
TRAIE POLICY AS A MEANS OF IMPIEMENTDiG OR PROMOTING ECONOMIC DEVELOPMENT 

Note by the GATT Secretariat 

1. In most countries of the ECA1E region, the main objective of economic 
policy is the economic development of the country which aims primarily at a 
diversification of the economic activities of the country through industriali
zation» In view of the urgent need to implement economic development in order 
to raise tho general standard of living of that region, it is not surprising 
that all other aspects of economic policy, including trade policy, should 
be framed in the light of that paramount objective. Trade policy can assist 
in promoting economic development if its objectives and methods of operation 
are defined in close relation to the objectives of economio development. 
Trade policy may oven be considered as an integral part of any rational policy 
for oconomic development and not, as it is sometimes felt, as a policy which 
is governed by principles inconsistent with tho objectives of such develop
ment» The purpose of this noto is to examine how, in practice, trade policy 
may contribute aotivoly to tho implementation or promotion of economic de
velopment. Trade policy will be considered in its broadost term as-the sum 
total of measures which governments may take in order to influence the flow 
of imports and exports. Those measures may determine the volume or value of 
total imports or, in certain classes of imported or exported goods, the price 
at which exported goods are sold on foreign markets or at which goods are 
sold on the domestic markets, or the direction of import or export trade» 
The principal methods which governments may use are, on the import side, the 
imposition of quantitative import restrictions, the levy of duties or similar 
charges, or tho collection of other charges (exchange or otherwise) which may 
increase the cost to the domestic consumer of imported goods or limit the demand 
for such goods; on tho export side, tho government may impose quantitative re
strictions, levy duties or similar charges, or grant subsidies or other export 
incentives. These measures may increase, limit or reduce the volumo of export 
trade or influence thoir cost to foreign consumers. Trade policy also includes 
tho conclusion of bilateral or multilateral agreements or arrangements with 
other governments concerning facilities granted to trade. Trade policy 
also includes the assistance which governmental or official bodies may give 
in the marketing of goods abroad or tho supply of foreign goods. 

2. Trade policy affecte in many ways tho implementation of oconomic devel
opment programmes; it soems, however, that its contribution is particularly 
welcome in so far as it enables the country 

(a) to maximize tho foreign exchange earnings derived from exports; 
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(b) to allocate the foreign oxohange available in the beat intorosta 
of eoonomic development; 

(p) to obtain the greatest po8aible aupply of eaoh category of gooda 
for the amount of foreign exohange allocated to that category; 

(d) to aeoure a reaaonable protection to the induatriea 8et up within 
the framework of development, while eafoguarding the intereata 
of the community; 

(e) and to neutralize excessive inflationary proaaurea. 

I. TRAIE POLICY AS A MEANS OF MAXIMIZING THE FOREIGN EXCHANGE EARNINGS 
DERIVED FROM EXPORTS 

3. The atudioa propared by the Regional Commiaaiona of the United Nationa 
conoerning the planning of economic development have ahown clearly that any 
economic development programme involvea a aubatantial expenditure in foreign 
exchange. The amount of foreign exchange expenditure involved aa compared 
with the total outlay may vary from country to country and from project to 
project, but experience and analyaia auggoat that, on an average, one-third 
or more of the total expenditure haa to be paid in foreign currencioa. The 
adoption of any large project proauppoaoa theroforo an addition to the current 
earninga in exchange In moat countriea, the monetary reaorvea are not 
largo enough to meet thia demand; the import programmée have boon pruned ao 
draatically that thore ia very little aoope for further roductiona; and the 
implementation of the development project will not uaually yield appreciable 
aavinga at the beginning. Additional incomo in foreign cxchonge haa to bo 
found, either through additional exporta or through loana and commercial crédita. 
Unleaa financial aaaistanco takoa the form of granta, the repayment of loana 
or commercial crédita will oblige the reoipiont country to increaae ita ex
porta in the following yeara, ao that the financing of economic develop
ment programmoa will require a dotorminod effort to obtain additional current 
incomo, either immediately, or in tho very near futuro, which, in preaent 
circumatanooa, moana uaually that the country haa to increaae ita exporta 
abroad. 

4-. In order to meet thia 03sential requirement, tho departmont reaponaible 
for trade polioy will try to influence tho flow of exporta in auch a way a8 
to produco auch additional income as and when it is roquirod to service tho 
loana or repay tho commercial credits used for tho financing of economic 
development projects» 

5. The planning of auch an export programme will normally take placo boforo 
the programme or project is finally approved. It requires an assossmont of 
the trends on the world markets for tho products which may bo exported, and an 
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assessment of tho capacity of thoao markots to absorb auoh incroasod supply 
and of tho probable offocts on pricos of suoh an export drive. This assess
ment will enable tho govornmont to choose among the products coming into . 
consideration, those which are likely to bring tho best results, either bo-
causo the demand is comparatively olastio or bocause tho price trends are 
favourable» Tho government would then devise appropriate moasuros with a view-
to promoting an inoroased production of tho goods if they are alroady exported, 
or to initiate production, if the goods selected are not yet exported. 

6. In- present cirouastanoos, and for some timo to como, it may bo assumed 
that the export programmo will concontrate on a numbor of primary produots, 
cither raw materials for industrial procossing, or agricultural products for 
consumption. Tho world markets for such products aro gonorally characterized 
by tho low olasticity of demand in tho short-run, and, as rogards agricultural 
products, by tho oxistonoo of sovero import obstacles and export incentives. 
A closer analysis of tho situation of tho various markets shows, howovor, 
that certain products have boon far loss affoctod than others by such adverse 
factors and that this situation is likoly to remain in tho future. One of tho 
objoots of trade policy should thoroforo be to give priority, as for as 
practicable, to those products which appear to moot less competition and to 
face loss formidable trade barriers. In particular, when tho country doponds 
on tho oxport of a small number of primary products, it should avoid ox-
cossive relianco on tho products whose markot is thus more vulnerable, 
since any ovor-optimistic assessment of the prospect of a singlo product 
would joopardizo tho implementation of economic development projoots. Ex-
porionco has shown that such miscalculations aro not always avoided and it 
may bo that tho oncouragoment given by TEruguay to tho production of whoat at 
tho exponse of moat has contributed to financial difficulties facing that 
country at presont and that the reliance of Turkey on a substantial incroaso 
in its exports of whoat and cotton as a main sourco of additional foroign 
oxohango, has reacted adversely on the prospect of achioving its economio 
development without oxcossivo delay or cost. Other countrios have boon able 
to lay a particular emphasis in thoir oxport programmes on commodities such as 
Iron ore, non-forrous metals or oil, whoso markot has boon more resistant 
end the implementation of thoir dovolopmont programmée has boen smooth and 
economical* 

