s is t  Pa pua 
New Gu i nea export e rs . The s e  arra ngeme nt s  have the a dva ntage 
tha t  they may ena b l e  Aus tra l ia a nd New Zea la nd t o  c ircumvent 
the no- new- pre f e re nc e s  l imita t ion of  GATT O Alterna t iv e ly , 
they might be a d d ed t o  t he c ommod l i s t  of  the d eve l oping 
count r i e s  pre ferenc e  s cheme of  Au s t ra lia and the l i s t  of  New 
Zea land s cheme of  the gene ra l i sed  sys tem of pre fe rence s .  

Acce s s  t o  the Au s t ra l ia n  ma rke t s  by Pa pua New Guinea i s  
v i rtua l f r e e  f or prod ucers  of  raw o r  s emi� proc e s s ed ma teria l s  
a nd for  produ cers  o f  mo s t  of t h e  pre sent  proce s s ed ma teria ls . 

2 
New Zea land i s  cont emp la t i ng fre e r  a c ce s s  f or i s land manu-

fac t ure s ; s e e  the Speech by the D eputy Pr ime Mini s t e r  to t he 
New Zea la nd Commi t t e e  of  t he Pa c i f i c  Ba s in E c onomic Counc i l , 
o n  25  Ju 1 9 73 , 

��� ' vo l . 23 ,  n o . 7 , Ju ly , p .  might 
not a s s i s t  the Pa pua New Gui nea ca s e  f or such a cce s s . 
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Acce s s  t o  the New Zea land ma rke t s  by Papua New Gu inea i s  free  
f or pr oduce rs  of  s evera l raw or s emi - proce s s ed ma t e ria l s  bu t 
not f or producers  of proce s s ed ma t e ria l s . I n  the Aus tra l ian  
ma rke t s ,  Pa pua New Gu inea expor t e r s  a ls o  re ce ive sub s ta nt ia l 
pre f e rence s for ma ny commod i t i e s  ove r c ompe t it ors from o ther 
deve l oping a nd d eve l oped c ount rie s ( f ore s t  p roduc t s , coc onut s ,  
pea nut s ,  pa s s i onfru i t  j u i c e ) . I n  the New Zea land marke t s , 
Pa pua New Gu inea expor ters  wi l l  re ceive s ome pre f e re nc e s  over 
non- Bri t i s h  preference s our c e s  f or the d ura t i on of  the s e  pre ­
f e re nce s but  on othe r commod i t ie s  ( s uch a s  c ocoa beans , raw 
coffee , na tura l rubbe r) they compe te  on equa l t e rms with other 
d eve l oping c ount ries  a nd on s ome c ommod i t i e s  ( for examp le , 
coconu t o i l  a nd pa s s ionfru i t  j u i c e )  they are  a t  a d is advantage 
compa red wi th othe r i s land s of  the S outh Pa c i f i c . 

The b e s t  me thod of  ob ta in ing g rea t e r  a cce s s  t o  the marke t s  
o f  Aus t ra lia  a nd New Zea land wou ld s e em t o  b e  a n  a pproa ch by 
the Pa pua New Gui nea g overnment t o  the two g ove rnme nt s a nd 
l imi ted t o  t he it ems of  int e re s t  t o  Pa pua New Gui nea . A s s o­
c ia ted with NAFTA or pa r t i c i pa t i on i n  a free  t rade  area 
invo lving the other members  of  the S outh Pa c if i c  F orum s e em 
le s s  promi s ing a t  pre s e nt f or rea s ons i nd ica ted above . 

Whi le the s e  pot e nt ia l ga i ns s hou ld be  pursued , i t  shou ld 
a ls o  b e  b orne in mind tha t they are l ike ly t o  b e  le s s  s igni f ­
ica nt than ga ining g rea t e r  a c ce s s  t o  the princ 1 world 
ma rke t s  i n  We s t e rn Europe a nd North Ame ri ca b e cause  a cc e s s t o  
the Aus t ra lian  ma rke t s  i s  a lready s ub s tan t ia l ly f r e e  a nd the 
New Zea land marke t s  a re s ma l l  and , a pa rt from raw ma t e ria l s , 
highly pro t e c t ioni s t . 



Aus t ra l ia n  Equ iva l e n t  
t a r i f f  N Z  t a r i f f  

i t em i t em 

03 . 0 1  03 . 0 1 
03 . 0 1 . 00 1  
03 . 0 1 .  002 
03 . 0 1 . 003 

03 . 0 1 . 009 

03 . 03 03 . 03 
03 . 03 . 00 1  
03 . 03 . 00 2  

0 3 . 03 . 003 

03 . 03 . 004 

03 . 03 . 00 9  

08 . 0 1 .  300 08 . 0 1 . 202  

08 . 0 1 . 400 08 . 0 1 . 2 0 1  

0 9 . 0 1  0 9 . 0 1  
0 9 . 0 1 . 1 0 1  

0 9  . 01 . 1 09 
0 9  . 0 1 .  2 0 0  
0 9 . 0 1 .  900  

0 9 . 02 0 9 . 02 
0 9 . 02 . 00 1  
0 9 . 02 . 00 9  

1 2 . 0 1 . 1 0 0  1 2 . 0 1 . 1 0 1  

Append ix Tab l e  I 

N ew Zea land t a r i f f  and impor t  l i c e ns i ng prov i s ions for c e r ta in produ c t s  

Ra t e s  o f  d u t:z: 
Br i e f  d e s c r i p t i on 

BP MFN G e ne ra 1 

F r e e  - F r e e  
F i s h  l ivers Free - F r e e  
O th e r , pa cked for r e t a i l  sa l e  2 5'/'o - 25% + 60% 

Au s t . f r e e  
O t he r  $ 1 . 00 - $ 1 . 8 0  

Aus t .  f r e e  

Cru s taceans a nd mo l l u s c s  
Live F r e e  - F r e e  
Raw , pa cked f or re ta i l  sa le 25% - 25% + 

Aus t . f r e e  
Raw , o therw i s e  pa c ked $ 1 . 00 - $ 1 . 00 

Aus t . free 
Sa l t ed , in b r ine or d r i e d  $ 1 . 00 - $ 1 . 80 

Au s t . free 
C r u s t a c ea ns , i n  s he l l ,  s imp ly boi led 25% - 5 5% 
in wa t e r  Au s t . 5% 

Coconut s ,  o t he r  kind s  F r e e  F r e e  F r e e  

D e s s i c a t e d  c oconu t Free F r e e  F r e e  

C o f f e e  
Raw ( pe r  1 00 l b )  F r e e  4 1 . Sc 83c 

D C  f r e e  
Roa s t e d  2 5'/'o 5 0% 60% 
C o f f e e  husks and s k i ns F r e e  - F r e e  
C o f f e e  sub s t i t ut e s  c onta i ni ng c o f f e e  i n  
a ny propor t ion 25% - 5 0% 

Tea �-
I n  pa c ka g e s  of 5 l b  ne t we ight o r  over F r e e  F re e  F r e e  
O t he rwi s e  p a c k e d  ( pe r  100 l b )  $ 1 .  6 6  $ 2 . 50 $ 3 . 33 

Ground nu t s  in s he l l  F r e e  F r e e  F r e e  
S h e l led F r e e  F r e e  F re e  

I mport l ic e n s ing a l l oca t ion 
1 9 7 3- 7 4  

E 
D 
D 

D 

c 
D 

D 

D 

D 

E 

E 

E 

D 
E 

D 

E 
D 

g Except it1 r e ta i l  pa cks - C 

t--' 
VJ 
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1 2 . 0 1 . 900  1 2 .  0 1 . 200  
( 23 )  

1 3 . 03 . 900 1 3  . 03 . 00 1  
( 5  7 )  

1 5 . 0 7 . 1 9 0  1 5 . 0 7 . 08 1  
( 1 2 )  

1 5 . 0 7 . 089 

1 5 . 07 . 1 9 0  
( 45 )  1 5 . 0 7 . 09 1  

1 5 . 0 7 . 099 

1 8 . 0 1 . 00 1 8 . 0 1 . 00 1 

1 8 . 0 1 . 009 

2 0 . 0 7 . 300  
2 0 . 0 7 . 009  
2 0 . 0 7 . 109 

2 0 . 0 7 . 209 
2 0 . 07 . 309 

40 . 0 1 40 . 0 1  
40 . 0 1 . 00 1  

40 . 0 1 . 0 1 1  
40 . 0 1 . 0 1 2  
40 . 0 1 . 0 13  
40 . 0 1 . 0 1 9  

44 . 03 44 . 03 
44 . 03 . 100  

44 . 03 . 200 
44 . 03 . 3 00 
44 . 03 . 400 
41f . 03 . 50 1  
44 . 03 . 509  

Copra 

Pyre thrum e x tra c t  

Coconut o i l 
I n  c ont a iners of a ca pa c ity of 1 ga l .  
or more 
In other c onta iners 

Pa lm kerne 1 oi l 
I n  c onta i ne r s  of a capa c i ty of 1 ga l .  
or mor e  
I n  o ther c o nta iners 

Cocoa beans 
Raw (per 1 00 lb) 

Roa s t e d  

Pa s s ionfru i t  ju i c e  
I n  b u l k  c onta iners conta ining a d d e d  s u ga r 
I n  b u lk c onta ine r s  not c onta i ni ng a d d e d  
s ugar 
In o t her conta ine r s  conta i ning added s ugar 

f f  " f f  not conta in ing a d d e d  
s uga r 

Na t ura l rub b e r  
Na tura l l a t e x  w i t h  a d d e d  synthe t i c  la t e x  
or other ad d i t ive s 
La t e x , o t h e r  
C r e pe d  o r  smoked 
Ch i c l e  gum 
O t h e r  

Wood in the rough 
Pu l pwood 
Saw logs and v e ne e r  logs : 

of c on i ferous s pe c ie s  
o f  non- c o n i f e rous s pe c i e s  

Pi t - props 
O t he r , in lengths exceed ing 3 0  ft 
O t he r , in ot her lengths p e r  100 c u . f t  

Free Free Free 1 10% i mpo r t s  und e r  1 9 7 2  
l i ce n c e s  

F re e  Free F r e e  E 

2 2 �% - 2 2 �% D 
3 2 �% 3 212% 3 712% D 

Free Free Free E 
1 2 12% - 1 712% D 

Free 2 0 . 5 c  4 l c  E 
DC f r e e  
25% 5 0% 5 5'7o 1 10% 1 9 72 l ic e n c e s  

2 212% 3 712% 45% 1 10% 1 9 72 l i ce n c e s  

F r e e  - F r e e  1 10% 1972  l i c e nc e s  
3232% 47�% 5 5 %  D 

10% 25% 35% D 

10% - 30% E 
Ca n .  15% DC 1 0% 
Free Free Free E 
F re e  Free Free E 
Free - F r e e  E 
Free Free Free E 

Free Free Free E 

Free Free Free 1 10% 1 9 72 l ic e nc e s  
F r e e  Free F r e e  E 
F r e e  F r e e  F r e e  E 
Free F re e  F r e e  E 
$ 2 . 50 $ 2 . 50 $ 2 . 50 E I-' 
Aus t .  f re e  w 

....... 
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Aus tra l ia n  Equ i va l e n t  
Ra t e s  o f  d utx I mport l i c e n s i ng a l l o ca t ion 

t a r i f f  NZ t a r i f f  Br i e f  d e s cr i p t i on 
i t em i t em 

BP MFN G e ne ra 1 1 9 73 - 7 4  

44 . 05 44 . 05 Wood s awn l e ng t hw i s e  2 s l i c e d  or Eee l e d  2 b u t  
not further EreEa r e d 2 of a t h i c kn e s s  
e x c e e d ing 5 mm :  

O f  c o n i f e rous s pe c i e s : 
44 . 05 . 00 1  Juni perus v i rg i n iana (red c e d a r ) , P i nu s  

lamb e r t iana , P i nu s  s t robus , Pinu s  
mont i c o la F r e e  - Free 1 10% 1 9 7 2  l ic e n c e s  

S e q u o i a  s empe rv irens ( re dwood ) : 
44 . 05 . 002>'< I n  l e ngths of not l e s s  than 25 ft and 

having a minimum cros s - s e c t iona l a rea of 7 5 c  85 c 9 5 c  1 10% 1 9 7 2  l i c e nc e s 
n o t  l e s s  t han 1 5 0  s q . i n . per 100 s u .  f t  Au s t . f r e e  

44 . 05 . 009'"" O t h e r  s i z e s  pe r 1 0 0  s u .  f t  9 5 c  $ 1 . 05 $ 1 . 15 1 10% 1 9 7 2  l i c e nc e s  
Au s t . free 

P s e ud o t s uga d oug la s i i  ( D ou g l a s  f ir ,  
O re gon pine) : 

44 . 05 . 0 1 1*'" I n  l e ng ths of not l e s s  than 2 5  ft hav i ng 
a minimum cros s - s e c t i ona l a rea of not 7 5 c  8 5 c  9 5 c  1 10% 1 9 7 2  l i c e n c e s  
l e s s  t h a n  1 5 0  sq . i n . pe r 100 s u .  f t  Au s t . free 

44 . 05 . 0 1 9 ** O t h e r  s i z e s  per 100 s u .  f t  9 5 c  $ 1 . 05 $ 1 . 15 1 10% 1 9 7 2  l i c e n c e s  
Au s t . free 

Thu j a  p l ica ta (we s t e rn red c eda r) : 
44 . 05 . 02 1 * In leng t h s  of not l e s s than 2 5  ft and 

having a minimum c ro s s - s e c t iona l area o f  
not l e s s  t h a n  1 5 0  s q . in . per 100 s u .  f t  75c  85 c 9 5 c  1 10% 1 9 7 2  l i c e n c e s  

44 . 05 . 0 2 9 >'< O t h e r  s i z e s  per 100 s u .  f t  9 5 c  $ 1 . 05 $ 1 . 15 1 10% 1 9 72 l i c e n c e s  
Aust . free 

O ther k i nd s : 
44 . 05 . 03 1  A s  may b e  a pproved by the Mini s t e r  a nd 

und e r  such cond i t i ons a s  he may pre s c r ib e  F r e e  - F r e e  1 10% 1972  l ic e nc e s  
O t he r :  

44 . 05 . 03 2  I n  l e ng t h s  o f  not l e s s  than 25 ft a nd 
having a min imum cro s s - se c t iona l a re a  o f  75c 85 c 9 5 c  1 10% 1 9 72 l ic en c e s 
not l e s s  tha n 1 5 0  s q . in per 100 s u .  f t  Au s t . free 

44 . 05 . 03 9  O t h e r  s i z e s  p e r  1 0 0  s u .  f t  9 5 c  $ 1 . 05 $ 1 . 15 1 10% 1 9 7 2  l i c e n c e s  
Aus t . f r e e  



44 . 1 3 

44 . 14 

44 . 15 . 1 0 0  

44 . 05 . 1 0 1  

44 . 05 . 1 1 1  

44 . 05 . 1 19 
44 . 05 . 12 1  

44 . 05 . 1 3 1  

44 . 05 . 1 4 1  

44 . 05 . 149 

44 . 1 3 

44 . 1 3 . 00 1  

44 . 1 3 . 00 9  

44 . 1 3 . 1 0 1  

44 . 13 . 109  
44 . 1 4 

44 . 14 . 00 1  
44 . 14 . 00 9  

44 . 15 . 00 1  

O f  non- c on i fe rous s pe c i e s : 
Ash 
H i ckory , Jug lans spe c ie s , oak (Qu e r c us ) : 

Hi ckory , Jug lans s pe c ie s , Quc rcus 
s e s s i l i f lo ra , Quercus peduncu l a t a  
O the r pe r 100 s u .  f t  

E uca lyptus s p e c i e s  per 100 s u .  f t  

Tropica l ha r dwood s 
O t h e r  kind s : 

As may be approved by the Mi n i s t e r  and 
u nd e r  s uc h  c ond i t ions as he may 
pre s c ribe 
O t he r  per 100 S U . f t  

Wood , planed , t o ngued , grooved , reba ted , 
chamfered , V- j o in t e d , beaded , centre - b e a d e d  
o r  the l ik e , b u t  not further ma nu fa c t ur e d : 

Of c on i f e r ous s pe c i e s : 

F re e  

Free 
Free 
9 5 c  
Aus t . free 
F r e e  

F ree 
9 5 c  
Au s t . free 

$ 1 . 90 Cut to s i ze f o r  mak i ng b ox e s  per 
1 00 s u .  f t  Au s t .  75 c 
O t h e r  per 100 s u . f t  

O f  non- c onife rous s pe c ie s :  
Cut t o  s ize for ma k ing boxes p e r  
1 00 S U .  f t  
O t h e r  p e r  1 0 0  su . f t  

Wood s awn l e n g t hwi s e , s l i ced o r  pe e l e d  b ut 
not fur th e r  p r e pa re d , o f  a t h i c kne s s  not 
e x c e e d ing 5 mm; veneer s he e t s  a nd shee t s  f o r  
p lywood , o f  a t h i c kne s s  n o t  exceed ing 5 mm :  

$ 1 .  9 0  
Aust . 4 2 c  

$ 1 . 90 
Au s t .  7 5 c  
$ 1 .  9 0  

N o t  exceed ing 1 mm i n  t hi ckne s s  F ree 
Exceed ing 1 1  mm but not exceed ing 5 mm 2 2 �% 
in thi ckne s s  Aus t . 4�% 

P lywood 2 2 �% 
Au s t . 6�% 

F re e  

F r e e  
60c 

-

F re e  

-
-

$ 2 . 00 

$ 2 . 00 

-

-

15% 
3 7�% 

4 6�% 

F re e  

F re e  
60c 
$ 1 . 20 

F r e e  

Free 
$ 1 . 20 

$ 2 . 20 

$ 2 . 20 

$ 2 . 20 

$ 2 . 20 

2 0% 
5 0% 

5 5% 

E 

E 
E 
E 

E 

E 
E 

D 

D 

D 

D e x c e p t  ba l s awood - E 

1 10% 1 9 7 2  l i ce n c e s  
1 10% 1 9 7 2  l i c enc e s  

1 10% 1 9 7 2  l i c e n c e s  

74 . 0 1 . 30 0  74 . 0 1 . 400 Coppe r wa s te and s c ra p  F re e  - F r e e  E 
* Duty s u s pended unt i l  3 1  D e cemb e r  1 9 73 ( Cus t oms D u t i e s  ( Timb e r )  S u s pens ion O rd e r  1 9 7 2 ) . 

** D u t y  s u s pended unt i l  3 1  De cemb e r  1 9 73 on ' C lea r s ' t i mb e r  ( C us t oms Dut i e s  ( T imb e r )  S u s p e n s i o n  O r d e r  1 9 7 2) . 

�: Key to impor t l i cens i ng a l l oca t i o n :  E = Exempt impor t l i c e n s i n g ; C = App l ica t i o n s  for l ic e nc e  c onsi. d e red i nd iv id ua l ly ;  
D = Li c e n c e s  a ppr ov e d  on ly i n  e xc e p t iona l c ir c ums ta n ce s . 

�: New Zea l a nd De pa r tment o f  Trade a nd I ndus t r y . 
I-' 
VJ 
l..O 



Cha p t e r  8 

Edd ie Coppinger  

The pa s t  two yea r s  have s e e n  the  ra pid d ev e l opme nt in Pa pua 
New Guinea of a s e ns e  of na t i o na li sm . I t  i s  fa shi onab le , and  
perha p s  even  po l i t i ca l ly expe d ie nt f or s ome p e op le , to  point 
up the d i f f e rences  whi ch exi s t  i n  the Pa pua New Guinea c ommu ­
nity . However , the s e  d i f ference s have b e e n  e c l ip s ed by the 
emergence of a much more po s i t ive phe nomenon - tha t of  a 
na t iona l i d e nt ity . Thi s  s e n s e  o f  na t iona l i s m  i s  of cour s e  
prima r i ly evident i n  our urb a n  c e ntre s a nd par t i cu lar ly i n  
educat iona l i ns t it ut i ons , b ut i t  i s  d if f icu lt  t o  b e l ieve tha t 
c ommon ob j e ct iv e s  a nd common int e re s t  wi l l  not s ee t h i s  
na t io na l s pi r i t  s pread ing qui t e  qui ck ly throughout t h e  c ount ry . 

The pa r t i c i pa n t s  i n  the f oreign  e c on omi c re la t ions s emina r 
a cc e pt e d  the Papua New Guinea na t ion per s e , a nd turned the i r  
a t te nt i on a nd energ ie s  outwa rd s t owa rd s  the c ommunity o f  
na t ions i n  whi ch Pa pua New Gui nea mus t  b e g i n  t o  t a ke i t s  p la ce . 
The s emina r  may b e  a b enchma rk i n  Pap ua New Guine a ' s  d eve l op ­
ment t oward s fu l l  na t io na l  ma t ur i t y . 

I f  i t  i s  o n ly in the pa s t  two yea rs  or  s o  tha t  Pap ua New 
Guinea ha s b eg un t o  a cc e pt i t s  own i nd epend e n t  ide nt it y , i t  
i s  more r e c e nt s t i l l  that i t  ha s rea l ly b egun t o  think about 
i t s  re la t i ons  as a s e pa ra t e  e conomic uni t w ith ove rsea s c oun­
t r i e s  a nd ins t i t ut i ons . Howeve r , Pa pua New Guinea ' s  f ore ign 
e c onomic re la t i ons  have - a nd w i l l  c ont i nue t o  have - a d omi­
na t ing inf luence ove r the c ount ry ' s  e conomic d eve l o pme nt . 
The s emina r d i s cu s s ed i n  d e pt h  ma ny import a nt a s pe c t s  o f  the s e  
re la t i ons , focus i ng i n  pa rt icu la r o n  the rea l c on s ide ra t i ons -
t ha t  i s , ma t te r s  c oncerning a c t ua l  g ood s a nd s e rv i ce s . This  

* The v iews expre s s ed i n  this  pa per are  the pers o na l o pini ons 
o f  the a uthor a nd s hould not  i n  a ny way be s e en as  ne ce s sa r i ly 
re f le c t i ng the v i ews o f  h i s  emp loying i ns t it ut i on . 
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141  

pap e r  d raws a t t en t ion t o  s ome pure ly mone tary i s s ue s  a r i s i ng 
out o f  the s e  fore i gn re la t i ons  wh ich wi l l  confront Pa pua New 
Guinea from now on , a nd wh ich wi l l  o f t e n  have a d irect  inf  lu­
e nc e  on the c ount ry ' s  d eve l opme nt . 

Pa pua New Gui ne a ' s  f ore ign e c o nomi c re la t ions wi l l  only 
rea l become mea ning fu l  wi th  the a dve nt o f  a n  i nd ependent  
Pa pua New Guinea currency o A s e pa ra t e  currency imp l i e s  a 
who le new s e r i e s  of prob lems a nd po l icy d i lemma s . I n  pa rt icu­
la r ,  Pa pua New Gui nea wi l l  for the f ir s t  t ime b e c ome subj e c t  
t o  e ff e c t ive ba lance of  payments  d i s c ip l i ne . Hand in ha nd 
with ba la nce o f  payme nt s cons idera t i ons  wi l l  g o  the ne e d  t o  
a cq uire a nd c ons erve f ore ign excha nge re s e rve s s u f f i c i e nt t o  
ma i nta i n  na t iona l a n d  i nt e rna t i o na l confidenc e  in our curre ncy . 
The e s t a b l i s hment o f  f ore ign excha nge re s e rve s wi l l  give r i s e  
t o  po l icy que s t i ons  ab out the i r  adequa cy , the i r  c ompo s i t i on 
a nd the d is pos it i on o f  the c urrency c ompone nt . 

