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Economic Development in the Third World and
International Economic Cooperation’
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Looking out over the international situation today, the horizon is a mix of dark
clouds and brighter prospects. Among the darkest clouds is the global economy, espe-
cially the recession in the advanced industrial countries. The United States alone now
has 10 million unemployed, and the European Community another 12 million. This re-
cession in the industrialized countries has heightened economic friction and strengthen-
ed protectionist trade tendencies in these countries. At the same time, the global reces-
sion has resulted in lower prices for many commodities exported by the developing
countries and has thus been a major blow to those countries which rely heavily upon
exports of primary commodities. Even the OPEC nations have been thrust from a po-
sition of foreign capital surplus to one of shortfall by the reduced demand and lower
prices for their oil. The countries of Eastern Europe and many developing countries
have been forced to curtail their imports sharply in the face of burgeoning debts and
high interest rates. As a result of this global recession, world trade volume, both in
1981 and in 1982, has shown a decline from the year before. Some countries are hav-
ing difficulty repaying their external debts, and this is raising questions about the
viability of international finance mechanisms. These are all very pressing, very dis-
concerting problems.

In the longer term, it should also be noted that little progress has been made in
narrowing the gap between the affluent North and the impoverished South, and that
poverty and starvation are widespread in the least developed countries. According to
one FAO study,l there are 450 million people worldwide who are deprived of the mini-
mum nutritional levels necessary for sustenance. In a ghastly contrast, $600 billion is
spent every year on armaments and the military, and the threat of nuclear war con-
tinues to haunt mankind’s future.

The North-South Roundtable, which was held in Tokyo and Oiso in October 1982,
described the nature of the crisis in the Oiso Declaration (Summary Report of the
Fourth Annual Session of the NSRT):

There are many different, though overlapping, perceptions of the
real nature of the present crisis. There are some who dread an immi-
nent breakdown of present structures, whether through banking
failures or rising unemployment. There are others who fear the creep
ing, strangulating trend in economic, social, and political fields to
enslave human energies and potential. There are yet others who are

worried about the poverty of our response and who are really con-
cerned that the rapidity of economic, social, and political change has



March 1983  Economic Development in the Third World and International Economic Cooperation

vastly outpaced the growth in the capacity of our governments and
international institutions to manage such change.

There is seemingly no end to the gloom clouding our horizons, but dispair should
not be allowed to obscure the positive elements of hope. First is the fact that the
world has generally managed to live in peace for the last 37 years. Although there
have been a number of local conflicts, there has been no large scale war since the end
of World War 1. The threat of nuclear war remains, but there is increasing awareness
worldwide of the urgent need to somehow stave off this disaster. The global recession,
serious as it is, has not yet sparked social and economic breakdown. At the same time,
there is hope that the declining inflation rates and consequently lower interest rates
in the industrial nations will lend themselves to a measure of economic recovery start-
ing sometime in the near future. If this happens, it is not unreasonable to expect
recovery in commodity prices and expansion in world trade volume.

While most of the developing countries remain poor, a number of them have
graduated to the ranks of the newly industrializing countries (NICs), and these NICs
are achieving very rapid economic growth to narrow the gap with the advanced indus-
trial countries. Also, even as rapidly expanding populations impose new economic
burdens on the developing countries, many of these same countries have made rapid
progress in expanding food production. India, for example, has doubled its production
of foodstuffs over the last quarter-century. Rice production is up in the Southeast
Asian countries, and some countries have been able to move from being rice-importers
to being rice-exporters. The developing countries are also making rapid strides in
nutrition, public health, and the diffusion of education, and steady progress is being
made in prolonging life expectancies, lowering infant mortality rates, and reducing
illiteracy. The development of modern transport and communications has drastically
reduced time-distances around the globe, and technological innovation has engendered
conveniences which were unimaginable only a few decades ago. Microelectronics tech-
nology, for example, can open up new possibilities for both the developed and the
developing countries.

In looking toward the future, it seems to me that we should work to diminish the
darker aspects and enhance the brighter prospects. Conscious efforts will be needed,
for example, in order to recover from the current recession in the world economy. The
developed countries have so far been putting their emphasis on the fight against infla-
tion, but it seems necessary now to introduce fiscal and monetary measures for stimu-
lating economic activity in order to prevent a spiraling-down of the world economy.