7« Another point which the deportments responsible for trade policy may 
have to consider is whether it would bo in tho interest of economic developaent 
to encourage tho procossing of the primary products before they are exportedo 
It is cloar that, other things being equal, the value added by processing would 
inoroase tho foreign earnings dorived from tho export of a given quantity 
of raw materials. Howovor, the substitution of processed products for raw 
materials is limited by two faotors. First of all, it should not involve 
the exporting country in foreign exchange outlays for the setting up and the 
maintenance of tho new industry exceeding tho additional exchange inoomo 
oxpocted from the export of tho processed product. Secondly, tho substitution 
should not react adversely on tho oxport possibilities of that part of tho raw 
matorial which continuos to be exported without procossing» 
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8. As in the case of tho granting of protection in favour of a now industry-
supplying tho domestic market, the promotion of an industry processing a raw 
material for export should be considered in tho light of its exchange earning 
or saving capacity» If the sotting up of the processing industry involves, 
on balance, substantial outlays in foreign exchange, it may not be profitable 
to promote an industry which may, in effect, reduco the available supply of 
foreign exchange for a number of yoars. It may also be that, in ordor to 
penetrate export markets, this new industry would have to bo subsidized in 
order to enable it to reduco its export price in torms of foreign currencies. 
If the raw matorial has a good market, the subsidization of tho proocssod 
product may involve a not loss in foreign exchange. This may not be apparent 
whon, as is sometimes the case, the subsidy is granted in the form of a privi
leged exchange rate. 

9» The substitution of a processed product for the raw matorial may em
barrass tho foreign producers of that product, who were accustomed to buy 
their raw matorial in the country ongaging in such substitution; they may bo 
loss willing to buy their raw material in the country which has bocono their 
competitor and this factor may adversely affoct tho export possibilities 
for the raw matorial which continues to be sold in a crude form, especially 
when tho conditions of tho market arc not particularly favourable to exporters. 
What' is perhaps more important is tho fact that the capaoity of absorption 
of world markots for the processed product may be loss than for the raw 
material. When the processing is limited to the first stages and tho material 
is exported in the form of a semi-manufactured product, the dangor may not bo 
very serious. But when the intention is to go beyond that point and to oxport 
what may be considered as a finished product, the risks of substitution may 
be more roal. Thero have been casos in which the oxporting country onjoyod 
a more or less complote monopoly of tho supply of the raw material and was 
in a position to reduce the supply of the material in its crude form and to 
oblige tho foreign customers to buy the procossod product instoad. It may 
be said that this is what happened in tho case of jute. But whon the raw . 
matorial is in abundant supply, this substitution would not bo very successful. 
It would, for instance, be clearly advantageous for the Unitod States to 
transform its surplus of cotton into picco goods and to try and 'sell it on 
world markets. In prosont circumstances, it is likoly that such a policy, 
if it were adopted, would not be boneficial to tho United States since it' 
would not be in a position to increase substantially its sales in cotton 
picco-goods and would loso tho earnings otherwise derived from the sale of 
its raw cotton. 

10. Another way of maximizing tho earnings dorivod from the export of a pri
mary product is to improve the quality and the grading of the products exported. 
Sometimes, the exporting country docs not receive the full benefit of these 
exports because the material has to bo sent abroad to a central place whore 
it is graded, blended, packod or otherwise prepared for sale to tho consumer. 
The use of a central market arrangement may be the best solution in certain 
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cases, but in other cases, tho location of these marketing operations in 
tho exporting country would bring additional oxohango income to that country 
without affooting tho disposal of tho exportod goods or impairing the competi
tiveness of tho oxporter. In those oases, the assistance which governments 
might give to their producers in ordor to improve tho grading and presentation 
of their goods for export may result in a substantial increase in tho foreign 
exchange oamings which thoy may earmark for the financing of their dovolopmont 
projects. 

11* The main task, howovor, of the departments rosponsiblo for trade polioy 
is to minimize tho obstaolos which the marketing of exports encounters in the 
importing countrios. Tho first consideration will of course bo to securo 
equality of troatmont in thoso markets. Experionco has shown that tho best 
protection lies in obtaining unconditional most-favourod-nation treatment 
and the benefits of non-discrimination. It may be tempting to contomplato the 
conclusion of agreements dosigned to obtain cortain privileges for ono»s 
exports. Such agreements may givo a temporary stimulus to such exports but 
tho advantages which may thus bo obtained have to be tested against tho 
long-run disadvantages which may rosult from thorn. As this point will bo 
considered again in paragraph 14- below, it may bo sufficient to indicate that 
tho main disadvantages of suoh agreements lie in tho prico to bo paid in tho 
form of import privileges for the partner's goods, in the distortion in the 
normal channels of trade and in the incentive it gives to other exporting 
countries to seouro similar privileges from thoir partners. 

12. The dosiro to oliminate import barriers loads to an active effort to 
obtain from the importing countrios a roduction in their import duties inso
far as thoy affect the staple products of the exporting country andu guarantee 
that thoso duties will not be raised in the noor future. As a goneral rule, 
industrial countrios do not levy duties on raw matorials for their industry, 
but frequently levy high duties on agricultural products, even when thoso 
products are further procossod by their industry. Tho existoncc of such 
dutios may result in a roduction either of the volume of exports or of tho 
earnings derived from such exports. In ordor to obtain a roduction of those 
dutios in tho importing country, it is generally necessary for tho oxporting 
country to accept commitments rogarding its own import policy. 

13a Another factor which affects the market of raw materials is the recent 
increase in the production of substitutes, i.e. of "manufactured" raw 
aaterials such as synthetic rubber, artificial fibres, synthetic detergentsa 
As a protection against excessive competition from those substitutes, it 
will bo of interest for the exporters of natural raw matorials to obtain from 
the consuming countrios guarantees that competition with these substitutes 
will not be alterod by tariff or other trade measures in favour of these 
substitutes. The producers of nitrate in Chile havo found that the policy 
followed by thoir Govcrnmont in seeking such a protection against ohomical 
fertilizers was particularly effective. Such guarantees, howovor, may not 
bo sufficient to ward off tho competition of substitutes and, as will bo out
lined in paragraph 17 below, the rolativo prico of tho natural and synthotio 
products plays an important part. 
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H,. Another obstacle which has become often more in t rac tab le than t a r i f f s i s 
the resor t to quant i ta t ive import r e s t r i c t i ons and the discriminatory app l i 
cation of such r e s t r i c t i o n s . This obstacle seems to be l ess serious now 
than during the immediate post-war period for the trade i n primary products,, 
but there are s t i l l a number of cases where, i n order to maintain a market 
for i t s exports , the country exporting primary products i s obliged to pay 
a cer ta in pr ice in the form of import f a c i l i t i e s for the export trade of i t s 
pa r tne r s . I t i s c lear that the maintenance of import r e s t r i c t i ons of tha t 
kind may seriously affect the earning capacity of the primary producing 
country and that any assistance which tha t country may find in in te rna t iona l 
organizations for the elimination of those r e s t r i c t i o n s would f a c i l i t a t e i t s 
exports and improve i t s exchange r e c e i p t s . 

