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sing concern sbout p*oLectlonwsm,

oL Despite 13 )
interneticnel trede continued to be & very buoyenit Tezture of
/ the world economy during the 1570s. In the short spen of ten
years the share of exports (cr imporis) of gocds end ssrvices

om about 13 per cent in 1970 to abecut 20 per
is 2 vivig reminder of the esxtent to which
ng with their cruci al comestic problems of
yment, have become increecsincly subject te
individual control.

in DECD GNP roOose
-cent in 1680: Th
covernments, in ¢
infigtion end uns
forces beyond thei

Z. It is true that about one-third of this increesed share
can be sttributed to the rtise in pil prices. But it is also
the cese thet, .in volume terms, trade in manufactured products
continued to crow neserly twice as fast as GNP, trede In
apricultursl procducts asccelerated sliohtiy despite the siower
“growth of GNP, 'ﬁ'1e the velue of trede in services xept pzce
with thet of merc cwse trace.

ions (¥orld Q*nk Inte:'uL

3. Most project ires) supgest thet
these trends shoulc bBErcadly continue enc:thet trade will -
continue to be & significantly _dynamic factor in the worlo
. economy in the 1980s. It is wicdely recogn:sed, however, that
the world trading system is being SUbJECLEd to severe_streins,
anc there is concern lest Lhese plogecLionq should prove too
optim:st*c. indeed, there zre some signs thet the growth of
trade in menufactures rels twve to GNP has teen siowing dcwn.
*—MN“——- ot e,
Sy ‘4$4 ‘These strains.are. be1ng generated Qy.‘hlqh 1nf£atlon anc .
A ﬂUnemponmen{f“ﬁiﬁéf§%nfmtreno§“in“prﬁﬁﬁetiv*ty AR AN T RSy

‘wide swings in terms of trsde &snd exchange rates: rising
internztionel incdebtedness: rigidities in the fate of
accelerasted structurel change; the rapid internationzlisation

o of business activities: the arrivel of important new actors on
the world trading scene: continuing problems in agricultural

‘ trede: the growing importance of trede in services: concern

- about the security of supplies of energy and raw materials: and
the fzct that a number of these cevelopments are leading to
increasing government involvement in trede and trade-related.
questlons. .

5. . The purpose of this note is to try to set out the mein

festures of the economic, structural snod institutionel setting

in which the world treding system will be copereting during the

1980s and, from there, to identify the more importent trade and

trade- relgkep-4ssues—%ofwﬁttﬁ‘fhey may give rise. 1hen, in the

light of this analysis, a final Section O.SCUSSES VaL¢OUS:¥ TYSs

Sn-which THe | process ¢f internationel Co-operation on tradg

issues—might- be—anroved—~1n—oroer—tc—ce~T‘UETte* with the

frictions 2nd stresins likely to continue in the 1980s. The

following is 2 cummary.
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Recretteably. ‘eccnomic policy in the 1

to continue te L& cominzted Dy the tel
ion snd unemplovment. A well-functioning
ake a melor contribuiion to mastering t se
me time. however, poor gene:ial economic pe
s'csevere sireins ancd distorticns in the tx
ticuler, high unemployncnt concentrzted on some
oc;c-econun\c cetepories, leeds to hEavy socio- po
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To restore vigorous anc sustainzble economic growth will
guire not only bringing inflztion cown to mancgeCJTe levels,
t 2lso keeping public expenditure vithin the limits people -
e prepared to pey for, achieving a creater ocgree of monetary
a:;l;ty, ensuTing zdequate incentives to save, invest and
%, end improving the functioning of capitel =and labour

cCo.

| ]
m
n

be mutually beneficiel b
levels cof procductivity &n
level of a country's resl
vpoh its exchange wete., the
v1ty performance. This app
end trzde with the sc-callec lowk-wege
'ing problems are to be avoidec, economic
losi Lcmpt_mt ve strength must be
dirsctec to bri 'LhE orowth of reel weges beck into line
with procductivity ends, themselves nopefulliy improving, &nd
in the more successtiul countries to abscrbing the major part of
the tenefits of their cood procuct1v“ty perfovmance at. home ?J“
preol e x§b=?aaasax1unmean%make.anwambbrténtwcaﬁt THUETON fﬁ*ﬁbtﬁn‘
-ceses. Evidently, the 2im is not for the afficient countries to
Jower their procductivity, but for the less efficient ones to
improve theirs.
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9. Changes in the lnte*natlonci monetary system have had
maJcr impli cations for the worlig tracing system, It has become
easier to finance trade and current account deficits. . But _
there is & questicn whether existing institutional arrangements
for deeling with finance andg trade, both domestically and
internationelly, are not too compartmentalised to allow
sufficient consideration of the two way relationships, both -

“positive and negative, between increased trade and rising

international. indebtedness.

10.  Difficulties have teen creazteo for those responsible for
traede and industrisl policy by the way in which the present
arrengements for exchanoe retes have been working over the last
few years. There is & question whether enouch attention hes
been psid to this in the formulation of monetary and exchange
rate policies. There is = more substantive and controversis
question of whether internsztionai co-operation could be

strengthened so 2s 16 evoid unduly *1g4d or de:-y lexlble
exchance rates,
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1. Uncer conditions of hicgh inflation inc unemployment,
theze is ¢ st-ong tempieiion to enploy trece-cistorting export
ncentives., Thzre gre cusstions on the ectuel trecde-cisterting
Tfects of such policies: on the scope for further improvement
in the arrangement on export credits: anc on the subsidisation
ot exports of investment goocs tc potential competitors.
Trade and structurel cheznoe
T2, Slower econcmic growth has increesec the peain involvec
in acjusting to structurel cheange. tut has not reducec the neec
for it. Key factors in the 1%580s will be furtner acdjustment tc
higher energy prices, tc technological breskthroughs in areas’

such as micro-electronics and -nformqtlon processing, andg
growing competition from - and markets in - ceveloping
countries.

Positive anjustment policies casn-help to facilitate
There is & guestion as to how this work

tinued in the OECD &fter the expiry of the mandeste

of the Spe el Group on Positive Adjustment Policles, and
vhether more =zttention should be peigd to the possible trede
Cisterting evfectis of such pelicies.

On Qovornnent support for declinino industries.
guestions arise concerning non-trecditional trade restraints:
¢omestic, industrizl, .leQ’ondl ano MEnpower DGllCiES‘ and
creeter tfrensperency. As regarcds support for premising
activities, questions &arise concerning the consequences of
cirierences between Member countries in the rate of
introduction of new technologies, and the epplication of
cr;teraa for. potenthlly trade- dlstortwnq apterventions, . 1nwtv

) 3, =g 8PN L s S v 5 Ay L ,A T e d‘-n.\'* Feas
TR e R e e o e o eheTaT qUeSEIons CORCEINIRG
GDmESLlC subsicdies,

releted to the GATT Cooce on subsicies snd
countervailing duties,
the internestional level

in this area.

15. In-the arez of E§port controls, the issue is essentlally
that at the relstionship between the security of supplies and
access to markets. As regards environment control the guestion
is whether there is & need for further sction on trace-related
j.ssues. SRR

JThe internztionalisetion of business activities

16. The internationalisation of business activities, as
gpitomised by the growth of multinational enterprises anc
international bsnking, is likely to continue in the '1980s,
although possibly st a slower pace. This has been beneficial in
fac111tat1no crowinp specialisation between and within
countries, industries and companies, and.in channelling capital
and know-how to where it can be best used. But it hes zlso
prov1oed new opportunities for companies and povernments to try
to capture these benefits for themselves by nflu=nc:ng in
their favour their market shares and the dW'PCthH anc. pattern
of international investment.

and the possible role of fu;thﬂr work at
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R On restzictive business grectices, cuesticns erise
concerning maTkei-sharing, export caercteis, mergers, ithe role of
MWCS, extre-territcocrzel app;iccticn of. enti-trust lews, enc,
more geneTrzlly, whether, cespite differing netional &pproaches,
inteinztionsl co-operation on *estrzctjve tusiness preciices
could and shoulc be strengthenec. On investment. guestions
rise particulzarly on investment incentives enc cicincentives
(including performanc requiremsnis), and the possibility of
developing. consui tation pIocCcecures snd criteries to help
recencile cconflicting netionsl interests in this aress
Trecde with third countries
16. Reversing the eartlier post—udr trend, trede with third

countries has Gbeen the mest oyngmlc element in OECD trace since
1973. This should continue in the 1980s, with thirc countries
possibly accounting for up to one half of the increzse in OECD
exports. This will hazve & major influence on the nature of:the
trade-problems encountered, since these countries have
cifferent economic structures and institutions, often with &
creater cecree of government involvement, heve not bLeen greatly
invelved in opereating the pest-war tracino system, end are
often subiject to significent cdomestic enc gecpoliticel
pIessures, .

- On the non-oil cevelopingo. countries, there &re questions o
erning: the reole o+ tne"GRTT sateqguarc clause in smoothing
usiment di ff;cu'ules in the incustrial countries* the right
C.E‘
i

T I
O

:

MmO

;T policies for SUC”ESSxL; expoxrt-orientec growth: and
ble aspproaches to trying to progressively integrate the
advanced .developing countries into the world tradtnc,;“u
stem,. while prov1d1na‘moreqfavourabla treatmentsfondhes

Rt L i

SBEE T 'ﬁﬁf¥i§“* S THEFET5Ye a1s0 questions Telat g Lo mixed

O QO 0L 0 \0
H (ﬂ)((

310
-(D (n

‘cregits and aid tylng

-

-20. On the 0il- exportlnn deve1oonnq countries, trade- related

.

qu=st10ns arise because of the cdusl nature of their economies,.
the temptation for them to keep domestic energy prices below

world levels,; and for oil-scarce consuming countr:es to enter
into trade- cistorting bilateral. deals. - :

21. Trade ‘with the -centrally-planned economies is - )
essentially bilaterz) and largely outside GATT, or any - .
internationally -agreed rules.. Questions &arise as to whether a

‘more concerted aspproach would be desirable, and what might be

gone "in arezs such ‘as countprtrade prlcnng policies and export
credits. : : : B

Secto al tr He'p}oblens'outéide manufacturina

22. - For hlSuOT‘Ccl ¢easons an 1mpo‘tant pert of agricultural
trace remained outside normal GATT Tules, which have also proved
to - heave iimited relevance to trzde in other primery commodities.
The rapic expansion of trade in serv1ces 15 ralising new
prob1ems. ) . :



22 On zozriceliture, theze gre guesiicons on: Now to teel with
mzTkel Cisturbancss- rocerete thne itrzfe~gistorting effects of
shxiculiurel policies in both domesiic ancd thircd merkevs: recuce
trecde berriers: and reconcile the objective of food security
wiih the sxpansipn of internstional trede. .For fisheries there
are serious problems for production ano trade relatec to the
acopticen of exclusive 200-mile coastzl fishing zones. For
crimary commocities there are guestions concerning: security of
. supplies ecequecy of Investment; stockpiling: expert garnings’
"stebiiisetd on schemes for developing countries- and improving
merket siruciures znd eccess to markets, notsbly for
semi- prccessnd anc processeC products.
24 .- Services have been the fastest growing ssctor of

domestic economies, anc worlc trade in seTvices has risen to..
eround $600 billion, equivalent to one-third of trade in
merchandise. Problems arise because of:the highly regulsted
nsfiure of msny service indusiries, and becesuse competiiion in
services cepends often on.fJeedon for direct investment, the
-right of esteblishment, &anc the right to engeoe in regulsted
activities. There zre guestions on: what may be valid
non-economic reeschs for reguletion: how far the principles .
epplied to- hEI;P“hﬁlSE trade are appiiceable: and what
epproaches shoulc be escoptec tu foster greeter internztional
co-cperation in this ares.