Twenty-five economists from 14 countries recently held a meeting at the Institute
of International Economics in Washington, D.C. and produced a report Promoting
World Recovery (December 1982). The group emphasized the need for conscious efforts
to promote economic recovery. The report started with the following paragraphs:

The decline in inflation does not itself promise to produce a re-
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covery, but it does provide scope for policy to be shifted in an expan-

sionary direction so as to promote recovery. Such a policy adjustment

should be undertaken promptly. It should be internationally coordinated

for there is little prospect that an adequate global stimulus could result

from a series of isolated national actions, and considerable risk that

isolated “locomotives” might find themselves subject to excessive de-

preciation that rekindled inflation. In particular, neither can the world

simply wait for the United States, nor can the United States be cer-

tain of achieving adequate recovery on its own.
In recent years Keyensian policies for stimulating demand have been unpopular in
most industrial countries because they were interpreted as one major cause of the pro-
longed stagflation. In the face of serious recession and very high levels of unemploy-
ment, however, the economic policy emphasis is likely to shift from fighting inflation
to fighting recession, although the fears of renewed inflation will be kept very much
in mind by policymakers.

The nations of the South have an almost endless list of areas requiring develop-
ment, including expanding food production, developing energy resources, building
improved infrastructures for transport and communications, and halting the erosion
of tropical forests. Promoting these ends will require both capital and technology.
In the nations of the North, labor and productionifacilities are operating at far less
than capacity, and there has been a noticeable fall-off of effective demand. Yet both
the developing countries and the industrialized countries need to raise their domestic
savings rates and to direct the capital to productive investment. Moveover, the bal-
anced development of the world economy demands that as much of this investment
as possible be directed to expanding production and’income in the developing countries.

Food

A number of developing countries have recently had remarkable success in expand-
ing foodstuff production. Several years ago, Dr. Kunio Takase and I co-authored a
report on a plan for doubling rice production in Asia? In this report, we pointed out
that a controlled water supply for paddy fields was one of the key factors for raising
the rice yield in the monsoon areas. High-yield varieties of rice and the use of fer-
tilizer are more effective if water supplies can be properly controlled. There has been
a remarkable increase in rice yields in some countries, including Indonesia and the
Philippines, who are moving from being rice-importing to being rice-exporting
nations. Technical progress and infrastructure investment, partly assisted by the
World Bank and by bilateral aid programs, have enabled India to double food produc-
tion in a quarter-century as mentioned earlier. Yet the increasing population and
rising income will add to the demand for grain for both human and animal consump-
tion. It has been Japan’s historical experience that demand for animal feed grains can
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increase almost explosively as people start consuming animal protein. In fact, Japa-
nese imports of such feed grains increased from practically nbthing twenty years ago
to 16 million tons per annum today. On the other hand, many of the poorer countries,
particularly in Africa, are suffering from food shortages. The apparent surplus or
self-sufficiency in some Asian countries may partly be due to lack of effective demand
because of the low average income. Recent improvements in food supply in some
countries may, therefore, be temporary, and continuing efforts for increased food
production in the developing countries will be required. Even if the developed coun-
tries are able to expand their food production, the food-needy countries lack the
necessary foreign exchange to import this food. What matters most is that the devel-
oping countries strengthen their own food production capability.

Forests and the Environment
As for the forestry problem, rapidly diminishing tropical forest areas are a
matter of serious concern. Although there are differences among the various esti-
mates, such as the United States Government’s 1979 “Global 2000,” the FAO’s 1981
“Assessment of Tropical Forest Resources,” and ESCAP’s 1981 Environment Study,
they all agree that the tropical forests will quickly be depleted if current trends
continue. The increasing demand for food makes it necessary to cut trees and convert
forests into farm land. The high cost of energy makes people dependent on fuel wood
and charcoal. Timber exports to earn foreign exchange-are another reason for cutting
trees. The tradition of migratory cultivation in some of the developing countries is
another factor reducing forest area. Moreover, in many of the developing countries,
the current laws and regulations on forest management are those of a colonial era and
not sufficiently adjusted to local conditions and needs. Rapidly diminishing tropical
forests will result in eroding fertile soil, damaging water conservation, reducing the
absorption of carbon dioxide by trees, rapidly reducing the number of animal and
plant species, and so forth. The consequences will not be confined to the tropical
countries alone, but will have global climatic and other far-reaching effects on the
countries of the North as well. Global cooperation to prevent the further diminishing
of tropical forests is called for. v
A Japanese Government Ad Hoc Group on Global Environmental Problems
produced a report entitled Basic Directions in Coping with Global Environmental
Problems in December 1980. It contains the following paragfaph:
Although it is, of course, necessary that each country steadily
implement its domestic environmental policies, it must be recognized
that problems of a global scale cannot be solved by the mere accumu-
lation of domestic environmental policies by individual countries. In
addition, since global environmental problems have an impact on the
great majority of the world’s people, it ultimately is in the interests of
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all countries albeit differently situated to preserve the earth’s environ-