15 . Although b i l a t e r a l agreements such as those referred to above, i . e . l i s t 
agreements, providing for "single-country quotas'1, tend to disappear gradually, 
another form of arrangement has become popular in recent yearso These might 
be called long-term ba r t e r agreements, since the main feature of these agree
ments i s tha t one partner offers to s e l l , for instance, cap i ta l goods against 
a repayment over a number of years through the supply of agreed quant i t ies of 
specif ic primary products. Usually, the exchange of goods i s balanced and 
no payment i s involvedj i n order to achieve such a balance, i t i s necessary 
e i the r to f i x the prices of the goods supplied or to es tab l i sh a r a t i o between 
the pr ices of the goods sold by each par tner . Such agreements have the 
advantage of enabling the exporter of the primary products to assess in advance 
and with a cer tain degree "of precis ion the foreign exchange earnings which i t 
w i l l derive from the export of a cer ta in quantity of goods and the corresponding 
imports which i t w i l l be in a posi t ion to purchase without any net outlay in 
foreign exchange. When such arrangements are considered, however, t he i r 
possible disadvantages should not be overlooked. Any long-term arrangement 
which has the e f f ec t of tying a subs tan t ia l p a r t of the export surpluses of a 
s taple product to a pa r t i cu la r market has the disadvantage of obliging exporting 
countries to leave the f i e ld open to competitors on world markets and i f the 
arrangement i s not renewed when i t nomes t o an encl, the exporting country may 
find t h a t , having l o s t i t s former connexions with the market, i t has d i f f i cu l ty 
in regaining i t s former pos i t ion . Moreover, i t i s l i ke ly tha t the price to be 
paid for the a t t r a c t i v e features of such arrangement may be greater than the 
advantages which would be gained in e f f ec t i f the exporting country had remained 
free to take advantage of the conditions on world markets» An important point 
which should be taken in to consideration i s c lea r ly tha t such arrangements 
represent a net addit ion to the t o t a l earnings derived from the sa le of the 
products i n question and not merely a s h i f t from one dest inat ion to another. 

16. I t would seem tha t the choice to be made as between the various methods 
of disposing of expor t products e i t he r on world markets, or by means of 
b i l a t e r a l l i s t agreements, or through long-term ba r t e r agreements w i l l largely 
depend on conditions prevai l ing on world markets. I t i s to the advantage 
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of a country exporting primary products as of any other country to purchase 
its imports in the cheapest market, and therefore to sell its exports in 
a currency which may be used in a wide range of markets, and, unless conditions 
on the world market of its export products are abnormal, there would seem to 
be little advantage in resorting to bilateral bargaining as a means of 
husbanding its foreign exchange resources. 

17. It may be said, however, that bilateral bargaining has a distinct 
advantage over the other nethods insofar as it guarantees a fairly stable 
price for the sale of one or more primary products during a period of years. 
The violent fluctuations which have affected the prices of a number of primary 
products during and after the Korean boom have underlined the difficulties 
which instability in the prices of primary products may cause to countries 
which rely on the export of such products. There is little doubt that such 
fluctuations are detrimental to economic development. The primary producing 
countries have been anxious to protect their economy against such 
fluctuations. It is clear that the task of a country engaged in a process 
of economic development would be greatly facilitated if it could expect that 
the prices of its export products would remain remunerative and comparatively 
stable. The emphasis lies on the stability of prices rather than on the 
particular level around which those prices would fluctuate moderately. In 
this connexion, the competition of a substitute raw material has to be con
sidered in assessing theoptimum price level for natural raw materials. The 
maintenance of such prices at a level which would, in the long run, adversely 
affect the marketing possibilities of the primary producing countries would 
clearly be at the expense of their economic development programmes. The 
price instability of natural raw materials and their relatively high price 
level as compared with the prices of substitutes has been instrumental in 
reducing the requirements for imports from primary producing regions. If 
prices of natural raw materials were to be maintained at a level encouraging 
substitution, there would be a serious danger for these regions. It may 
be useful to quote in this connexion the following passage from International 
Trade, 1955: "If, as may be expected, the production of manufactured 
substitutes continues to grow at the expense of natural products as in recent 
years, the advantages reaped by the non-industrial areas from the improved 
terms of trade they have been enjoying as compared with prewar may vanish 
rapidly and the export proceeds of these c^eas nny evon di-ainirl in absolute 
terms."1 

18. In view of the situation which has developed on the market of a number 
of primary products, it would seem that one of the main objectives of trade 
policy should be to influence export prices in such a way as to limit the 
risks of substitution. This may be achieved by various means. When, as is 

Iffigrnat local Tradei>i 1955, page 14; published by the GATT secretariat. 



Speo(59)57 
Poge 8 

often the case, the exporting country levies an expert duty, or restricts in 
any other way the export of a product, that Government would have to follow 
closely the trend in the markets in order to adjust the export duty or the 
incidence of its restrictive measures in order to maximize the earnings 
derived from this export without jeopardizing the prospects of future disposal. 

19. Althought, for the time being, the export programmes of the governments 
in the ECAFE region have to rely essentially on the disposal of primary pro
ducts, it is to be expected that, as soon as the economic development projects 
cane into operation, new industries will produce manufactured goods not only 
for the internal market but also for expert. Indeed, it seems that in 
certain cases already, these new industries have found that they could produce 
efficiently only if they were in a position to export part of their production. 
It may be that in certain cases the expert surplus may result from the fact 
that the domestic demand for those products is lagging behind the capacity 
of production and that, as soon as the general standard of living rises in the 
country, the apparent surplus may gradually be absorbed by the domestic market. 
In other cases, the industry, to operate in optimum conditions, requires 
a permanent expert outlay. 