)

{
L

The -process of nternational co-operation on tra d issues

Z5. The streins srising f-om the current econoric
difficulties, .the appesrance of ‘new problems, and the nrowing

girect involvement of governments in foreign trade, -call for
...amprovements in..the. process of frade CO- operatlon. The. . .l

< ﬁAﬂr*éct&Gns'&rPﬁﬁﬂféh'impvovements“nmoht“be stoht“ﬁné¢ﬂB*‘ A e ”’*”

\ - The need to broaden the coveraoe of 1nternat10ndl
~  [.trzcde co-operstion, to incluce a wider range of domestic”
égy@”ﬁ . .-policies .having .an.effect on international competitiom,

since ’ﬁﬁ_mu;t1DIJCatlon -of government -interventions at”
... | the micro-economic -level could oraduslly undermane -the
o B benefi Ls of the open ‘trading system. -’ i .

- The neged to consider -trade problems and policy
responses in their broeader economic policy-context. "It
. . < is important to have .around the table, with-zn appro-
-- - priate weight, all the major: Jnterests involved, ’
including those responsible for macro-economic pol;;t
so_thet broacly Gased compromises can be found, which
may 3nClud8 IMPOItent NON-tTE6E TEaTUTES. A‘k@?’ﬁﬁgg:‘
tion is whether it -would be pcssible to mobilise more
effectively “"counterveiling powers", so as to better
resist trade and other meassures which have long-term
‘adverse effects on 1nflct10n anﬁ consumers' CthC€.

PP BN

- Thn need to =o1usL to th° cnowwnn number of *mportant
‘participants in internationa. trage. This implies
developing cifferent approaches towards cifferent groups




cf mzwcosors end chocsing the epprogriste Torum for
ciscussing the relevant issues. . A celiCete belence
neecs tec be struck between limited groups . permitiing
creeter efficiency and rcp:esentatﬁon cf countries less ‘
cirectly involved so 2s to evoid trade problems beind
"solved" at somebody else's expense.
26. These cenercl con51d=1atlons have implications for the
mechanisms used n lﬁLE;ﬂctlonci trade co-operetion. Trace
rules end binding commitments have = centrsl role and there sre

cerisin ereas hnere thc zppreach might be-.extencded. In many
trede-relateg areas, hewever, where precision is @ifficult to
schieve and flexibility is needed,. non-bindinp guidelines (oT
ccdes) have proved useful,,provided they are bessed on s
political commitment. The consultetion ang the dispute-
..settlement procedures have been Improved in the MTNs. . However,
the new procedures ere in their infancy and may tend to remain
somewhat nerrowly focussed. - Improvements could be sought by .
try¢ng -to have consultatlons on mzjor market Imbslances prior
to actuesl trade disputes, by letting representetives of
"countervailing power" have 2 greater role in initiating
multilstere) ceonsulietions, anc by o¢gcnﬂ51no such
consultetione so.2s to cover & wider range of relevant
gquestions and possible solutions.

f

27. These considerations may reise questions concerning
poscible. eczptations or improvements in the present
institutionzl errengements cdealing v1lh trade co-operetion, but
.

these

zTre not.C¢scucsed in this noie.

‘%&gﬁ

WZ&%WW*wﬁﬂwnfwr,uﬁ%mf”ﬂmﬁ‘”“%F
nflation. cnc unemployment

28. Success or faalure in mastering the twin problems of
high inflation and IlSlng unemployment will cleasrly be the most.
‘mportant single factor in the evolution of the world trading
system In the 1980s. A well- functioning trading system cen make_
a mgjor contribution in this respect, Forelgn competition is a
powerful force restreining 1nflatlonary price-setting and. wape- -
.barge1n1ng behaviour. -Productivity gains resultlng from Jnte*--"
nationgl speclalcsetlon help to mearrow the inflati ionary gap. "
between limited resou;ces and demands for. hlgher real incomes.-

29, Looked at the other way around however 1t is. equelly
clear that poor.- general economic performance crectes severe
streins and.cistortions.in trading relstions. International
trade is 2 positive sum camo from which all can gein so long as -
the basic macro-economic price signals - 1ncluc1ng the exchanae
rate - are right, anc economies,are sufficiently flexible a2t
the micro-economic level., But with high and uncertain levels
of inflation the signals can easily oo wrong, so that the
benefits:-and costs of trade- become very unevenly cistributed
both between and within. countries. .. The combination of high
inflation with h*oh unemployment makes things even: WOISE



SEC3use the nztessery edjustments ezt the micro-economic level
besccme more painful end stronoly rtesisted.

30. tetween 1873 anc 1%B1, OECD unemployment increzsed TIom
2 to 25 million. Under-employment end cdispuisec unemployment
heve else increased shearply. These increases heave been
strongly concentrated on regions and locelities heav1ly
depencing on declininpg ingustries, as well a2s on ceriein
‘socio- econonWC'cctecc-ibs ()o ng peopl women, minority
groups, etc.).

21. The relative - and often absclute - contraction cf

employment in tracesble goods, anc notably manufeacturing, has
been cue to a veriety of developments such as weak ocomestic
demand, shifts in the peattern of demand, technclogical changes,
etc. But foreign competition in domestwc and third markets has
often =2ppesred s the most visible and most immediate cause of
°r“1oym=nt c¢ifficulties in declining industries. This is why
intense-socigl and pclitical pressures so cuften focus: on
sectorzl and bilatersl trece balences.

22. In the face ©of severs externel shocks, mecro-csconomic
pclicy hee sco. far been unable to cure the twin HIo.,.ems of high
infleticn ang unemployment because cf cistortions and
- rigidities in the functioning of OECD economies. To restore
. vigorous anc¢ sustzinable economic growth, anc hence & climate
in which internstionzl trede csn Tully play its beneficjiel
role, will require not only bringing inflation down te
manegeable levels, but 2lsc keeping public expenditure within
the limite people are prepered toc pay for, achieving & greater
degree of monetary stcbil'ty, ensuring adequate incentives to
. SBVE, lnvest and.work, and.improving. the. .functioning. {:tftz_a_;p“w , ;Ex
i"“"““?“""«zaﬁt!’“.%f-_fb‘o'r.r.r“‘ A P Ty S B s TH T oR e BT oot e 106 rRe AR
scope of this psper. The following parzoraphs concentrste on.
some SD601f1c aspects of mzcro-economic and micro-economic
policies which are particulerly relevent to the good
functlonlng of thD world tradlng system(])

Product:vltv znd recl waoes

33. . It is » b351c tenet of the case for an open trading _
system that trace between countries with different levels of’
rezl income and productivity can be mutuzlly beneficial,  a
amply demonstated over the last thirty years., What matters
from the trade point ©of view is net the level of a country's
real wages, but thet, es trznslsted through its exchange rate,
they should be 'in line with its producL1v1Ly perfermance. This
applies equally to trade between OECD countries ancd trace with
the newly- 1ndustrla‘151ng end so-called low wzge developing
countries. .

(1) Some of these issues are dwscusseo at grpater lenuth in-
Trade Policies in & &cro- Econom ¢ Settlgg, C(81)93
(lst Revision).
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‘2aTe zble to sdapt to chan01nc COﬂdltlDﬂS

- SElEni:
34, TreCe problems will ineviteoly scise :F these s &
tengency for rezl incomes to leg bzhind or run too fer shzed of
preouctivity geains in the latter cese, perticulerly if public
expenditure is “150 increesing stroncly, profits sre squeezed,
investment in new products, processes and maikets fzlls, and &
cumulative deterioretion in compestitive strength mazy set in
Tracde restrwctlons will only make metters worse by blunting the
competitive forces mesking for needed changes in industriel
st:uctures,“:eal incomes, exchange rates, etc.
35, AR-mejor guestion is whether enough-estitention is given to

the role of gernerzl economic policies in cdeeling with trading
problems which arise in this way. Significant differences in
productivity performance between countries zre bound to
continue, ref1ect1na differences in their levels of . .
cevelopment, economic circumstances, the.speed with which they
varying preferences
es between work. leisure, social progress ,~etec.  If trading
p;oblems ezre to be avolded economic policy in countries losing
competitive strength must bDAdirected to bringing ithe growth of
Teal wages back into line with productivity trends, ang in the.
mere successful countries to absorbing the majo: pert ot the
benevits of their good productivity performance at home. Trede
libérslisaticn can make an important contribution in both
cases. Evidently, the.aim is not for the efficient countries
to lower their product;thy, but .for the less ef:1c1°nL ones to
improve theirs. . -

Chenoes in {he internztionel monetary system:

26. MéjOT changes in the internstional monetaTy éystem’
during ,the.1970s. have. had 1mportant Ampllcat

-‘zrftrad&ngf‘é‘r:t‘éﬁ‘gemé‘n‘ts* %‘&'&*W RE A A
37. . The very rapid growth of jnternational fimsncial

markets, -together with.the emergence of some OPEC countriss as

structural surplus countries, has made-it both easier -and moref

necessary to finance trade anc current account deficits by -
forelgn borrowing. As a result cases of OECD countries
imposing trade restrictions to protect the balance of payments
under Article XII.of the GATT have become-increeasingly rare,

.while concern about the employment effects of -foreign - -- L
competltlon has shifted. attention to Article XVI ang various" ’,

safeguard mechanlsms.. AP oot

8. 1 The extremnly rapld growth of 1nternatlonal 1nfebtedness
has, however,. had other 1mp01tant 1mpllcgt10ns -¥hile it has-
cleatly facilitated the rapid industrialisation of new
competitors on world martkets, it has also-meant.that the
v1ab111ty of the vast network of internmational financial |,
intermediaries.has become increesingly oependent on the ability.
of these countries to.earn enough foreign- exchange through
expo*Ls - mainly of meanufactures.- to service these - cebts.
There is 2 guestion as .to-whether existing institutional- .-
arrangements for dealing with finance and trade, both- domestlc
and international, are not too compartmentalised to allow
sufficient consideration of the twpo wav tTelatinnehime hath




pcsitive end negaiive, between increzsec trzfe encd rising
internzticnel ingebtedness.
29. The seconcd mezjor chznge has been the move to more

fiexitie exchange rates. During the 1560s, undue rigicdity of
exchange rates, particularly in respect of the reserve
currencies, created cistortions in trade and incdustriesl
structures. The move to mecre flexible exchange retes helped to
facilitate the 'nEjCT chences in the pettern of world trade &anc
pcynents following the fTirst oil shock. But there is
increasing concern sbout some aspects of the wsy the present
errangements for exchange retes have been working over the last
few yeers.