ment. In view of these considerations as well as the urgency of the

problems already mentioned, it is necessary to cope with these pro-

blems as soon as possible cn a global scale. This will involve inter-

national understanding and cooperation.

This report also recommended, among other items, that “Development aid pro-

grams should be reviewed from the viewpoint of global environmental preservation,
and adjustments be made where necessary.”

Finance

There must be a complementary relationship to mobilize the under-used labor
and equipment of the North for meeting the development needs of the South. When the
developing countries seek to procure the capital necessary for development, there is a
gap between the terms demanded by the lending countries and the terms acceptable to
the borrowing countries. Part of the resource transfer from the North to the South
can be purely commercial loans or investments. But a large number of developing
countries want concessional loans or grants. Loans for infrastructure building such as
irrigation, afforestation, and road and harbor construction would require long term,
low interest finance. Although there are good possibilities of effective lending and
investment through private channels, there is an undeniable need for concessional
transfers. These could be supplied in the form of mixed or blended loans, and terms of
lending could be differentiated according to the borrowers’ repayment ability. It has
been recognized that together with the bilateral transfers through private channels,
the essential role of international financings institutions like the International Mone-
tary Fund and World Bank is to deal with short, medium, and long-term financial
requirements of developing countries.

The IIE report Promoting World Recovery recommended that “A reasonable
level of commercial bank lending to developing countries needs to be sustained, and
part of the remaining gap should be filled by increased lending by the International
Monetary Fund and the World Bank.”

If the present stagnation of the world economy continues with no recovery in
sight for some time to come, the need may arise for convening a “Second Bretton
Woods Conference” to confer on basic policies for the revitalization of the world
economy. The summary report of the NSRT (North—South Round Table) quoted
earlier recommended reforms in the IMF and World Bank, and called for the convening
of a Second Bretton Woods Conference after the intellectual spade work is done by
experts.

One of Japan’s business leaders, Mr. Masaki Nakajima, President of Mitsubishi
Research Institute, has proposed that a Global Infrastructure Fund (GIF) be set up
to spur the world economy out of its present stagnation through long-term, large-
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scale infrastructure construction projects. Global projects Mr. Nakajima has pro-
posed include a second Panama Canal, the greening of the Sahara desert, and massive
hydroelectric and irrigation projects in the Indian subcontinent, Africa, and Latin
America. He estimates the total cost of such projects over 20 years would be about
$500 billion, which is less than the world’s current annual military expenditures. This
GIF idea may sound somewhat unrealistic given the pessimistic mood of the world,
but such a scheme would address itself as a challenge to mankind to overcome this
deep recession and achieve worldwide prosperity.

Trade

The world economy is now undergoing a far-reaching and dynamic process of
international division of labor. Comparative advantages in world trade are changing
rapidly and demanding structural adjustments in both developed and developing
economies. Some older industrial countries want to maintain their status quo, while
others welcome change. This causes trade friction among industrial countries them-
selves and between developed and developing countries—particularly the NICs.With
the continuing recession and very high unemployment, protectionism is gaining
strength in many of the developed countries. Such friction and protectionism can be
mitigated if reasonable growth is restored to the world economy. A mixed policy of
free competition based on market mechanisms and structural adjustment based on
some sort of global planning may be called for in light of the lower rate of growth of
the industrial economies and the developing economies need for accelerating growth.

Technology

Technology is the basis for economic progress. It is also a basic factor for re-
ducing a nation’s dependence on countries which possess advanced technology. Tech-
nological progress cannot be attained overnight. It is a result of patient efforts in
education, training, and research. Countries can import a factory or equipment in-
corporating modern technology, but unless they develop an indigenous capability in
the equipment’s maintenance, repair, and improvement, this technology will never
become their own,

The history of Japan’s economic modernization and development of technology
clearly indicates the importance of the human factor. In order to avoid creating
foreign enclaves by importing plant and equipment, it is sometimes desirable to
“depack” technology. This will enable the imported technology to spread widely into
the national economy. The development of small industry is an essential factor for
sound industrialization. Japanese industry’s current strength depends very much on
the numerous small enterprises which work as sub-contractors for large companies
or compete independently in the marketplace.