I n  a d d i t ion , wi th  the i nt rod uc t ion  of  ba lance  o f  payment s 
c ons tra i nt s , the prob lem o f  ob ta ini ng a d equa t e  s ourc e s  of  
ove r s ea s capita l at  a n  a c ceptab l e  c o s t may b e c ome more pre s s ing . 
Thi s  wi l l  bring i nt o  sharper f ocus  the s ub ord ina t e  p a l  que s  
t i ons  o f  whether  w e  s hould s eek l ong- o r  short - t e rm ca pi ta l 
i n  g iven wor ld a nd d ome s t ic e conomi c cond it i ons ; a nd whe the r  
we s hou ld s e ek equity o r  f ixed intere s t  ca pita l ?  We wi l l  a ls o  
ne ed t o  c ons i d e r  wha t f ina ncia l a nd other a s s i s ta nce might b e  
ava i lab l e  thr ough int erna t i ona l agencies . Thi s  la t t e r  que s t ion , 
i n  t urn wi l l  ra i s e  the ma t t e r  o f  our fu t ure re lat ions with 
interna t i ona l  i n s t i tut i ons . 

A l s o , i n  the of our expe r i e nce i n  dea l i ng with our 
ba la nce of  i nterna t iona l pa yme nt s ,  we wi l l  ne e d  to c ons ide r  
o u r  po l a t t i t ud e s t o  the management of b oth our own curre ncy 
excha nge ra t e  a nd , in  b roa d e r  t e rms o f  pri nc i p l e s , to t he ba s i c  
interna t i ona l mone tary s y s t em whi ch provi d e s  the framework 
within whi ch our ove rsea s e c on omic re la t ions wi l l  b e  s e t . 

With t he a d opt i on of  a s e pa ra t e  currency , Pa pua New Gu inea 
wi l l  l o s e  i t s  mone t a ry a nonymi : once a sepa ra t e  curre ncy i s  
int rod uced , t he interna t iona l c ommercia l a nd f inanc ia l fra t e r­

wi l l  be  a b l e  t o  turn t o  Pa pua New Gu inea ' s  ba lance  o f  
payme nt s pe rforma nc e , a nd i t s  i nterna t iona l re s e rve s ho ld i ng s  
a s  v i s i b l e  a nd ready ind ica t or s  of  the ' s  e conomic 
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v iab i l i ty o I n  the pa s t , Pap ua New Guinea ' s  ba lance of  int e r ­
nat iona l payment s ha s been  of l it t le  or no po l i cy c oncern i n  
Pa pua New Gui nea : short fa l l s  on  current a cc ount have b e e n  
a ut oma t i ca l ly f ina nce d  b y  ca p i ta l inf l ow ,  ma i n ly from Aus t ra l ia , 
a nd t he net  o f  foreign  curre ncy payme nt s ove r  re c e ip t s  ha s b e e n  
me t from Aust ra l ia ' s  interna t iona l  re s e rve s ho ld i ng s . 

I t  s eems l ike ly that Pa pua New Gui nea wi l l  have the s upport 
o f  Au s t ra l ia n  ca pita l inf l ow ,  b oth pr iva t e  and pub l i c , f or 
s ome yea r s  t o  c ome . However ,  thi s  s uppor t wi l l  not take the 
form of unc ond i t i ona l ba lance of payme nt s s upport , a nd it i s  
prud ent a nd e s s e nt ia l , i f  g e nuine e conomi c i nd e pe nd e nce i s  
t o  be  a ch i eved - f or Papua New Guinea t o  take s e ri ou s  s t ock 
of  the l ike ly ba lance of  its  future interna t i ona l t ra ns a ct i ons . 
I f  a n  adve r s e  ba la nce o f  payme nt s i s  not t o  und e rmine our 
d ome s t i c  pr ice  a nd c o s t  s t ructur e s ,  e rod e na t iona l rea l income s 
a nd r e t a rd d eve lopment , i t  i s  e s s e nt ia l tha t p la nning s hould 
beg in now on c ons c i ous ba la nce of payme nt s  po l i c i e s  a nd 
s t ra t e g ie s . 

Pa pua New Guinea ha s re la t ive ly uns ophis t i ca ted  mone ta ry 
a nd taxa t ion sys t ems : thi s mea n s  tha t  mone ta ry a nd f i s ca l 
po l icy wea pons a re l i ke ly t o  b e  eve n le s s  e f f e c t ive a nd f lex­
ib le  than in more d eve l oped e conomie s . In t he s e  c ircums ta n c e s  
ther e  wou ld s e em t o  b e  pa r t i c u la r  me r it i n  trying t o  l imit the 
c ons t ra in i ng e f fe c t  whi ch the ext erna l a cc ount ma y have on 
d ome s t ic e c onomic po l i c ie s , by mak i ng the ba la nce of  payme n t s  
a s  s e lf - t e nd i ng a s  pos s ib le o A s ig n i f icant  s t e p  i n  t h i s  d ir e c ­
t ion c ou ld be a ch ieved if  maj or f luctua t ions in c ommodity  
price s , adve r s e  c lima t i c  cond i t i ons , wa r s  a nd o ther ma j o r  
event s out s id e  na t iona l c ont ro l c ou ld b e  r e f l e c t e d  large ly i n  
t he ext e rna l va lue o f  Pa pua New Gu i nea ' s  cur re ncy ra ther tha n 
in d ome s t ic price s a nd i nc ome s o 

With r e s pe c t  t o  exchange ra t e  po l i cy , the two ext reme s  of  
choice  are  b e tween sys t ems of  f ixed a nd s y s tems of  a d j us tab le  
excha nge ra t e s . I n  pra c t ica l  t e rms , of c our s e , the cho ice  is  
not s o  c le a r - c ut : exchange ra t e  po l i cy pra c t i c e s  e ncompa s s  a 
who le cont i nuum of  cho i ce s ; a nd i nd i vidua l g overnme nt s  f i nd 
thems e lve s a d opt i ng one or a nothe r  compr omi s e  d epend i ng upon 
the ' mix ' of the i r  ove ra l l  e conomic po l i cy ob j e c t ive s . 

Und e r  a f ixed ra t e  sys t em , the interna t iona l pr ice  o f  a 
c ountry ' s  d ome s t i c  c urre ncy i s  he ld c on s t a nt . Th is  resu l t s  
i n  d ome s t i c  pri c e  s tab i l i ty i n  the s ense  tha t the ra t e  o f  
d ome s t i c  inf lat ion keeps  pa c e  (with probab ly on ly a sma l l  lag )  
with the i nterna t iona l ra t e  of  i nf l a t i on o Mea nwh i l e , the 
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na t i ona l  mone tary a uthori t ie s  a re free to a d j us t  the qua nt i t y  
of  na t iona l curre ncy pumped into t he e conomy , in  ord e r  t o  
a chieve wha t eve r d egree of  ba lance o f  payme nt s equi l ib r ium 
tha t i s  d e s i red ( or can  be a f f ord ed in the l ight o f  i nt e r­
na t iona l re s e rve s ho ld ing s ) . O f  cour s e , i f  the na t iona l 
a uthor i t i e s  are  pre pa red t o  l e t  the mone tary e f fe c t s  o f  the 
ba la nce o f  pa yme nts  run the ir course  wi th no neut ra l i s ing 
po cha nge s , then t he ba lance of  payme nt s wou ld even tua l ly 
by i t s e l f  t e nd t owa rd s  e qui l ib r i um .  

Und e r  f l exib le excha nge ra t e s , the pri c e  ( in t e rms o f  inter-
na t iona l of  the d ome s t i c  currency i s  a l l owed t o  
change t o  a chi eve ba lance o f  pa yme nt s equi l ib r ium , wh i l s t  the 
qua nt o f  money is a free po l icy va r iab l e  whi ch may be he ld 
cons ta nt or managed , as a ppropr ia te , to a chi eve the d e s i red 
ra te of  d ome s t i c  inf la t ion c ons i s tent with mee t ing other e c o -
n omic p o l  ob j e c tive s . 

I n  a wa y ,  the re f ore , the choice  may b e  pre s ented a s  b e i ng 
b e tween  s t ab i l i s a t i on o f  na t iona l prices  a nd income s i n  t e rms 
of  s ome ' interna t i ona l ' crite rion ; or s tab i l i sa t ion in t e rms 
of a na t i ona l i nd ex . The cho ice  b e twe en  the s e  two wi l l  d e pe nd 
on whe the r  one i s  t o  trus t i n  t he g e ne ra l s tab i 
o f  the int e rna t i ona l e c onomy , or  pre f e r s  t o  t rust  in the s ound -
ne s s  o f  d ome s t i c  mone po l i c ie s . 

I t  wou ld b e  t o  think tha t  a sma l l  c ountry l ike 
Pa pua ve ry heavi ly d e pe nd e n t  on s ,  
cou ld a chieve s ucce s s  in a ga ins t  the t id e  o f  
wor ld inf lat ion Howeve r ,  equa l , i t  wou ld b e  d e fea t i s t  not 
t o  to at lea s t  cut a d 1 a c ro s s  the s t ream . To the 
ext ent tha t  Pa pua New Guinea c ou ld a chieve a s lowe r ra t e  o f  
in f la t i on tha n  the g e ne ra l wor ld ra te , t h i s  wou ld b e  a s t e p  
in the d ir e c t i on o f  Papua New Guinea rea l income s . 

Pro f e s s or Parkin , i n  a ta lk t o  the Economic s  Soc  a t  
the Unive r s i  o f  New Guinea , re cent ly  s ugge s t ed t ha t  
perha ps New Guinea s hou ld a im a t  s pr o-
d ucer  pos s ib consumer s ,  as  a s e c ond b e st ) ; 
and for t h i s  t o  be a t ta ined through a d j us tment of  the 
ra t e  from t ime t o  t ime . It wou ld pe rha p s  b e  na ive t o  think 
tha t , with our exi s t  e c on omic a nd i ns t i t ut i ona l s t ruc ture , 
we could  a chieve thi s in a ny me cha n i s t ic s e ns e : even i f  s ome 
f lexib i  could  be bui l t  i n t o  Pa pua New Gui nea ' s  excha nge 
ra t e  it  i s  tha t i t  wou ld b e  s us ib le t o  mana g e -
me nt i n  a ny ve ry s e  a nd s e ns i t i ve ma nne r . However ,  i t  
ma y be tha t w e  wou ld not be  d o i ng a b a d  j ob i f  w e  c ou ld g e ne r -
a l  the d i re c t i on o f  cha nge s  , a nd the ma gnitude 
ha l f  
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I n  a ny ca s e , there i s  no rea s on t o  expe c t  t ha t  it  wi l l  b e  
a ppropri a t e · t o  re ta i n  a f ixed re lat ionship  wi th  t h e  Aus t ra l ia n  
d o l la r . I n  t he pa s t , it  may have be en  pos s ib le t o  argue t ha t , 
b e ca u s e  the bu lk o f  Papua New Gui nea ' s  i nt erna t i ona l  trade  wa s 
tra ns a c t ed with  Au s t ra l ia a nd because  ext e rna l t ra ns a c t i ons 
wer e  o f  f i r s t  impor tance in t ota l Pa pua New Guinea income a nd 
out pu t , a ny cha ng e  in our excha nge ra t e  v i s - a -v i s  Aus t ra l ia 
wou ld  me re ly have prod uced a c orre s pond i ng cha nge i n  Pa pua 
New Gui nea ' s  d ome s ti c  pri c e  leve l .  Wha t ever the hi s t or i ca l 
pos i t i on , this  i s  not  the ca s e  now , a nd i t  i s  b e c oming le s s  
s o  every yea r . 

I t  i s  s ome t ime s argued tha t  f lexib i l  i n  excha ng e  ra t e s 
wou ld a c t  a s  a d i s incent ive t o  ove rsea s inve s t or s . However , 
on the c ont rary , i t  s e ems rea s onab le t o  think tha t  long - t e rm 
i nve s t or s  in Pa pua New Gu inea have a very rea l ve s t ed intere s t  
i n  our fo l l owing a ppropria t e  e conomic po l ic i e s  con s i s t -
e nt with the fu l l  d eve l opment of  the e conomy . Any ove rs ea s 
i nve s t or that und e rtake s a pro j e c t  o f , s ay , a t  l ea s t  t e n  year s ' 
dura t ion  i n  country a nd d oe s  not  c on s ider  s ome change i n  
tha t  c ountry s interna t i ona l re lat i onships , wou ld b e  
imprudent  and unr ea l i s t i c . 

More ove r ,  i t  i s  e s tab l i shed inve s tors  ra ther tha n  potent ia l 
new i nve s t ors  tha t  woul d  b e  mos t  a f fe c t e d  by a ny d ownwa rd 
movemen t  i n  the va l ue of our curre ncy ( nob ody s eems to wor ry 
ab out an a ppre c i a t i on ! ) . F or new i nve s t or s  a d e pre c ia t i on of  
t he currency reduce s  the f ore ign c urrency va lue o f  a ny required 
capi ta l inve s t me nt , a t he same t ime as  i t  reduc e s  t he f ore ign 
currency va lue of the s tream o f  future prof i t s : thi s leave s 
the y i e ld  uncha nge d . F or e s tab l i shed i nve s t ors , the int e r ­
na t iona l va lue  of  the s (and ca p i ta l va l ue )  
i s  reduced without a ny o f f s e t . Howev e r , b e cause  much ove r s ea s 
inve s tment i s  cent red on export i nd us t r i e s , i t  i s  l ike ly tha t 
the e f fe ct s o f  a ny d ep re c ia t i on even on e s tab l i s he d  ind us tr i e s  
would b e  s ma 1 1 . 

I f  i t  s ho u ld b e c ome d e s i rab le i n  the future t o  depre c ia t e  
t he Pa pua New Guinea curre ncy , b u t  f ound t o  b e  po l i t i ca l  
d i f f i cu l t , i t  might be  p o s s ib le t o  con s id e r  a s ys t em o f  export 
incent ive s and imp or t  d e t e rren t s  whi ch wou ld have the same 
e f f e c t  a s  a i on . One s uch sys tem could invo lve s imp le  
expor t s  s ub s id i e s  and impor t s  lev ie s ; a n  a lt e rna t ive could em­
p l oy a sys tem of  mu l ti p le excha nge ra t e s . In s ome ca s e s , s uch 
mea s ures  might be unpa la tab le j ly t o  i n t e rna t i ona l 
ins t i tu t i ons l ike the I n terna t io na l  Mone Fund . However ,  
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it is l ike tha t such ' hidden d eva l ua t ion s ' c ou ld quite  s oon 
b e  cod i f ied in a de pre c ia t i on , whi ch c ou ld be  s e en  t o  
b e  s imp ly a t idying - u p  mea s ure with l i t t le o r  n o  pr ice e ff e ct s . 

Another a rgument  a ga i ns t  a ny d e gree o f  f lexib i l i ty i n  ex­
cha nge ra t e s  is tha t i t  crea t e s  unc e rta inty a nd , in pa r t i cu la r , 
d the f low of  t ra d e  a nd c ommerce . F or t h i s  rea s on ,  i t  
wa s a cc e pt e d  t ra d i t i ona l ly that i t  wa s i n  the be s t  i nt e re s t s  
o f  wor ld trad e  i n  ge nera l ,  a nd the d ev e l oping c ount r i e s  i n  
pa r t i cu la r ,  tha t excha nge ra t e s  s ho u ld b e  kep t  a s  s ta b l e  a s  
pos s ib le . I nd e e d , i t  i s  us ua l ly one o f  the p r ime ob j e c t ive s 
o f  c ent ra l mo ne t a ry a uthori t ie s  t o  ma inta in the exte rna l va lue 
o f  t he ir d ome s t ic c ur re nc i e s . 

Und oub t ed ly , l i fe i s  l e s s ha za rd ous  and  le s s  c omp l i ca te d  
for mer cha nt s a n d  others t ra n s a c t i ng i n t e rna t iona l bus ine s s  
i f  excha nge ra t e s  rema in s tea dy . Moveme n t s  o f  exchange ra t e s , 
b ot h  a ct ua l  or , ca n be  expe ns ive e ithe r  in terms 
of ins ura nce ( forwa rd exchange c ov e r )  or in a c t ua l  cap i ta l 
los se s . The fa c t  tha t  many ma rke t ing a rrangement s f or pr ima ry 
produc t s  invo lve f ixed c on tra ct s ,  not  only wi th  ove r s ea s buye rs 
but  a ls o  b e twee n  marke t ing authori t i e s  a nd d ome s t i c  prod uce rs , 
ope ra t e s  t o  exa gg era t e  t he d if f icu l t i e s  ( po l it ica l a s  we l l  a s  
e conomi c )  o f  excha nge ra te  ins tab i li t y  f or pr ima ry produce rs . 

I t  ha s t o  be  r e c ogni s e d  tha t  cha ng i ng excha nge ra t e s  a re a 
fa ct  of  int e rna t io na l c omme rcia l l i fe a nd mus t  nece s sa ri ly 
oc cur i f  ea ch is to ma i nta i n  i t s  a ppropri a t e  s ha re of 
ove rsea s ma rke t s  f or its produc t s  in the of changing 
ta s te s , s upp l i e s  a nd c o s t re la t ionship s . I n  the s e  
c ir c ums tanc e s , i t  s e ems tha t , i n  c ompany w i t h  a l l  other coun­
t r ie s  o f  t he wor ld , Pa pua New Gui nea s hould be concerned not 
wi th  whe the r the re wi l l  be exchange ra t e  s t ab i l i ty o r  ins tab i -
1 and there f or e  certa  o r  unc erta i nty , but ra t he r  how 
be s t  interna t i ona l  a nd d ome s t ic mone tary a r ra ngeme nt s  can b e  
mod i fied  t o  a cc ommoda t e  t h i s  b ui l t - in e leme nt o f  cha nge . O f  
c ou rs e , t h e  na ture o f  the ' a rrangemen t s '  tha t  c a n  b e  mad e  wi l l  
d e pe nd very much o n  whe the r t he world  re ta ins  t he ' o ld ' sys tem 
o f  re la t ive f ixed ies with t he i r  i nevi tab l e  c umu la t ive 
d i s t or t i on s  a nd pe r i od ic  d is ive ad j us tme nt s , or  adopts  a 
s y s t em where ma j or excha nge ra t e s  cha nge more freque nt but 
le s s  

i t  wou ld  s eem l ike tha t d eve l oping c ountr i e s  
s more from pe r i od i c  f ina nc ia l cr i s e s  and la rge 
exchange rate  chang e s  t ha n  they do from the unc e rta int i e s 
a s s oc ia t ed w i th more pro longed a d j us tment s a nd r e l a t ive ly  
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f lexib l e  exchange ra t e s .  I t  i s  unfortuna t e  b u t  pe rha p s  unde r ­
s ta ndab le  t ha t  a s  s oon a s  a ma j or i nd us t r ia l i s ed c ountry runs 
into exte r na l d i f f icu l t ie s , a lmos t  it s f i r s t  move is to cut 
ba ck on i t s  a id program .  Any rema ining a id i s  l ike ly t o  be 
mo re ly c ont ro l led a nd /or ' t ied ' . O f t e n  s uch mea s ure s 
are  f o l lowed by the a d opt i on of  i l l ib e ra l t ra d ing po l ic i e s  
a nd pos s i b ly re s t ra int s o n  priva t e  ca p ita l out f lows 

More g ra d ua l a nd re la t ive ly  c ont r o l led  (a l though th i s  b e g s  
anothe r  que s t ion) moveme nt s  in exchange ra t e s  c u t  t he unc er t -
a prob lem d own t o  a ma na geab le  s iz e  a nd one wh ich i t  shou ld 
be pos s ib le t o  cove r with a re la t ive ly cheap s ys t em o f  exchange 
i ns urance . It is in  the s ion of s e rvi c e s  s uch as th i s  
tha t Pa pua New Guinea may n e e d  t o  d eve lop  expe rt is e  and /or 
e ff i c ient ma chine ry f or the insura nce of  commercia l c on t ra c t s . 
I t  may be in spe c ia l i s ed area s l ike this  tha t  i t  wi l l  b e  of  
b e ne f i t  to  Pa pua New Guinea t o  ava i l  i t s e l f  o f  t e chni ca l 
a s s i s tance  p rovided by certa i n  i nt e rna t i ona l i ns t i tut i on s . 

As Pa pua New Guinea make s i t s  d ebu t a s  a n  i nd e pe nd e n t  e c o ­
nomy on t h e  interna t iona l s tage , i t  i s  not  wi thout s ome b a ck­
s tage  a s s i s ta nc e . I n  pa r t i cu la r , Pa pua New Gui nea wi l l  b e c ome 
e l ig ib le for members hip of the Interna t iona l Monet a ry Fund a nd 
wi l l  there f ore have a c ce s s  t o  the re s ourc e s  and a s s i s ta nce 
which tha t i ns t i tut ion pr ov id e s . 

As a memb e r , Pa pua New Guinea wou ld b e  ab le t o  b orrow from 
the F und f ore ign excha nge e quiva lent  to a max imum o f  125 pe r 
c e nt o f  i t s  quota - a lb e i t  with i nc re a s ing ly  s tringent cond i ­
t i ons . A l though the s e  b orrowing s mus t  b e  re pa id ,  they d o  
prov id e  a very u s e f u l  s pa c e  in whi ch a c ountry may 
a d j us t  i t s  mone t a ry a nd fi s ca l  p o l i c ie s  t o  a rre s t  a d e c l i ne 
in i t s  ' owned ' r e s e rve s . Thi s  fa c i l ity could b e  important t o  
Pa pua New Guinea . A s  i n  the ca s e  o f  other d eve l o p ing c ount r i e s , 
e c o nomi c expa n s ion in Pa pua New Gui nea w i l l  o n ly be p o s s ib le 
i f  the re i s  adequa t e  f ore ign excha nge purcha s ing power t o  
import t he g ood s needed  f or d eve lopmen t .  Pa pua New Guinea ' s  
pr ime ' d ome s t i c ' s ource of  f ore ign exchange i s  export  ea rnings -
e s pe c ia l ly f r om pr ima ry c ommodi t ie s . A lthough expor t s  o f  
a gr icultura l  prod uct s ,  i n  pa rt icula r , have t e nded  t o  increa s e , 
the earnings from t he ir  s a le ove r s ea s have f luctua te d  wide ly . 
I n  c ontra s t , the price s o f  ca pi t a l a nd o ther b a s ic g ood s whi ch 
we need  f or e co nomi c d eve l o pment , t ogethe r  with  a s s oc ia t ed 
s ervice s , have ri s e n  s t ea d i ly ove r the yea r s  a nd wi l l  probab ly 
d o  s o  i n  the future . Thi s  t end e ncy f o r  the t e rms o f  tra d e  t o  
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move adve r s e ly in r e s pe c t  o f  pr ima ry produc i ng countrie s ha s 
o f t e n  und e rmined d eve l op ing countrie s '  e ff or t s  t o  b e c ome 
s e l f - s uppor t ing . At pre s ent , the pri c e s  of Pa pua New Guinea ' s  
ma j or s a re a t  h igh leve ls , but the cond i t i ons of  1 9 7 1 - 7 2  
c ou ld r e t urn a ga i n . 