40. One feature has been that, at a time of great concern
about inflation; those Tesponsible for-anti-inflationary
policies have incressingly welc0m°c the impsct of an
eppreciating currency in recucing impert ccsts and sharpening
competitive pressurss on the domestic price level. Experience
hee incdeed shown thet a sirong currency cen help to bring down
inflaztion while putting stronp pressure on companies to-
rationelise production-and move up-market. Unfortunately,
however, ihe - downwerc precsure on domestic infletion hes often
not proved sufficient to offset the adverse impact of the
higher exchange rate on profits and competitivity, thus
creating serious protlems for those responsible for trade and
industrial pollcy. Since these zgverse etfects oenefclly make
themszives felt only progressively, while the beneficiel impact
on infletion ic reedily apparent, they may not zlways be given
enough weight in the fermuletion of mecro-economic policy.

-41.. . .- A second feature. is.that: there ‘have.been. a. numberﬁofmf T,
“’éeﬁt“%??ﬁﬁf@?“ﬁf’ R WK T N e TR BT SRR S T s
developments in 1nterest,rates, current balances, politicel

trends, etc., ‘soc that exchange ratées heve moved sufficiently

out of line with the uncerlying competitive strength of the’

country concerned for sufficient time-to have ‘distorting

effects on- trade flows, ‘investment decisions and industrizl
struc;ures. R T

:.4.. - . \-.

42, -~It is widely" agreed that there is no si mple answeT to

- these problems which, 'as noted, can and heve arisen under both
more fixed and more flex1ble exchange rate régimes. Trade -
restrictions provice no answer. 1Indeeo, import-restrictions by
a country with an over-valued. currency, or export restraint by

a country with an UnGef-valled currency, will only make things
vorse by reducing the flows of foreign exchange which would
otherwise help to restcre more zppreopriate exchange rates. Nor
is it simply & matter of asking those responsible for monetary
ana exchange rate policy to teke more ection to stabilise
excheénge rates, since such action may we ll Tun counter to other.
key objectives of domestic policy - especially as action to - :
resist currency eppreciation normally hes inflationary )
consequences, and to resist-depreciation, deflationary

consequences. - A s s

- L e P P . - PO - P— .
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Lz, fn imporient Questicn neverinelecs zrisee zes to whither
enough attention is peid, either 2t the.nstionzl or
internetionel level, to trace and inoustriel policy issues in
the formuletion of monetary and exchange rete pelicies, or of
guestions ‘concerning exchange retes in the fermuleation of trade
end industrial policies. Reyond this, there is the more
substantive encd controversiz) question of whether international
co-opsration could be strengthened so &s to svoid unculy rigid
.-or coverly flexible exchange retes, and thus e&se the problems

) for trede and industrial policy when exchenge rates pet:out of
line with trends in underlying competitive strengtih.
Export incentives '
44, At a2 time when governments feel constra*ned in

- stimulatinpg domestic demand beceuse of fear of rekindling
1nflctlon, but are zt the same time acutelv worried about thh
and rising unempleyment, there is a stirong- temot*‘*on to
proemote-exports by any means svzileble.

Questions(2)

i) _ How much concern is tiere that & wide.T gs‘of domestic
policies may increasingly be 1mplcmented in ways which
osllePately favour exports over domestﬁc sz2les?

ii)

Rs regards more specific measures to promote exporTts:

- consicering hrogress achieved in internationsl
co-operation as ards government support for export
credits, what is the scope for further improvement in

it _ . t}thq*exnstlng 2 rangemﬁntxgn exporticredits . includings
S0 (fd—“-t ,‘72“2 s pad S 4,2 e "fiex1ble o

: .T"ﬁ
EXtEﬁSlVE'COVETdQE *of "séctore and more
errangements for edjusting interest rates?

- should more consiceration be given to other ways of
- ' encouraging exports which may distort competition, -..
e.g. through providing 1nsurance agelnst exchange rate
e ’chang°s -and *nflat10n° o _ -

iii) Is there ‘a rlsk that cheap and aandant credits for
. exports ‘of investment goods to new centres of production’
. o~ in third-countries .could lead to worldwide excess" -
) capacity-in industries facing stagnsnt demand and . '
eventually “‘provoke trade confllcts9f If this is .
considered as =z 'sesrious proble woulo it be-desirable
to do more to restrlct competttzve export promotion in
sensitive sectors, or would this tend to sccentuate
existing .tencencies to market-sharing and certelisation? -

'

(2).- Other questions; relating to export subsidies in
agriculture, mixed credits and export incentives in-
East-West trade, are also dealt w1th in other parts of
this note. : . - : .
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. 47, The conséquence has been
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. Slower growih has not deeressse

structurel chéng*: indeed, desvelopments such es higher
energy prices, rapid development of new technclogies in zress
such &s micro-electronics and informetion processing, anc
growing comp=tition from - anc markets in - developinQ
countriss ha increassd it. At the ssme time, slow orowth enc

=0 thz need for sdjusiment

o
O wn

(

.~ hiagh Un°thoymPnt heve made agjustment more difficult and

SO”lElLV painful, HMuch change has nevertheless tsken plsce in
industriel structures: for example, OECD employment 3in textiles
ang clothing fell by 17 per cent in the 1970s, while employment
in services rose by 25 per cent.

L6, Confronied with the accentuated problems of structursl
adjustment, industriazl, regionali and mznpower policies have
been increasingly directed to essing the strains on inCustries
facing severe adjustment difficulties and trying to encourage
the dcyelopment of promising activities. Since the measures
taken were often comclcmenteo by - or & substitute for - trede
measures, a key feature of the 197Cs which is likely to
continue into the 1580s is that the dividing line between trace
policies esnc-most other economic policies hes Lecome
increasingly blurred. :

z loss of iransparency, i.e., e
it hzs become increzsingly cifficult for the government
concerned, cor its tracding pertners, to eppreciate - let alone
quentify - the costs anc benefits of its ections to roctard or
sccelerate structurzl change for workers, consumers and
texpayers. The Special Group on Positive Acjustment Policies
has. just completed. an. 1mportant s*udy on_the techn:ques u;gd:
ita 'Suchmane}yses:mdﬁ Qﬂhﬁiibn“mayvaTlsé*as*to e T TR tHET
steps should be taken to build on this work to. improve
transparency 2t the national and/or internstionzl 1evel, and to
permit more systematic reportina and monitoring of government .
measures affecting 1ndustry and trade.

Ll . 3
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48. . A second question arlsan 1n thls context 1s whetheT more
systematic monitoring of trends and Ilikely future shifts in ’
industrial structures can zssist in detecting where trade- - )

.problems are likely ‘to arise. Some sre cdubious because of the

complexity and uncertainty of such projections, and the risk that
this appreoasch could encourasge attempts to-share out market.

Others feel that they could be helpful, and that more resources
should be devoted to this kind of work at the internationzl level.

49 . IL is 1mportant to note that the distinction between
“geclining®™ and “"promising” activities is somewhat artificial.
Within a "declining" sector or branch of industry it is possible
to find highly dynamic segments - and prosperous enterprises -
and the reversg is true for "promising" sectors and branches.
Moreover, the-dynamic effects of mejor technological advances are
not confined to the industries Qencrating them, but can spread
over a wide range of &ctivities in Which they- flnd p*oductive ang
efficiency-improving applications.
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50. Rs set out in The Czse for Positive Acdiustment Polici
(QECD, 1%872), thz nczo for Tlexipility in the sconomy i
cssentially related to the contribution thet such flexibility
can make teo comestic cconomic welfere., But effective positive
acjustment policies can, over time, meke & msjicr contribution to
ccelipg with trace pronlems. '

(’.‘
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51, The mejcr features of the orientations for positive
aojustment policics zdopted by OECD Ministers .in 1978 are:-

As regards industrizal Dolicy:

- essistancs to spec1f1c Jndustrwes Or companies shéﬁld-be
.strictly tcmporary - —

linked to plans to

- such assi tance shoqu bc 1nteqr.lly
asteblish financially

phase out obsolete cepecity and re-
viable =nterprises: and

- the cost of such a2csistance should be mace e&s evident as
pcssible to cecision-makers and the puLLWA at large.

As Tegards:labour market policy) measures.to support employment
should not have the efTfect of locking lebour into ' declining
sectors. Aopricultursl policies should be designed to achieve
their scciesl, sconomic ancd politicel objectives 2t minimum cost
tc the consumer asnd taxpayer. Ra=ojonel policies should
concentrate on genersl meazsures to develiop viable industries,
through providing infrastructure and financial-and fiscsal
’nCenthES, rather than swmply bailing out enterprlses in

o %m&d‘m naRelalagifiioultyy

52. There is a strono two way IelathﬂShlp between positive
adjustment policles and mecro-economic policy. I general
economic conditions are favourable, structurzl =adjustment takes
place much more easily and smoothly: On the other hand, high
rates of inflation, high and fluctuating rates of interest,
inappropriste levels of real wages or exchange rates - and the
uncertainties created by such conditions - greatly complicate
. the task.of 'those trying ‘to.-adjust to structural change. They
. also put great pressures on governments to intervene selectlveTy
" in the economy to offset some of the effects of, for example,
high :interestrates or exchange rates, on-the weaker sectors and
companies, in ways-: Wthh Tun counter to the prlnc1ples
enunbwated above : : ‘

RS

~53. Questions arise as to how much has been achneved by the
gcdopiion of the Orientations and the subsequent vork of the
:Special Group on Positive Acdjustment: whether and in what way

“this work should be continwed:; whether more sttention should be
paicd in this work to the possible trade distorting effects of
subsidics and other.measures designed to spezd-up or slow-down
structural.change; and how such work mloht contr’bute to the
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ion and Support for Declining Activities
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54. - Action tzken to support cdeclining activities hes teken
n”vy forms inclucding quotas, voluntary export restraints,

~orcderly markstinpg arrengements, trigoer prices, tacit scceptience
‘of merket-shzrinp arrangzments, rationalisation schemes

investment incentives, zmployment subsidies, export subc1d’es to
preserve shrinking markets, etc.

Questions

i) what kind of revision, zs presently discussed in the

GATT, of the safeguard clause governing conditions
and modalities of recourse to protective measures
would improve the present situation, particularly as
regards:

- utilisation of non-traditional trade measures, such as
voluntary export restreints and orcerly marketing
errangements, and specific conditions to which they
should be subject: and avoicdance of the extcnSJOn of
MFA-type arrangements to-other sectors:

- internestionel monitcring of meesures tazken and of their
mcoes of epplicetion.

ii) What can be done to minimise the undesirable
© trade- d istorting consequences‘of policies aime

é,. At \-,7‘3’ "‘L"" - ,.‘

e -1)'-.~:\. ¥,
"‘"‘rw,} r.,.gﬁ)‘“ = ."" ‘ 2 Py

’?*‘”“““'H ﬁpﬁhc fémporarlly Ron- compctltlve 1ndustrles and
enterprises; .