One crucially important factor for the future world economy is the development
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of microelectronics. While extensive automation may compete with cheap and abun-
dant labor in the developing countries, microelectronics may nonetheless create
various possibilities for the developing countries to facilitate the transfer of technolo-
gy by providing inexpensive audio-visual education and training facilities. Software
technology may also be furthered in developing countries because of their potentially
large number of “good brains.” It is probably necessary for experts from both devel-
oped and developing countries to cooperate in microelectronics research in order to
work out a prognosis for making this new technology beneficial to developing nations.

Differentiated Strategy for Development

Growing diversity among the developing countries is another important aspect
of the world economy. The United Nations Committee for Development Planning
(UNCDP) discussed this topic in preparing proposals for the Development Decade of
the 1980s. A UN publication Development in the 1980s : Approach to a New Strategy
published in 1978 contains the UNCDP’s conclusions. The chapter entitled “Strategies
Specific to Different Groups of Countries” listed the following four groups of
countries.

a. oil-exporting countries,

b. countries depending heavily on exports of other primary products,

¢. rapidly industrializing countries, and

d. low-income developing countries.
These groups, while to some extent overlapping, nevertheless permit tentative ap-
proaches to a differentiated strategy. As they are likely to introduce some realism in
the debate of North—South problems, I am quoting here at some length the differen-
tiated strategies for each of the above four groups from the UN report.

The oil-exporting countries, because they still have underdeveloped

aspects, need inputs of technology and expertise from the advanced
economies and from other developing economies with such resources.
As for the oil-exporting countries with substantial surpluses, one will
need to explore how their accumulated capital can be better used for
the sake of world development, particularly of the economies of devel-
oping countries. Since their capital represents a conversion of non—
renewable resources into long-term investment, it is obviously vital
for these countries to have hedges against the depreciation of currencies
and to use most of their capital profitably. One of the desirable
directions for the employment of oil capital—in addition to supple-
menting the flow of concessional assistance—may be to use more of
it for financing the development of rapidly industrializing developing
countries at commercial or near-commercial rates.
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For other developing countries highly dependent on the exports
of primary commodities, commodity agreements and other related
measures are desirable in order to stabilize their economy. There will
also be a possibility of transfer of resources through improving the
terms of trade in favor of exporting countries. But in the latter case
it is easy to oversimplify the resulting benefits and costs for (a)
resource-rich rich countries, (b) resource-rich poor countries, (c)
resource-poor rich countries, and (d) resource-poor poor countries. In-
order to avoid an arbitrary transfer of resources from relatively poor
to relatively rich groups of countries, the selection of commodities
which are candidates for commodity stabilization requires careful
consideration. Accordingly, along with the conclusion of commodity
agreements, a wider use of compensatory financing mechanisms
deserves attention. To assist their processing of raw materials before
export,  producing countries particularly need modification in the
escalating tariff structures still found in many importing countries.

As regards the rapidly industrializing developing countries with
high rates of economic growth and export expansion, the conditions
necessary for their further economic progress are: (a) continuation of
a liberal world trade system: (b) access to the markets of both deve-
loped and developing countries; and (c¢) access to the world capital
markets on commercial or better than commercial terms. Developed
countries are increasingly feeling the pressure of exports from these
developing countries as well as the exports of more sophisticated
industrial products from some of their own newer members. The older
industrial countries have been slow to make changes. Adjustment is
difficult because of their domestic political and social problems.
However, if these countries move towards a hardened stand of pro-
tectionism, the result could be a stagnation of the world economy,
with adverse impacts on the developing countries as well. As a matter
of practical concern the countries exporting manufactures may at
times be obliged to accept export restraints. But this can only be
justified as a temporary solution and if it is used to make adjustment
policy more feasible for the developed industrial countries.