Memb er s hip o f  the F und wou ld g ive Pa pua New Gu inea a c ce s s  
t o  two spe cia l i s ed s cheme s whi ch c ou ld a ls o  he l p  t o  red uce 
its  vu lnerab i li t o  ba lance of  payment s pre s s ure s . The f ir s t  
i s  the c ompe nsa t ory f i na nc ing fa c i li ty by which count r ie s  ex-
pe r i e nc a short fa l l  o f  export r e c e i pt s  for  rea s on s  beyond 
the i r  c on t ro l c a n  d raw from the Fund amount s of f oreign ex­
change equiva l e nt to wha t they would have ea rned had there 
been no s hort fa l l . The s e cond is  the f i na nc i ng fa c i l i ty wh i ch 
e na b le s  coun tri e s  t o  make drawing s f r om the F und t o  re imbur s e  
thems e lve s f or c ont r ibu t ions they have mad e  t o  a n  inte rna t iona l 
buffer  s to ck s cheme . Pa pua New Gu i nea ha s re c e nt ly agreed  t o  
par t i c i n  t he I nt erna t iona l Cocoa Ag reement : under thi s 
Ag reeme nt , Pa pua New Gu inea wi l l  nee d  t o  c ontr ibute  t o  the 
financing of  a b uf f e r- s t ock of  c o c oa . I t  might at s ome s ta g e  
b e  u s e ful  t o  b e  a b l e  t o  r e f i na nc e  th i s  buffer - s tock c ontribu­
t i on .  

However ,  i n  d rawi ng a t t e nt ion t o  t he pa l l iat iv e s  wh ich 
c ou ld become a va i lab le t o  Pa pua New Guinea t o  he lp wea t he r  
a ny ba lance o f  payme nt s  d if f i cul t ie s , i t  i s  not int e nd e d  t o  
g ive the impre s s i on tha t  Pa pua New Gu inea wou ld b e  insu la t e d  
from pre s s ure s on i t s  exte rna l a c c ount . As far a s  they g o , 
the IMF fa c i l i t ie s  a re us e fu l  but  t hey a re not  a comp l e t e  
insura nce a ga in s t  a l l d i f fi cu l t ie s . I n  fa c t , the IMF fa c i l i ­
t ie s  wou ld o n  b e  a va i lab le t o  Pa pua New Gu inea und e r  s pe c ia l 
and fa i r  r e s t r i c t e d  c ond i t i ons . I n  pa r t i c u la r , Pa pua New 
Guinea wou ld need  t o  have a ba lance  of payme n t s  prob lem b e f ore 
it c ou ld d raw on the F und ' s  re s ource s . Howeve r ,  it is qu i t e  
ea s y  t o  fo re s e e  s i tua t i ons  in whi ch f i na nc ia l a s s i s ta nc e  would 
b e  d e s irab le be f ore a ba lance of  payme nt s pr ob l em ma ture d : 
this  c ou ld be  s o ,  f or ins tance , i f  Pa pua New Gu inea wished t o  
keep  i t s  ext e rna l r e s e rve s a t  a certa in  fa ir ly hea leve l 
in ord e r  t o  ma i nta in  c onf idence in  the curre ncy , but a t  the 
s ame t ime s e t t l e  i t s  net  ext e rna l payme nt s . 

A l s o , f i na n c ia l a s s i s ta nc e  whi ch ha s t o  be repa id i n  no 
more tha n  f ive yea rs might be  of l it t le u s e  in s ome cir cum­
s tance s . As with othe r  pr ima ry produc ing countr ie s ,  t he 

s t  threa t s  t o  Papua New Gu inea ' s  externa l equ i l ibr ium 
a re l ike ly t o  c ome f rom externa l fa c t or s , s uch a s  a s u s t a ined 
d e c l i ne in expor t proceed s or perhaps a d e c l ine in f ore i g n  a id 
and i nve s tmen t .  Such s i tua t i on s  cou ld be e nt ire ly out s id e  
Pa pua New Guinea ' s  contro l ,  a nd might be  he lped ve ry l i tt le 
by f i na n c ia l a s s i s ta nce . 
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I n  add it ion , t he e c onomi c and mone t a ry s tructure of  the 
e conomy i s  s uch tha t f i s ca l  a nd mone tary p o l icy mea sure s wi l l  
not have the impa c t  tha t they d o  in i ndus t r ia l i s e d  countr i e s  
w i t h  we l l � deve l oped c re d i t  a nd taxa t ion sys t ems . A ba la nce ­
of - pa yme n t s  prob l em tha t cou ld be  rega rded a s  t empo rary i n  a 
d eve l oped c ount ry c ou ld , i n  a d eve l o ping cou nt ry l ike Papua 
New Guinea , get  out of  ha nd . 

I t  s e ems pos s ib le tha t the moveme nt t owa r d s  reg i ona l ins t i ­
t ut i ons  a nd other  forms of  l oca l i s ed e conomi c c o - opera t i on ,  
whi ch ha s taken p la ce i n  recent yea r s , might b e  due a t  lea s t  
in t o  a fee l i ng tha t  the g loba l int e rna t i ona l ins t i tut i ons 
l ike the I nterna t i ona l Mone tary F und ope ra te  wi thin  t oo r ig i d  
a nd t oo na rrow frameworks . 

I n  the ECAFE reg ion , whi ch emb ra c e s  Papua New Guinea , there 
have bee n s evera l pr opo s a l s  for  regi ona l c o - opera t i on , inc lud �  
i ng tha t  which led  t o  the e s ta b l i shme nt o f  the As ia n Deve l opment  
Ba nk (ADB ) . Othe r proposa l s , c ur rent ly  r e c e iv ing a t t e nt ion , 
a re f or a n  As ia n  C learing Union (ACU) ; a n  As ia n  Re s e rve Ba nk 
(ARB ) ; and  a S ou th Pa c i f i c  D eve lopme nt Ba nk . 

A l t ho ugh i t  i s  ea sy t o  r e c ogni s e the argument s f or s ome 
d e cent ra l i sa t i on o f  interna t iona l c o - opera t ion ( pa r t i cu la r ly 
when  i t  i s  put i n  the f orm that , without a regi ona l l obb y , 
one ' s  own reg i on i s  l ike ly t o  b e  d i sadvanta ged ) , i t  i s  impor t ­
a nt tha t  such a movement shou ld be  kept i n  per s pe c t ive . F or 
examp le , the As ia n Deve lopme nt Ba nk i n  ma ny ways repre s e n t s  a 

reg i ona l dupl ica t i on o f  fa c i l i t i e s  whi ch were  a lready 
on a g loba l s ca le by the Wor l d  Bank . Whi l s t  i t  would 

b e  chur l i s h  not  to a dmit the bene f i t s  wh ich have f l owed from 
the e s ta b l i shment o f  thi s ins t i t ut ion ( a nd Papua New Guinea 
ha s a lready s hared  the s e ) , one wond e r s  wha t e f f or t s  we re f i r s t  
mad e  t o  mod i  a nd ada pt t he Wor ld Ba nk t o  mee t  perce ived 
d e f i cie ncie s b e f ore t he d e c i s ion wa s take n to promo t e  a new 
i ns t i tut i on . Perha ps  this  exampl e  o f  d e c en t ra l i s a t ion wa s a 
move t o  the improved d i s trib ut i on o f  d eve l o pme nt re s our c e s  � 

but wou ld the c rea t ion o f  a S ou th Pa c i f i c  Deve l opment  Ba nk b e  
equa l ly j us t i f ia b l e ? 

I n  promot t he pro li fera t io n  of  regi ona l d eve l opme nt 
i ns t i tut ions , ca re s hou ld be taken  t ha t : 

s ca rc e  reg i ona l re s our c e s  o f  ski l led a dmin i s tra t ors  
a re not  wa s t ed i n  ine f f i c i e nt dup l i ca t ion o f  s ervi ce s ; 
o the r ine f f i c i e nc i e s  of  sma l l  s ca l e  a r e  not i ncurre d ; 
a ppa re nt b e ne f i t s  a r e  not mere ly the re s u l t  of  u n­
i nt e nt ioned ' b e gga r thy ne ighb our ' po l i c ie s ; 



with the d e crea s s ize  a nd re 
ins t i tu t i on , na t i ona l po l i t i c s  do not  
d i s tort opera t i ons  a nd po l i ci e s  ( even 

do in i ns t i t ut i on s ! ) . 

ion of  the 
i nt rude t o  
more tha n  

F ina l  , there  a re s ome mone t a ry a sp e c t s  of Papua New 
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Gui nea ' s  f ore  e co nomic re la t i ons which are c ommon t o  ma ny 
othe r  d eve l op ing c ount ri e s . Amo ng s t  the s e , two ma j or a s pect s 

r i s e  t o  much d is cus s ion a re the prob lem o f  the d eve loping 
c ount ri e s ' d eb t  b urde n ,  a nd t h e  pos s ib i  
o f  a id with i nt e rna t iona l re form .  

) A r e c e nt s tudy by UNCTAD 
on the o f f i c ia l  a nd 

gua ra nt e e d  debt  of  d ev e l op ing c ount ri e s  have been  
i nc rea s a lmo s t  twice as  fa s t  as  the ea r ning s with 
which those payme nt s  a re ma i n ly f i nanced . Mor e ove r ,  this t r e nd 
i s  l ike t o  c ont i nue ove r  the next few yea r s  a s  ' gra ce ' per iod s 
which were  on many la rg e  l oa n s  i n  t he ear ly 1 9 60 s  beg in 
t o  A t  the same t ime there i s  no evid e nce o f  a reve r s a l 
of  rend o f  yea rs  whi ch ha s s e e n  a re la t ive d e c l i ne 
i n  o f f ic ia l ' s o f t ' l oa n s , a nd a re la t ive incre a s e  
i n  on s hor t l oa n s  a t  h igh i nt e -
re s t  ra t e s . lems w i l l  o f  c ou r s e  be  by 
the re cent wor ld �wide movement s t owa rd s increa s ing i nt e re s t  
ra t e s , but  d imini s hed b y  i n f la t i on . 

Guinea d o e s  have a pre s s  d e b t  s e rv i c -
but  a s  t he ' s  ne e d s  f or d eve 1 

f i na nce grow ,  a nd a s  pa t t e rns o f  t ra d e  a nd ea 
there w i l l  b e  i ncrea s pre s s ur e s  on Pa pua New Gui nea 

o ob ta i n  l oa n  ea ta l in  i nt e rna t i ona l ea 1 ma rke t s  o n  
free -ma rke t t e rms . Whi l s t  New Guinea wi l l  probab ly have 
l i t t l e  d if ficu  in me e s omet ime s 
be  po s s ib le on on re la t ive o ne rous t e rms . 

I n  thi s s i tua t ion i t  wi l l  
the c o s t s  a nd b e ne fi t s  o f  the 
ove r s ea s  1 .  I t  i s  ea s y  t o  
s ent s a mortga g ing o f  the na t ion ' s  future 

to we ca re 
b e  f ina nced with 

is  the proc e e d s  o f  fu t ure s a nd other ove r s ea s  ea rning s 
wi l l  be  to  re pay the s e  l oa n s . To the ext en t tha t  the 
t e rms of t rad e move t d eve l o pi ng count r i e s ,  the rea l 
burd e n  o f  ext e rna l d eb t  i s  increa s e d . 

ins t t h i s  ba ckground , i t  i s  d e s irab l e  that ea 1 mad e  
a va i lab le  t o  d eve l op ing count r ie s  s hou ld b e  o f fered o n  g e ne ­
rous te rms with  l ow int e re s t  ra t e s , l ong a nd gra ce 
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s e t c . Howeve r ,  i t  i s  unf ortuna t e  tha t  a i d  g iven o n  
such t e rms , with no s t r i ng s  a t ta ched , ha s l i t t le a dvantage 
pa r t i c u la r ly po l i t i ca l a dvantage  to t he a id - d ona t count ry o 
I t  there f ore a cons iderab l e  d egree  of  a ltrui sm whi ch 
many c ount ri e s  a re ly not wi l l i ng or a b l e  t o  s how o 

Another a l terna t ive , of  cour s e , i s  that d eve loping c oun­
t r i e s  s hould be e nab led more nea r ly to pay the i r  own way by 
earning t hrough increa s e d  s f or e ig n  excha nge wh ich can 
be d i re ct ed to me e t  pa rt at lea s t  o f  the ir nee d s  for deve lop-
me nt f i na nc e . I t  a lway s  s e ems surpr i s  t ha t  c ount rie s 
whi ch have no he s i ta t i on i n  a dmitt i ng t he l og i c  a nd va 
of the s o - ca l led  ' law of  c ompa ra t ive a dva ntage ' a re a lway s  
a b l e  t o  f ind rea s ons why s hou ld n o t  ope n up t he ir e c ono-
mie s  to  impor t s  f r om d eve l op ing c ountr i e s . 

I n  s ome way s , the d i s t r ibut i o n  and d eve lopment of  the 
wor ld ' s  re s our c e s  may b e  l ike ne d  t o  a n  i nt e rna t i ona l game of  
Monopo ly . In  the  i ni t ia l  s ha re - out of  proper t ie s  - which i s  
pure ly a ma t t er o f  l uck s ome p laye r s  ga in s t o  va l uab le  
re s our c e s  a nd s ome ga i n  s to  very l i t t le . If  the  lu cky 
p layer s ,  the ' have s ' ,  pre s s  the ir a dvantage to t he fu l l  then  
the  s i t ua t ion c ou ld a ri s e  whe re the  ' have not s ' quickly  e nd 
up mor tgaging t o  the ' have s ' a l l  t he ir mea gre a s s e t s ; a nd , i n  
the u l t ima t e  f a c e  the threa t of na t iona l bankruptcy a nd 
e l imina t ion from the game . Pre s s ed t o  i t s  c on c lus ion , thi s 
proc e s s could  mea n  tha t i n  the e nd the ' have s ' no longer  have 
a nyb ody e l s e  l e f t  t o  with ! 

I t  s e ems tha t  t here a re two ma in c ours e s  t ha t  may b e  f o l ­
l owed i f  t h i s  ' game ' i s  t o  b e  su s t a i ne d . The f i r s t  i s  f or 
the ' have s ' c ont i nua l t o  ' ha nd out s ' t o  t he ' ha ve - not s ' 
s uf f i c i e nt _ t o e na b l e  them t o  c on t inue p laying : hope fu l ly , over 
a l ong per iod , the ' have not s ' might be lucky a nd a cqu ire 
owne r s h i p  s to s uf f i c ie nt property to enab le  them t o  
p la y  una s s i s t e d . The s e cond i s  f or ea ch 
t o  be - indeed  he through the s ca le  pro­
v i s ion o f  s ca rc e  re s our c e s  - t o  d eve lop  as  fu l ly as  pos s ib le 
a l l i t s  ava i lab le (a s s e t s )  by d irect  i t s  re s ource s 
int o tho s e  produc t ive a c t ivi t i e s  in whi ch i t  ha s a c ompa ra t ive 
a dvanta g e . At pre s ent , the wor ld  s e ems to favour the former 
sys tem whe the ' have - not s ' a re s u s t a ined by e s ca la t i ng 
hand out s :  thi s  i s  ne i ther constru c t ive nor e f f i c i e nt . 

As i t  b e c ome s c lea rer t o  t he d eve l oped c ount r i e s  t ha t  the 
game ca n c ont inue on a ny huma n i ta r ia n  ba s is if they r e -
d i s t r ibute  rea l r e s ource s t o  t he ' have - no t s '  i t  i s  t o  b e  
hoped tha t  wi l l  a c t ive co- in interna t i ona l 
a r ra ngeme nt s  a nd s cheme s  t o  ma ke t h i s  pos s ib l e  in a way t ha t  
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a l l ows the ' have -not s '  t o  re t a i n  the ir  
ha s recent been rea ched f or ia t i ons  t o  s ta rt for a nother 
round of wor ld -wide ta r i f f  reduct i on s  under  the a u s p i c e s  of 
GATT . Thi s  wi l l  the d eve lope d  c ount r i e s  an oppor t unity 
t o  show t he p ower o f  c o - o pe ra t i on ove r c ompe t i t i on . Wi th  

11  a nd und e r s  , i t  shou ld be pos s ib le t o  a ch ieve 
r e forms whi ch wou ld make i t  ea s i er f or d eve loping 

c ount r i e s  to ma rke t  the ir  s in  d eve marke t s  a nd s o  
ga in ind epend e nt a c ce s s  t o  s ome o f  the d eve f i na nce 

ne ed . 

Such an  d ivi s ion of  lab our wou ld bene f i t  not  only  
the  d eve lo ping c ount r i e s  but wou ld re l ea se re s ource s  in the 
d eve l oped count rie s  which c ou ld be used  r e la t ive ly more e f f i c i -
e nt in the t i on of ind u s t r ia l i sed  s a nd s o  
i nc rea s e  the t ota l o f  in t e rna t iona l we l fare . 

One 
s o lut i on 
t o  the d eve 

lo ped 
count r ie s  ha s b e e n  bui lt  int o a propo sa l 

for  i nt e r na t i ona l 
c ount r i e s  wou ld 

re form . Und e r  th i s  s cheme , deve l op=  

t ion o f  IMF 1 
i ona t e  la rge a l loca ­

a s  the s e  were i s sued  for  
interns t i ona 1 

thi s proposa l ha s re c e ived con s ide rab l e  
d eve c ount r ie s , i t  may not ne ce s sa r i  

mos t  e f f i c ie n t  o r  f lexib le  s o lut ion  t o  the lem . 
i t  b e  t ha t  t he que s t i ons  of b oth d eve 
f ina nce a nd i nt e r na t iona l 1 were s u f f i c i e nt 
t o  d e s e rve s e pa ra te reatment s .  

la r ,  the ne ed o f  the d ev e  c ou nt r i e s  for  
d eve a s s i s ta nc e  i s  a a nd one whi ch 
shou ld not be  t urned on o f f  with i n  the  
o f  t he int e rna t i ona l e c onomy . Max imum bene f it can be  d e r ived 
f rom ove r s e a s  a id whe re i is mad e  a va i lab l e  i n  the f orm of  a 
program , with f i rm c ommi tme nt s e nt e red i nt o  f or a. 
o f  yea. rs  a head , 

The wor ld ' s  1 nee d s  ca nnot b e  cted  v e ry fa r i n  
a dva nce . I t  wa s the lems with the la s t  program fo r 
the i s sue  o f  s a s  i nte rna t iona l 
tha t  t he ne e d  had d i s a ppea red by the t ime the b e came 
ava i lab l e . S imi la r 
o f  wor ld  

t e  t ha t  any 
f or reduct ions  i n  

s powe r whe n I f  
c ount r i e s  we re the cha nne l for the i s s ue o f  

i nt e rna t io na l then pre s uma.b c ou ld be  ca l le d  
upon t o  bea r t h e  brunt o f  a ny cut -ba ck i n  tha t  power 
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S ince  d eve l op ing c ountries  ca n s e ld om a f ford the o f  
r e s e rve s of  id le  a s se t s , it  might b e  expe c t ed tha t  s uch a 
proce s s  wou ld rai s e  grea t d i f f icu l t i e s . 

Howev e r , t o  s ugge s t  tha t  l inki ng d eve f i na nce to 
interna t iona l mane re form might not be  the mos t  e f f i c i e nt 
a pproa ch t o  mee t i ng d eve l oping count ri e s ' f ina nci a l ne ed s , i s  
no t t o  sugg e s t  that d eve c ou nt r i e s  there f ore have no 
intere s t  in propo s a l s  t o  ame nd the i nt e r na t i ona l mone t a ry 
s y s t em .  Me nt ion  ha s a been mad e  o f  s ome o f  the e f f e c t s  
whi ch excha nge ra t e  moveme nts  ca n have i nc the e f f e c t s 
on d eb t  burd e ns . I n  a dd i t i o n , c ont i nued d i s rupt ion o f  excha nge 
marke t s  c ou ld l imi t t he e f f e c t ivene s s  of 1 ma rke t s i n  
t ra d i t i ona l f i nanc ia l centre s a nd t here fore reduce e a  1 
f lows  t o  d eve l op ing c ount r i e s . Al s o , t he recent  t rend t oward s 
b i la t era l i s m  amongs t  the indus t r ia l i sed c ount r i e s , t he exte n ­
s i on o f  t he Eur opea n E c onomi c C ommuni a nd t he movement s 
away from uni t a ry ra t e s  a re a l l  d eve l o pmen t s  wh ich 
d o  not favou r  the d eve c ount rie s .  S imi la , b e ca u s e  
o f  r ea l o r  ima g ined ba lance o f  payme nt s  d i s e qu i l ib r ia , s ome 
c ount r i e s  have t urned increa s i ng ly t o  re s t r i ct i ons on t ra de 
a nd 1 f lows . 

I n  g e ne ra l ,  i t  wou ld s eem 
t r i e s  have a c ommon intere s t  
moneta ry sys t em which works 
s uch a wou ld s eem t o  
the lead  na t ions 
a nd l ib e ra l t rade a nd 

l ike ly that a l l  d eve l oping c oun-
i n  promot an interna t i ona l 

, prompt and we l l . Only 
o f fe r  s uf f i c ient s e cur to  e nab l e  
of t h e  wor ld t o  f o l l ow expa n s  

F o r  t h i s  rea s on , i t  i s  that even the sma l le s t  
na t ions  shou ld  b e  awa re o f  interna t i ona l re f orm proposa l s ; 
a nd s hou ld be  to  t a ke a v i ew .  It  wou ld probab ly 
a ls o  b e  u s e ful  i f  s uch ma t t e r s  could be  d i s cu s s ed w i thin 

1 f orums . New Guinea a s  a n  S outh 
Pa c i f i c  we l l  b e  l ooked t o  f or leade  i n  
s uch ma t t e rs . 

I n  c onc lu s ion , Pa pua New Gu i nea , a s  a sma l l  a nd newly 
d eve loping c ount ry , in the c our s e  of d e t ermi ning i t s  

e c on omi c re l a t i ons , i s  go i ng t o  be fa ced  w i t h  a numb e r  
prob lems of  a mane na t ure i n  t h e  months a head  

Beca u s e  ea ch c ount ry is  subj e c t  t o  a un ique set  o f  e c on omi c , 
s oc ia l a nd p o l i t i ca l cond it ions , i t  wi l l  be nece s sa ry for  
Papua New Gui nea to  work out  its  own s o lut i on s . 

Howeve r ,  the c ountry wi l l  s e l d om b e  with ou t  a s s i s ta nce , 
a nd wi l l  b e  ab l e  t o  turn i n  pa r t i c u l a r  t o  ove r s ea s sourc e s  
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for he l p  and advice . Many of  t he prob lems and d i lemma s wi l l  
b e  tho s e  tha t o the r c ount r i e s  i n  s imi la r c i rcums ta n c e s  have 
had to face , and the ir  experience  wi l l  be  a va i lab le  if required . 

By the same t oke n , a s  Pa pua New Guinea a s s ume s po l it ica l 
independence , ove rs ea s c ou nt ri e s , c orpora t i ons and i nd ividua l s  
wi l l  expe c t  Pa pua New Gui nea t o  s tand o n  i t s  own two f e e t  a nd 
be  ab l e  t o  s t a nd up t o  the knock s o f  everyday c ommer c ia l  l i fe . 
I n  t h i s  s i t ua t i on , Pa pua New Gui nea w i l l  need a lways t o  c on ­
s id e r  i t s  own na t iona l intere s t  - though n o t  t o  t h e  exte nt of  
a l l owing a s e n s e  of  s u s p i c i on a nd infer i or ity to  d is t or t  
na t i ona l pol i c i e s . 