- helping chronically depfessed regions, "where this "’
directly or indirectly . 1nvolves support to chl ning
industries: . P : : -

- . P - e

-—-suppprting émployment‘by-means of tempofary direct or
~indirect subsidies-(or-tax.concessions), in particular
-targeted to spec:al socio~-economic groups° .o <;n -

~

i3i) - In certein cases where ChIOﬂlC excrss capac1tles have

led to some form of international- arrangements or
understandings, such as those in steel and shipbuilding,
is sufficient progress being mace to reduce capac1ty and
revert.to normal CDmDththE forces?

iv) How dééirable are special programmes to assist adjustment
-~ anc meintain incomes specifically for trade-related
displacement, as compared to other causes of
displacement? 1Is there a role for reductions in psyroll
taxes or wage subsidies to. help companles engaged in
iabour-intensive activities?




Al‘

tn

[

oy
]
1

n
[
v
)
o
-1
rt
-
M
4
s
g
@)
3
[
mn
-
2
2
) =
9
ot
<
-
+
D
wn

e ) D ¢+ O Ln

--—lO" |—-’\ﬂv

the

'fmwﬁw"&,@* *ﬁg “ﬁ;"ﬁyﬂ&.’&,-vﬁyé‘i\ \t;:i *‘«-.‘?- F&.‘F‘r\ 44 e

- £.0.

5. There are complex ousstions concerning the internztionel
ompatibility of neticrzl efforts to. encourage promising new
ctivities and advanced technolocies: 1In many advenced
echnology areas, R and D costs are high, and the cepressed
conomic environment is placino increasing pressure on firms!
0ility. end willingress to finmance research. At the seme time

t is broadly recognised that innovation has 2 criticel role to
piey in strengthening the cemcetitiveness of firms as well &s
countries(3). Wwhile the oovernment has a role in finmancing

n
long-term research and tecﬁn01og1cd1 cevelopment at the more
fundamental level, the dividing line between fundamental and
applied R and D has proveg difficult to define or mainteain in
the face cf 1nten51f1ed 1nternat10nal competltlon
6 ¥hile the Qu,,pcrt measures huVE general‘y involved very
ite d expenditures in broed term in.some high-technologqy
as they may leeo to intensified intornationel competition.
s can have ben 1c;al effects by expanding the range of
erly in conﬁen reted industries), providing =z
st;mulLs tc 1nncvat10n and ‘its ffusion, sllowing 2 moTe even
internztionesl distribution cf the gains from technicel zdvance,
and thus more gensrelly enhancing consumers' welfare. In
particuler, mejor geins could accrue to all countries hurt by
rise in enerpoy prices, from support to technologies for
geveloping new energyv resources-z=nd energy-saving cdevices. More
generelly, while it remeins ir ue thet it is ¢ifficull to "pick
the winners" in the. technolocicel rsce, broad <upoor; to new
technologies improving the c:eme"“1 efflcwency of the economy,
including .in -non- trade;bles, could make & magor contribution to
facilitate structural adJustment.¢w----.:, : ,j-

C

}

¢:~

Y By Yo :
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SUCh measuTes Can also, however, contrlbute to worldwwoe
ﬁ‘SallOCBthh of resources and distortions “in production. They

-can affect trsde patterns in high-technology products, and lead

to international trade frictions ‘or escalation of government -
support, particularly if the extent of the subsidies available
to firms in different .countries varies significantly.- When the
measures are aimed at protection of the domestic market .
:through preferentizal government.procurement. certlflcatlon
standards-and NTBs - -and at -aparessive assistance to exports,
this can substantially penzlise risk-taking-by. unajded - but
often highly efficient and. innovative - producers(h)

- - N -

(3) See Technical Chanoe and Economic Policy, OECD 1980.

{(4) }. See, for examp‘e, Telecommunlcatlons Fou1pm°nt Indust:y
'  Study, DSTI/IND/81.28. :



- i) What kinds of trade problsﬁs zre 1i; ar se from
differences in the grovth of iInnova
sautomated production and »echno‘ogy

" between Member countries, given the

nc

in market shares inherent in tech

y to
e cz2
tensive export=
ceter instability
y-tesed competition?
-.11) Is there danger thet government supgort measures for
promising incdustrial. activities can discourzpe private
entrepreneurs and private risk cazpitzl in other
~countries, or, conversely, increase pressures for
~government support ? May support directed to the same
industrial activities tend to creeste worldwide over-
capacities and structurel problems in the future? What
could be done ‘to strengthen the process of internestionel
consultztion and co-operation in this area? Should
- considerztion be given to identifying principles which
- .could guide countries in avoicing trzde cdistortions?
¥ould it be desirable to strengthen the appropricte
sections of the relevant GATT codes in this connection?
Could menpoweTr sutherities do more in *ts*sting the
development of new industries, notably in the areas of .
vocational education and training programmes coupled with -
on-the-job training and throuoh programmes wh;ch acleely '
~&ssist labour mobll*ty°
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Domestic Sub<1d1es

58. The problem of domestlc subs*dles cuts across vwrtually o
Lson8ddthesproblems, dﬂscussed,ﬂawthlsgnote\ Sekhestradeaspectsiofs ;»~<:9»;
FETHe sTIE (2T weY1 Pas e%port) subsidies ar e covered by the Code
sdopted undsr the MTNs on subsidies anc countervailing duties,
interpreting the Televant "Articles of the GATT. The relevant
provisions do ‘not prohitit and do not restrict the use .of such
subsidies, 'but signatories undertaske to seek to: avoid csusing.
-serious injury ‘to-other ‘signatories” interest through such
- subsidies; -provide information :on request; and enter into-
consultation (with the possibility of recourse to the. ..
conciliation‘and dispute settlement. procedures if needed) w1th
the injured paTty -when so requested. . Noitwithstanding the
.improvement brought about by this.Code, .it seems ‘that, .in
practice, much depends on-the use made of consultation -
procedures and of their outcome.

Questions

i) Is the present Agreement, which relies - meinly on
"consultations, sufficient to bring about progress in
reducing the undesirable effects of domestic subsidies on
trade and on economic efficiency? :How could such
progress be enhanced?

Would it be advisable to undertake further work.on
domestic subsidies, at International level, with the aim

[y
[ D
~
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of reesching s better understancing on thz use of such
csubsidies znd the cond*Llow= for their use, snd on the
trace as well =s on the ZJomestic effects? Should s

pragmetic epprosch be adopted vhich would include more
systematic exanlnation of the existing practices? By

-country? By sector? 1In relation with examination of
2djusiment policies? :

. Export controls and access to supplies

. Export controcls in the brozcer sense (guasntitative
restrictions, export duties and taxes) may have different
motivetions. Besides stretegic considerztions of 2 more
politiceal nzture, the main reason is to-privilege supplies to
the domestic market. They may also correspond to other
objectives such as supporting export prices or securing a
competitive advantage to .the domestic processing industry. 1In
practice, export control .measures have not been widespread:
m835u;es recorded concern or have concerned a few products such
es Toodstuffs, raw materizls and metal scraps. More generslly,
the question 0f access to supplies (or export liberalization)
should also be looked 2t 2s 2 counterpart of that of access to
markets (cr import liberalizetion) end vice-verse.

‘Questions S : | .
i)  Is there presently a fair balance between .understandings
or provisions concerriing market access and access to
supplies?
ii) - Should’ existing prov1swons concernlng export controls be :
i .. Iev1ewed°’ Should.in. Pagticulargag-ctiempi b&ﬂﬂ&ﬂ&:%ﬂﬁdlawwbegﬂ
A .:u‘ £ .

LB e T e TR o 3us€1f1ed Te¢DiTee t6 export controls, and
guidelines and procedures.for the implementation of such
mezsures, with s view in particular.to alleviate the
problems raised by such measures? -How could a

. satisfactory balance be struck between internal
’(n0t1vgt10ns and extcrnal effects of export controls°

Envircnment

.. :‘

60, - Follow1n0 the preoccupatlon of governments in the eerLy
.70s to protect and .improve the gnvircnment,. and the .new
leq*sl-»wons atopted to that effect, quldnng pI’nCJpleS as well
as ﬂDtlTlrthG\ cnd consultation DTCCChuJES on subsidies .were
acopt i OECD iIn 1572 and 1974 in crder to presvent ‘the
'eme*091~e of ots*acles to trade or distortion of competition in

interretional trade and investment due to environmental pelicies
or to deal w:th such problems if they arose. :

Questions

i) | To what extent are the presenf arrangements operating in a
satisfactory manner and is there any need for further
actlon beyond the present act1v1tles° '
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317 Is thers any risk that the present cyclicesl end structure
cifficulties in the trade 7ielc and in particular in sonme
sectors night lezd to the erection of obstacles to trace
(such &s technicsl harriers) on environmental grounds?

1v. THE INTERNATIONALISATION OF BUSINESS ACTIVITIES

61, Since the early 1%60s, there has been an accelerested

cevelopment of interlinksges between internstional trade,
production anc finence in the private sector.- This highly
complex development was relsted, on the one hand, tc the
activities of multinational enterprises (MNEs)(5), notably in
tespect of direct inmvestment and horizontal co-cperation{é6) and,
on the other, to the rapid expansion of international capital
markets and international banking(7).

¢€2. -~ P~s far as economic efficiency is concerned, this develop-
ment hzs been on belance highly beneficizl to the world economy.
Through internstionsl sourcing, sub-contracting and offshore
processing, firms have been able to mobilise the productive
potentizl of countries with a streng comparative zdvantage.
Crowing internztionzl specialisstion within incustries-eand
companies has permitted the reaping of large economies of scale
even in the mzjor industrialised countries. Finaslly, the process
of internationzlisation has providec further stimulus to
incustrial efficiesncy through the transfer of tecunolony

(%) In 1%60, internstional production by U.S.-bzsed multi-
nationals, i.e. the productlon by branches and

o e sub§%dlar£e sabroad,LMas: T oUgh Ay est;matedﬁto bﬁvtpmee,r“\“*“gi

FIHE ST YRE VElte of U Fg exports., By 1571, "tRis Tetio had

.- increesed to four. For both Germsny and Japan the same
rztio rose from a small fraction in 1960 to about 2.5 by
1971. The volume of ‘intra-company trade passing national
frontiers has also grown repidly, reaching some 22 per .
cent 'in 1966 and 25-per cent 'in 1970 as s share of world
trade excluding East-West trade.

(&) Dutward direct investment flows of thirteen OECD Member
E countries have 1ncreased from some three billion dollars

in71961 to more than $22 billion in 1979 (see Recent
International Direct Investment Trends, OECD 19B81).
Practlcélly throughout the period, direct 1nvestment .
outflows in current collars have been rising more rapldly
than OECD GNP, at about the same rate as internstionzal
trade. Despite some slowdown since 1973, internstionzal
direct investment has remained more buoyant than domestic
“investment.