20. The natural tendency of such producers of manufactured goods will be to 
sell in neighbouring countries, especially if the economic development of 
those countries is not far advanced. But it is possible that governments 
would be led to encourage the export of these goods to industrial countries in 
order to obtain additional foreign exchange to purchase capital goods in 
those countries. In would clearly be more difficult than in the case of raw 
materials to enter these markets. The additional supply of manufactured 
goods will increase competition on the markets supplied by these industrial 
countries and the producers of these countries will try to ward off this 
increased competition. The experience of Japan before the Second World War 
shows clearly that the appearance of new exporters of industrial consumer 
goods on world markets may lead to serious trade conflicts, 

21. Even after the War, it has not proved possible for Japan to obtain 
most-favoured-nation treatment from all countries. As is known, fourteen 
contracting parties to GATT (including some non-industrialized countries) have 
resorted to .article XXXV of the agreement and reserved the right to discriminate 
against Japanese goods. The agitation in a number of countries to obtain 
from their governments protection from what they consider to be unfair com
petition from countries where wages are lower than in Europe and the United 
States shows that if Asian countries were to develop their exports of manu
factured goods, there might be a strong pressure to deviate from most-favoured
nation treatment and to discriminate against goods exported by those countries. 
This growing pressure will be felt more particularly if the exports of these 
countries are in the textile sector. As a result of the growing disappearance 
of the expert outlets of the textile industry of industrial countries, there 
is a strong resistance on the part of producers who have not enjoyed, after 
the War, the favourable conditions which obtained in other sectors of production. 
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An active effort on the part of those responsible for trade policy in the 
ECAFE countries will be necessary in order to preserve the advantages derived 
from the unconditional most-favoured-nation clause obtained by them within 
the framework of their trade agreements and some ingenuity in devising 
reasonable safeguards for the countries which may be open to conviction on 
the part of their sectional interests. 

II. TR--DE POLICY AS A MF^NS OF ALLOCATING AVAILABLE FOREIGN EXCHANGE IN 
THE INTERESTS OF DEVELOPMiLNT 

22. On the assumption that the implementation of an economic development 
programme obliges the government concerned to limit imports in order to give 
priority to the requirements of economic development, it may be useful to 
consider what criteria should be used for the achievement of that purpose 
and what methods should be selected to obtain the desired result. Theœ have 
been many cases in which the implementation of economic development programmes 
has been frustrated or made more difficult by a lack of co-ordination between 
the departments responsible for the allocation of resources and those which 
decide on the creation of new industries or the adoption of development pro
jects. Often enough, new industries set up with the approval or the 
assistance of the government are not in a position to operate normally be
cause they do not receive the necessary allocation of foreign exchange to 
purchase abroad necessary raw materials or intermediate products or spare 
parts. In those cases part of the valuable capital invested is lying idle 
or the cost of production is increased in such a vay as to result in a serious 
wastage of resources. In some cases even, projects cannot be completed and 
machinery already imported is lying idle and buildings already started become 
rapidly a dead asset because the initial capital outlay had been made without 
ascertaining that the necessary foreign exchange would be available for the 
completion of the project. 

23. There is a natural tendency to underestimate the expenditure in foreign 
exchange which will be necessary for the operation and maintenance of new 
industries. In the same way as it is easier for a government to get 
budgetary authority for building offices than for maintaining these buildings 
when they are completed, it seems to be easier to include in a foreign ex
change budget the amounts necessary for the purchase of capital equipment 
needed for the creation of an industry than the smaller amounts which are 
essential for its effective operation. 

24-. another consideration which appears to be important in this connexion 
is that the development of a new industry in its initial stage increases the 
demand for consumer goods which may not be entirely met by domestic supply. 
If the allocation of foreign exchange far the setting up of that industry 
means that this additional demand cannot be met by imports, there is a serious 
danger of strengthening the inflationary pressures which are inherent in 
economic development and eventually of frustrating the objectives of such 
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development. The departments responsible for import programming have an 
essential part to play in this respect and it would be advisable if their 
opinion were obtained before a decision is taken on any specific economic 
development project involving substantial outlays in foreign exchange. 
A close collaboration between those who are responsible for the planning of 
economic development and those responsible for import programming, i.e. for 
the provision of foreign exchange for the implementation of these projects, 
should avoid the difficulties which have been mentioned above. 

25. Once the targets for the allocation of foreign exchange are aceepted or 
defined, there remains the question of the machinery best suited to achieve 
the desired result. In most countries at present the rationing of foreign 
exchange is effected by the use of quantitative import restrictions. The 
government decides to allot a certain amount of foreign exchange for the 
various categories of goods, taking into account the relative priorities of 
these goods in relation to various objectives, more particularly to the re
quirements of economic development. This allocation of resources for a year 
or six months may take the form of a definite programme cr foreign exchange 
budget, or may consist in guiding lines for the officials who will later on 
issue individual licences. The amount allotted to the various types of 
goods is then distributed among the importers in accordance with definite 
criteria, either by reference to the import trade of the importer in a re
presentative period, or by some other method. The adoption of such a system 
of allocation obliges the government to decide for each category of goods 
what quantities are going to be imported during the licensing period, and 
also to decide who is going to import the various quantities of the various 
products. In other words, it obliges the government to take decisions which 
normally should be taken by the individual consumers or importers. 

26. Such a system was introduced in order to meet balance-of-payment diffi
culties; so long as these difficulties could be considered as temporary ones, 
the system had many advantages. If, as appears to be the case, those 
difficulties may last for some time in countries which are embarking on long-
term economic development programmes, it may be in order to consider whether 
this system is the most appropriate in the interest of such development. It 
is admitted that the system of quantitative import restrictions has two main 
disadvantages. It obliges the government to determine in detail the require
ments of the community for each particular product or group of products and 
to decide on the particular import machinery to be operative. On the other 
hand, it creates a monopoly for those who receive import licences and, in 
sodfax as the consumer has to pay a fee to the monopolist, it diverts sub
stantial capital which could be received by the government and earmarked for 
the financing of economic development. 

27. Like all rationing systems, the quantitative restriction of imports 
deprives the authorities of the assistance cf the play of economic forces. 
It may even encourage importers to use to the full the import permits where, 
in normal circumstances, the demand would be less. Such a system would be 
efficient if the licensing officers could have a perfect knowledge of the 
actual needs of all consumers. Moreover, the priority given to capital goods 
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has the effect of reducing the turn-over of the importing agencies which 
normally deal, only with consumer goods. If, as i s to be expected, t h i s 
reduction becomes permanent, the system of a l loca t ing exchange to importers 
on the basis of a representat ive period leads to the maintenance of an 
excessive importing apparatus in re la t ion to theturn-over and therefore to 
an excessive d is t r ibut ing cos t . Such a system prevents the contraction of 
t h i s apparatus which i s e ssen t i a l i f the cost of d i s t r ibu t ion i s reduced to 
a normal l e v e l . 