Pe rha p s  the be s t  way t o  e ns ure t ha t  na t iona l  p o l i c i e s , in­
c lud i ng those in re spect  o f  ove rs e a s e c on omi c re la t i ons , a re 
rea s onab le  a nd rea l i s t ic , i s  for Pa pua New Guinea t o  t ry t o  
a nt ic ipa t e  the pr ob lems be f ore they a r i s e . I n  thi s way , i t  
shou ld b e  pos s ib l e t o  cons ider  ea ch i s sue a nd que s t i on o n  i t s  
mer i t s  a nd t o  make a n  ob j e c t ive d e c i s i on ba s e d  on t h e  b e s t  
informa t ion ava i lab le . I f  t h i s  c ourse  i s  f o l lowed , i t  should 
be p os s ib l e to evo lve a cons i s te nt s e t  o f  g e ne ra l po l ic i e s  
whi ch g ive ful l we i ght t o  Pa pua New Guinea ' s  i nt e re s t s . The 
f ore ign e conomic r e la t ions semina r a nd s imi la r mee t i ng s , 
g iving opportunity f or ope n  d i s cu s s i on of  the s e  ma t ters , can 
p lay an i nva l uab le  role  in this  p ro c e s s .  
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Henry To Rober t 

I wou ld  l ike t o  make very bri e f ly a nd i n  a very genera l i sed  
way a couple  o f  poin t s whi ch are  l i ke ly t o  b e  importa nt inf lu­
ences  on the mone ta ry d imens i on s  o f  Pa pua New Guinea ' s  future 
fore ign e co nomi c  re la t i ons  S ome o f  them have b e e n  made a lready 
but I think t hey a re worth  u nd er 

F ir s t  o f  a l l �  f ore ign re lat ions , i n  s o  fa r as  they 
a ff e c t  Papua New Guinea or  a nyone e l s e , invo lve not o n ly e c o ­
nomi c s ; they e qua l ly ,  i f  n o t  mor e , i nvo lve po l i t i ca l cons idera 
t i on s o I think thi s a pp l ie s  t o  inte rna t i ona l 

r e la t i on s . Nat iona l po l ic i e s  r e s u l t  from 
f or c e s  wi thin c ount r ie s ; thus , i f  s r i s e  more 

rap id ly  in one c ountry t ha n  anothe r , s imb a lances  re -
s u l t  a nd a d j u s tme nt s t o  re s t ore b a la nce s  a re requ ired . Argumen t s  
about who s hou ld  bear t he c o s t and take the i n i t i a t ive i n  
re s t oring ba lance  then occur a s  w e  have a l l  ve ry we l l  s ee n  
i n  t h e  pa s t  c oup l e  o f  year s w i t h  the Uni t ed S ta t e s  v .  Ja pa n 
Germany a nd othe r s , a nd a l l the pos t - Bre t t on Wood s mone t a ry 
unc e rt a  B e c a u s e  count r i e s  want pr ima r i  t o  s a t i s  
the i r  s e l f - in t e re s t ,  a nd burea ucra t s  and i c ia n s  wi thin 
c ount ri e s  wa nt to  make s ure tha t s tay i n  the ir  j ob s , 
e c onomic po l i c i e s  a re i nev i ta b ly mot iva te d  i n  pa r t  a t  l ea s t  
by short t e rm exped The i nt e rna t i ona l sys t em 
then b e c ome s the a re na where  d i s pa ra te na t i ona l p o l i c i e s  have 
to be  r e co nc i led ; a nd they cannot by the na ture o f  the sys tem -
or perha p s  unt i l  we have o ne va s t  wor ld  s ta t e  - b e  re conci led  
without shocks  a nd a d j us tmen t s . 

Tha t point i s  obv i ous , but  i t  s e ems t o  me tha t we 
in Pa pua New Guinea need t o  be we l l  awa re of the funda menta l 
na t ure o f  the i nt e rna t iona l f i na n c ia l game : we would b e  fa i r ly 
na ive i f  we t ri e d  t o  convince ours e lve s t ha t i t  ha s been t ake n 
s tra ight from a ma cro- e c onomi c s  t extb oo k . 

S ec ond ly we ca nnot a f ford t o  our s iz e  Pa pua New 
Guinea i s  a s ma l l  a nd we c onform t o  t he c la s s i c  
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e c onomi c t e s t  of  sma l l ne s s :  tha t  our own e co nomi c a ct iv i t i e s  
a r e  unab le  t o  inf luence f ore income or intere s t  leve l s  i n  
a ny mea ning fu l  s e n s e . S o  in  the great  wor ld  s tage  on whi ch 
the int erna t iona l mone tary game i s  p layed none of  the import ­
ant  p laye rs  rea l ly ca r e s  wha t Pa pua New Gu inea d oe s . 

Th i s  a rgues s evera l thing s  t o  me : f ir s t ly ,  b e ca us e we a re 
s ma l l ( e conomi ca l ly s ma l l I mea n) , we a re b a s ica l in the 
g r i p  of wor ld force s wh ich we ca nnot i nf lue nce a nd have only 
a l imited a b i l ity to  o f f s e t . It  is  imp l ic i t , I think , tha t 
ini t ia l a t  lea s t  a l ot of  our fore ign mone ta ry re s p ons e s  
a re l ike ly t o  b e  e s s e nt ia l ly d e fe ns ive one s : the la rger 
na t ions w i th whom we trade or swa p ca pit a l  wi l l  i n  ma ny ca s e s  
b e  a d opt ing o r  mak ing po l i cy d e c is ions  i rre s pe c t ive o f  our 
own wishe s . Al l we can d o  i s  t o  move wi thi n tha t exogenous ly­
s e t  framework , so far as we are ab l e , to a d j u s t  our own 

t o  mi nimi s e  a ny exte rna l adve r s e  e ff e c t s a nd t o  
maximi s e  a ny b ene f it s  from i nvo lvemen t  with other  c ount rie s .  
Up t o  dat e  o f  cour s e , a s  you a l l know , the a b i  of  Pa pua 
New Guinea to a d j us t i t s  po l i c i e s  i nd e pe nd e nt ly t o  mee t  
cha ng i ng i nt e rna t iona l c i rcums tanc e s  ha s s ca rce 
a c c id e nt s  o f  hi s t ory and g e ogra phy have seen to  a nd a s  

o f  the Aus t ra l ia n  c urre ncy a rea we have been rid i ng i n  
mother kanga roo ' s  p ouch , qu i t e  o f t e n  ( e s pe c ia l ly d ur i ng re c e nt 
reva l ua t i ons o f  the Aus t ra li a n  d o l la r) a s  a s omewha t unea s y  
j oey . N o  d oub t one of  the s e  days s ome one wi l l  f i nd the t ime 
t o  eva lua t e  f u l ly the c os t s  a nd bene f i t s  t o  th i s  count ry of  
the  Aus t ra l ia n  mone t a ry c onne c t io n  a nd so  d e t e rmine whet he r  
the b i a s  of  our t ra d e  t ha t  i t  i nd uced  i s  one whi ch wou ld have 
b r ought us b e ne f i t s  tha n  t ra d e  a nd a id ba s e d  more 
s t ri c t ly on c ompa ra t ive a dva ntage . I do not pa s s  j ud gment on 
the i s s ue a nd in a ny ca s e , f or b e t t e r  or wor s e  we a re now 
movi ng re la t iv e ly ra pid ly t oward s a loosening o f  c los e mone t a ry 
t i e s  with  Au s t ra l ia a nd t owa rd s d eve l oping more  outwa rd - l ook i ng 

c i e s . 

Even  s o , i t  i s  ea sy t o  s uppo s e , I think , tha t we wi l l  b e  
a b l e  t o  d o  much more once w e  have a chi eved o u r  s o- ca l l ed mane 
ta ry i ndepend ence tha n  in rea we c a n . The orie s of the 
e f f e c t ivene s s  of monetary po l icy in sma l l  o pe n  e conomie s have 
recent ly been  e le ga nt r e t re a t e d  by Mund e l l , Johns on a nd 
o th e r s  a nd i t  s eems t o  be becoming  c l ea r , even t o  o rd 
pra c ti ca l  men o f  th i s  wor ld , tha t a s  Profe s s or Micha e l Pa rki n  
s a id recent , the sys t ema t i c u s e  o f  mone ta ry t o  in-
f luence the leve l s  o f  inc ome s a nd in e c o nomie s  l ike 
our s i s , except pe rha ps in the short run , s omething of a 
mi rag e , g iven  a f ixed exchange ra t e . 

Mr Copping e r  ha s given s ome c on s id e ra t i on t o  excha nge ra t e s  
i n  the Pa pua New Guinea c ontext , a nd the re i s  l it t le I want t o  
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add t o  tha t  p s  t o  re inforce the fact , now known 
eve n to centra l banke r s , tha t  to ru le out the us e o f  the 

ra t e  a s  a mone po wea pon is to reduce sub-
s ta nt ia l one ' s  own e c onomi c Thi s  a rgument  
a pp l i e s  b o th t o  those  who wou ld a dvoca te  a n  excha nge ra t e  
i nv i o lab f ixed ( l e t ' s  say)  i n  t e rms of  g o l d  or  one wh ich 
is a l l owed t o  be  free ly f loat ing If  I rememb e r  cor-
re c t  , Profe s s or Parki n  a rgued tha t  the best  s t  for 

New Gu inea b e  to move ou r excha ng e  ra t e  o n  a 
ba s i s  l i nked  t o  movement s of  a s ui tab 

bund le . No d oub t in the med ium t e rm we s ha l l need t o  
g ive cons ide ra t ion t o  thi s idea , a s  
pos s ib le s For the s hort 
s ee it l i ke ly tha t  we a re 
po l i c ie s  t ha t  the ba lance  

one  amongs t  a number of  
t e rm ,  h oweve r �  I do  not 

ion to so a r ra ng e  our 
s take s care of i t s e l f  

a n  ra t e , t he g overn-
ment free  to mani pu la t e  i t s  other po i n s tr ument s to a chi eve 
interna l s tr uct ura l trans f orma t i on a nd , more amb i t i ous  some 
e lement o f  l o ca l d emand To me , our f ir s  c once rn , 
now tha t the 1 d e c i s ion ha s b e e n  ma d e , is to our 
own na t io na l  currency e s tab l i shed  a nd 

a nd New Gu i nea n s , a nd t o  e s tab l i s h  in t he mind s o f  
f o r e i g n  i nve s t or s  a i on f or s ound a nd s e ns ib le  mo ne ta ry 
mana geme nt o 

The s ea rch t o  a chieve s ome ki nd o f  optimum curre ncy area  
withi n our own ge ogra phic  a rea of  A s ia a nd the S o uth Pa c i f i c  
i s  t o  me , a of a even 
i f  I , g iven  , it  
were  e c onomica l a nd Aga i n , I s ha r e  
a nd wou ld  u nd e r l i ne s ome r ' s  s t r i cture s a bout 
t he ne ed to t ry a nd po l it i ca l from e co nomic  mo t ive s 
i n  thi s  s ea rch for va r ious  f o rms of  r e g iona l mane co-

i on ,  eve n I am not e nough t o  
th ink t ha t  i n  ca l c u l us be  ob s e rve d . 

I have d i gre s s ed a fa i r  b i t  f r om wha t I s ta r te d  out t o  say : 
we a r e  sma l l , a nd our s c ope for  rea l ly i nd e pend e nt externa l ly 
d i re c te d  mone t a ry a ct ion i s  a t  pre s ent not  grea t . I ncrea s -
i ng our fore ign re la t i on s  wi l l  be le s s  c lo s e ly 
centred o n  Au s t ra l ia ; we mus t  b e  a l e r t  t o  b orrow fund s  a nd 
ob ta in  othe r  a id from where we ca n t e rms t ha t  s ui t  u s  
b e s t ; w e  mus t  b e  awa re o f  t h e  po l i t i ca l na t ure o f  t h e  game 
a nd we mus t  make d ea l s  a nd a l  , mul t i la t e ra l  a nd b i ­
la t e ra l ,  w i t h  caut i on a nd wi th a s  c lo s e  a n  e ye t o  t he med i um 
and l onge r  t e rm e conomic cons equence s a s  our po l it i ca l ma s te r s  
wi l l  a l l ow .  Our own pr ob lems i n  t h i s  a rea a re cer ta n o t  
uni que , a nd though I d o  n o t  think w e  have a ny 1 ins 
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not shared b y  po l i cy makers  a nd the or i s t s  i n  othe r  count r ie s , 
pe rhaps  the o ne advantage we d o  have i s  t o  b e  s t a rt ing la t e  
and s o  t o  be  awa re of  the mi s takes a nd p l oy s  o f  other s . I 
hope , by s k i l f u l  advice  a nd a c o o l  head we can turn our la t e  
s t a r t  t o  s ome kind of a dva nta ge . 
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Anthony C luni e s  Ros s  

Though the q ue s t i on o f  i on e conomic 
d i s cour s e  for two hund red yea rs  to the which there 
is a fa s ta ndard t ext =book t reatment of i s s ue , there 
is s t i l l  ve ry l it t le guidance on i on i n  I t  
i s  a g reed  tha t  the re a re a numb e r  of  pos s ib le e c o nomic j us t if i­
ca t i on s  f or i on o f  wh i ch one o n ly d e pe nd s  on a f i r s t -b e s t 
a rgument . But how t o  d e c id e  whe t he r  any of  t he se j us i f i ca t i ons  
a pp l i e s  i n  a ca s e , a nd i f  s o  how t o  t e l l  t he leve l 
o f  i on t ha t  i s  j u s t i f i ed , ha s b e e n  much more d i f f i c u l t  a 

I n  i c e , howeve r ,  the i s s ue re fu s e s  t o  be  i gnored . 
Much a s  t he or i s t s  may regard  i t  a s  un l ike ly tha t ion 
wi l l  by a nd produce  a ny ga ins  tha t from a n  impa r t ia l 
v i ewpoint could  be  ra t e d  a s  outwe ighing i t s l o s s e s , i on 
c ont i nue s t o  be popu la r ,  b e cau s e  t he ga i ns a. re more 
than t he los s e s . S ince a d e c i s i on i n  favou r of  pro t e c t ion 
ra i s e s  t e chnica l que s t ions of  how much , s ome k ind o f  i nqui s i -
t i on i s  needed  on t he d e s irab le leve l s  of  ct i on i n  

ca s e s , t h e  ca s e s  b e ing e ither c la s s e s  of  i nd us 
i cu la r  i nd us t ri e s . 

I n  wha t fo l lows , ' ' i s  t a ken  t o  c over  t he impos i -
t ion o f  a o n  the importa t i on of a c la s s  of  

or o f  a recurrent sub s idy on i t s  or 
with a v i ew to impr oving t he compe i t ive pos i t i on of , or the 
reward s f or an compe t ing or pr oduc t .  Pr ot e c t i on 
thu s  imp l ie s  a be l i e f  in the ion of s ome k ind of ma rke t 
i n  inte rna t i ona l t rad e " I n  a such a s  Pa pua New Gui nea , 
with a n  a b s o lute l y  ve ry sma l l  s e ctor , a prot e ct e d  
impor t - compe t ing i nd us b e  i n  the hand s of  a 
s le  f irm . I n  s uch ca s e s  the u s e  of prote c t i on by t a r i f f  
or s ub s id y  may be regarded a s  a n  a t tempt t o  ga in s imu l ta ne ous 
the a dvantage s of  a ma rke t a nd those  of  a s ta t e  
monopo ly . Prote c t i o n  by ta r i f f  o r  s ub s  s a c om-

b e twe e n  reta  c ompe t it ion  a nd exc l ud i ng i t . I f  
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the re leva n t  import - c ompe t ing i nd us t r i e s  were i n  fact  s ta t e  
monopo l ie s , pre s umab ly s imp le exc l us i on o r  quota would b e  
used ; f or the d is t r ibut i on prob l em ra i s e d  b y  pro te c t i on wou ld 
not nee d  to b e  a c oncern , a nd a l loca t i on que s t ions  would be 
a nswe red ( for b e t t e r  or f or wor s e )  by me thod s othe r  t han  ma rke t 
c ompe t i t i on . Papua New Gui nea , howeve r ,  ha s been cont e nt t o  
leave the bulk o f  import - c ompe t ing i ndu s t ry t o  priva t e  e nt e r ­
p r i s e . Thi s  ha s i t s  d rawba cks b ut i t  d oe s  provid e the 
g overnmen t  with r ough a nd ready a n swe rs to a l l oc a t ive q ue s t ions  
which would othe rw i s e  have to  be met b y  d i ff icu l t  burea ucra t ic 
mea ns . Mod i f ica t i ons  t o  t he ' ma rke t ' by c on s i s t e nt pro t e c t ive , 
wage a nd tax po l i c ie s  are  a n  ea s y  way of  mak ing a l l oca t ive 
d e c i s i ons  i n  mone t i s e d  area s of  the e c onomy . This a pproa ch 
en li s t s  the p la nning ca pa c it ie s  o f  te e nt rep reneur s , 
i nd ividua l ,  c o l l e c t ive or c or pora t e . The prot e c t ive , wage 
a nd tax ( t ogether wi th c ontro l s  re la ted  to l a nd use 
a nd e nv i ro nment a nd the l ike ) shou ld b e  d e s i gned to en s ure 
tha t , as  fa r as  pos s ib le , the priva t e  in tere s t s  o f  the e n t re ­
pre neurs c orre spond t o  s o c ia l ob j e c t ive s . Thi s i s  not the 
on ly way of a l loca t ing re s o urc e s , a nd ove r wide a rea s of the 
e conomy it  i s  not  a p p l i cab le b ut i t  i s  the me thod a t  p re s ent  

f or c ompet ing i ndus trie s i n  New Guinea ; 
the re i s  no s ig n  tha t  a c oherent a l t e rna t ive i s  b e i ng t hought 
out ; a nd it behove s us t o  examine the l og i c  of this  method 
wi th a v i ew t o  ensur ing tha t , a s  fa r a s  our int e l l e c tua l  a nd 
a dmini s tra t ive re s ourc e s  permi t , i t  wi l l  b e  used  i n  the int e ­
re s t s  of  Pa pua New Guinean  pe ople . 

An i n t rodu c t i on or  a l te ra t ion  o f  pro t e c t ion  i n  Pa pua New 
Gu inea i s  s upposed  norma l ly to be b rought a bout t he f o l l ow-
ing proce s s : an icant , u s ua l ly an i nt e re s te d  a pp l ie s  
t o  the g overnme nt ( t hrough t he Dire c t or o f  Tra d e  a nd Indus  
f or the ion , i nc rea s e , red uc t i o n  or remova l of  s ome 

d uty , import re s t r i c t i on or s ub s  Aft e r  inve s t iga -
the (now the Depa rtme nt o f  Fore ign Re lat ions 

t ion may ,  i f  d e emed worthy o f  c on s ide ra ­
t ion , b e  re ferred e ither t o  the Ta r i f f  Adv i s ory Commit t e e  or 
( for quick a c t i on i n  eme rgency) to a S pe c ia l Adv i s ory Examine r .  
E ithe r C ommi t t e e  or Exa min e r  ho ld s  a n  inve s t  (wh i ch in 
the ca s e  o f  the Commi t t e e  tak e s  the f orm of a pub l i c  hea ring )  
for  wh ich members  o f  the pub l i c  a r e  invited  t o  make s ubmi s s io n s . 
The Commit t e e  or Examiner then r e por t s  with  a re commend a t i on , 
the o f  whi ch the g overnment is pub l i c  not i f ied 

Views o f  i nt e re s t e d  d e pa r tments  a re s ought  
on  t h i s  re c ommenda t ion , a nd the  f ina l  d e c i s ion re s t s  with  the 
gove rnme nt o the Admini s t ra t or - in- Co unc i l ,  now the 
Cabinet ) ,  which e ither take s  a c t i on (whethe r i n  a ccord w i th 
the re c omme nda t io n  o r  not ) or  ( i f  it  choos e s )  d oe s  
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I f  ive a c t i on i s  recommend ed by t he Examin e r , the mat t e r  
mus t  b e  referred t o  the Commi t t ee b e f or e  a c t i on i s  t ake n on i t , 
a nd once the C ommi t t e e  makes  i t s  report � the mea sure s r e c om­
mend ed by the Examine r mus t  be cance l led wi thin three months 
u n le s s  the C ommi t t e e  re c ommend s the ir  c ont inua t ion f or l onge r . 

Be ca us e both the fa c t s  and  the considera t ions a re , 
the b ody ( a s  the Ta r i f f  Advi s ory C ommi t te e  a nd S pe c ia l  

Exami ne r  a re i nt e n4ed t o  b e )  s hou ld  a v i ta l 
in the making o f  t a r i f f  po l i cy . Pa pua New Gui nea , f o l l owing 
Au s tra l ia n  ha s c ons t it ut e d  the b od y  a s  ' ind e -

�m� u �u l cont r o l  s o  tha t in e f fe ct i t  make s 
i t s  own d e c i s i on s  a s  t o  how i t  fu l f i l s the charge la id  on i t  
by la t i on . 

The re a re a lea s t  four p o s s ib le a 
whi ch wi l l  be  d i s cus s ed in turn . 

t o  ta  

(a )  One  a pproa ch i s  to  say  tha t t he i s s ue s  
a re s o  1 ca s e s  s o  d i f ferent  ( a nd i t  might 
be added  the TAC ' s  b r i e f  f r om the g ove rnme nt is so b road and 
a l = emb ra c ing) tha t  n o  ru l e  ca n be  a d opted . I ndeed  it  could 
be a rgued t ha t  the TAC ' s  guid e l ine s , a d j uring i t  t o  take int o 
a cc ount v i r tua every c ir c ums tance that a nyone c ou ld pos s ib ly 
cons ider re l evan t , pre c lud e s  any ru l e  o ther tha n  a mons t rous 

f ormu la tha t  (a s it wer e )  a d d s  cha lk to che e s e  The 
mus t  s imp ly examine a ll the c i rcums ta n c e s  a nd d raw on 

the ir  c o l l e c t ive w i s d om 

t h i s  a pproa ch i s  the fa ct  s i t  appea rs  t o  me ) 
tha t  the c i rcums t a nc e s  of  t a r i f f  inquirie s ea s i ly a 

1 b ia s  in favour of  the for  i on , 
tha t the re c ommenda t ions mad e  by this  a nd more important 

me thod be mat t e r s  o f  opinio n , wi l l  ca rry no icu-
la r we ins t the op i n i ons of i t i c ians  a nd othe r 

who may a l s o  have very s t r ong  opinions . 

Thi s t e rm i s  used  t o  d e s cribe the 
l oca l producer (or pe rha p s  the mos t  

e f f i c ient  o r  lea s t  e ff i c i e nt l oca l produ cer  i f  t he re i s  more 
than  o ne )  e nough prot e c t i on t o  e nsure a minimum a c ce ptab le  
ra t e  of  r e t urn ( o r  to  a chiev e  i t  i f  the be s t  ava i lab l e  t e ch-
nique s  a re a d opted ) . A mad e - t o - order  wou ld b e  
t o  a s s ure a ex i s t ing i nd u s t r i e s  o f  on the ra t e  o f  
r e turn ne c e s s a ry t o  them producing whi le pr os one s 
a re g iven e nough t o  i nd uc e  t hem t o  s ta r t  ion . 

One prob l em he re i s  tha t the ne c e s s a ry l eve l i s  d i f fi c u l t  
t o  d e t e rmine , pa rt i cu la r  i n  the fa c e  of  f l uc tua t l oca l 
c o s t s � ove r s ea s  a nd excha nge ra t e s . 
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But t he 1 ob j e ct ion  t o  thi s a ppr oa ch i s  tha t i t  
a t o  dea l on ly with d is t r ib ut i on o f  income a nd not with 
a l l oca t ion o f  re s ourc e s . If  e f fe c t ive pur s ue d  i t  wi l l  ensure 
tha t  no inord ina t e  a re mad e  a s  a re s ul t  o f  prote ct i on , 
b ut a t  i t s  be s t  i t  wi l l  not  prod uc e rs from be ing g iven 
i ncent ive s to  produce the wrong things a nd s o  to  reduc e  the 
c ommunity ' s  rea l inc ome . 