(7) International issues of bonds have jncreasec from
$680 million in 1964 to $4.7 billion in 1973 and $20
"billion in 1980, Internatlonal medium and long-term bank
loans have increased from less than $21 billion.in 1973

(first year for which data were collected) to more than
CcT7R m211~m /A YOAN :



,“'

eonre
:

ol
oL e

’.‘-!:.-- P Wl -, W AL e e 2 T"‘ AL ey I-?
ﬁ&ﬁ&?ﬁ"’z:»w*SDmBM'nﬁUSFITES‘“E‘LJ“”w” Ea *”“** HE

(8)

]
1¥a)
t,

Vit

m
. oy
e

T

L3

&3, The Interlinkeges -betwern capitel flows snd trade hesve
bzecome Jncrescingply comnlex ks & rtule, direct investimeEnts .
shoelin result in an intensificetion of mutuel trade. In practice,
however, when the purpose cof cirect investment is to pet behind
protective berriers, cdomestic precduction has tended toc replace
imports.  Another complicating fsctor hzs been thzt the two-way
flows related to investment appcar increasingly in items other
than the.merchencdise account. The exports of meny industrizlised
-.countrigs include & growing preportion of know-how in forms of
tschnical gssisteance, consultency, licensing and franchising,
etc., wheress other countries expert labour, tourism, etc.
€4, The cynamics of the internztionalisation of business

activity have offered s lsrge potential for attempts to capture
its benefits. Private business has found new opportunitlies to
engace in restrictive. proctlces, including some ruled out
‘domesti cally by legislestion(8).-.In turn, many governments have
tried to influsnce in their favour the d:rectron anc pattern of
international investment and to maximise its benefits for the
balancs of psyments ancd for employment.

tive

Restric Business Practlces

€5. Work by theg Commrttee of Experts on Restrictive Business
Practices(9) as well &s other evidence collected.by various
“bodies of the Drgenisation and other agencies show that:

- continue¢ concentration of
ge MNEs as their size and
rowing:

been
vworld output and {rades in lar
.number have been constantly g

to heve

There cDDE:"C

- 2 0ligopolistic, behavrour on & :world.

Y

gent.inzs

\

'~ That there has not .been more open violence to GATT
... rules is also partly .explainec, in .a recent GATT report,
.;“uy the increasing resort .to privately agreed, and
officially torerated it not promoted restralnts on t*ade

Recoqnltlon of the potent1a1 Heneflts and pltfalls of the
act1v1tles of MNEs has prompted DECD governments. to adopt
in 1976.2 Declaration recommending,. inter alia, the
‘“bservance of Guidelines for MNEs, co-operation in
...respect of Incentives and disincentives to international
investment and the establishment of consultative
procedures. The Gulidelines include specific’
recommendations on restrictive business practices. (See

International Investment and Mult:natnonal Enterprrses,
D¢CD,_1979 ) .

T e

.

See;their reports on Export Cartels (1974), Mergers ant
_Competition Policy, Restrictlive Business Practices of
-Multinationasl Enterprises (1977) and Concentrztion and

Competition Policy (1578).

(9). .

.J,n ..-c‘-

-
"-'-'a-t-r



ent ccopetiticn Develcoprents 1n such important
ingustrtisl sectors z¢ stezl, svtomobiles, consumer
- electronics, ththptac fibres enc perhtiaps other

petro-chemicals exemplify this tencency. Cecllusive
,arrangsments have been facilitztec ty tne possibility in
many countries of legalising certain types of ceartels,
notebly export cartels.

’--66‘ Tvo mejor problem aress in the field of restrictive

siness practices which appear to be important for internstional
t*a:e are export cartels znd the prectices cf multinetional
enterprises, themselves related to the trend tewerds mergers and
concentr atlon A third issue is divergent national approaches
towards private restrictive practices, which.-have international
implications, and which can result in conflicts between .countries
DVET jurisdictlon'and ‘sovereignty, thereby creesting uncertainty
in international treving relestionships.

£

(gl
(=1}

ysstions

(o

) What is the economic rationale invoked by governments
for their generslly permissive sitituce towards export
certels? In perticuler, how far is. the motive to
facilitate retionalisation or to avoid import restrictions
) being imposed in other countries? Hes sufficient
consideration been given.to ‘repesling the exemption from

g restrictive business practices legisletion for export
2greements? ‘

ii) One of the reasons advanced to justify mergers and
other forms of concentration is the need for a certain. ... .o
s .scale of: operatlonklfwflrﬂ~ Vpart;;alazlv'~nﬁthehsmai}arign~
: 5§r~-v.&4cﬁbﬁ% Es”*ﬁ?%*t%f%e“gE R compete in world markets.
N - How far does this jusitify a policy for encouraging mergers
and concpntrct .on, &s ageinst the risk that -

this may increase oligopolistic behaviour in international
'tTddE {e.q. prace leadnrshlp and paIallel pri cwng)°

e
[ B2
Jre
~s

Is there ev*dence that multwnatlonal enterprwses engage in
allocating output, sharing markets or pricing-above normal
profits more frequently than purely national enterprises?:
~less frequent1y° Yould ‘it be pOSS’blE to meke .more .
. operational use of the recommeridations on restrlctlve
bu51ness practlces 1ncluded in the OECD Gu*dellnes on MNEs'>
~dv) - Given the present clfferences in nat:onal competltlon laws
and the problems raisec by the extra-territorial
application of national legislztions, ate existing
internationel wvoluntary arrangements (e.g. OECD 1979
.-Council Recommendation, the United Nations Set of
Principles and Rules fo* the Control of Restrictive
Business Practices) adequate to deal with international:
restrictive business practices, or is there s need for

further machinery, including 1mproved procecures to
‘resolve disputes? S _—

1
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Trzos-Relet=z? Invssiment Issues
€7. In view of the potentiz) benefit of direct investments tc
host r*e.n‘t:les, it is hardly surprrswnq that meny covernmenis -
not cnry those of developing countries - heve tried to spply
special incentives to attract them. Wwhile, notably in developing
countries, some investors have: been offered a protected domestic
market, in others & veriety of measures; such es invesiment

" -.grents, low cost finencing, and tsx helicdesys, are beinp used to
encourage investment inflows. On the other hen . in ovder to

assure 'a greater shere of the potentizl benefits - and in some
cases due to the perception of governments of & bias on the part
T.subsidisries of foreign firms tec confine their sales to the
domestic market, while buying much of their inputs abroad -
measures have also been taken to Jmpose export performance and
. import content: reQUrrements.A : : .
There is only 71m1ted knouledﬁe of the effeets cf
sde-related investment measures on internationsl investment
ws as well &s on the impact of performance requirements,
vestment incentives and other government interventions on the
ehaviour of firms(10).. The: generzlly =zcceptecd view Is that the
measuTes- enumerated above crezte distortions toc the fres flow of
internationzl investment. They can 2lso distort .international
trede flows and thereby jeopardise the open multilateral trading
" system. But, as noted above, the counter arpgument is sometimes
made that sueh measures can be 2 necessary Tesponse to correct
existinp distortions. While in some ceases direct invesiments szre
mede to overcome existing trade barriers, on belence the growth
of international trade Lhrouoh trade llberellsetlon and the
, arowth of internztional investment- through investment .
ety ﬂm&_%rterallsatwon have been complementary developments contrlbutlng -
}?f“*ﬁ*“tc’?he* Taii”ﬁréﬁth*end@fhe”incre251nu'fnternetrﬁﬁ21r§atron g 7
the world economy .

')

oo

€
T
1
n

O - =h ct

Questions
i) zigCan rnvestment 1ncent1ves and dlsincentwves inclouding:
o .performance requrrements .be seen =5 & response’to
e _.externalities snd market- 1mperfect10ns (e.g.restrictive”
' ;Ebu51ness practlces related to dlreet 1nvestments)° )

NS Y i ol VL A SO R SCRCERE

(10) Following the decision of the 1975 DECD Councdil:at
Ministerial Level, the CIME is completing the first phase
of its examination of the effects of incentives and
gisincentives on the flow of internctional investment,
which hes resulted in two reports, Survey of Internatﬁonal
Investmznt Policies in OECD.Member Countries, (IMc(81)l14&
and Annex) and The Effects of Investment Incentives and
Disincentives on the Internztional Invesiment Process,

(INME(BI)17), which it is expecteo wrll be sent to the
Council esrly in 1282. :

A
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i) Goinn besvong Article 111 of GARTT, cen intsrnationel
' criteriz be developed to reconcile conflictiing national
- interests in the arez cof incentives znd performance
requirsmsnis? Would it be desirabls toc estehlish new O

expand existing possibilities within DECD for
consultstions on such measures found to have a
significent effect on international trade?

-.1i1) How could such understan‘1 ngs be conceived in order to
- inclucde policies appl lied by non-Member countries?
V. ~ TRADE WITH THIRD CDUNTRIES
69. Up to 1073 the fastest'growing market for OECD

countries was the OECD area itself, accounting for

three-quarters of the growth of OECD exports between 1962 and

1¢72. But since 1573, intra-trade increased slowly and the

share.of thirgd. COUht*lDS in exports of manufasctures rose from

27 to 34 per cent, and for investment goods from 23 to 43 per

cent. The shift to third country markets was equally. ,
impressive for egriculturesl exports. On the import side, the

share of-.third countries in manufectures hes risen slowly from

7 per cent to 14 per cent in 1979, meinly because of rap*dly

rising 1mports from the newly 1ndustr1gllslno countrles (NICs). -

70. These shifts_were related to the faster growth of output
end deémancd in non-0ECD countries, perticularly in the
oil-exporting developing countries, and to the export-oriented
policies follicwed by some non-oil developing countries. Most
projections made by Interfutures and by the IBRD supgest the
contlnu=t10n of these:.trends in the;future, so:that,.all. oiher ..
*thrngs*b81ng eaaax”"&hfrﬁﬂmarkets-may accountﬁfor&betweenﬁwydw%#%wﬂw“z
two~Tifths and one half of the growth of OECD exports in the
1%80s.

71. ARlthough thlrd countries constitute an extremely .
heterogeneous -group, trade with them tends to be different, for
a varzety of reasons, from trade between ingustrial countrles
which broadly spesking have similar economic institutions and
policies: Added to this, there is an element of economic and
political risk as well as differences in the commodity
.Structure of trade. The following discussion covers three:
groups: developing countries, sub-divided into oil-exporting
and non pil- exportlng countr*es and centrally planned
economles(ll).ﬂv T

-

(11)  No éxplicit reference is made to Chins which is a sui
' generis cese, being a non-oil developing country ‘with
potentlally Jmportant 0il resources and many features of

central ‘planning as well "as a politlcal regime which
goes with it.
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Devz_ooing Countrice
72. Until the early 15€0s, czvelcpino countties wsTe
gssentislly passive participents in internaticnzl treoe, mainily
exchenging primery products agesinst manuiaciuTes The more
advanced among them tried to industrialise throuoh import
substitution (sometimes based on regionel markets). As 2
result, their sheazs in world trece craoually fell., Their trade
- policies 2ttracted little sttention in the industrizlised worls,

and they staved slmost completely outsice the liberslissticon

moves initizted in the OEEC and GATT. Theil msin concerns wers

the terms of trade, commoodity price stabilisation, anc the

relzted heavy dependence on cyclical variations in activity in
‘ industrial countries.