28. The maintenance for a comparatively long period of such a r i g id system 
of controls i s bound to lead to serious d i s t o r t i o n s . The experience gained 
in Europe has shown tha t these d i s to r t ions may mate i t more d i f f i cu l t to 
return t o a normal system of t rading when the balance-of-payments d i f f i c u l t i e s 
disappear. One of the main d is tor t ions r e su l t i ng from the system is the 
incidental protect ion which i t affords to the domestic producers of goods 
similar t o those whose import i s r e s t r i c t e d . In certain countr ies , the 
domestic r e s t r i c t i o n of non-essent ia ls and luxury goods through import controls 
has led t o a substant ia l diversion of available resources or the production 
of similar goods in the country of import and to the detriment of more 
important development p ro jec t s . 

29. Far these reasons, in order to avoid these defects , a number of schemes 
have been suggested, or even adopted. The main feature in these devices i s 
the c lass i f i ca t ion of the various import produces in to four or five ca t e 
gories and the imposition of a graduated premium levied in one form or 
another for the import of goods in the various ca tegor ies . The consumers 
and/«r importers are free t o compete for obtaining the exchange and are a l so 
free to se lect in the category the goods which they want to import. With 
the adoption of these devices, the intervention of the government is l imited 
t o the determination of the amount of foreign exchange which the community 
may use for the t o t a l imports of the goods in each category. The leve l of 
the premium in each category corresponds to the degree of e s s e n t i a l i t y of the 
goods. Generally, the governments keep the r ight to a l loca te exchange on 
an individual l icensing basis for goods imported by o f f i c i a l au thor i t i e s or 
by indust r ies owned by the State or sponsored by i t . This system of a l loca 
t ion of exchange does not oblige the government to go beyond what i s necessary 
for the protection of i t s balance of payments and, as a by-product, enables 
i t to receive instead of the importer the prof i t which the possession of an 
import l icence gives t o the importer under the t r ad i t i ona l system. The 
secondary features of the system may d i f fe r ; for instance, the premiums may 
be fixed by the State once and for a l l , or may be revised from time to time; 
the categories of products may be defined for a long period or for shorter 
per iods; the premiums may be fixed by the government or may be the resu l t 
of free auct ions . In cer ta in cases, the system may be even more simple; 
the imports of consumer goods may be r e s t r i c t e d , but the importers may be 
obliged to get the exchange from a free market which is supplied by non-trade 
rece ip t s ( tour i s t t r a f f i c , capi ta l imparts, e t c . ) , and par t ly only by the 
proceeds of exports . The system of premiums may be replaced by a system of 
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graduated deposits which may be repaid 3ome time after the import is actually 
effected. The main feature, however, is that ':he rationing of the imports is 
done through the price element instead of being dene by physical restrictions. 

30. It is too early to determine whether the introduction of such new devices 
will be conducive to a better use of available foreign exchange in relation to 
the requirements of economic development. One of the reasons which make it 
difficult to pass judgment on these schemes is that they have often been 
applied in countries where the national currency was over-valued, and such 
devices had the double object of getting around the psychological resistance 
to currency devaluation as well as to effect a reasonable allocation of 
foreign exchange. Only in a few cases has the system been limited to the 
second objective. In those cases, it has been comparatively simple, 
eventually, to work in the system of premiums into the customs tariff and 
to dispense with a special method for the allocation of foreign exchange. 
It is true to say, however, that those cases were comparatively simple, and 
the countries which were able to solve thei'.r problems in this way had only 
to face temporary balanee-of-payments difficulties. This experiment shows, 
however, that there may be some advantage in reconsidering the methods of 
applying import controls with a view to adjusting these methods to the re
quirements of economic development and to avoiding the distortions and other 
inconveniences which a prolonged maintenance of quantitative import controls 
may bring about in countries which are engaged in an active programme of 
economic development. 

III. TRADE POLICY A S A M&JJS OF ENSIRING THE MOST ECONOMICAL TEE OF 
AVAILABLE FOREIGN EXCHANGE 

31. AS the implementation of economic development programmes increases the 
demand for imported goods and exerts a pressure on the balance-of-payments 
situation, it is essential to see to it that the foreign exchange available 
is used as economically as possible ; in other words that each necessary 
purchase is made on the cheapest market. Trade policy has an important 
part to play in this respect, AS a general rule, there are better chances 
of achieving this result if the importer is given the possibility of choosing 
among the largest number of supplying markets; insofar as trade policy is 
able to maintain a multilateral pattern of import trade, there is reason to 
believe that the importer, in his own interest, will buy as economically as 
he can without needing any special direction from governmental authorities. 
It may however not be always possible to grant these facilities to the 
importers. So long as all currencies are not convertible, it may be 
necessary for the government to restrict the expenditure in hard currencies 
more than the expenditure in soft currencies. Moreover, the situation on 
the export markets of certain commodities is such that bilateral channels 
have to be used for the disposal of, part of these goods, and the government 
may have to oblige importers to buy certain products in one country or in 
a group of countries. 
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32. If the choice of suppliers is limited, it should be necessary to avoid, 
as far as possible, that this restriction of competition should not lead to 
substantially higher import prices. In certain cases, governments of the 
SCABS region have inserted in their bilateral agreements the clause which 
enables them to refuse the issue of "single country licences" if the prioes 
quoted were higher than world market prices, in other cases, they have limited 
the operation of the single import licensing system to cases where their own 
export reached or exceeded a certain level. Whatever may be the methods 
used for limiting the price effects of bilateral arrangements, it is clear 
that these defects oannot be entirely eliminated. Even in the case of 
separate licensing regulations for hard and soft currencies, governments 
have usually provided that if important capital equipment or other essential 
goods were more expensive in soft-currency countries, a preference would be 
given to suppliers of a hard^currency area. In each case, the departments 
responsible for import programming have to decide whether it is preferable 
"to spend less in a hard currency than more in a softer currenoy. It would 
seem in the general interest of economic development to widen as far as 
possible the choice of the countries of supply, and to introduce for as many 
products as is practicable an open general licence covering a wide range of 
countries rather than adopting a system of single oountry licences when this 
is not required by the payment arrangements in foroe, 

33, The choice of the methods of implementation of import controls may also 
have a bearing on the actual cost in foreign exchange of imports in that it 
Jnay make it easier or more difficult for the importers to take advantage of 
the conditions of the market and to obtain from their suppliers the rebates 
which are normally granted for the purchase of substantial amounts. It 
would seem that in some cases the costs in foreign exchange of machinery or-

essential raw materials have been appreciably reduced, or the licensing pro
cedures have been more flexible. If, for instance, an importer may obtain 
a licence covering its requirements for a comparatively long period, he may 
obtain better prices than if the licences are given in instalments for 
periods of one month. If the licences are granted sufficiently in advance, 
the importer may wait for better conditions on the market than if he is 
Obliged to use immediately his authority to import. Needless to say any 
unnecessary expenditure in foreign exchange resulting from the rigidity of the 
licensing procedures may eventually frustrate the objectives of économie 
development by reducing the foreign exchange which would otherwise have been 
available for the financing of essential projects. It may not be easy to 
reooncile the provision of such facilities to importers with the paramount 
requirement of keeping total expenditure within reasonable limits; it would, 
however, seem that careful consideration of the improvements, even of a minor 
Character, which may be introduced in the operation of licensing procedures 
nay bring in substantial results. 