( c )  A third a pproa ch is  t o  adapt  t he 
me thod s  s oc ia l a ppra i s a l o f  pub l i c  s e c t or 

this  i nvolves  wha t might be  ca l l e d  a 
' or  ' s o c ia l c o s t -bene f i t ' a s s e s smen t  o f  

e ct f or whi ch i on i s  s ought . ( I n  a 
such a s  Pa pua New Guinea the indus s e eking prot e c -

t i on ca n o f t e n  b e  thought of  a s  a le proj e c t . )  I f  t he 
a s se s s me nt ( d i s counted  c o s t s  a nd b e ne f it s )  come s o ut 
pos i t ive , then the i s  worth s upport ing a nd s hould  
pre s uma.b the n  be  to  a l l ow i t  t o  

; in  other word s such a then be  awa rded 
f ixed on made � to - o rd e r  

A pos s ib va l id ob t o  t h i s  a i s  tha t i t  i s  
ove r - e labora t e . One va lue o f  mak ing u s e  o f  the marke t i n  
a l loca t io n  i s  t ha t  i t  obvia t e s  t he ne c e s s on the g overn-
ment ' s  for s uch e la b ora t e  ca lcu la t ions  (whi ch in pri n c i p l e  
in t h i s  a pproa ch have t o  b e  e labora t e  t ha n  tho s e  mad e  b y  
the inve s 

There i s , however ,  the po s s ib i  o f  a s hort c ut s t i l l  
a l ong t he g e ne ra l l ines  o f  a s a l a pp roa ch . The 
externa l . e .  unrewa rded ) b e ne f i t s  and the exte rna l ( i . e . 
unp e na l cos t s  o f  the e c t  may b e  e st ima t ed 
f or a yea r  of  t he e ct ' s  l i f e  when  i t  wou ld rea s onab ly  ex-
pe c t  to be i t s  way for-a l l  ext e rna l b ene f i t s  a nd 
cos t s  ' amo rt i se d ' i n  s ome way ove r the l if e  o f  the 

e c t )  a nd s u f f i c i e nt i on may then b e  g ive n t o  c orn= 
f or t he ne t exte r na l b e ne f i t s .  Thi s  is of c ours e  more 

ea s i  s a i d  tha n  d one , but it is po s s ib le in , a nd 
one c rude a t  t o  d o  i t  i n  a n  a c t ua l  ta r i f f  ca s e  
lea d s  me t o  think i t  may have s ome ica l u s e f u lne s s . The 
ext e rna l b e ne f i t s  a nd c os t s  may b e  i f ie d  by u s  s ha d ow 

Ju s t  wha t s ha d ow ( i f s hould  be u s e d  a s  a 
ma t t er o f  r ou t ine i s  d i s cu s s e d  be l ow .  A po s s ib le  s ource of  
b ia s  is  tha t a t tent i on may more read i be  d irected  t o  externa l 
b e ne f i t s  t ha n  t o  exte rna l co s t s . the i on g iven  

have a n  l imi t s e t  o n  i t  mad e � t o - ord e r  princi p l e s . 

A i s  
tha t can to  d e t e rmine a n  

i on . 
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S uch a rule  ha s been used  ( f  lexib a nd with re s e rva t ions ) 
by the Aus t ra l ian Ta r i f f  Boa rd with i t s  ta  band of  e f f e c -
t iv e  ive ra t e s . The New Guinea Tari f f  Advi s ory 
C ommit t e e  in i t s  1 9 7 2  Annua l c ommit t ed i t s e l f  (aga in 
s omewha t f lexib to a l imit to t he e ff e c t ive ra t e . 

To a pp ly a un i form e ffect ive ra t e  through the who le range 
of  t ra dea b l e  g ood s would b e  equiva lent to ad a c ons i s t e nt 
sha d ow for f ore ign excha nge tha t  d i f f ered from the a ct ua l 

and t h i s  wou ld be the equiva lent fa r a s  c oncerns 
t rad e f lows ) of  a cha nge in excha nge ra t e " Admi ni s t ra t ive ly , 
probab the on ly way of  d oing thi s c ons i s t en t  wou ld b e  to 
a pp a uni form ra t e  o f  duty (or  sub s  on 
c orre s pond i ng uniform ra t e  o f  s ub s idy (or duty)  on s ,  
or  o f  c ou rs e  a c t ua t o  a l t e r  t he exchange ra t e . The l og ic  
of  the  Aus t ra l i a n  po l i cy d epend s on  the be l ie f  tha t the cur­
rency wou ld b e  ove rva lued und e r  free  tra d e  with the  exi s t i ng 

ra t e  a nd tha t t he re are  ob s ta c le s  i n  the way o f  b oth 
d i smant  t he s t ru c t ure a nd a the excha nge 
ra t e  ( though re c e nt moves  in Aus t ra l ia have s ugge s te d  tha t  
the s e  ob s ta c le s  are  le s s  tha n  ha s often  been s uppo s ed ) . A 
s e c ond -be s t  s o lut ion i s  thus t o  t rea t f ore  exchange a s  

whe n  a re mad e  o n  i on .  

I n  Pap ua New Guinea , there i s  no 
s peak o f , a nd pre s e nt s make i t  

ive s t ructure t o  
s ib le f or the 

currency c i rcu in New Guinea t o  b e  ove rva l ue d  in 
re l a t i on to  tha t  c ir c u la i n  Aus t ra l ia who s e  re s e rve s 

New Guinean d raw for t ra ns a c t ions wi th  the re s t  
o f  t he wor ld ) . I f  f uture currency re f le c t  the 
rea l i t i e s  o f  the pre s e nt , a ga in ove rva l ua t i on of  the 
cu rre ncy in the mos t  obvious  s e n s e  w i l l  not be pos s ib le , a nd 
' ove rva lua t ion  a t  free  t rad e ' would be pos s ib le on ly i f  a 

ive s t ruct ure  we re t o  b e  bui l t  up . 

Hence the re i s  no 1 s rea s on f or u s  t h i s  
pa rt i c u la r  ru le - of - thumb i n  Papua New Guinea . A n  a lt e rna t ive 

b e  a l imit to the e f f e c t ive s ub s idy per unsk i l led worke r 
Thi s , o f  c ou r s e  wou ld be t he e qu iva l en t  o f  

a sha d ow wage b e l ow t h e  a ct ua l  wage f or unsk i l led  
labour . Ye t the ca s e  for  s ome fa ir ly ob j e c t ive a nd ea s 
a pp l ied  ru l e = o f - thumb t o  the o f  

v e ry s t rong . an  e f f e c t iv e � ra t e -
ru l e  o r  a n  e ff e c t ive - unski l l e d - lab ou r - s ub s idy 
make s more s en s e  tha n  a s imp le  l imit t o  t he ra t e  

On the who le , g iven tha t  prote ct i on ha s t o  be  a p p l ied  f or 
a nd c ons i d e red a nd tha t s e cond -b e s t  s o lut i ons  have t o  b e  
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a dopted , the be s t  method may be t o  have a c omb ina t ion of  (b ) , 
( c )  a nd (d ) , taki ng whi chever i s  the lea s t  ra t e  of  pr o t e c t i on 
o f  thos e  pre s cr ibed by the t hree  o f  them . Th i s  wou ld mean  ( t o  
put i t  a nother way)  not g iv i ng more  prot e c t i on tha n ext e rna l 
bene f i t s  s eem t o  j us t  ,£E mor e  than i s  ne c e s s a ry t o  g ive a 
mod e ra te ra t e  of  re turn mo re tha n  the rule - o f - thumb ind i -
ca t e s . Thi s wou ld mea n  tha t  we s e t  out t o  a l low pr o t e c t ion 
s uf f i c ient to  c over the a ppa rent ne t ext erna l b e ne fi t s  but  
refuse  to  u s e  t he prot e c t i on t o  ra i s e  the prod uce r ' s  prof i t  
a bove a n  a cc e ptab le minimum ra t e  t o  g ive prot e c t ion above 
a ra t e  fa ir a rb i t ra r i ly f ixed a s  a like l imit t o  the need  
for  prote ct ion on a cc ount of externa l b e ne f it s .  The c ount o f  
ext e rna l b ene f i t s  i n  icu la r ca s e s  wi l l  b e  ve ry d ub ious , 
and a n  upper l imi t tha t  ca n be  a p p l ied obj e c t ive ly , even 
though i t  may be theore t i ca l ly d ub ious , may have a rea l 
adva ntag e . 

The re wi l l  b e  a numbe r of  po s s i b le occa s ions  for suppos ing 
ext e rna l b e ne f i t s  i n  a n  i nd u s t ry s e e ki ng prot e c t i on , a nd one 
c a n  not e nume ra t e  a l l  of the s e  in a dva nce . Two kind s of ex­
t e rna l bene f it , howeve r ,  nee d  s ome s pe c ia l cons idera t i on .  
The s e  a re the ext e rna l bene f i t s  o f  emp l oyme nt crea t i on a nd o f  
unrewarded  t ra ining c o s t s . S hould there be  a s ha d ow wage 
(be l ow the a c t ua l  wag e )  for  unsk i l led  lab our or a s ha d ow c o s t  
(be l ow the a c t ua l c o s t )  of  t ra ining ?  

( i ) L i t t le  a nd Mirr l e e s  g ive a v e ry s ub t le a ccount o f  how 
in a c ountry i n  whi ch 

per r ura work e r  s uppo s ed t o  b e  be low 
the average product  a nd i n  whi ch the saving s  ra t i o  i s  l owe r 
t ha n  s ocia l ly d e s ired . The re i s  no s t rong rea s on f or s uppos -

t ha t  e i the r of  the s e  c ond i t ions a p p l i e s  i n  Pa pua New Guinea 
a nd they wi l l  b e  a s sume d  away i n  the f o l lowing d i s cus s i on .  
Ye t the que s t i on o f  a s ha d ow wage mus t b e  cons i d e red . 

At one extreme i n  the s ha d ow wag e  d is cu s s ion i s  the v i ew 
tha t moveme nt o f  u nsk i l led worke r s  i nt o  t he mone ta ry s e c t or 
work for ce occur s i nd epe nd e nt ly of  wag e s  and emp l oyment  oppor-
tunit i e s , a nd t ha t  the re is  none the le s s  invo unemp l oy -
ment i n  the mone ta ry s e c t or . The ' br ight s '  hypothe s i s  
o f  the mot iva t ion o f  rura l - urba n i on would  i n  i t s  extreme 
f orm s upport t h i s  v i ew .  S o  l ong a s  t he re a r e  c omp l e t e ly unem-
p l oyed unsk i l led  worke r s  i n  the mone s e c t or work forc e , 
t h i s  view wou ld d emand a s ha d ow unski l led wage of  z e ro . I n  
other word s i t  wou ld s uppose  tha t  a ct ion t o  crea t e  urba n- t ype 
moneta ry s e c t or emp l oyme nt had no c o s t  in t e rms of out put 
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f orgone out s id e  the moneta ry s e c t or . Thi s  extreme ' br ight 
l ight s ' v i ew mus t  a s s ume that the p o s s ib of ea rni ng i n-
come i s  a neg l ig ib l e  c ons id e ra ti on i n  a d e c i s i on t o  move into  
the urban  mone t a ry s e c t or . I n  orde r  t o  j u s t i f y  a s ha d ow wage 
o f  z e ro , one mu s t  a ls o  a s sume tha t there is  invo l unta ry unem­
p loyme nt . The s e  two a s s umpt i on s  may s eem s t ra ng e  bedfe l l ows . 

To put i t  anothe r way ,  th i s  extreme view s up po s e s  a ve r t i ca l 
supply f unc t io n  f or mone tary s e ct or labour . I f  tha t s uppos i ­
t i on we re t rue ( a nd the d emand func t io n  f or lab our were 
d ownwa rd - s l oping ) � s ub s id i s i ng emp loyment wou ld b e  e qua l ly 
' f irs t b e s t ' wi th l ower ing the wage The d i f ference i n  e ff e c t  
betwe e n  the two wou ld b e  mere one o f  d i s t r ibut i on . 

The re i s  e nough evidence t o  j re j e c t i on o f  the ext reme 
' br ight l ight s ' view in i t s  supp o s e d  app l ica t i on t o  Pap ua New 
Guinea . I 

At the o the r ext reme i s  t he v i ew tha t  f o l l ows from the · 

rura l - urban-migra t i on mode l  of Harri s a nd Tod a ro . 2 The ir  
mod e l s uppos e s  tha t  ne t rura l - urban  unsk i l led la b our movement 
i s  a funct ion o f  t he d if ference b e tween  a c tua l ( t a ng ib le a nd 
i nt a ng ib le ) rea l i ncome enj oyed or d is po s ed o f  by marg ina l 
worker s  i n  the rura l e conomy a nd the ' expe cted ' rewa rd for 
work at  the urba n minimum wag e . 

Expe c ted  ca sh earning s  a re a s s umed t o  b e  a n  importa nt fa c t or 
in d e t e rmi ning the exp e c ted rewa rd o f  urba n work , a nd sub j e c ­
t ive expe c ted ca sh ea rning s  a r e  a s s umed t o  a pprox ima te t o  
' obj e c t ive expe cted ' ca s h  earn ing s f or wa ge work , that is 
the prod u c t  o f  the urban mi nimum wage a nd t he proba b i l i ty of 
urban emp loyme nt at tha t wage . 

(For purpos e s  of d i s cu s s ing a pp l i ca t ions  o f  the mod e l  t o  
Pa pua New Gui nea , i t  i s  a g ood enough f i r s t  a pprox ima t ion t o  
t re a t  s ub s i s te nc e  a nd sma l lho lde r � ca s h  prod uc t i on , rura l bus i ­
ne s s , a nd wag e  earn ing s from ca s ua l  rura l lab our f or whom 
migra t i on is unne ce s sa ry a s  c ompr i s ing a ' rura l ' s e c t or , a nd 
a l l  other non- a gr e eme nt wage lab our a s  c ompr i s i ng a n  ' urba n ' 
s e c t o r , wi th agreement labour and urban bu s ine s s  a c t iv i t i e s  
ignored . ) 

S e e � for examp le  G .  Harri s ,  ' The d e t e rmina n t s  o f  i nt e rna l 
migra t i on i n  Pa pua New Gu inea ' ,  U . P o N . G . (unpub l . )  1 9 72 , 
p . 68 ;  ' I nt e r na l migra t ion in Pa pua New Gu ine a : a survey o f  
recent l i t e ra ture ' ,  vo l . l ,  no . l ,  1 9 73 . 
2 S e e  M . P .  Todaro , ' A  mod e l  o f  lab our migra t i on a nd urban 
unemp l oyme nt in l e s s  d eve l oped count rie s ' ,  

��� ' vo l . 5 9 , n o . l , 1 9 69 , pp . 13 8 - 49 . 
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The imp l icat i on of  the Harr i s - Toda r o  mod e l  i s  that urban­
s e ct or unemp l oyme nt ( a t  equi l ibr ium) ca n be expe c ted t o  be  
higher  the h ighe r the l eve l o f  the urba n rea l wa ge , a nd ind eed 
in t he s t r i c t  t e rms o f  the mod e l  to  ri s e  pro por t i ona t e ly with 
the wa ge provided  the ma rg ina l l eve l o f  rura l i nc ome s rema ins 
c on s ta nt . 

The urba n emp l oyme nt s urvey be ing cond uc t e d  in Pa pua New 
Gui nea t owns a t  t he e nd of 1 9 7 3 - 74 ma y provide s uppor t ing or  
c ontra ry evid e nce  t o  t h i s  hypothe s i s . The re i s  a c onve nient ly 
w id e  range of  minimum wage s in t he var i ou s  Pa pua New Guinea 
t owns , a nd at the same t ime the re is s ub s ta nt ia l ,  t hough by 
no mea n s  pe rfe c t , mob i l i ty of lab our b e twe e n  regi ons o 

I f , a s  s ugge s t ed a bove , marg ina l prod uc t  a nd marg ina l d i s  
posab l e  rewa rd o f  labour i n  the ru ra l s e c t or ca n b e  a s s umed 
t o  b e  rough ly the same , the Ha rr i s - Toda ro mod e l s ugge s t s  tha t 
the sha d ow unsk i l l e d  wage s hou ld  be no l owe r t ha n  t he a c t ua l  
unsk i l l ed wag e . Thi s ca n be  i l lus t ra t ed by supp os i ng tha t 
the minimum urban  wage i s  � t ime s the rura l marg ina l reward 
(which  by hypothe s i s  is equa l to t he r ura l marg�na l produ c t ) . 
An a dd i t i ona l urb a n  j ob wi l l  in  tha t ca s e  d raw 2 worke r s  from 
the rura l s e c t or , s o  reducing rura l s e c t or produc t by the 
exa c t  va lue of  the urban minimum wag e . 

A Ha rr i s � Toda r o  type mod e l  u s ed i n  t h i s  wa y i s  a t  b e s t  a 
s imp l i f i ca t i on of  the me cha n i s ms that in f a c t  ope ra te . I t  
ha s the inhe rent  d e fi c iency o f  s ta t i c  equ i l ib rium mod e l s  tha t 
i t  ignore s the t ime taken t o  rea ch  e qu i l ib ri um .  I t  leave s 
out o f  a cc ount t he pos s ib i l i t ie s  o f  the exi s t ence  of  pure 
t a rge t - earners  among the migra nt workforce  (a  pos s ibi l it y  
int rod uced by t h e  non- negot iab i l i ty o f  much rura l prod uc t i n  
th i s  kind o f  e conomy ) ; t h e  c omp l i ca t ions  i nt rod uced by the 
mig ra t i on of men without the i r  fami l ie s ; a nd the pos s ib i l i t i e s  
of  day- labour b y  vi l la ge -ba s e d  pe o p le in c e r ta in urba n- type 
i ndu s trie s (which probab ly redu ce s b oth the t a ngib le  and the 
hidden s oc ia l c o s t s  of urban- type emp loymen t ) . 

Neve rthe le s s , i t  s e ems t o  me tha t  unt i l  t h i s  kind of  mod e l 
i s  s hown t o  be  fa ir ly c lear ly inc ons i s tent  wi th  t he fa c t s or 
( fa i l ing th i s )  unt i l  a mod e l tha t  a cc ord s b e t t e r  with  expe ri 
ence is d evi s e d , the genera l conc lus i on tha t the s ha d ow wa ge 
f or unski l led lab our in Papua New Gu i nea s hou ld  equa l the 
a c tua l wag e  is  a rea s onab le  one to  work w i th . S ome o f  the 
c omp l i ca t ions  of whi ch the mod e l  d oe s  not take a cc ount ca n be 
d ea l t  with e f f e c t ive ly by me th od s  that a re more d i re c t  t ha n  
pr ot e c t i on . S ome wedge  c ou ld b e  introduced , through taxa t i on 
or  s imi lar mea s ure s ,  be twe e n  t he d i s po sa b l e  inc ome o f  the 
s ing l e  and the fami ly- s upport i ng urb a n  worker , in ord e r  t o  
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ove rc ome the s pe c ia l i nducement t o  men t o  migra t e  w ithout 
the ir  fami l ie s . 

Area s i n  which urba n ind us t ry may a t t ra c t  a commu t ing 
vi l lage �ba sed  lab our f orce  may e i ther  have the ir  minimum wag e s  
k e p t  b e l ow tho s e  o f  other urban area s ( a n  expe d ient whi ch ma y  
b e  c on s i s t e nt i n  t h o s e  c ond i t i ons with a t t ra ct ing a n  a d equa t e  
wo rk f or c e )  o r  e l s e  b e  a l l owed s ome k i nd o f  once - f or-a l l  o r  
c on t inuing sub s id y  f or i ndu s t ry , idea l ly a s ub s idy re la t ed t o  
t he amount of  unsk i l led empl oyme nt t ha t  the indus t ry would 
o f fer . Such a sub s idy wou ld n ot c ome i n t o  the ca t eg ory of 
pr o t e c t i on as d e f i ned here a nd as u s ua l ly u nd e rs t ood , s ince 
i t  i s  a s ub s idy t o  a loca t i on ra the r tha n to an i nd u s try . I t  
i s  furthe rmore a kind of  a s s i s ta nce whi ch c ou ld n ot b e  provided 
by import  dut i e s  s ince the s e d o  not d i s cr imi na t e  b e tween l oca 
l i t i e s  in a s i ng le c ountry . 

( i i )  The a ppropr ia t e  
i s  s ome thi ng tha t may 

ca s e . Two c la s s e s  o f  tra ining a re i n  q ue s t io n : 
t ra ining on whi ch a c o s t  can be  put , a nd informa l  t ra i ning , 
for examp le by pra ct i ce in g e ne ra l i ndus t r ia l a ct iv i t i e s , 
whi ch i s  ha rde r  t o  c o s t . 

The rea s on f or g iving s pe c ia l c ons idera t i on for t ra i ning i s  
tha t , i f  the re i s  s t a f f  t urnove r , t ra ining c o s t s  incurre d  b y  
one f i rm i n  one i nd u s  may bene f i t  a n other f irm i n  a nothe r 
ind us t ry . Thi s cons idera t i on s hou ld a pp ly  only in the ear ly 
s ta g e s  of i ndust r ia l i sa t i on when a f irm is c lea r l y  more l ike ly 
to l o s e  t ha n  to ga i n  from lab our turnover a nd it should de pend 
on t he ra te  of  t urnove r . A s tudy i s  in c ourse  o f  pre pa ra t i on 
for the Ta r i f f  Advi s ory Commi tt e e  of  whi ch the raw data s ugge s t  
a very high ra t e  o f  lab our turn over i n  Pa pua New Gu inea s e c ond ­
ary i ndu s t ry . 

Probab ly the mos t  s igni f i ca nt ext e rna l b e ne f i t s  occur through 
t he t ra ining of pe ople  l ike a cc ountant s ,  o f f i c e  ma nag er s , 
ma rke t ing o f f i ce r s  a nd the l ike , who have gene ra l s ki l l s  tha t 
neve rthe l e s s d emand s ome per i od o f  pra c t i ca l t ra i ni ng i n  whi ch 
the ir  e f f e c t ive out put i s  very l ow ( s o  tha t  the a rgume nt ho ld s 
whe t he r  or not the f i rm ha s pa id for the ir f orma l t ra ining ) . 
From ca s ua l obs e rva t i on ,  I would s u s pe ct tha t  in the near 
future t he ra t e  o f  turnover of  such pe ople  wou ld be fa i r ly 
high a nd tha t i n  the near future , t oo ,  a f i rm pi one e r i ng a 
new i ndus  wou ld  b e  s ign i f i ca nt ly more l ike ly t o  t ra in a 
Papua New Guine a n  f or such a j ob a nd then t o  l o s e  h im ,  tha n  
t o  pick one u p  a lready t ra ined . , the n , t ra i n ing 
is a s ource of exte rna l e c on omi e s  at s ta ge of Papua New 
Guinea ' s  d eve l o pme nt . S ome he l p  in qua n t i fying i t  for  
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pa r t icu la r  ca s e s  may b e  d e r ived f r om the TAC ' s  s t udy whe n  i t s  
re s u l t s  a re fu l a na lys e d o 

The mere fa ct  tha t  labour in the country c once rned i s  le s s  
e f f i cient  wi. th g iven t e chnique s tha n  lab our i n  s ome othe r  
c ount r ie s  d o e s  not ind ica t e  ext e r na l e c onomie s  a nd i s  not i n  
i t s e l f  an  a rgument  f o r  a s s i s ta nce . I f  i t  i s  a f ixed fa ct o f  
l i f e  i t  ha s a bea r ing o n  t he c ount ry ' s  c ompa ra t ive a dva ntage 
i n  va r i ous  indus t ri e s , a nd of  c ours e  i t  mus t  have a bear i ng 
on the pot e nt ia l income o f  the count ry . I f  it  i s  a t empora ry 
phenome non over c ome by a few months or yea r s  of  pra c t i ce , then 
a t  mos t  t he i nd u s t ry a f f l i c t e d  by this  t empo ra ry ine f f ic iency 
can  a sk f or tempora ry prot e ct i on on ' i nfan t - ind us t ry ' g round s 
which a re d i s cu s s ed b e l ow .  