73. This picture has changec, 2t an accelerating pace, from
about the mid-1960s. A few cdeveloping countries havs turnec to
outwerd-looking, or export-oriented, policies snd have increased
markedly their sheres in world and OECD markets for manufactured
products{12). And the rise in 0il prices has crcated an
adm*ttedly heterogeneous but very cistinct croup of developing
countries with :trcno bargaining power end an interest in
collsciive action. But while, in economic terms, cil exporting
couniries occtupy a fairly distinct pecsition, the developing
countriess have genrra;ly continued to act together zs a8 .
politicel group pressing for changes in the rules ooverning .
.~ - international economic relstions and in -the institutions
applying them(13). '

(i) Non-0il developing countries

74, ‘Within the group of non-oil .developing countries,
scexpansioniofiiwo-vwa tmadeww1th he, OECDowas-heavil v*b':}
'cogégn fgtugkon fﬂéyNICE""Thnscicountr:bs hdve'Ebﬁ%YﬁElnéjy"
demonstrated that, with appropriete policies, forecign trade can
be turned-into an engine of growth, But experience has also
shown the difficulties in controlling this engine so as to avoid®
domestic distortions and external tensions. As all developing
countries, the NICs have :to-avoid excessive domestic-demand
. pressures leading to unsustainable current asccount deficits. -
S But they also run the potential danger of insufficient domestic
absorption leading to an inappropriatly stromg current account
coupled with large capital: 1nflows,(a1though not while they aze-
5til)l ebsorbing the -second ecil shock). ‘In this context, trade
liberalisation, exchange rate policies,  -and domestic- measures to
promote absorptlon hav= prov:d to be of strateglc importance.

(12) For =z detejled discussion see The Impact of the Newly
Industrialising Countriass on Production and Trsde in
Manufacturzss, OECD, 1975, ' : '

(13) For a criticel sssessment of the role of trade in
North/South discussions, see DAC. Annual Report 1979,
pp 26-26. '
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on trade play en Important
-smoothne f outwaro-loocking growth
ards trade policies proper, the NICs Rsve mow &
intaining free eccess to markets of industriel
'y can contribute to this by pursuing trade
setion anc by consciously diversifying the commeodlity and
icel) pettern of their exports. Thess issues »ill become

rcasingly relevant fer the dsvelopment policies of 2
number cf other n1odle-1ncom~ countries.  In genzrel Devcloping
Countries have been impresssd by the achievements of the market
model. They are, however, concerned that, externzlly, they
might be deprived from its benefits by protectionist policies in
Developed Countries and internally, export-oriented growth would
lead 4o unbalanced development. In fact distortions in this
respect arise mainly from not using market forces. The present
mement is thercfors crucial for policies which sre goino to be
followzd by Developing Countries. . Thcy have to be convinced by
Developed Countries' own policies of the benefits of the market.
system ancd so be brought intec the system,.
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75. In fzvourzble overall esconomic conditions, & numbar of
other developing countries could successfully embark on
cutwarc-looking policies. This is conditioned. however, not
only by the absence of discriminztion against newcomers in
indusirial country merksts, but =@lso by the estabiished NICs
moving up market cnd being reparad to liberzlise their own
imports. Ano thesre will remain = large number of low-income
dfvelopino cauntries which depend on re1=t3vclv slowlv growing

rnlnqs from primary commpcities which will contlnue to be oply;
fat;gpgegﬁ;e tha;kﬂﬁernat&ggak#tradana“systemnmw¢he; i
Smma 48 That while everybody recognises the orowing
ds‘f rentlatlon of developing countries, it"is often felt tha t
it could be politically dangerous to act acco¢dznoly 1n dev151ng
pollc1es.

76. " On the side of the 1ndustrlallsed countrzes the 1ssue is
not how to "accomodate" the developlna countries for .
humanitarian or other reasons. It is rather how to ensure that
tradc with them benefites consumers in the industrialised-
countries through lower prices and increased-efficiency, and -
workers in industrialised countries ‘through rincreased exports to
rapidly’ expandlng markets in the developing world. In the
manufacturing sector, the -need is for policies which facilitate-
the trsnsfer of resources to new activities both between and
within industries, as discussed e€arlier in this note.,  Othar
important structural changes may bz called for in primary
prooucts, both agricultural and mineral: e.0. further processing
of primary exports in developing countries, shifting highly-
energy-intensive processes closer to cheap sources of enzroy,
making full use of the large untappcd lend resources of several
.1ndustrlallsed countrles, etc.
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ii)

iii)

Toe whet extent and in which aress (e.p. =acjusiment and ihe
safeguerd clsuse) does 2 solution of the protlems reised
by the ceveloping cocuntries depend upon DPIOQTEss to solve
5pecific gifficulties that concern international tracde at
la*oe, including trade between OECD countries? 1Is it

f thz exzmple set by industrial countries in

the rules and soclving the difficulties erising
mutuel trede relsticns can enhence or ciminish
ction that the open multilaterzl tracing system
developing countries?

(ol B R o

O 1y M3 0y 12

Jom

What could OECD countries do, and wvhat are they prepared
to do, in order to assure end improve access to their
markets for developing countries' exports, either on ‘an
MFN or zn preferential basis (including a possible
reduction of tariff esczlation) and, where needed,
through differentisl treatment in favour of the less
~ acdvanced developing countries ?
How should OECD governments respond to demands from
cmestic interest proups for conditions to be set in
respect of orcerly growth anc fezir competition ? In
respect of minimum lzbour standards or a "social clause”,
is 1t possible to distinguish between working concitions
which are unacceptzable on humaniterian grounds, and those
which simply reflect the level of cdevelopment of the
country concerneg, and hence its comperative advantage
(anc disadvantage) ? Anc even if this were possible, are
there not considerable dangers involved in establishing a
direct link between trade pollcy meesures. and

e e H

L satpston

=”§”%f,.1mp:no venent sidn-d abodristentards: "‘d esE ta‘b"le Horie AR ey T

hur~u»t=rlcn groundc ?
.As TugerTds developing countries, how could their greater-
involvament in the trading system be brought about with
notshly a4 better balance of rights and obligations ? In-
part1cu1=L, should there -be a link between market access
granted to devéloojhg :countries and their progressive
lnteg;atlon in the International treding system ? Should
an attempt be:made to establish a set of basic rules
applicable by =11 Countries ? How could greater °
differentiztion in .trade policies be achieved "to take
account of the great varlety of situations .and needs
among countries, with the aim to reserve more favourable

or special treestment to those countries or cases where 1t
is really needed ? ¥hat should OECD countries reactions
be to preferential trading arrancgements between the
developing countries (ECDC) ? ¥hat might in this respect
be the relstive contrlbutlon of the three followi ng
approaches :.

- 3 country approach consisting of an examination of
iIndividuel trade and related policies of 1mportdnt
trading countries in'the South :



- & sectorel approesch, wvhich would bring oeveloping
countries with importent trading interests in & given
sactor into the fremework of multilstersl discussicns andg
possible consultations:. )

- & policy approach, consisting of an examination by
trade and trede related instruments (e.g., subsidies) ?

In. what framework should such epproaches be pursued 7 How
‘.could DECD contribute to develep common views of Member
countries =and¢ help in the dnaionue with advenced |
developing countries 7

[

V) - Is there any point in trying to reach a globzl’
understancing with developing countries on the views:
cenvassed above ? What form might such an understanding
take (plobel trade pledce, politicezl declaration,
resolution) and where should it be acopted 7

77. Since CDA is being incressingly concentreted on ron- oil ,
developing countries (other than NICs), it is in relation with :
these countries that the pessitle t*ane-disucrulng effects of
practices usecC by zid donors, such =25 mixet¢ credits and 2id
tying. sre of sp=c1=1 relevence. Efforts a2re zlready under way
to tighten the notificastion procedures and to improve the
trensparency of mixed credit transactions, paving the wsy for
the improved excheange of information on mixed cregits.

Qlusetions

I
{

i) . Should a concerted effort be made to use the results of

the improved exchange of information to seek -agreement. QN

S qyk.gulﬁel%noaﬂﬁa;.m;xed»c*eﬁlt*"‘ :posELD Yy HhTolUgh® DR
S o Tmalised CODSUltoLlOH and complaints procedures ? Can
arrangements or safeguards be introduced to limit trede

clstort*no effects and to.improve the developmental value
of mixed CTEdltS ? .

i
;

ii) - WDuld lt be qu1te unreallstlc to resume efforts to agree
“on 2 mult;lateral arranoement on ald untylng ?

L A (11) 011 exporting develqplng countries
78. . The qrow1nc 1mportance of 0il- exportlng countrles as
markets foT OECD countries has been the most important change in
trade flows since 1973. 1t affected not only manufactures, where
the share of OPEC in DECD exporis more than doubled to around 10

per cent(14), -but 2]1 other product cateoo ies and notably food
as well as 2 host of services(l5). = :

(1a) The figure would be some 2 percentaoe points
' higher Jf non-DPEC o0il exporters were included.
(15) Between 1973 and 1980, the share of oil- exporting

countries (including non OPEC) in total world
merchandise 1mports and exports increacer

- . e e Y Y L
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5. In the cese of cil-exporiing. cour:ries, t:eoce hes zlse
beceme sn engine of growth, essentiglly because of the mzssive

N improvement in terms of trecde. -There ate, of course, huge
niffersnces between incdividual o:l-evpcrtlng countries both es.
regerds their comestic economic structure ang their foreipn
trede position.. In the wzske of the o0il price increases, they
have £11 stepped up the share of imports in domestic consumption

while somewhst reducing, in teal terms, thet of exports in
“domestic output. Meny of them sre increzsingly confronted with
the difficulties inherent Jin "dusl economies". As resl incomes
end the exchange rate zre Stronoly influenced by larpe scale o0il
Tevenues,. Gomestic production of tracdeables other than 0il and
gas is or tends to become uncompetitive even on their domestic:
markets. Hence industrial and sgricultursl activities can only.
be mzinteined and developed through heavy subsidisation, energy
supplied at well below world market prices, and very high import
barriers. This cun only aggravate inefficiency in ‘the domestic
economy’ and could likely to create serious trade conflzcts with
other countrles.'

QUESthhS

i) The hugce .cap tst‘sen the cest of procduction of energy end
its maTket price enebles some energy-rich couniries to
build up energy (or feedstock) intensive Jndustrles based
on cheap inputs(l16). 1Is enough being done to enticipete

e T and mocderazte the ‘trege frictions thst this could leac to?