34# Finally, the experience gained by the diplomatic and commercial service 
abroad may be of particular assistance to the importers who would be in a 
better position to be on the various markets,, In all countries, but more 
particularly in countries which have not been accustomed to make important 
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orders abroad, the contribution of the external services of their governments 
will help them to got the best type of information on the specifications, 
relative quality and prices, of the producers in the various markets. It 
may be said also that the regular contacts which the high officials responsible 
for commercial policy may have with their colleagues of the other continents 
in the annual meetings of the CONTRACTING PARTIES to GATT have been particularly 
fruitful in importing to the countries of the ECAFE region valuable information 
on conditions abroad. 

17. TRADE POLICY AS A IJÊ NS OF AFFORDING REASONABLE PROTECTION TO 
INDUSTRIES SET UP WITHIN THE gRAMBWOKK OF ECONOMIC DEVELOPMENT 
PROGRAMMES 

35. When a new industry is set up in a country engaged in an active programme 
of economic development, that industry generally requires assistance from the 
government in the form of protection against the competition of similar 
products from abroad. The justification for such protection is to be found 
in the fact that, during the early stages of operation, the new industry is 
not fully efficient; the volume of production is usually below the optimum 
level and the cost of production is abnormally affected by overhead charges; 
the labour and technical staff have not acquired the necessary skills to 
avoid stoppages, breakages or wastage, the product of the new industry may 
faoe consumers" prejudice. The government, however, will usually not be 
prepared to grant protection unless it is satisfied that the substitution 
of domestic products for imported goods is in the general intorest of the 
country. In other words, it will have to be satisfied that, after a 
temporary poriod of breaking in the new industry is in a position to produoe 
efficiently. The best test of it vail be its ability to compete with foreign 
products. 

36, The two main methods of affording protection to domestic industries are 
protective tariffs and quantitative restrictions,, The trend in the industrial 
countries after the War has been a gradual disappearance of quantitative 
restrictions as a protection device and all countries parties to the GATT 
have accepted that philosophy and recognized that tariffs are the appropriate 
means of granting protection to their industries,, On the assumption that 
tariffs are to be eventually the normal means of protection in the oountries 
of the ECAFE region, it may be useful to consider first whether the tariff • 
and the tariff policies in thos^ countries are adequate to meet the require
ments of economic development0 In most of the countries of the ECAFE region, 
as in other countries producing mainly primary products, the tariff has been 
and is Still usod for fiscal purposes, So long as these countries were 
importing practically all the manufactured goods which their consumers re
quired, there was no reason to restrict the demand for such goods in order 
to protect their national industries. On the other hand, for reasons of 
convenience, the levy of revenue duties on the import of consumer goods 
enabled the governments to obtain substantial income without incurring high 
administrative expenses. The purpose of the tariff is naturally reflected 
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la the structure of the tariff itself, and in particular in the tariff 
nomenclature. It may be said that in most countries of the region today, 
the tariff and its nomenclature are no longer appropriate to serve as an 
instrument of tariff protection and, as a matter of fact, a number of countries 
have already started a revision of their tariff and their tariff regulations 
with this in mind. 

37. These changes however cannot be limited to the structure of the tariff 
and to tariff regulations such as valuation rules, etc. A fiscal tariff 
Is different from a protective tariff. The object of a fiscal duty is to 
bring in as much revenue as possible and it should be so designed as not to 
restrict unduly the amounts imported; on the other hand, a protective duty 
has a restrictive effeot on the volume of imports, and therefore on the 
revenue. The selection of the items on which a fiscal duty is imposed is 
different from the choice of items on which protective duties are levied. 
Jn the case of a fiscal duty, the government will usually select good revenue 
earners and for reasons of convenience it will define the items in a very 
broad way. In the case of a protective duty, the government will try to 
limit the effect of the protection to those varieties or sub-classes of goods 
which are produced and to exempt partially or totally the imports of the goods 
which are not so produced. Finally, a fiscal duty may have to be modified 
from time to time without much advance notice being given, whereas a protective 
duty, in order to achieve its purpose, must have a certain degree of stability. 
In view of these conflicting objectives it may be difficult to move rapidly 
from a fiscal to a protective customs tariff. There may be cases in which 
a new industry is penalized because for fiscal reasons, a raw material or an 
intermediary product necessary for its operation is subject to a high revenue 
duty, whilst the product manufactured by that industry is not so highly taxed. 
That new industry enjoys what may be called a negative protection; in other 
words, the effect of the tariff is to subsidize the import of the foreign product. 

38. One of the results of the setting up of new industries whose production 
takes the place of important products is a consequential decline in the 
revenue derived from the customs. As soon as domestic products are substituted 
for imported goods, on which a revenue duty is levied, the income derived from 
that duty diminishes. Sooner or later, the government will have to tap other 
sources of revenue, either by the institution of direct taxes, or by the 
Introduction of excise duties or of consumption or turnover taxes. It would 
seem in the interest of economic development that this process of substitution 
Should be expedited and that as soon as possible, the tariff should be confined 
tO its normal function of protecting the industries. If this process is 
«•nduly delayed, domestic industry may enjoy in fact a protection which was not 
deliberately contemplated by the government; the foreign product will lose 

Jts normal competitive advantage so long as the domestic product is not 
subjected to a similar internal tax. Whether the duty is styled revenue or 
protective duty, its effeot is clearly protective. 
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When the government decides to introduce a tax on the domestic product in 
order to replace the income derived from the revenue duty on tho imported 
product which is imported in smaller quantities, it will be more difficult 
for the domestic producer to ti'l'U3t himself to the situation than if the 
internal tax had been introduced and a protective duty had been established 
in conformity with the normal procedures in force, 