( i i  I n  d is cu s s ing prot e c t ion I would 
d oubt the re l eva nce o f  t he type o f  externa l e c onomy d i s c us s e d  

S c i t ov sky in h i s  a rt i c le ' Two c oncep t s  of  exte rna l e con omi e s ' 1 

whi ch i s , I think � a l s o  imp l ie d  b y  Hirs chma n ' s  ta lk o f  l inkag e s . 2 

I t  i s , t o  b e g in with , no t v e ry p la us ib le that b y  virtue of  b e ing 
prote cted  an indu s t ry wi l l  pr od uce externa l e c on omie s of the 
' forwa rd l inkage ' , s ince prot e c t i on by t a r i f f  w i l l 
the of  the prot e c t e d  product whi le prot e c t i on by s ub s  
i s  n o t  u s ua l carried  t o  the p o int a t  which i t  wi l l  l owe r the 
pri c e . Hence u s e r  i nd u s t r i e s  a re not like ly to ga in a nd may 
l o s e o 

I t  i s  pos s ib le tha t the f o s t e r ing  o f  an  i nd us t ry by 
t i on wi l l  have a ' ba ckwa rd l i nka ge ' e f f e c t , t ha t  i s  t o  say 
tha t it  wi l l  s t imu la t e  the prod uct ion o f  a n  i nput o f  the pro­
t e cted  indus t ry .  Thi s , howeve r ,  w i l l  not re pre s ent a ne t 
na t iona l ext e rna l  b e ne f it unle s s  the input - produc ing indu s t ry 
s o  s t imu la t e d  i s  s ub j e c t t o  ( previous ly unex p l oi t e d ) e c onomi e s 
o f  s ca le or  the inpu t = prod u c i ng i ndus  genera t e s  ext erna l 
e c onomie s  i t s e l f  f or one o f  the rea s on s  a l ready  give n  o r  
e nhance s i t s  r e n t  a t  t he expe nse  o f  fore igne r s . I f  the s t imu­
la t ed input s a r e  raw ma t e ria l s , t he re i s  no pa r t i c u la r  l ike l i ­
hood tha t they wi l l  b e  s ub j e c t  t o  e conomie s o f  s ca le i n  l oca l 
produc t i on . Nev e rthe le s s  the pro pe n s ity  for  gene ra t ing externa l 
e c on omi e s  through ba ckwa rd l inkag e  e ff e c t s i s  s ome thi ng t ha t  
c ou ld b e  s e r ious ly examined i n  e a ch ca s e . 

T .  S c i t ov sky , ' Two c oncept s o f  externa l e c onomi e s ' ,  
������---�---�""'"- ' vo l . 62 ,  no . 2 ,  1 9 5 4 , pp . 143 - 5 1 ,  repr i nt e d  

. N .  Agawa S . P .  S i ngh ( ed s ) , 
O . U . P . , 1 95 8 . 
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There  a re a l s o  le s s  s pe c i f i c  ' dynami c ' a rgument s for pro­
t e c t ion of ma nu fa c turing . One s trong dynamic a rgume nt a ga i ns t 
i t , however , i s  tha t  prot e c t ion , whethe r  by tari f f  or b y  s ub ­
s id y , mus t  red uce rea l income ( un le s s t h e  prote c t i on i s  ba la nced 
by qu i ck ly rea l i s ed ext e rna l e c onomi e s )  a nd , other thing s  be ing 
equa l ,  it w i l l  a ls o  red uce rea l pe rs ona l d i sposab le  income . 
Manufa c tur ing , b e i ng c ommon s ub j e c t  t o  e c onomie s  o f  s ca le 
a nd o f t e n  d e pe ndent  on t he na t iona l ma rke t , i s  e s pe c ia l ly 
l ike ly t o  have i t s  f ur ther d eve l opment dama ged by prote ct i on 
tha t i s  not j us t i f ied b y  imme d i a t e  ext erna l e conomie s .  Thi s  
e ff e c t  i s  enha nced i f  prot e c t ion i s  b y  ta r i f f , whi ch t e nd s  t o  
h i t  d i f f e rent i a l the indus t r i e s  tha t have expor t pro s pe c t s o 
He nce prote c t i on , s o  o f t e n  cha mpi oned a s  a mea ns f or increa s ­
i ng ma nufa c t uring , may in the l onge r t erm have a pa rt i c u la r ly 
d e pre s s ing  e f fe c t  on tha t  s e ct or o 

( iv )  One othe r a l l eged  externa l 
e c on omy s e rvice , a nd r e s u l t i ng reduc-
t i on of  i nve s tme nt i n  s t ocks , through the  exi s t e nc e  of a l oca l 
indus t ry . I t  may be a l leged tha t u s e r s , wh i l e  va luing the 
bene f i t s  tha t  a loca l prod ucer  br ings , wi l l  not ne ce s sa ri ly 
be prepa re d  t o  pay a higher price  t o  the l oca l produ cer i f  
they have the oppor tunity of  paying a l owe r one f o r  a n  importe d 
product . Thi s i s  c once iva b le , a nd a l lega t i on s  of  s uch ben e f i t s  
wou ld have t o  be  inve s t iga t ed ca s e  b y  ca s e  t o  s e e  whe ther t hey 
were p la u s ib le . I n  rece nt t a r i f f  ca s e s  in Papua New Guinea , 
t he i r  occurre nce ha s been  a l leged by ' u s e r ' wi tne s s e s , s ome 
of whom wou ld have no intere s t  in mak i ng the a l  ion  i f  i t  
we re n o t  t rue . 

The re may we l l  be  o ther a rguab le s ourc e s  of exte rna l bene 
f i t  whi ch wou ld have t o  be l ooked a t  in par t i c u la r  ins tance s . 

Three  s pe c i a l ca s e s  tha t  d o  not  f it nea t ly int o the frame ­
work o f  s ub s id i s ing f or exte r na l e conomie s  wi l l  n ow b e  
c on s id ered . 

( i )  ' i s  the name g iven t o  the a rgument 
tha t an sub j e c t  to e c on omi e s  of s ca l e  or 
expe r ie nce wh ich wi l l  not  be  rea l i sed  i n  the ear pa rt  of  
its  l i fe , Th i s  o pe n s  the pos s ib i l i t i e s  of  the  a l t e ra t i on o f  
a c ou nt ry ' s  ab s o lu te a nd compa ra t ive a dvantage  t hrough the 
d eve l opment of  new s k i l l s a nd exper ience , but  i t  is not obvious 
whe t he r  thi s  proce s s  is on ba lance promoted  or d e te rred by 
infant - ind u s t ry prote ct i on . One view i s  tha t  a l l  ' i nfa nt 
i nd u s t ry ' a ppea l s  f or prote c t i on ought t o  b e  re j e ct e d  s ince 
an i ndu s try i s  not  to be d e s i red un l e s s it i s  e conomica l ly 
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' pr o f i ta b le ' over the who le of  it s l i fe , not  j u s t  ove r the 
la s t  par t  of  i t . If a c once r n  we re to b e  a ctua l ly prof i t a b l e  
ove r the who le  of i t s  l i fe , i t  would b e  pos s ib le , a c c ord ing 
to this view , to b orrow in orde r  to cover e a r l y  l o s s e s  a nd 
the n t o  r e pay f r om la ter  pro f i t s . But a ga i n  it  i s  conce iva b l e  
tha t , b e ca u s e  o f  unc e rt a inty , a pa rent c ompa ny wi l l  n o t  b e  
pre pa red t o  p la n  f o r  los s e s  ove r a s u f f icient ly l ong per iod 
t o  mee t  t hi s  requi rement ,  a nd a ls o  tha t  not e nough loa n s  a t  
norma l ra t e s  wi l l  b e  ava i lab le  f or t he purpo s e . The infant 
ind u s t ry ca s e , whe n  va l id , might thus be rega rded a s  d e pe nd i ng 
on a d i s t or t i on in the ca pit a l ma rke t produced b y  unc e rta inty 
a nd i g no rance . 

Any prot e c t i on g iven  f or ' infa nt - ind u s  ' rea s on s  a l one 
shou ld be conce ived of a s  tempora ry a nd a p p l i ca t i ons  s hou ld 
be exami ned i nd ivid ua l ly to d e c id e  how l ong t he p e r i od shou ld  
be . 

An a lt e rna t ive ' f i rs t -b e s t ' device  wou ld be t o  have a 
g ove rnment l e nd i ng a ge ncy provid ing l oa n s  t o  c over i nfa nt 
i ndu s t ry l o s s e s . 

( i i )  
a dvanced 
s ugge s t s  
Guinea . 

f or the l oca l prod uc t  are  s ome t ime s 
prote c t i on , a nd r e cent expe r i e nce 

b e c ome a frequent p lea in Pap ua New 

Where  the re a re e c onomie s o f  s ca le , i t  i s  conce iva b l e  tha t , 
though a loca l prod uc t  could , i f  it  c omma nd ed t he who l e  marke t ,  
b e  produced t o  the same qua a nd pri ce a s  the c ompe t i t ive 
import , it  d o e s  not in  fa c t  comma nd the who l e  marke t , e ithe r 

chance  (beca u s e  pur cha s e rs are  i nd i fferent b e twee n  the two 
pr oduct s  a t  the same pr ice ) or b e ca us e  of unr ea s onab le pre -
j ud ice  a ga in s t  the l oca l product o n  the o f  e ithe r 
c on s umer s  or reta i l ers . 

I f  the fa c t s  a s  a l l eged  c ou ld b e  e s ta b l i s he d  ( a nd they in­
vo lve s ome ne c e s sa r i ly pa rt  s ub j e c t ive j ud gment s of  qua l i ty) , 
t here  wou ld  b e  a ca s e  for  t a r i f f , quota , or  even exc lus i on o f  
t he imported  p r oduc t , prov ided ( a nd i t  i s  a n  importa nt pr ovi s o) 
t ha t  pri c e  of  the loca l product  c ou ld  be kept d own a nd qua l i ty 
up und e r  thos e c ond i t i ons . 

Thi s provi s o , however ,  i s  not  a n  ea s y  one t o  s e cu re . Fr om 
a usua l ly re l ia b le  s ource c ome s a caut i onary ta le  of a producer  
who a pp l ied for  prote ct i on on  this  ground a nd whos e  prod uc t wa s 
in the c our s e  o f  the inve s t iga t i on j udged  (by a n  a rguab ly a ppro­
pria t e  obj e c t ive t e s t )  to  be  b e t t e r  va lue f or money tha n t ha t  
o f  mos t  o f  i t s  import ed r iva ls .  O n  d i s c ove r ing this , howeve r ,  
the a pp l icant  s ta t ed h i s  int ent ion o f  reduc ing the c oncent ra t i on 
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o f  h i s  product  b y  ha l f  i f  h e  were g ranted  t he pro t e c t i on he 
a sked for . S ince t h i s  wou ld have reduced  the uni t co s t  by a 
c ons iderab ly sma l le r  f ra ct i on tha n  ha l f , i t  wa s a s sumed tha t  
h e  d id n o t  intend t o  ha lve h i s  p r i c e s  a t  the s ame t ime . 

Anothe r  caut i ona ry ta le  i s  tha t o f  a n  a pp l icant who a l leged 
unj u s t i f ie d  pre j ud ice by re ta i lers  a ga in s t  hi s prod uc t , b ut 
who , dur i ng the d e lays o f  the inve s t iga t i on , int roduced a 
t e chnique pra ct i s ed by one o f  h i s  ove rsea s r iva l s  whi ch i n  
the opin i on o f  ca s ua l  obs e rve r s  ra i s ed the prod uct from b e ing 
infe r i or t o , t o  be ing e qua l wi th , the c ompe t ing impor ted  
bra nd s . 

( i i i )  Pa pua New Gu inea ha s a n  a rguab ly s pe c ia l ca s e  ove r 
t empe ra te - c l ima t e  f ru i t  a nd vegetab l e s . 

Many of  t he s e  pr od uc t s  ca n b e  produced in e f f e ct ive ly un­
l imit e d  qua nt i t ie s  by v i l lage  sma l lho lder s , a nd they are  an 
important  s ource of ca sh i n  s ome a rea s . On the other ha nd 
they a re b e l ieved to be consumed very la rge ly  by expa t ria t e s , 
o f  who s e  b ud ge t s , howeve r ,  they f orm a compara t ive ly sma l l  
pa r t .  S ub s t a nt ia l quant i t i e s  o f  the s e  prod uc t s  a re imported  
f or rea s on s  wh i ch a ppea r to  b e  those  of  ma rke t ing orga nisa t i on 
ra ther tha n o f  c ompara t ive advantage in product i on . 

The s o lut i on o f  cho i c e  t o  t h i s  prob lem i s  impr ovement of  
the ma rke t ing o f  l oca l ly produced food s tuf f s , whi ch ought to  
be  ( a nd is  pe rha ps  becoming) a ma j or c once rn o f  the  Depa rtment 
o f  Agr icu l t ure . None the le s s , a s ol ut ion to the ma rke t ing 
prob lem might be ha s t ened by an embargo or  va nishi ng quot a s  
o n  f r e s h  fru i t  a nd vege tab l e s  ( other t ha n  t h e  few t ype s tha t 
cannot rea d i ly be grown i n  the count ry) . 

I t  is  conc e iva b l e  tha t such a po l icy , ca r e fu l ly ma naged , 
might have l i t t le  e f fect  on price s . Even i f  the re we re t o  be 
s ome r i s e  i n  price s � howev e r , it is very l ike ly tha t the rea l 
income o f  Pa pua New Gu ineans  (a s d is t inct  f r om expa t r ia t e s ) 
wou ld be  enha nced whi le tha t o f  expa tria t e  re s id en t s  would be 
reduced b y  a very sma l l fra ct i on . 

Thi s might b e  one o f  the ra re exa mp le s  o f  po l i cy que s t i on s  
i n  whi ch c ons idera t i on of  na t iona l  ( i . e  re s ident s ' )  i nc ome 
wou ld g ive re s u lt s  d i f ferent from those  d i ct a t e d  by rea l i s t i c 
cons idera t ion o f  Pa pua New Gui nea n s ' inc ome . 

The on ly gene ra l ly r e c ogni s e d  f i rs t -b e st  a rgume nt for pro­
t e c t ion is tha t certa in c ount r ie s  may b e  a b le to improve the ir 
terms of tra d e  by protect ion to a d e g re e  tha t  outwe ighs the 
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d i sadva ntage s o f  a l e s s e ff i c i en t  ove ra l l  a l l oca t io n  o f  r e ­
s ource s . Be ca u s e  o f  t h e  s ma l lne s s  of  Pa pua New Gu i nea i n  
re la t i on t o  wor ld ma rke t s , the re wi l l  be l i t t le  s co pe f or 
improvi ng t e rms o f  trade by prot e c t i on a nd excha nge - ra t e  
cha nge s o  Hence thi s  a rgume nt wi l l  have l i t t le  a p p l i ca t i on 
in Pa pua New Gu inea . 

The othe r  ma in genera l  rea s ons  f or pr ot e c t i on d i s cu s s e d  
ab ove - wag e s  t ha t  d o  n o t  re f le c t  margina l s ocia l opportuni t y  
c o s t s  o f  t h e  emp l oyment o f  labour , a nd exte rna l e c onomi e s  of  
tra i ning - provide  s e cond -b e s t  a rgument s f or prot e c t i on . I f  
i t  were pos s ib le , i t  wou ld b e  more s a t i s fa c t ory t o  f ix minimum 
wa g e s  a t  a ppropri a t e  leve l s  (whe re t hey r e pre s en t  ma rgi na l 
s ocia l opportunity c o s t  o f  lab our) , a nd t o  prov ide s ub s id i e s  
f o r  a p pr opria te  t ra ining . 

The re a re other s ocia l purpo s e s  f or whi ch pro t e c t i on wou ld 
be not only a ' s e co nd -be s t ' but a high ly ina ppropria te  d ev i c e . 
Such ob j e c t ive s a re f ina ncia l s e l f - re l iance (which i s  prope r ly 
pur sued by inc rea s ing l oca l ly - ra i s ed r evenue or  reduc ing ex­
pend i ture , with or without excha nge-ra t e  va r ia t i on whi ch i s  
probab ly i na ppropr i a t e  i n  Pa pua New Guinea ) ; d e ce ntra l i sa t i on 
(wh i ch might b e  promoted  by loca l s ub s id ie s  t o , a nd l oca l 
re s t ri c t i ons  o n , product i on and i nve s tme nt ) ;  a nd d eve l opment 
o f  t he i nforma l s e ct or o f  vi l lage  i nd u s t ry (which i s  s upported 
b y  lega l cha ng e s  a nd exte n s i on programs ) . 

I n  s p i t e  o f  t he d i f fi c u l t i e s  in pr inc i p le of  f ind ing rea l ly 
s a t i s fa c tory ru l e s  f o r  prot e c t ion , there may be s ome ra t i ona l 
way s  o f  s e t t i ng l imi t s  i n  pa r t i cu l a r  ca s e s . S uch l imit s s hould  
take a cc ount o f  the na t ure of  the fa ct or a nd fore ign excha nge 
ma rke t s  in the c ountry in which the ru l e s  a re a pp l ied , and o f  
exte rna l e c onomi e s  pe c u l ia r  t o  the ind us try . I t  i s  s ugge s t e d  
tha t a c omb ina t i on o f  mad e - t o- ord e r  l imi t s , s ome ru l e - o f - thumb 
maximum for the ra t e  o f  prot e c t i on , a nd a cc ount of  p a r t i cu lar 
exte rna l e conomi e s  s hould b e  a pp l ie d  in Pa pua New Gui nea . 

S e e  Pa pua New Gu inea Tar i f f  Advi s ory Commi t t e e  
1 9 7 2 , Appendix 1 . 
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Ro s s  Ga rna ut a nd Ron J o  May 

Pa pua New Guinea ' s  f ore ign trade  int e re s t s  can be deduced 
from its  re so urce  e nd owme nt a nd t e chno l ogy , its  s i z e  and i t s 
g e ographic l oca t i on . Pa pua New Guinea require s expa nd ing 
marke t s  f or a gricu l tura l f ood s tu f f s  a nd raw ma t e r ia l t o  sup­
port its  amb i t i on s  for r ura l improveme nt . It  requ ire s  expa nd ­
i ng ma rke t s , e s pe c i a l ly proxima t e  marke t s , for  commod i t ie s  
produced b y  large � s ca l e  t e chn ique s from i t s  marine , f ore s t  
a nd minera l re s our c e s  t o  support expa ns i on o f  pub l i c  exp e nd i ­
t ure a nd movement t owa rd s  grea t e r  f inanc ia l s e l f - r e liance " 
Marke t s  for  c ommod i t i e s  pro c e s se d  from the s e  raw ma t e ria l s  
a nd from Pa pua New Gui nea ' s  rich e ne rgy re s our c e s  a r e  like ly 
to b e c ome increa s ing ly  imp ortant to the g rowth in pub l ic 
expend i t ure a nd t o  emp loyme nt o The e nergy-b a s ed proce s s ing 
ind u s t r ie s  wi l l  require the importa t i on o f  l a rge qua nt i t ie s  of 
ma t e r ia l s , i nc l ud ing ura nium ore a nd baux i t e . Pa pua New 
Guinea ' s  tra d e  i nt ere s t s  on the import s id e  inc lude a s  we l l  a n  
intere s t  in price  s tab i li ty a nd c ont i nued supp ly o f  a wid e 
ra nge o f  ma nufa cture d  g ood s , petroleum a nd , a t  lea s t  f o r  the 
next few yea rs  s ome f o od s tuf f s  inc l ud i ng r i c e , s uga r a nd 
canned f i s h  a nd mea t " 

Thi s paper brings  sugge s t i ons  abou t  the f ormu la -
t ion o f  Pa pua New Gui nea t ra d e  t ha t  came f orwa rd i n  
papers  a nd d i s cu s s ion a t  t h e  F ore ign E c onomic Re lat ions s emina r  
in Port More sby in November 1 9 7 3 . I t  d i s cu s s e s  s ucce s s ive ly 
t re nd s  in the ma j or cen t re s of wor ld tra de t ha t  w i l l a ff e c t  
Pa pua New Gu inea , pro s pe c t s  f or Pa pua New Guinea i nf luenc ing 
the s e  t re nd s , the g e og ra phic  l oca t i on of Pa pua New Guinea ' s  
tra d e  opport uni t i e s , a nd the d ome s t i c po l i cy respons e s  tha t  
a cc ommoda t e  be s t  the ava i la b l e  interna t i o na l  opportuni t ies . 

Tuml i r  chara c t e r ised  the 1950s  a nd ea r ly 1 9 60s , a t  lea s t  
f or the d eve l oped c ount r ie s  a s  a who le , a s  ' a  per i od of  growth , 
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and 1m1 sm ,  wi thout a ny f undame nta l e c onomic 
lems ' .  The D rysda l e , Tumlir  a nd Kanamori  papers  
t he very ra  growth o f  i nd us t r ia l  c ount r ie s ' 

t rad e o 

1 7 3  

D e s  d emand a nd 1 fa c t or s  which i nhib i te d  
on t h e  rich count r ie s ' s o f  s ome f ood s t uffs  a nd 

raw ma t e r ia l s  a nd d e  re luctance in the d eve e c ono-
mie s  to  exte nd t ra de l ib e ra l is a t i on to  1 c ommod i t ie s , 
d eve c ountr i e s  have s ha red in the g e ne ra l expa n s i on o f  
t ra d e  s ome much more tha n other s o Among c ommod i t i e s  expor ted 
i n  la rge i t i e s  from the d eve e c onomi e s  t ra d e  expa n­
s i on ha s been mos t i n  f ue l s  ore s a nd non- fer rou s  me ta l s , 
a nima l  feed s t u f f s , mea t a nd f i sh , a nd labour= in tens ive ma nufa c ­
t ur e s  a The s e  a re e i the r commod it ie s  in re l a t ive ine la s t ic 
s upp in the d eve loped c ount r i e s  b e ca u s e  o f  re s ource s ca r e  
( fue l s  t imbe r  f i sh)  e c t  t o  i ncome e la s t i c  o f  
dema nd , fue ls , non� ferrous s)  or s ub j e c t  t o  
increa s product i on cos t s  with s t a ndard s 
( labour - int ens ive ma nufa cture s )  0 other ha nd t here  
wa s very  l i t t l e  in t h e  rea l va lue of  wor ld trade  i n  
fa t s  a nd oi l s , f ib re s , rubb er  a n d  ca l 
mo s t  of  thi s 

There were  a numb e r  o f  <l eve l i n  19  a nd ear ly 1 9 74 
whi ch cont r ibuted  t o  a n  excep tiona l  increa s e  i n  the ce a nd 
va lue o f  t rade  o f  mos t  food s t u f f s  a nd raw ma t e ria s o  I n  l a t e  
1 9 73 a nd 9 o f  fue ls , me ta  s a nd mine ra l s , fa t s  
and oi l s , mea t  a nd f is h  c e rea l s  fibre s a nd rubbe r  were  a t  
a l l  t ime peak s i n  money t e rms seve ra l o f  them a t  a l l - t ime 
peaks in rea l t e rms o Thi s occurred t ime o f  1 
ra pid i n  the , North Ame r i can  a nd 
e c onomie s and s o  ca n be s e en in the c ont ext of  a n  un-
usua pronounced in the norma l commod cyc le o 
I t  occurred a t  a t ime o f  unce r ta ab out interna t i ona l  mone -

a nd t ra d e  a rra ngeme nt s a nd s o  re f l e c ted i n  , t oo , 
t ion a ga inst  ia t i on o f  the  i nt e rna t iona c urren-

c ie s  a nd d i s locat ion i n  wor ld c ommod i ma rke t s  a I n  the ca s e  
of  p e  wa s i n f l ue nced  reduct i on s  the 
OPE C  ca rte l ,  a nd the increa s e  a f fe c t ed 
s ome othe r  c ommod ma rke t s o 
we l l  the int e n s i f icat ion of l ems be l ieved t o  d er ive· f rom 
c ont pre s su re on a numb e r  of na t ura l re s ource s o 

ea ch of the s e  fa c t ors  ha s b e en t o  the c ommo-
d i s  cr i tica l o the fut ure pros o f  wor ld  
e conomi c , and t o  the e c onomi c pros s of  r e s ource -
rich c ountr i e s  like New Gu i nea o I t  wa s a 
que s t ion a t  the Port s emina r a r e  r e s ource - r ich 
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r e g i on s  s uch a s  Me lane s ia s it t ing pre t ty , or i s  t h i s  a n  i l lu­
s ion? Do high p ri c e s  i n  l a t e  1 9 7 3  re f le c t  me re ly the incre a s e  
i n  qua s i - re nt s  a c crui ng t o  e s tab l i s he d  producers  o f  r e s ourc e ­
ba s ed prod u c t s  t hrough a cyc l i ca l ,  inte rna t iona l b oom , or  d o  
they re f le c t  a n  increa s e  i n  the r e nt va lue o f  na t ura l re s ource s 
re s u l t ing from i nc rea s i ng s ca rc ity?  I f  the la t te r , d oe s  a 
ma j or shi ft  in the t erms of  trade i n  favour o f  r e s ourc e  ex­
port ers  conta i n  the s ee d s  o f  i t s  own d e s t ru c t ion , through i t s  
e f fect  o n  t ota l wor l d  e conomi c g rowt h , or  pr ior t o  this  a t t i ­
t ud e s  t o  growth a nd the re f ore growth per formance ? 