}-2
| =1
L

The scramble Ter o3l anc ges anc the related. pressures on -

the current account have led some importing countries to
- attempts to resort to bilateral arrangements zimed at L
,securlng matkets for .their. £ orts,hnotablyﬂ;nvgstm@ni PPN
Figggga“1$Qoads¢ann;hw0hﬁtethnﬁiocy‘brc O6t8,"and niving various

forms ‘of quid pro ouo to oil-exporting coqntrles in

exchange for eccess to supplies. Have such bilateral’
deals caused swgn1f1cant trade problemc for other
‘countries 7 . -

Centrzlly Planned Economies S e R

- 80. The markets of Eastern Europe and the Soviet Union have

.been growing cuite rapidly throuchout the 1960s and -in the first
) half on the 1970s, partly because of the ease with wthh these-

countries were able to finance their growing current account
deficits with .the OECD. However, even 2t jts peak, Eest-West
trade was of marginal importance for most Western countries,
notwithstanding the existence of significant outlets. for some
industries or products (wheat, steesl pipes, etc.) anc & rather
high dependence on enerpy supplies from the East. For & few
neipghbouring countries "in Europe, East-¥est tradp has;
neverth=less continuecd to be important.

-

(16) ThlS issue is not limited to the 011 exportlng developﬂng
countries.
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E1. fest-vwest trsde is ecsentislly bilstersl ang stil)
"lerpely cutside the treding system of the GRTT, or

A internetionzlly zgreed rules(l7). 1In this context, the
¢ifviculties experienced by severzl Ezstern countriss in
servicing their large sccumulstad debt, or even their current
imports throuoh competitive exports, has given rise to
practices(l8) which creste problems for the open multileaterel
trecing system. Moreover, the fact theat potentisl demanc is

- YETY nuph concentrated on advanced technolegy sectors imnlies
thet iticel anc mjlitary considerations are bound to play &n

1npor;ant role for the conduct of trade pOllC es. -
Questions N
i) Taking into account the political aspects, should Member |

countries aim at a depree of co-ordinstion or concertation.
- .. - in their -approach to East-West trade? Could this be

done, for example, with regarc to countertrace and to
pricing practices? Should some of the present policies

be strengthened, i.e. in the export crecit field?

i) what -kind of differentieticn, if any, should be wadr
~amongst the ccuntries of the Esstezrn group?

511D More .generally, could more be'done to progreséivelyA
integrate East-West tracde into the rtules ancd procsdures
governing the open world trading system ?

VI, SECTORAL TRADE PROBLEMS OUTSIDE MANUF ACTURING

B2. Broadly speaklng, the Tules emhodled in GATT apply to

international trade in manufsctures(19). For historical Teasons
~~:;w§;&=w§n-%§ Oﬁgggt_part of. agrlpultu;al Arade. zoma;neo ou151de these»“.
TR SRR R TR S thcy were found-of 1imitéd relevance for trade in
‘non food primery commodities. The expansion of international
trade in services which started in earnest only after the
elaboration of the rules for merchandise trade is opening a
. number of questions as regards their applicability and . .
adjustment to different c1rcumstances. S . Co o |

(17)  In this context, it should be fecalled that four Eastern
’ European countries are formally GATT members and there .
_have been-moves towards World Bank/IMF .membership.

(18) For s recent summary of the probliems s~e'Advantages”and
Drawbacks of Countertrade Deals (TC/WP(81)27
vCanldEﬂtlci)

(19) An important Dxceptic;n is textiles and cWOth'nc:where 2
: succession of multilateral arrangements have constltuted
2 magor departure from GATT rules.
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As shown in the Study on Problems of Acriculturel.Trade

c2
"(20), the acr4cultu*el pcliciegs fTollowed by & number of
imp

orting countries have contributed to reise thecir seif
sufficiency for & number of commodities and hsd & major impact
on trade flows. Nevertheless, the volumz of world spriculturel
experts hes grnwn consistently faster than agricultural cutput

_ang, while the growth of output slowed down to 2 per cent

=y
hetwoen 1973 and 1680 from 2 1/2 per cent in the previou
decace, the orowth of exports accelerated from 4 to 4 1/2 por
cent. The mzjior reason for this has been 'ths emergence of
important new mark2ts in third countries where.real incomes havz'
teen rising fast and/or agricultural ocutput has been sluggish.
The study elso suggests that s gradual integration of domestic
and international markets would create fewer problems in the.
more protected countries than is often thought because (in
contrast to the situation.during.much of the second helf of the
nineteenth and first half of the twentieth century) the
glesticity of supply in the more efficient tempsrate zones
precducers is reletively limited. :

84, The central issus is how to bring egriculture gredually,

cicser to the iracding rules appliec to other products in the
frzmework of an open multilaterel trading system, so as to help

the optimel a2llocation of Iesources, Jnternatlonallv end within
ach country. -

Gusstions
i) Should more be donme to co-ordinete internationally nationel
" ections to deal with major masrket disturbances, and . to .

e eStablish. internstional;mechans smswtawmsnltarﬁnarketﬁ At Pﬁfﬁﬁi

R SE opment & &nd to improve thé functioning of agricultural
markets, in pcrtlcular by limiting destabilising
fluctuatlons in prices ant tlgde flows? .

agriculturel policies so as to achieve their legitimate
objectives, €.g. with regard to income support with less °
dlStOILJnO effects on trade- flows ? '
How could the interpenetration of national and”™ '+ = .:
~.internationzl markets be improved: avoidance of export
restrictions, freeze of levels of protection,-
limitetion of export subsidies with evident trade
distortino effects (in particular on third markets), and
eventually a co-ordinated and progressive reduction of
trade barriers (psrhaps first confined to 2 few products
in which BECD produccrs predominate)? What zbout the
special interests of developing countrles as importers
and exporters in this Iespect7

ii) 1s there scope for modlfylng the vmplpmentdtzon of netional 1

e
o
| =0
L

(20) . AGR/TC/WP(B1)2 by the Joint Working Party of the
Committee for Agriculture and the Trade Committee.



iv) How t¢ reconcile the cobjective of food sescurity with the
expsnsion of interneticnel trace, inclucing the
possipility of keepinp slive spare cspacities only usec
in times of crisis? : : ' ’

Fisheries

5. . -The DECD countries have har 200 miles fishsries zones in
crce since the late 1970's. Time is recuired for the

d¢aptetion to the new circumstances which offer the coestal
tetes possibilities for conservetion and msnegement o7 the

ish stocks, perticulerly in the North Atlantic where most of
the major fish stocks were seriously depleted' In other

cceans, depletion of the fish stocks was not always as serious
but the mobi ility of the fleets would certeinly have resultec iIn
a fest extension of overfishing detrimental conseguences.” In
the few years sinceeffective national control hes been
exercised there sare signs of improvement. The prospects for
fish catches anc processinc over the longer term sre now more
stable than in the time of free access of all countries to th
fishing grounds. 1In this field, QECD offers the sole
international forum for timely consultztions on the basis of
fasctuel trensparency.

Duestions . -

1) 'thL 0051t1ve sdjustment "mezsures can be taxen to
alleviate the .situation of fishing industries suffer
serious production lesses because of the extenstonﬁf

‘¥hat are the likely ‘trade issues which’ need to be
gt ot g

addressed in view of changedwgircumstances.wf* ARz ;%m,‘ﬂw
e -4' "“W . ... row \" o .r,;;' .:nwp" - E ’_L < ,..\ﬁ».., g"( ,-\. n & h'},‘» p-"'éi - e ii-,#ﬂ\&.«vw ,-:L,,“‘f lﬁ.._-,-,. ted e T
Fo ?;t‘*__w Lo e-" :-3-;.. 2 »*.3""“ 3T e

) How do oove*nment measures relatlnq to prOdUCthﬂ) _
controls taxation, grants and-subsidies affect rational
exp101tet1on both b¢01004cal and economlc and
1nternatlonal trade tn f:sher:Les'>

v

Prlmsry Commoditles.?c el e ::1~v~ NP ,7‘

B6. SJnce 1973 the slowdown in economic growth notably in
the 1ndustr1allsed countries,. combined with contlnued
technoloolcal changes -permitting a reduction of .primary 1npubs
per unit of output -and moTe cautious inventory, pollc1es have
resulted in a marked slowdown 'in the trade of ‘non-food primary
commodities. ‘Whereas between 1963 and 1573, world exports of
minerals (including fuels ‘and non-ferrous metels) expanded at
an annual rate of 7 per cent in rezsl terms, between 1973 and
1980 they declined half a percentage point snnually. Though
the decline was concentrated on fuels (meinly o0il), the share
of other minerals ancd sgricultural raw materials in the current
value of total world exports has declined from 12 per cent in
the early 19705 to 8. per cent at the end of the decade. -

. PR .
. .
-
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7. espite this cecliinipg quanti teti\ rtance,
regcecupstions with tne security of - squl in particuvler for
tretesic ravw meizrials, heve been p*om;nen; ever since the
£72/72 commocity boom ancd the precedent of OPEC action.
Moreepver, cince tne present excess of supply over cdemand for

industrial raw meterials coulcd easily be reversed in a phase of-
expsnsion, pT eoccupetnon with insufficient investment in many"
developing countries, noitably in minerals, has led to &
criticel exzmination in the frs mework of the OECD High Level
‘Group on Commodities(2l).

88. As a result, the policy issues in the commodity area
include -not only the trasditional preoccupation of producers

- access to import markets, 'price levels and instability and
their incressed participation in the processing, distribution
and marketing of their commodities - but also the concern of
consumers with the security ancd adequacy of supplies. - Many of
these issues have specific North/South aspects.

Guestions . o :

i) whzt should or could consuming countries do to improve
security of supply of stratepic rew masterizls? Woulc
thers be an advantege in 2 concerted epprozsch vis-a-vis
economic stockpiling? Diversification of sources and
investment? - '

What could be done at the internationel level to
ameliorate the investment climate to ensure an adequate
volume and pattern of direct investment. flows? 1Is there
.merit in reconsidering international insurance schemes
“and/or other schemes fo reduce’ perceived risks in direct i
- - -oinvestment? - Could; some.form. of; mcnvtomln@ a‘ Savestment.
REE AR 1 Msefully’envlsdged° '

Lse .
e o -
~

'In addition to commodlty agreements to stabilise prices, -
vand‘in view of the apparently’limited scope for such .