39. In most of the countries of the ECAFE region, the change-over from a 
fiscal to a protective customs tariff has not yet advanced very far, but in 
a number of countries a distinction is already made between fiscal and 
protective motives and an independent machinery has been set up to deal with 
problems relating to the introduction of protective tariffs. The level of 
protection which is appropriate in the case of an industry or branoh of 
production and consistent with the interests of tho community at large, 
varies from country to country, from industry to industry, and from timo to 
time, and thore is a growing recognition of the fact that it would not be 
in the interest of economic development to grant such protection indiscriminately 
or without regard to the competitiveness of tho industry requiring such protec
tion. For those reasons some governments, such as India and Pakistan, whose 
policy is to rely on tariffs for protective purposes, have set up a Tariff 
Commission which consists of independent members and has at its disposal a 
staff (including a cost-accounting department) which is separate from tho 
other departments of civil service, Tho task of that Commission is to 
consider applications for protection in the light of an objective appraisal 
of the facts and, if necessary, to recommend changes in the level of that 
protection, Thore are no scientific criteria which may determine automatically 
whether an industry or branch of production is eligible for protection or what 
is the appropriate level of protection for a given industry. In tho terms of 
reference of tho Tariff Commissions, thore is usually a clear indication that, 
in making their findings and their recommendations, they should take into 
account the intorests of the consumers and of the community at large. It 
may be suggested that tho interests of economic development would best be 
served if particular attention were paid to the following factors. It would 
appear appropriate to examine more particularly whether the activity of tho 
industry asking for protection would result in a net saving of foreign exchange 
for the country and would not load to any substantial inflationary pressure. 
Economic development roquires cnpital and foreign exchange, which are both 
scarce in under-developed countries and any ^"..distribution of these scarce 
resources will retard or jeopardize economic progress. While governments, in 
taking their decisions on development projects, are not entirely moved by 
economic considerations, since they have to take into account other factors 
such as the need to procure employment to their people, it seems that econcmio 
development would be facilitated if, as a rule, tho protection granted would 
not go against these two important principles. In assessing the saving in 
foreign exchange which a new project may bring about, it would bo in order to 
set against the saving made by the substitution of domestically manufactured 
products for imported products, the outlays in foreign exchange necessary to 
sorvice the loans, to pay tho instalments relating to the purchase of equipment 
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and machinery, as well as the outlays in foreign exchange required for the 
import of raw material or intermediate products or spare parts, for the payment 
of salaries of foreign technical staff, etc. It should also be necessary to 
take into account any loss in foreign exchange which may result from the con
sumption by the industry of raw materials which would otherwise be exported, 
Differenc factors would bo taken into consideration when the product of the 
industry is used for further processing or is used otherwise and where tho 
product is sold directly to consumers» In the first case, it would seem 
normal to assess the impact of tho price differential b etweon the domestic and 
tho imported product on tho cost of production of the other industries and 
to take into account the cumulative effect of this factor on the cost of 
living. In the case of consumer goods, the direct impact of tho price 
differential on the cost of living should bo taken into account; it may be 
useful also to consider the impact of the price differential on sensitive 
items which may influence the standard of living of the working classes and 
be determinant for tho presentation of wage claims, 

4-0» So much for the eligibility of the industry for protection. There remains 
the question of the level of protection which may at the same time afford 
reasonable safeguards for the industry and for the consumors. There would bo 
an advantage for an optimum allocation of resources for economic development 
If the level of protection in each case were fixed in such a way as to let 
foreign competition exorciso a certain influence on the domestic market; this 
would induco the domestic producer to increase its efficiency and would protect 
the consumer against any unjustifiably high price for the domestic product, 
la this connexion, tho obligation made on the Tariff Commissions to keep the 
situation undor periodic review and to make recommendations in the light of 
Changed circumstances appears to bo eminently wise. If it is assumed that 
the level of protection is based on an estimate of the actual cost of 
production of a normally efficient domestic producer plus a reasonable profit 
margin, substantial changes may occur rapidly in the elements of this cal-« 
culation in a country which is engaged actively in a programme of economic 
development. During the first stages of development, it may be, for instance, 
necessary to allow for a comparatively high margin of profit in order to 
attract men and capital from the trading community, to build up an entrepreneur 
class. After a while, the margin of profit which may havo been considered 
necessary during the initial stages could have to be revised downwards. In 
the same way, the remuneration of capital or of short-term bank loans may be 
very high during the early stages of development but this situation may 
improve as soon as the country dovelops a commercial banking system and a eapital 
market. On tho other hand, labour costs may be particularly low in the 
beginning but, when industrialisation has made progress, conditions may change 
and wages may rise. It is true that this increased cost element would bo 
made up to a certain extent by improved productivity. 
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41. Even if the setting up of an independent Tariff Commission may introduce 
a certain element of rigidity and give less scope to international trade con
siderations than if these functions were left in the hands of governmental 
departments, it seems, on balance, that the setting up of Tariff Commissions 
whose members and staff are really independent from governmental or sectional 
influence has so many advantagos that it would commend itself to the majority . 
of governments which consider the revising of their customs policies. In order, 
however, to enable such a Commission to work with success, it might be 
appropriate to consider whether its activities should be limited to private 
industry or whether a similar procedure should not bo applied in the case of 
industries owned or supported by the state. Although such extension of the 
jurisdiction of the Commission to state-owned or sponsered industries may give 
rise to administrative or political difficulties, there would be clear ad
vantages in enabling an impersonal body to submit these industries to the same 
test as those financed by private means. Moreover, the influence of such 
a Commission would be substantially limited so long as protective tariffs 
do not represent the only source of protection. So long as industries may 
rely on the incidental protection derived from the continuance of revenue 
duties or the maintenance of balance-of-payments quantitative restrictions, 
it will be difficult for the Tariff Commission to determine the real level of 
protection enjoyed by a given industry. There is no doubt that, if an industry 
can rely on revenue duties or balanco-of-payments quantitative restrictions for 
its protection, there will be no strong inducement for it to apply for a pro
tective tariff or, if it does so, it will usually consider the protective 
tariff granted to it as a lino of rotrcat to be used when the other forms of 
protection disappear. The co-existence of various forms of protection may 
also have the disadvantage of limiting the froedom of action of the Tariff 
Commission when it considers an application in the case of an industry which has 
been operating under the shelter of fiscal duties or quantitative restrictions. 
Even if tho Tariff Commission is satisfied that the continuation of such an 
industry is not economically justifiable, it might be politically extremely 
difficult for it to refuse the granting of protection which may lead to 
unemployment or a drastic writing off of substantial capital investments. If 
the policy of a government is to resort eventually to tho tariff as the noiroal 
means of protection for its industries, it would be in the interest of the 
economic development of the country as a whole if tho recommendations of the 
Tariff Commission were made more jffectivo in eliminating as rapidly as 
possible the other forms of incidental protection, 