There a re no genera l a nswe r s . I t  s e ems l ike ly  tha t s ome 
na t ura l r e s ou rce s are  in s uch ine la s t i c  s upp ly that p ri c e s  
wou ld b e  on a r i s i ng t re nd (a l though n o t  ne ce s sa r i ly f rom the 
recent cyc l i ca l peak s )  even if there wa s a s ub s ta nt ia l d e c e l e ­
ra t ion i n  the expans ion of wor ld e c onomi c a c t ivity  a nd t ra d e . 
F ue l s  a nd e ne rgy , f is h  a nd pos s ib ly t imb e r ,  wou ld s e em t o  fa l l  
within thi s ca t e gory . Demand a nd pri c e  for mea t  a nd a n ima l 
feed s t uff s  i s  l ike ly t o  be v e ry s en s i t ive t o  pe r capita  i nc ome 
i n  the wea l thy c ountr i e s .  Dema nd for c opper i s  l ike ly t o  b e  
boo s t ed b y  the s h i f t  from d irect  u s e  of  hyd r oca rb on fue l s  t o  
t he u s e  o f  e le c t r i c  ene rgy from a lt e rna t ive s ou rc e s a n d  a l s o  
b y  the h igh e ne rgy- int e ns i ty o f  i t s  maj or sub s t it ut e , a lumi nium , 
a nd c opper p rice s are  l ike ly to  rema in h igh b y  hi s tor i ca l s ta nd ­
a rd s � a lthough a c e i l i ng may b e  placed  o n  long- t e rm pr ice  leve l s  
b y  the exi s t e nc e  o f  large quant i t i e s  o f  l ow- g rade  ore in many 
pa rt s of the wor ld . The pr ice  pros pe c t s  f or a gr i cu ltura l  c om­
mod i t i e s  are more d if f icu l t  to pred ict , a lthough if a s  s ome 
ob s e rvers  expe ct  t here  i s  i ncrea s ing d if f icu l ty i n  the s up p ly 
of  ba s ic f ood s tu f f s  t o  a ra pid ly increa s ing wor ld popu la t i on , 
pr i c e s  wi l l  r is e  f or o ther agricul tura l  prod uc t s  whi ch compe t e  
w i t h  cerea l s  f or l a nd re s ource s  in t h e  t empe ra t e  z one c ount r i e s .  

The d irect ion of  f ut ure pr i c e  cha nge s for a g r i cu l t ura l pro­
duct s s eems very d e pend e nt on the expa n s ion o f  wor ld income s  
a nd t rad e , a nd the ra t e  o f  increa s e  o f  energy , f i s h , t imbe r  
and me ta l pri c e s  i s  c lo s e ly re lat e d  t o  t ra d e  growt h . The 
prospe c t s  of proce s s e d  commod i t ie s  are  e s pe c ia l ly d e pe nd e nt 
on tari f f  p o l i c ie s  a nd t ra d e  growth i n  the i ndu s t r ia l c ount rie s ,  
a nd fur t he r  reduc t ion o f  the high ra t e s  o f  e f fe c t ive prote c t i on 
on raw mat e ria l s  proc es s i ng i n  the d eve l oped e c onomi e s  i s  
c r i t i ca l ly important t o  the d i s tr ibut i on of  b ene f i t s  from i n­
c rea s ed export s from the d eve l oping e conomi e s . 

There have b e e n  i n  recent  yea r s  a numb er of cha l l e nges  t o  
c ont i nued t ra de expa ns i on within a l ib e ra l inte r na t i ona l 
sys t em . Drysda le  d e s c r ibed  t he cha l le nge posed  by the E uropean  
C ommunity  a nd the ext e ns ion of  i ts d is cr iminat ory trade  a r ra ng e ­
ment s wi th  othe r c oun t ri e s  and a l s o  the und e r lying caus e s  of  
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s t ra in s  i n  i nt e rna t iona l mone ta ry s .  The la t t e r  
e f f e c t s we re a f ir s t  a s s oc i a t e d  ma in the cha nged  United  
S t a t e s  trade  and ba la nc e  of  payment s p o s i t i o n  but  the s e  e f f e c t s  
have s ince b e e n  compounded by t h e  t ra n s fe r  l e m  a s s oc ia t ed 
with the ma s s ive shift  i n  the t e rms o f  t ra de a ga ins t the i nd u s = 
t r ia l c ountr i e s o  With Tum l i r  a nd Kanamori he d rew a t t e nt i on t o  
the re thinki ng o f  growth amb i t ions a nd the rea s s e s s me nt of  
interna t i ona l g oa l s  i n  the  i nd us t r ia l c ount ri e s , a s s o c ia te d  
with rea l i s a t i on o f  lems o f  e nergy s up p ly , envi ronment a nd 
d ome s t ic pove rty o 

. The prob lems o f  growth have b e e n  f e l t  mos t  s evere ly i n  
who s e  own 
ha s been  
the  19  

a nd e co nomic  i nt e rna t i ona l i s a t ion  
fa c t or behind re cent wor ld tra de growth and 
in c ommod i s  the wor ld ' s  
o f  food st u f f s  a nd raw ma t e r ia l s  a nd t he shi f t  

i n  t he t e rms o f  tra d e  a ga i ns t  he r i n  1 9 7 3 - 74 reduced rea l in-
c ome ib , by pe rha ps two per  c e nt , a nd compound ed 
pre = ex i s t ing b a lance of  payme nt s prob l ems . The us tme nt wa s 
s evere a nd i t  s eems tha t  the re wi l l  b e  l i t t l e  rea l growth in 
the f i r s t  ha l f  of t he 1 9 74 f i s ca l  yea c Howeve r ,  Kanamor i ' s  
wid e Japa n E c onomi c Re s e a r ch Cen t e r  i s  ic t ing 

a t  a ' norma l ' a nnua l ra t e  o f  ab out 10  p e r  
c e nt i n  t h e  s e cond ha l f  of  t h e  f i s ca l  yea r 1 9  Japan may 
choo s e  t o  l owe r it s rate  o f  indus t ria l t o  leve l s  we l l  
be l ow i t s  hi s t ori ca l a nd be l ow i t s  capa c ove r  
t h e  next d e ca d e  b u t  d e s pi te d i ff i c u l ti e s  o f  a d  tment i t  
s eems that eve n  i nc rea s e s  i n  s on t he ma s s ive , 
re cent s ca le a re c ompa t ib le with c on t i nued rea l growth , and 

d ema nd for re s ource �ba sed  

Tuml ir  ra i s e d  t he pos s ib i  tu s t o  wor ld  
i ndus t r ia l c ou ld come indus tria l expa ns i on i n  
the now d eve l op i ng e conomi e s . The i ndus t r ia l i sa t i on o f  re s ourc e ­

c ount r i e s  s uch a s  Bra z i l  would inc rea s e  pre s sure on 
res o ur ce s , a nd re s ourc e  re nt s , in othe r  d eve e c on omie s 
in much the s ame way a s  i nd u s t ria l i n  e a r l i e r  e ra s  i n  
t h e  United  S ta t e s  a nd inve rted  those  c ount r ie s '  pa t t erns  
o f  s p e c ia l i sa t i on i n  wor l d  trade . I nd u s t ria l i sa t i on a nd i n-
c ome s growth i n  the d e ns e  popu la ted  c ount r ie s  of Ea s t  As ia , 
i nc l ud ing Chi na , Korea , Hong Kong a nd S , wi l l  a f f e c t  
the growth o f  wor ld tra d e  a s  d id 
ove r t he pa s t  two d e ca de s . But the pr oce s s  o f  i ndu s t ria l i s a ­
t ion i n  t he s e  d eve l op ing c ount rie s i s  a t  l ea s t  i n  i t s  ea 
s ta g e s  d e pe ndent  on the ma inte na nce of a l ibe ra l  interna t i ona l 
t ra d ing reg ime . The wi l l ingne s s  o f  the i ndu s tr ia l c ount r i e s  
t o  avoid a dj us tme nt t o  t he d eve lopme nt of  new c ompe t it iv e  
manufa c t ur ing i nd us t ri e s  i n  t h e  d eve c ountri e s  through 
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re s t ri c t ive ' sa f egua rd ' me cha n i sms give s  l i tt le caus e f or 
opt imi s m .  

Pa pua New Guinea ' s  intere s t  i n  overa l l  t ra d e  growth i s  
con s ide rab ly g reat e r  than her i nt e re s t  i n  the genera l pre fer­
ence s cheme s  tha t  have been imp l emented or c ons idered in  
recent  year s . The genera l pre fe re nc e  s cheme s have been  hedged 
with very re s t ri c t ive s a fe gua rd s a nd have prov id e d  few new 
opportuni t ie s  for expa n s ion o f  trad e in pr oce s s e d  t imbe r  or 
non- ferrou s  me ta l s , t he c ommod i t i e s  i n  wh ich f ore ign prot e c ­
t i oni sm ha s grea t e s t  adver s e  e f fe c t s o n  Pa pua New Gui nea . 
The d ire c t  b e ne f i t s  o f  the pre fe re nce s cheme s wou ld  be grea t e r  
i f  Pa pua New Guine a  s e cured  a more pre ferred pos i t i on among 
d eve l op i ng na t ions within UNCTAD , a nd Pa pua New Gu inea s hou ld 
c on t i nue to s e ek ' lea s t  d eve l oped ' s t a t u s , a lthough recent  
d eve lopment s have been  movi ng thi s c ount ry up the  interna t iona l 
pe r capita  i nc ome league t ab le .  

Pa pua New Guinea wi l l  have very 1 i tt l e  inf luence on the 
po l i cy d e c i s ions whi ch wi l l  d e t ermine  the future g r owth of 
wo rld  t ra d e . Howeve r ,  i t  is very import a nt that Papua New 
Gu i nea i s  we l l  informed of wor ld t ra d e  d eve lopmen t s . For this  
rea s on ,  a nd a l s o  t o  exe rt  s ome sma l l inf luence t owa rd s  i nt e r =  
na t iona l t r a d e  l ib era l i s a t i on ,  Pa pua New Gu i nea s hould j oin 
the Genera l Agreeme nt on Ta ri f f s , pre ferab ly th rough f orma l 
Aus t ra l ia n  a cceptance  of  GATT in respect  o f  Pa pua New Guinea 
b e fore I nd e pe nd e nce . F or t he s e  rea s on s  a nd a l s o  f or the 
rea s on s  of na t iona l mone t a ry management out li ne d  by C oppinge r ,  
Papua New Gui nea should a ls o  j o i n  the I nt e rna t i ona l Mone t a ry 
Fund . 

As empha s i s e d  by To Robert , Pa pua New Guinea i s  a price ­
take r i n  i nt e r na t iona l t ra d e . I t  i s  d oub t fu l  tha t  va ria t ion 
i n  t he leve l o f  Papua New Gu inea out put of  a ny c ommod ity wou ld 
a f fe ct s igni f ica nt ly  pr i c e s  i n  inte rna t iona l ma rke t s , a l though 
fut ure d eve lopme nt s cou ld make thi s e conomy important to tota l 
we s t er n  Pa c i f i c  s up p ly o f  e ne rgy , t imbe r  and non- f e rrous mine ra l 
ore s . 

A s ig ni f i ca nt i s sue  i s  whe ther Pa pua New Guinea , through 
ente ring interna t i ona l groups in co- opera t i on wit h  t ra d ing 
pa rt ne r s  or in confrontat ion with them , may exe r t  s ome inf lu­
e nce on t he pr i c e s  ob ta ined for her export s .  Ther e  a re two 
mea ns by whi ch exporters  of a c ommod i t y  i n  c omb ina t i on ca n 
a f fect  pri ce s : through re s t ri c t i on o f  s upply , wh ich ca n i n  
certa i n  c i rcums tance s  ra i s e pr i ce s ; a nd thr ough c ount er � cyc l ica l 
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mana geme nt o f  buffer  s t ocks , whi ch ca n i n  ce rta i n  c ircums tanc e s  
s tab i l i s e  There a r e  two current to  i nf lu-
e nc wor ld  s co- ope ra t ive a ct ion : the i nt e rna t iona l 
commod s ,  d e s cribed by Char l e s , a nd the ca rte l 
a c t i on o f  the kind used  by the Orga ni s a t ion o f  Pe t r o l e um Ex­

C ount r i e s o 

Pap ua New Gui nea ha s much t o  ga in from s ta b i l i sa t ion through 
the of  i nt e rna t iona l buffer  s t ocks o The ga ins  from 
re s t r i c t i ons  o n  s upp ly a re more d oubt fu l .  New Guinea 
ha s ia l for  very much more rap id expans ion in s 

or prod uc t s  than d o  other prod uce rs , s o  tha t  a ny 
l imita t ions  on ba s e d  on h i s t or i ca l leve l s  of  s 
a re like t o  b e  d i s  a ga inst  Pa pua New Guinea . 
The o ld e c onomic c lau s e s  of the I nt e rna t i ona l Coffee  Ag reeme nt 

this  d i s cr imina t i on .  Howeve r , whe n  ma j or importers  
i n  a n  i nt erna t i ona l c ommod ity whi ch 

s eeks t o  re s t r i c t  s up p ly on wor ld  marke t s , 
ha s l i t t l e  cho ice b ut t o  j o in a nd t o  s e e k  quota s 

he r ia l f or 

The re a re s e ri ous  d oubt s a s  t o  the e f fec  s s  o f  re s tr i c �  
on supp in ra i s  f o r  many commod i t ie s  in the 

a l though t he re s t ri c ti ons may be u se fu l  in t he 
o f  pri c e s  out o f  a s hort - t e rm cyc l i ca l  d own- t urn . The 

leum ' a ppa re nt s ucce s s  in ra i o i l  
ove r the la s t  two yea r s  i s  a l  , b u t  mo s t  othe r c ommod i -
t i e s  inc lud c oppe r , a re ne ither s o  i ne la s t i c in s upply 
nor so  free o f  s ub s t i t ut e s  i n  d emand as  leum ,  a nd even 
i n  the pe t r o l e um ca s e  the re a re d oub t s  about the e f fe c t  o f  
the ca rte l a c t i on on the t e rm leve l .  The a c t i ons  
of  mi l i t a nt producer ca rt e l s  a l s o  threaten  mu l t i la t e ra l  tra d e  
l ib e ra l i s a t i on a nd , wh ich i s  the ma in d e t e rmi na nt 
of New Gu i nea ' s  t e rms of  trad e . New Gui nea s hou ld 
be  caut i ous about j gr oups wh ich a im t o  ra i s e  

re s t rict i on s  s .  

Pa pua New Guinea d ea l to ga in from i n t e rna t i ona l 
of  the tha t wor ld ma rket , 
by l i ca l  ma nagement o f  buffer  s t ocks a nd 

, s hould  be the ba s i s  o f  int e rna t i ona l t rade  t ransa c t i ons . 
I n  i nt erna t i ona l forums a nd i n  b i la t e ra l  ia t i ons  w ith 

Aus t ra l ia a nd other c ount r i e s  
a rgue persua s ive tha t i nt e rna t i ona l a s s i s ta nce i n  e nf orc 
ma rke t s a nd t i on of re s ource  rent s a s s o-
c ia t ed with the s e  rea s o nab le for a n  

t o  
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Pa pua New Guinea a l s o  ha s s ome intere s t  a s  a n  import e r  i n  
pr ice  d eve l opment s i n  s ome interna t i ona l commod ity  ma rke t s . 
She ha s been  a f fe c te d  s igni f i ca nt ly a nd in the short run 
a dver s e  by t h e  i nc rea s e  i n  pe t r o le um pri ce s , a l though i n  
t h e  l ong r u n  thi s i s  l ike ly t o  be  outwe ighed b y  t he increa s e  
i n  the r e n t  va lue o f  e le c t ri c  potentia l a s s o cia ted  with 
the change s  i n  the cost  o f  a lt e rna t ive s our c e s  of energy . 
Cyc l ica l increa s e s  in wor ld  pr ice s f or rice  a nd s ugar have 
been  the s ource of c ons id e rab le po l i t ica l prob lems in Pa pua 
New Gui nea a nd , pend ing the d eve lopmen t  of e f f i c ient , loca l 
s up p l ie s  o f  the s e  or s ub s t itute  c ommod i t i e s , member sh i p  a s  an  

of  interna t i ona l groups with  pr i ce s tab i l is a t ion ob -
j e c t ive s wou ld  s ub s tant ia l bene f it s . 

Papua New Guinea ' s  t ra d i ng int e re s t s  a re inc rea s ing ly 
wor ldwide .  The d ivers i f i ca t i on i n  b o th her a nd import 
t rad e away from Au s t ra l ia t owa rd s Japa n ,  the Uni ted  S ta t e s  
a nd i s  a s icant l o ng - t e rm t re nd . Howeve r ,  her  
t ra d e  a s s oc ia t i on s  with ne i ghbour ing count r i e s  rema in import ­
a nt a nd d e s e rve s pecia l c ons idera t i on i n  the formu la t i on of 
trade po l i cy . Pa pua New Guinea ha s c ompe t i t ive adva nt a g e s  in 
the Me la ne s ia n ,  Aus t ra lian a nd New Zea land marke t s . In 
As ia , the Japa ne s e  ma rke t  wit h  i t s  la rge re s ource  dema nd o ffers  
s pe c ia l opportuni t ie s  f o r  s o f  c ommod i t ie s  w i t h  re la -
t ive l ow ra t i o s  of  va lue t o  we ight s uch a s  minera l ore s  a nd 
t imbe r . 

Pa pua New Gu inea could mai nta i n  a n  e s tab l i shed t ra d e  with 
its  Me lane s ia n  ne ighbours on re la t ive ly favourab le t e rms , b ut 
t he pot ent ia l s i ze of  the t rade  i s  very sma l l  a nd the admi n i s  
t ra t ive c o s t s  o f  i t s  exten s ion high . Me lan e s ia n  t rade  i s , o f  
c ourse  l ly ,  s ince i t  could  g ive t a ng ib le  
f orm t o  expre s sed d e s ire f o r  regi ona l co-
opera t i on . But  a dmin i s t ra t ive sk i l l s of  the  type required 
to this t ra d e  a re s ca rc e  in Pa pua New Gu i nea , a nd i t  
wi l l  there fore probab ly b e  more a ppropria t e  f or this  coun try 
to support move s for c lo s e r  integra ti on i n i t ia t ed e l s ewhe re 
in the ra the r  tha n  take ma j or i n i t ia t ive s he rs e lf i n  
re  S outh Pa c if ic T o  b e  worth 
s upport , s uch i ni t ia t ives  would  nee d  to be ba sed  on the 

oppor tuni t i e s  f or pro f i ta b l e  tra de tha t  exi s t  withi n 
the reg i on a nd s o  the rea l i sa t ion that 1 t ra d e  w i l l  
a only a very sma l l  proport i on o f  Pa pua 
New Gui nea ' s  fore ign t ra nsa c t i ons . An a t t empt t o  ext end 
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1 t ra de the s e  mod e s t  l imit s , f or examp le  by 
to e s tab l i sh d irect  shi pping l i nks with the Po lyne s ia n  

members  o f  the S outh Pa c i fi c  F orum ,  c ou ld lead t o  New 
of a nd eventua l d i s i l l us ionment 

The Au s t ra l ia n  a nd New Z ea land ma rke t s  a re ve ry much la rg e r  
but , a s  ha s out , s t i l l  o f f e r  re lat ive ly 
mod e s t  pros  s for expa n s i on of  Pa pua New Guinea ' s  s o 
I t  i s  worthwhi le s e e k  b i la te ra l  with the s e  
c ountr i e s  o n  a c ommod i by c ommod ba s i s , with highe s t  

a t ta ched t o  the ma i nt e na nce o f  hi s t or ica l 
t o  the Aus t ra l ia n  ma rket i nc lud 
a nd u n l imit e d  free  a cc e s s  for  s .  

ion of  thi s a cc e s s  wou ld Pa pua New Guinea ' s  
s on the same f oot a s  New Zea land 

i n  t he Au s t ra l ia n  ma rke t 

Re c e nt move s t oward s t a r i f f  l ib e ra l i s a t ion i n  Aus t ra l ia ,  
inc l ud the 1 9  g e ne ra l t a r i f f  cut  have reduced the mar g in 
o f  pre fe r e nce a c corded New Gu i nea over othe r 
in the Aus tra l i a. n  ma rke t . The c ommod 
this  have i n sula t e d  Pa pua. New Gui nea from'  the 

i t ion , a l though the re ha s a lmos t  certa i n ly 
been  s ome t e rm reduct ion  i n  t he c ommanded by s ome 

New Gui nea s ,  mo s t  t imbe r  i n  the 
Aus t ra l i a n  ma rke t .  ins t t h i s , mov e s  t owa r d s  t ra d e  l ibe ra 
l i s a ti on i n  Aus tra l ia have pros f or a f ew a s  

minor New Gu i nea tha have not  oyed pre � 
ferred  a c ce s s  t o  Aus t ra l ia n  ma rke t s  a nd the cont r ib ut ion of  
the Au s t ra ian a c t ions  to  the i nt e r na t iona l t ra d  e nv i ron-
ment i s  b en e f i c ia l t o  New Guine a o I t  wou ld b e  c ou nt e r-

ive or  a t  b e s t  unproduct ive f or Pa pua New Gui nea t o  
s eek t o  ma inta i n  hi s t orica l pre ferent ia l ma oppos 
Aus l ia n  t ra d e  l ib e ra l i s a t ion 

S ome o f  the mos t  d i f f i c u l t  que s  ions  o f  fu ture New 
Guine a -Aus t ra l ia n  t ra d e  re l a t i ons wi l l  b e  a s s oc ia ted with im-

of raw ma t e ri a l s  f or proc e s s  in Pa pua. New Guinea o 
The 1 f or ion o f  la rge i t i e s  o f  ve ry l ow 
c o s t  e le ct r ic i n  the r ive rs  s outh of  the centra l  c o rd i l l e ra 

s New Guinea a compa ra t ive i n  
e ne rgy- i nt e n s ive pr oce s s  1 the e nr i chment o f  
u ra ni um a nd the c onve r s ion int o a lumi n ium o The 

and ea s i  mined re s e rve s o f  ura n i um a. nd baux i t e  i n  
northern Au st  ra. l i a  a r e  the 1 s ource s  o f  raw ma t e r ia ls  
f or proce s s  in  New Gui nea . S hou ld thi s 1 t ra d e  
d eve b e  thre a t ened Aus t ra l i a n  ' re s ource s na t io na l i sm ' ,  
i t  wou ld b e  r ea s onab le  f or New Gu inea t o  make the s up p ly 
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o f  raw ma t e r ia l s  for  p roce s s  a t e s t  o f  Aust ra l ia ' s  c ommit -
men t  t o  c o - ion . The d eve o f  energy-
intens ive proc e s s i n  New Gu inea i s  not  depend e nt on 
the Au s t ra lia n  t ra d e , s i nce uranium ore i s  so  va l uab le  in 
re la t ion t o  we tha t i t  ca n b e  profi tab ly from 
more d i s tant  s ource s a nd becau s e  t here  a re a lt e rna t ive s ou rc e s  
o f  ba ux i t e  i n  I nd o ne s ia a nd the S o l omon I s la nd s . However ,  

i on o f  Pa pua New Guinea energy supp l ie s  with Aus t ra l i a n  
minera l raw ma t e ria l s  c ou ld ra i s e  considerab ly t h e  pro f itabi � 

of  b oth the New Gu inea a nd Aus t ra lian  indus t r ie s . 