As for the low-income countries, their problems are central to a
global endeavour for accelerated progress. The elimination of mass
poverty from the face of the earth is the joint responsibility of all
nations, rich and poor alike. This is implicit in giving the highest
priority to the satisfaction of basic human needs, such as adequate
nutrition, health services and basic education, by both domestic and
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international measures. But international aid to the poor countries
should also aim at making them self-sustained by helping to finance
major improvements in economic infrastructure which are a pre-
condition of rapid agricultural and industrial expansion in such coun-
tries. Poverty is not confined to low-income countries but inter-
national efforts will have to be very largely concentrated on the
problems of low per capifa income countries. Developing countries
with higher per capita incomes should be able to go further towards
meeting such needs from domestic resources. Although the content of
basic human needs will differ from country to country, there should be
an effort towards quantifying such needs.

The above ideas discussed at the UNCDP sessions were not readily welcomed by
the government-based preparatory committee for the International Development
Strategy on the ground that such a grouping or differentiation of the developing
countries would undermine the solidarity of developing countries as a whole. Conse-
quently, the idea of grouping was not incorporated explicitly in the Development
Strategy for the 1980s adopted by the UN General Assembly.

Slow Growth of Developed Economies

Although the recovery of the world economy will come sooner or lator, the
growth rate of the developed economies is likely to be lower than in the past because
of structural factors. Therefore, it will be necessary to search for a set of policies
which will make it possible to maintain a reasonable level of employment with a
slower rate of economic growth. Otherwise there will be a continuing danger of pro-
tectionist trade policies being adopted in the industrial economies. ‘

On the other hand, the developing countries will have to make their economies
more resistant to the slower rate of growth in the industrial economies through
strengthening self-generated growth. This will require structural changes of their
economies and with closer cooperation among developing countries.

There are various factors behind the slowdown of the industrial economies. Some
of the salient factors are: (a) as income rises demond for goods tends to diminish
while demand for services increases, and this leads to a slower growth rate for ma-
terial production: (b) as income rises there seems to be a diminishing return of
additional production on welfare; (c) progress in social security measures tends to
increase consumption and reduce savings with the result of a lower rate of investment
and growth: (d) affluence tends to weaken social discipline and work ethic; (e) the
changing age structure of the population towards a larger share of the elderly leads
to a less dynamic society and a slower rate of productivity growth; and (f) growing
awareness of the “limits to growth” weakens the incentive for economic growth.

The Limits to Growth : Report for the Club of Rome’s Project on the Predicament
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of 'Mankind, prepared by Dr. Dennis Meadows and his group and published in 1971,
contains as an annex a commentary by the Club of Rome’s Executive Committee that
includes the following paragraphs:
We unequivocally support the contention that a brake imposed
on world demographic and economic growth spirals must not lead to a
freezing of the status quo of economic development of the world’s
nations.
If such a proposal were advanced by the rich nations, it would
be taken as a final act of neocolonialism. The achievement of a har-
monious state of global economic, social, and ecological equilibrium
must be a joint venture based on joint conviction, with benefits for all.
The greatest leadership will be demanded from the economically devel-
oped countries, for the first step toward such a goal would be for
them to encourage a deceleration in the growth of their own material
output while, at the same time, assisting the developing nations in
their efforts to advance their economies more rapidly.

Conclusion

Human society as a whole is moving toward progress. There are many dangers,
however, in the coming decades. The most serious is the danger of global war involving
the super powers. This must be prevented at all cost. The non-aligned world has a
crucial role to play in staving off such a catastrophe by exerting influence on both of
the super powers,

The world economy is undergoing far-reaching structural change. Some countries
may gradually lose their shares of world economic output while others may gain.
This is part of the process of the historical evolution of the world economy. Yet the
progress of modern technology brings countries closer and closer, and all nations have
come to realize that we live on a small planet. Economic progress can benefit all
peoples in this interdependent world if properly shared among nations. A cooperative
approach to global issues will also gain in importance in the course of time, although
the basic foundation for economic progress is the national determination to develop
the economy. At the same time, the regional approach, particularly cooperation
among the countries of the South, will enhance their economic viability even when
growth slows in the North. Here again the role of the non-aligned nations will be
crucial.

NOTES
* This paper was originally prepared for the Non-Aligned Conference held in March

1983 and revised for this Bulletin.

10



Bulletin of the Graduate School of International Relations 1.U.J. No.1

1) Agriculture : Toward 2000. FAO, 1981.

2) “Doubling Rice Production in Asia” In Saburo Okita, The Developing Economies

and Japan. Tokyo University Press, 1980.
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