42. Whilst most governments have accepted the view that the tariff is the 
most appropriate means of protecting thoir new industries, there are still 
a number of cases in which quantitative import restrictions aro usod for the 
promotion of a new industry. In order to attract capital, domestic or 
foreign, a government may have decided to limit the import of the product to 
be manufactured by a new industry to the share of the market which Is not 
going to be supplied by that industry. If, for instance, that industry Is 
able, in a given year, to supply 80 per cent of the market, only 20 per oent will 
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be made available for imports. When it is able to satisfy the entire demand 
of the market, imports may bo entirely prohibitod. If this system may con
tribute to overcome the hesitations of the entrepreneurs or the financial 
backers, it may have serious disadvantages for the community at large. By -
earmarking in such a manner a large part of the market for the domestic pro
ducer, the government gives in effect a monopoly to the domestic producer for 
that share of the market, Moreover, the monopoly profit which that producer 
may derive from that situation might serve a more useful purpose if it were 
levied by the government in the form of a tariff the proceeds of which might be 
used to finance economic development. As the foreign competitors cannot in
fluence the prioe level in the domestic market, or increaso their share of 
the market by lowering their prices, they will naturally adjust their selling 
price to that of the domestic producer. If such a practice were to become 
permanent or to be extended to many industries, it would influence substantially 
the general level of prices. It will also bring about distortions in the 
price system and therefore in the structure of the economy. This would load 
to a naldistribution of the limited resources in capital and in foreign exchange 
which are available for the financing of economic dovelopmonto 

43, For these reasons, resort to quantitative restrictions for protective 
reasons is now considered to bo rather the exception than the rule. There 
are oases whore, during its first stage of operation, an industry may not bo 
sufficiently protected by tariff measures while it appears reasonable for 
that industry to enjoy protection. There would be advantages if such cases 
were submitted for consideration to the body which has to recommend on the 
introduction of protective tariffs. Such a body would seem to bo the best 
qualified to make recommendations in such cases since it has gained experience 
in deciding when and to what extent protection is necessary in the caso of 
industries applying for tariff protection. There would also bo advantages 
if the decision for the granting of protection through quantitative re
strictions on imports could be valid only for a very short period, and if it 
were clearly provided in that decision that tariff protection would be sub
stituted for the restriction as soon as the special circumstances justifying 
tho adoption of that mothod oease to exist. The tariff Commission might be 
instructed to review the situation at very short intervals'and to recommend, 
as soon as practicable, a change in the form of protoctionc 



Spec(59)57 
Page 20 

V. TRADE POLICY AS A MEANS OF COMBATING INFLATION 

44. The Economic Commission for Latin America, in its surveys, has shown with 
admirable clarity the influence which inflationary pressures may have on the 
rate of economic progress, and it is generally recognized today that•in
flation is probably one of the worst enemies of economic development. Trade 
policy may contribute substantially to the prevention of inflation in a number 
of ways. It may, for instance, provont increases of prices on world markets 
from affecting the level of internal prices. The government may introduce 
export duties which would deprive the producers of the windfall profits which 
might thus accrue to them and encourage them to drive up prices in the absence 
of an olastic domestic supply of consumer good s. These profits may serve 
later to supplement prices obtained on world markets when those prices fall 
below the average. The government may oven go furthor and introduce a 
stabilization or equalization fund which would guarantee to its domestic pro
ducers a certain lovel of prices, irrespective of the fluctuations which may take 
place on world markets. This system, if it does not replace stabilization 
schemes applied by international co-operation, may at least avoid some of the 
worst effects of fluctuating world prices for primary products on the internal 
stability of the primary producing countries. By adopting a reasonable atti
tude and adopting definite criteria for the granting of tariff protection, the 
government may, by its commercial policy measures, ensure that the setting up 
of a new industry does not drive up the general level of prices or tho cost 
of living. By improving its methods of import control for the protection of 
their balance of payments, governments may also neutralize the inflationary 
effect of a restriction of the supply of consumer goods at a time when economic 
development measures lead to an increase in the purchasing power of the 
population» Apart from the measures which have been described in the pre
ceding paragraphs, other possibilities are open to the governments. For in
stance, the drastic curtailment of tho imports of non-essential or luxury 
goods which may be required to give the necessary priorities to essential 
economic development projects may induce entrepreneurs and domestic capitalists 
to invest money in the production of those goods in the country itself. This 
venture, although very profitable to those engaged in it, would be less 
valuable to those engagod in the development of the economy at large. Such 
a diversion of resources may have an inflationary effect which the government 
might counteract by imposing on such luxury goods an internal tax applied both 
on imported and domestic goods. Another method which governments have often 
used in order to combat inflationary pressure is to increase foreign com
petition by relaxing import controls or suspending customs duties on essential 
goods. This method has been applied in a number of cases with respect to 
essential food-stuffs, consumer goods, or raw materials. A more spectacular 
measure in tho same direction has been introduced lately by the Government of 
the Federal Republic of Germany, which has decided to combat inflation by 
scaling down its customs dutios far the entire industrial sector. It may be 
said that only industrial countries with abundant foreign exchange resources 
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can afford to resort to such a drastic measure and that most of the countries 
in the ECAFE region would not be able to take a risk of spending a large part 
of their scanty reserves in order to achieve such a result, even if it were 
highly desirable. It is nevertheless true that some governments of the region 
have already resorted to measures of this kind, even though these measures wero 
of a limited scope. India, for instance, has suspended its duties on steel 
in order to avoid an increase of prices of steel products in the country. 
There may bo other cases in which the governments may wish to resort to such 
measures in order to prevent or correct inflationary pressures which may 
retard or jeopardize their economic development. 

CONCLUSION 

The Working Party on economic development and planning of the Economic 
Commission for Asia and the Far East has been invited to consider the major 
policy questions connected with economic development and, in particular, the 
contribution which foreign trade policy may make in promoting oconomic 
development, and may bo an integral part of such a policy. The objective 
of trade policy is cloarly the same as that of economic development and there 
seems to bo no reason to fear that there should be a conflict between the two. 
There is no lack of economic development projects in any of the countries 
of the ECAFE region; there is, however, a lack of capital and foreign exchange 
resources. Trado policy may bo of particular assistance in selecting those 
projects which aro the most profitable for the economic development in relation 
to the availabilitios of capital and foreign exchange. The value of that 
contribution, however, may depend to a largo extent on the practical arrange
ments adopted for associating those responsible for trade policy in the 
formation of development policy. This contribution may be comparatively 
small if the departments responsible for trade policy are brought in after 
the decisions on development projects are taken; it may be substantially 
greater if the advice of those departments is sought before those decisions 
are hammered out. 