Deve the a nd i n  f or e ign  
e co nomic are  very New Guinea ' s  t e rms 
of tra d e  the i r  e ff e c t s o n  w o r l d  c ommod i ty s o  I n  
a dd i t i on t o  thi s  gene ra l e ff e c t  the b i la t e ra l  re la t i on-

is  l ike t o  a ccommoda t e  the o f  the growth i n  
New Gu i nea ' s  trade  ove r the next d e ca de . A l though 
New Gui nea is i ns u f f i c i e nt t o  t o  s e cure 

s i ca nt pre ferent ia l  t rea tme nt a b ove other  s upp l ie r s  of  
f ood s tu f f s  a nd raw mat e r ia l s , s he ha s a ve ry s t rong i nt e re s t  
i n  certa i n  d eve l o pmen t s  i n  t he e conomy tha t could be  
s e cured und e r  mu l t i la tera l  a rra ng ement s .  De  ma j or Ja pa ne s e  
t ra d e  l ib era l i sa t ion seve ra l proce s s  indus t r i e s  in which 
Pa pua New Gu inea ha s a n  c ompa ra t ive a dvantage are  
s t i l l  s ub to  rat e s  of  e ff e c t ive ion . The 
t a r i f f s  on t imbe r  prod uc t s  a nd non- ferrous me ta l s , i nc l ud ing 
copper a nd a luminium a r e  of 

The e f fe ct ti f t he re s idua l t a r i f f  on a lumini um c ould  b e  t o  
s ome o f  the re nt s a s s o-

c i a t e d  w i th the e le c t r i c  power re s ource s upon whi ch 
New Guinea proce s s  wou ld b e  ba s ed Pa pua New Guinea 

would have very much t o  l i t t le  t o  l o s e  from 
t he e limina t i on of  d ut i e s  on  New Guinea 

meta  s a c ond i t i on ma o r  Ja pa ne s e  i nve s t me nt i n  
ene rgy Thi s s ta nce wou ld  be c ons i s tent with 
the g e ne ra for i nt e rna t iona l t ra d e  l ib e ra l i sa ti o n  
favou re d  i n  thi s pa pe r ; re s i s ta nce  i n  Ja pa n wou ld be  quite  
incon s i s t e nt with that ' s  s io n  o f  s upport for  
t ra d e  l ib e ra l i s a t i on a nd mut ua l b e ne f ic i a l re la t ions with 
d ev e  count ri e s . 

Pa pua New Guinea ' s  i nt e re s t s  i n  the redu c t i on o f  
t a r i f fs on t imb e r  a n d  met a l s  i s  s ha red the re s ource =  
ri ch S o uthea s t  As ia n c ountr i e s , i nc lud i ng Ma i a  I nd one s ia 
and t he Phi l i pp i ne s  a nd Aus t ra l ia a nd New Zea land Thi s 
i nt e re s t  b e  more e f f e c t ive , a wi th  o th e r  
obj e c t ive s re  o a id a nd i nve s t ment  po l i c ie s , i n  co-
ope ra t i on wi th  the s e  c ount r i e s  within  the we s t e rn 
Pa c i f i c  f o rum s ugge s te d  by D ry s da l e . 
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The que s t ion o f  New Gu inea ' s  s t a t u s  i n  t ra d e  wi th 
the i n  the c ontext of  a c ce s s  

e leme nt i n  the wor ld ma rke t a s  t o o  i s  he r s ta t u s  
within a ny eve ntua l pre feren t ia l s cheme f or d eve c ount rie s 
i n  the Uni t ed S ta t e s ma rke t o 

s f or New Gui nea t o  
ga in from 
ra nge o f  
h ow much 

i on i n  interna t i ona l t rad e . Give n the 
i e s , a numb e r  of ba s ic i ons rema in :  

i on int o the i nt e r na t iona l e co nomy ;  wha t  
how t o  mi nimi s e  t h e  e f f e c t s  o f  f luctua t i ons  i n  

e c onomy a nd how o max imi s e  na t iona l bene f i t s  
f rom a o f  fore The s e  que s t ions 
were d i s cu s s e d  i n  the C lunie s Ros s  , Garnaut Togo l o  
a nd T o  Rob e r t  c ontr ibu t ions  t o  t he s emina r . Cons idera t io n  wa s 

t o  t a r i f f  � i nve s tment po a nd d ome s t i c  mone 

The re wa s gene ra l tha t  tar i f f  a nd othe r re s t ri c =  
t ions o n  fore ign trade  we re like t o  lower ra ther than ra i s e  
the we l fa re o f  New Guineans . One ion t o  t he 
gene ra ru le  exi s t  in a n  i nd us t ry with e c onomi e s  o f  
s ca le whe re a dmini s t ra t ive c on tr o l s  on the lo ca l indu s t ry 
c ou ld ma i nta in a nd qua at the l eve l of  the t a r i f f-
free The re wa s some d is 
the l cha ra c te r i s t i c s  o f  the fru i t  a nd le  i nd u s -
t r i e s  a 1 ca s e  for r e s t r i c t io n s  
whe ther na t i ona l ob j e ct ive s could b e  

d i re ct a s s i s tance  t o  d ome st i c 
of  the s e  c ommod t i e s . 

on tha t  tra de , or 
more e f f e c t ive 

a nd ma rke t i ng 

Howeve r , a the t a. r i f f  wi l l  ra re ra i s e  na iona l 
we l fa re a nd a l  a s t  po s it i on c ou ld rende r  
more d i ff i cu l t  the g e ne ra l ob j e c t ive s of  New Gui nea 
t ra d e  po l i cy , it wa s sed  tha t there would be s 
dema nd s  f or ion o f  ion , a nd 
t ha t  i n  s ome ci rcums t a nc e s ,  mea sure s , not 1 
i n  the f orm o f  ta r i f f  ion , b e  j us t i f iab le . The 
s emina r d i s cu s s ed a t  cons ide ra b le the be s t  
f o r  a s s e s s  a pp l i c a t ions f or 

The exi s t  New Guinea tar  
d e s c r ibed  by C lunie s Ro s s , wa s c r i t i c i s ed 
i t  wa s s t ructu red on a n  t e  Au s t ra l i a n  mod e l , tha t  
the of  informa t ion the Pa pua New Gui nea Ta r i f f  
Advi s ory C ommi t t e e  wa s oo for mos t  f irms to s up p ly 
a nd tha t  t oo much t ime la psed  f r om t he ca t i on for  
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i on t o  a f ina d e c i s ion . I n  d e fe nc e  o f  curr e nt proc e -
<lure i t  wa s tha t  l i e  

a ne c e s sa ry s a  
s tha t  can  c onvey 

1 a nd ic  advice to the 

l i c  s 

t ion i s s ue s  he t o  corre ct  a n  a nt i - consumer b i a s  
otherw i s e  be  a s s oc i a t e d  with cons ide ra i o n  o f  
mand s for a nd tha t  it  ea s e s  the 
ta s k  i n  re s i n  the na t iona l intere s t  
o f  prod ucers  t o  b e  ab le  t o  lean  on 

lie  a dv i c e . The re wa s g e ne ra l 
s c ou ld b e  e s  

c oncerned  
ime � l imit s  on  TAC re ference s .  There wa s a ls o  

gene ra l for the of t he TAC ' s  t erms o f  
re ference re lat  
of  s f or 

The rea l i sa t ion of many 
in Pa pua New Gu i nea s ca le  
ment o f  per s onne l .  Dire c t  
d if f ic u l t  than t ra d e  a lone .  

eva lua t i on 
i nd u s t r ie s o 

s i e s  for  tra d e  
i nve s tment a nd 

i nv e s tme nt ra i s e s  more 
The re is a o f  

ca l l i fe a nd a d ome s t i c s oc ia a nd po 
a dmini s t ra t i on c ou ld 

from i nve s tment a nd t ra d e . I f  the 
and the bene f i t s  rea l i sed  t he lems of  

na  t iona 1 ga ins 
to b e  avoided 

inve s tmen t  
in d eve e c t s  mus t  b e  insured a ga ins t c 

The f ir s t  
a g e ncy t o  co- ord ina t e  

inve s t or s . I t  
Nat iona l I nve s t ment  a nd 
e ff e c t ive NIDA wi l l  

thi s ro le  
to  co-ord i na t e  the  a s se s s ment  of  

inve s tment  propo s a l s  c r i ter ia. e ns ure the e f fi c ie nt u s e  
o f  dome s t ic inc omes and o f  d ome st ic res ource s and 

It wi l l  have a n  re s pons ib i l  t o  
b e twe e n  f ore i n-

ve s t or s  a nd l oca l c ommuni t ie s  and t o  avoid them a d j ustment s 
i n  the i nve s tment s or  whe re nece s sa ry , exc lus ion  o f  certa i n  
i nve s tment s whe n nat io na l  c os t s  exceed  bene f it s . I t  w i l l  a l s o  
fa l l  t o  NIDA t o  enforce the t e rms o f  s upon whi ch 

f irms opera t e  i n  New Guinea 

There is  a ls o  the c r i t i ca l que s t i on o f  the mob i l i s a t i on 
o f  the b e ne fi t s  f r om inve s t ment  f or New Gui nea 
na t iona The d i s t r ibut i on of thes e  b e ne f i t s  betwe e n  the 
i nves  s a nd the  Pa pua New Guinea 
d e pe nd s  mos t na ture o f  the taxa t ion me cha ni sms 
used  a nd the e f f e c t iv e ne s s  w i th whi ch are  a pp l ied c I t  a l s o  
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The New Gu i nea g ove rnment a lways fa c e s  the que s t ions 
o f  ' how much fore i nve s tme nt a nd f ore i on ? ' The 
cho ice  in gene ra l is b e tween highe r Pa pua New Gui nea i nc ome s 
a nd le s s  fore i gn i on . I f  the a t t ra c t ivene s s  t o  fore ign 
i nve s tors  o f  o pe ra t i on s i n  Pa pua New Gui nea rema ins h igh as  it  
ha s been  i n  c ons e quence o f  d eve lopment s i n  wo rld  c ommod 
ma rke t s , the g overnment could  a f f ord t o  b e  s e l e c t ive a mong s t  
a pp l icat ions  f or i nve s tment a t  the same t ime a s  ma i nta i ni ng 
high leve l s  o f  Papua New Gu inea n income s . 

I f  the New Guinea s e e ks to l imit  f o re ig n  
i on a t  the cos t of  s ome inc ome s  , the ba s i c 

cr i t e ria f or exc lus i on s hould be  indu s t r i e s '  d ependence  on 
ea  s of  ma npower tha t  a re s ca rce i n  Pa pua New Gu inea , 
a nd the ir  e c onomi c 1 a nd hence ia l c on t ribu-
t ion to the revenue . Taxa t ion o n  f ore ign ma npower a nd on 

ts a re t he mo s t  e ff icient  ra t i n s t r ume n t s , 

i nd u s t r i e s  inc l ud i ng t our i sm a nd by encouragement 
a s s i s ta nc e  to g e nera l rura l d eve lopment programs · for ind us t r ie s 
wi th s pe c ia l loca t iona l  or other s .  

The ins u la t i on o f  the d ome s t ic 
t ua t ions i s  o f  c ri t i ca l 
e conomic d eve progra ms a nd 
Pa pua New Gu inea . F l uctua t i ons  i n  

from ext e rna l f lue-

d ra ma t ic e f f e c t s on rura l i nc ome s , the  leve l o f  wag e  emp l oyme nt 
a nd revenue . The e ff i c ie nt of  inter -
na t iona l re s e rve s fa ci l itat e d  t he new mone a nd 

membership  o f  the I nt erna t i ona l F und the mos t  
n t  i n s trument  f or the ma i nt enance o f  

The int rodu ct i on o f  ma j or price  s tab i li sa t i on f o r  a l l 
v i l crops i s  ne c e s s a ry t o  the s ta b i l i sa t i on o f  v i l lage i n­
come s The e s t ab l i s he d  s tab i l i s a t ion s cheme for  c opra a nd t he 
recent s cheme f o r  c oc oa shou ld  be used  w i th c on -
s id erab le  and there  is  a need  f or s imi la r s cheme s for 
other  c ommod it i e s , with s 
o f  rea l i s t ic , mi nimum 

The e s tab l i s hment a nd manageme nt of a s e pa ra t e  Pa pua New 
Guinea n mone t a ry sys t em pos e s  s eve ra l lems . A 
que s t ion t o  b e  r e s o lved i s  wha t wi l l  b e  the t e rms o f  s e pa ra ­
t i on o f  New Guinea ' s  re s e rve s from Aus t ra l ia n  

r e s e rve s . A minima l s o l ut i on i s  f o r  Aus t ra l ia t o  
t ra n s fer  Aus t ra l ia n  l ent t o  c urre ncy on 
i s s ue a nd b a nk Guinea a t  the t ime 
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of  mone t a ry separa t ion . The s e  a s s e t s  would c ompr i s e  Pa pua 
New Gu inea ' s  interna t i ona l re s e rve s , b e  , of  cour s e , fre e ly 
conve r t i b le t hrough the Aus tra lian  d o l lar  int o  othe r  f ore  
currenc i e s  as  required . The view tha t  a more e qu i tab le  a rrang e ­
me nt wou ld b e  for Aus t ra l ia t o  s urrend e r  the equiva lent  i n  
mone tary a s s e t s  of , say , tha t propor t ion o f  i t s  ofre ign a s s e t s  
i n  s ome s en s e  a t t ributab le t o  Pa pua New Guinea ' s  ext e rna l 
earning power (a s d e f ined by the ra t i o  of Pa pua New Gu i nea n 
t o  Au s t ra l ia n  g ro s s f ore excha nge rece ipt s )  wa s a ls o  put 
forcefu l ly in d is cu s s i ons at the s emina r . 

More impor tant que s t i on s  re late  t o  the mana geme nt of the 
ind e pendent curre ncy sys t em and t he pro s pe c t s  f or excha nge 
ra t e  po l icy . An e nd emic b e l ie f  in s ome c irc le s is tha t a n  
i nd epend ent currency mus t  s oon be  d eva lued . Thi s  b e l ief  ha s 
s evera l o rig ins , amo ng them the idea tha t the exchange ra t e  
of  a poor d eve loping country such a s  New Gui nea mus t  b e  
ina ppropr iate ly s et i f  i t  i s  s e t  a t  pa r with the e conomy o f  a 
rich deve loped s uch as  Aus t ra l ia ;  tha t the pros pe c t s  
o f  rura l export expa n s i on a re s e ri ou s ly h i nd e re d  by the c urrent 
excha nge pa ; a nd tha t  the ' ba la nce of  payment s '  pos i t i on 
of Papua New Guinea wi l l  cont i nue ' unfavourab l e ' .  

Howeve r ,  the s e  are  not  c onvinc ing g ro und s for b e l i e f  i n  
t h e  inevitab i  of  d eva lua ti on i n  t h e  s hort or e v e n  t he 
interme d i a t e  run . F ir s t , t he fact  o f  i ni t ia l pa r i ty with t he 
Aus t ra l ia n  d o l la r  ha s no s pe c ia l  e c on omic s igni f i ca nc e  a t  a l l , 

s o  far  a s  the la t e d  d enomina t i o n  of kina va l ue s 
d o l la r  va lue s e nc ourag e s  f or wha t ever  rea s on ,  a 

c e conomi c conf idence . The a dvi sabi  of cont inued 
a s s o c ia t i on with the Aus t ra l ia n  currency a rea wi l l  d epend in 
the l onge r run on s in  the s t ructure of t ion of 
the Aus tra l ia n  a nd Pa pua New Gui nean e c onomie s as we l l  as the 
ext ent t o  which both e c on omie s are s ubj e c t  t o  the s ame int e r= 
na t iona l e c onomi c force s within the same interna t i ona l ma rke t 
a rea . S e c ond , the s e t t  o f  a n  otherwi s e  te  ex-
change ra te  to encoura ge the expans i on o f  an i nd us t ry tha t i s  
l e s s pro f i tab le  t ha n  o ther i ndus t r i e s wi l l  do l i t t le 
but  i nduce the a c c umu la t ion of unu s e d  int erna t iona l re s e rve s , 
a nd may we l l  have the s id e - e f f e c t  of  enc oura g i ng the e rr one ous 
view i n  a i d  d onor country ' s  tha t  Pa pua New Gu inea d o e s  not 
req ui re s ig ni f i ca nt externa l a id re s ourc e s  A l t e rna t ive 
the d eva lua t i on ' s  i nf la tiona ry wi l l  b e  re f le c t ed in 
demand s  f or hi gh e r  money wage s , whi ch , if  me t ,  would re s t ore 
the pre -d eva luat i on leve l s  and  d i s t ribut i on of rea l income a t  
a highe r pri ce l eve l . The ra t e  i s  l ike to have a 
very minor inf l uence on sma l lho lder  rea l i nc ome s s ince i n  
add i t ion t o  t h e  e f f e c t  on income at d ome s t i c  pr i c e s  
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rura l c o s t s  a re d ire c t  and iona t e  a ff e c t e d  
Thi rd , c oncer n  ab out h i s t or i ca l  ' ba lance 

is  ba s ed on a mi s o f  the 
pos i t i on wi thi n  t he 

cu rrency sys tem up t o  t h i s  In  the pa s t , a 
s '  lem wa s s ib le s ince  fa l l s i n  g ro s s  ex terna l 
we re c ompe nsa ted f or a ut oma t i ca i nc rea s e s  in 

1 i nf low a nd c ont ra ct i ons  of  d ome s t i c  dema nd . 
New Gui nea may choose  t o  c on t i nue t o  us e t he se  us t �  

rne nt me cha n i sms ) a a la rge burd en  of  a d  tment wi l l  
now fa 1 1  on d ema nd whe n  externa re ce  s fa 1 1  But i f  e c onomi c 

ba s e d  on awa re ne s s  of  the va riab i l i  o f  fore 
the b urden of  a d  us tment may not be  s evere 

s i on ., the f ore 
pos it i on on ba lance 
i nc ome s wi l l  be c ons i s t e nt 
ba lance a the c urrent  fore 

I ndeed  it  

t ra de a na i n  thi s d i s c us -
' a nd the 1 f low 

tha t i nc rea s New Gu i nea n 
with the ma intena nce  o f  ext e rna 1 

f or s ome t ime . 

reva lua t i on sh ou ld 
b e  c on s i d e red cur re ncy in ord e r  

o c omba t i on . One sugge s t i on re ce ive d  
a t t ent ion i n  t he c ontext of  i nterna re s e rve a cc umu la t i on 

t o  movement s i n  the ove ra l l  
me cha n i sm ,  i t  wa s sa id 

of  ext e rna l 

ra t e  movement s 
b e  t i ed automa t i c �  

i nd ex " Thi s  
inf la t i ona ry 

of the inter�  
na t i ona l c oppe r ma rke t s i ck 

wh i ch t o  ma ke us tme nt s . 
More over s t ab i l i sa t i on o f  ave rage  s wou ld be  d e -
s ta.b i l i for  the of  s ome c ommod it i e s  a nd f or rea l 
i nc ome s I t  s e ems be t te r  insu la t e a ga in s t  c omrnod 
instabi  the var i a t i on of  r e s e rve s 
f or ea ch ma j or However ,  reva lua t i on s  t o  
s ta b i li s e  

tha 
i nt o  a c c ount 

s we b e  
pr ice  leve 
a nd l i e  

Th i s  d i s cus s ion l ead s t o  the c onc lus i on tha t  exte rna l rnone -
mana gement should be framed i n  the c ontext o f  run 

s in New Gui nea ' s  ove ra l l  ivene s s  i n  
1 marke t s  d ome s t i c  wage g ove rnment 

i ture po l i c ie s . mone ta is un l ike 
t o  nt i nf luence  for s ome ye a rs . 
Br i e f  unfavourab l e  d eve shi ft  the ba la nc e  o f  
pa yme nt s i n t o  d e f i c it l i e  expen-
d i t ure s th i s  same re s pons e  
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shou ld b e  t o  ut i l i s e  f ore ign excha nge re s e rve s . I f  the prob lem 
i s  of a l onge r t e rm na t u re , then wage po l i cy , the expe nd iture 
s id e  of  the b ud ge t , a ppea r powerful  ins t rume nt s o f  re la t ive 
int erna l /exte rna l price  a d j u s tmen t  i n  the Papua New Guinea 
e nvironment . Deva l ua t ion rema in s  a s  a n  i n s trument to c orre c t  
rap id ly ( a nd a t  t he cos t o f  a s udden  i nc rea s e  i n  the p r i c e  
leve l )  f or l ibria t oo s eve re t o  be  le f t  t o  the a t t r i -
t ion o f  living s ta nd a rd s through the e f f e c t s  of  i nt e rna t iona l 
inflat i on The se  p o l i c ie s  ca n b e  ope ra te d  in reve r s e  t o  cor­
r e c t  for externa l s ur p luse s .  

Succe s s  in t he pur s u i t  of  i t s  a nnounced po l i cy goa l s  a nd 
a s  a na t ion i s  l i nked c lo s e  wi th t h e  na t ure of  t h e  re la t i on­
ship  Pa pua New Guinea is  ab le  t o  e s tab l i s h  with  the inte r ­
na t io na l e c onomy . Pa pua New Guinea ' s  po l i cy may have r e la t ive ly 
l i t t le  inf l uence on d eve lopme nt s  in the wor ld e c on omy beyond 
the Pa c i f i c  area , b ut sys t ema t i sa t i on of  the e f f e c t s  of  the 
important p o l i cy re s pons e s  open to  Papua New Gui nea n  po l i cy 
makers  i s  a n  important pre requ i s ite  t o  tha. t  d eve l op-
ment s i n  the wor ld e conomy a re t urned succe s s fu l l y  to Pa pua 
New Guinea ' s  a dvantage . 
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