" -agreements, - should renewed examination 'be made -of the -
cese for strengthening ang extending ‘export receipt
stabilisation schemes in -favour of cdeveloping countries
or, more-especially, the least deveJOped coun'l::c;tes’> o

[
§te
tte
L

iv) -.-What, in general, could be* env1saged to 1mprove markot'
.”'structures and 1nternat10nal trade 'in commodities.
~ “including the reduction of obstacles ‘to access to
"'markets and to local ';:wrocesmng’7

PRI N . RPN

(21) The Sub-Group of Experts on Investment of the High Level
Group on Commodities has carried out 2 detaileg
“examination of raw material 1nV°stment issues {see
CE/CG(B1)14) and the High Level Group itself considered
Member countries’ StOCkplllng policies (seP Strateaﬂc
_ Raw MBtEIlnlS CE/CG(Bl)lS) :
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e ternationsl trade in s
con51deaab y, uncer the impact of the eme of
exporting countries 2s larpe exporters of capitzl ancd impo:
-.of lebour and know-how. Internziicnel trensections in shis
lost momentum, while there was & sustzined JncreaSE‘in
ant most other cetegories of non-factor services.
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90. Although not always directly linked.to international
transactions, the domestic "service economy" has geinec.in
importance in all industrizl countries, end its structure is
changing - rapldly with the continusd contraction -of some traci-
tional services and the rapid expansion of new ones, jncluding
the supply of services by manufactuzlng {znd sometimes even
egricultursl) enterprises(22). These developments had &
particulerly marked impact on the siructure of employment. The
sha;e of the labour force employecd in the service sector has
ctontinuved to Tise anc, egually 1PpoI:ent, within the sector
producing goocs, the propOftwon of smployzges performing‘service
Jobs increased verv fast. . : A S

91. Problems in this area are ‘conside ably compllcated by the
highly regulateg nature of most "service industries &nd by the
fact *hct internetionel competition depends pa 1‘x.lcula'rly on
freeuor of cirect investment, the rights of estsblishment, and
permission to carry out reoulated activities. . Indeed, there can
be little cdoubt that the growth of international transactions in
various services. would have been con51de*ably mpre rapnd An the'l,

gi;ebeence of . exmstlng obstatles. ““Considérable work has’ élready

‘been carried out in the OECD(23) and in GATT to identify the
main problems arising in the.services.area. As these .exploratory
efforts are still underway, it is: recognhised that any- ansvers
given to the following questlons at ‘this early stage wwll
necesserlly be QUltE prellmlnary..t_ﬂf;,--iu, ¥

—._.

oL, R T P S

__Oues.t.z._onsis;”‘:-'.,..‘ L LI s

R <

i) - .on the ba51s of efforts to date to identify the- most

. 77 impoertant categorles of obstacles .to .trade in services’
(including 1nternat10nally traded services and the
prov151on of services . on an establlshment besis),. which
types of obstacles ‘appear to be most suitable as the .
focus cf future 1nternat10nal efforts to reduce or

. e A )

(22) In thﬁs context, the exponent1a1 qrowth of robotlcs
" micro- electronlcs and’ cdmputer‘sed data. proce551ng
act1v1tees has played a magor role.

(23) For a review of on901nq act1v1t1es in trace in °erv1ces,
see Trade in Services, C(81)147. ;

-
.




climirate igentifisd problems end to Improve .
internstionzl]l co-ocperation in this zxez ? that =zppszar ic

. be the mejor impediments tec eachieving propress through:
such &fforts ? In perticular, io what extent is ths

ii)

1ii)

VII.

S52.

moctivetion cehing the identified otstacles basecd on
valid non-economic public policy objectives (such as
‘consumer protection or nationzl security) and to what
extent do the measures appear to be besec on
nprciectionist motivations or to creaste unn'ce==a:y
cbstacles to treds in services 7 Could & bstter
ewarensss of the economic benefits of .a mere llberal
internationzl treding system in the services ares helDp
cenerate support for the reduction of unwarranted
1mp8u1ments ? To what extent are the prlnc1olps applied
to trade in goods approp:laue - porhaps with some
modifications - to trade in services (for example, the.
principles of fair and open internztional competition,
the most favoured netion prwnczple, the national
treatment principle)?
What shoulo be the TETEtlve ‘emphasis of sectoral
-{industry-specific) approaches &s compered to
a:ross—the—board approeches in efforts to improve
internationezl co-operztion in this arza? If pilot
efforts in selected sectors are deemed desirable, which
sector{s) should be given priority ettention? Should
EffOILS be concentrasted on the: most impprtant obstaclies
in each of the msgin sérvice secters? Csn some cetepories
of obstecles be more fruitfully addressed through a
horizontal approach? 1If sp, which category(ies) of
obstacles should be given priority attention? How should
the G:veloplng countrles be 1nvolved 1n this work ?

Hhat would be Lhe beneflts of develop*ng an .
internetional body of rules and procedures which would
provide a coherent frameworTk for resolving trade
problems in services and contribute to enhance -
1nternat10nal co—operatlon in thls arsa? -+ . --

THE-PRDCESS OF IPTERNATIDNAL Co- OpERATIDN UN TRADE ISSUES

The" oradual bu11d up of machlnery for 1nuernatnonal

trade co- operatlon has been a major achievement of the post-war

period.

Essent;ally based on the principles and rules of GATT,

various mechanisms of discussion,

have been put into place.

consultation and. negotnatlon
Besides,thE'GATT machinery (itself

‘institutionally linked with the IMF),

organisations with

different geographical coverage as well as different
competences and modus operandi such as the United Nations
system, the DECD, the Europecan Community and EFTAR, have pl
an 1mportant IO1E in 1nterwat10na1 trcde co- Op:Iatlon.

g3. To some extent it is the VEeTY success of this
co-operation in terms of the expan51on of trade which has
brought new problems: e.g. increasing resort to“measures

cVEd



A

Tnvelvement:in trade questions in the 1580s.

- delivery. -

~covernment involvement in trsde, Some

“there
“there 1s.the increasing importance of trade in services, o‘ten
Jin erzas which h:ve tchltloncily been subject to:much

95, Agaihsf:fhis'backgrouhd;'

"€96. FlISt thcre is a: noed to bro den the coverage - 1n
-1nternat10nal trade-co- opelatlon to 1nclude a wider range of .

"become more perceptible.: And

- the framework of industrisl, technologlcal

however,

(3 R
\

Teliing outsidc ths spried rules, new competitors wanting io
benefit from the system (withoui nzcesserily sccecting a2ll its
rules), etc In gsnersl, co-operetion hes Fecome less .
Tulz-orisnted than in the tarller'period. Even-more .important
heve been the strains ericsinpg from poor -economic-performsnce in
terme of infletion and employment. and the Increasing d:rf:culty'
of adjusting to structurel change under thesc conci tJons. :
S4, 1orcover, ‘there is a risk of growing government.

The continuetion
of verious trends discusszd in previous sections mey contribute
to such an involvement. First, the continuinp grewing -
importence of exports of machinery anc esquipment (including .
complate plants) and high.technology products, i.e. ereas where
gcovernments are often already involved domest1cal1y (R and D,
government procurement) and wherec conditions of
finance,.technology transfer, performance: :
rcquirsments, countér trade, etc. - often leed to government
invecivemznt in trazde relations. Sescond, as noted ezrlier, up
to onezhzalf of the increzse in trade in the 1980s is likely to -
be with developing ancd state-tradinp countries with sirong
of these counirtics might
be tempted to orient the*r purchzses of machinery angd equipment
10 LHOSC cevesloped ceountries which treat thzir exports more
llberally Third, in the field of development assistance,
is the growth of mixed crecdits and tied aid. Fourth,

reguletion.

Directions for Improvement

' several major themes emerpe
from the previous sections as regsrds the directions in which
1mprovements in the procsass of 1nternat10n=l trsde co- 0p°Iat10n

might ue souqht in-the l°805, e e Cee e

. e

domestic policies hav:nq an effect on international
competition. PaTtly 2s a Tesult.of trade 11berallsctlon, the
trade-distorting effects of. domestic - ‘policy measures have

2s discussed in Section III, -
povernment intervention at the micro-level; in particular. Jn
regional and
employfment p011c1es, has- been on the rise in many countries. -

-Irrespective of ‘the merits- of such ‘interventions destined to

achieve domestic .objectives and of their usefulness in. -
promoting promising ectivitiss, their scope .and impact are
highly relevant for the play of market forces and hence for
inter natlonul trade co- operotlon

57. Recoon:tlon of this sitietion led to the inclusion of
non-taziff barriers in the last MINs. The existing codes givs,
only a. part¢al and. llmlted ‘answer to thc questwon

vz - -
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nc1p es and obliec
cpfn t nments are nctUIc‘
t0 2ce imi L of domestic policy
insiruments, they have, in the context of the OECD's work oOn
positive adjustment policies, been prepsred to discuss these
1nst4un°nts frem the point of view of their economic &= -
ei T 1c15nby Perhaps mo;e attention should be paid to “the
poscsible trade-cdisterting effects of such policies.
ARdmittedly, the effect of comestic interventions on
internationel trede is coften difficult to snalyse with any
precision. Nevertheless, the multiplicatieh of such-
interventions, frequently ce51qned and - 1mplemented by officials
not fully aware of internsticnal implications, ‘can gradually
undermine the benefits of the open trading.system. Recognition
of this danger has been behind the efforts of .the European
Communities to clarify and regulste interventions which impinge
on competition among Vember countries. - A
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$8. - Second, 3t hss become more necessaTy to consider treade
problems and policy'responses in their broasder economic policy
context. The previcus sections hsve elaboreteoc the varicus
interlinkages bestween micro-economic policies, belance- of-
payments ad3u=tn-n~, development policies, etc. and treacde
problems. These linkages have been weakened by the fact that
industrial countries ‘(as well as sévéral developing countries)-
have ceesed .to-introduce import restrictions on balsnce-of-
_peyments gIrOUNCS. HeENTE TNhEelT MaC T O- CCONOmIT pUTicies—=reno

moTe consigerecd in the framework cf GRTT. HoweveIr, both
macro-economic and tiacde policies are scruthnized in ‘the IMF
when countries seek balance-of-peyments financing facilities.
By treating trade problems and policy. responses in isolstion,
the scope for optimeal po11cy TeEsSpoNses oI Tor the settlement of
‘disputes is much reduced.. It is important to have =round the
table, with an appropriate weight, all the major interests
involved, so that btroadly tased compromises and solutions can -
be found. - For-instance, discussions or consultations on import
restrictions should brlng in those responsible for ant3—~ ‘
inflationary policies and industrial adjustment, so.as to_
ensure the genuinely temporary -character of any 'safeguard
messure in trade which would be deemed necessary. Another
.example is to involve in international consultations: conce:nzng
trade restrictions those responsible-for macro-economic :
policies and balance-of-payments adjustment, so that, for
example,” the question of the appropriateness of the exchange
Tate can be sguarely faced. All these questions raise, inter
alia, the poscsible need_far close:,worklng reJatnons between
the GATT, the IMF and the DECD

£9. Th15>broaden1ng of the clscussion‘raises a fundamental
prcblem. Both comestic micro-economic interventions and trace
policy measures can in time have zdverse effects on efficiency
and the range of consumers' choice, snd hence on the real
income and well- being of the population. But, whereas the
short-term benefits of such measures on employment, wages and
profits are highly visible and concentrated, the long-term



ecdverse effects on inflziicn, efficiency and the stsnderd
livinp are much more diffuse. This ssymmetry is & fector
feciliteting collusive pressuyres by orgsnised business and
lgbour. Ncrmclly Gevernments, notably Treasuries;. sre -
concernsd with the interssts of consumers, thouph the latter do
not constitute s distinct entity. This raises guestions as to
how Tfectﬂvely these interests can be taken into
considezation. Internstional Orgsnisations less subject to

“'D’Essu+et from.interest groups have a role to play in this

" respect as custodiens of the system and its con;r*but;on to

economic -weltare and Elf‘”lEhcy S L
lDO. Third, it will be necessary to adgust to the crowing
number of important participants in internstional irsde. This .
is particularly so in the .csse of NICs and some oil-exporting
countries, but also for .some state-trading countries. - Their
"growing 1mportance has 'generally not been reflected in the
process of international trade co-operation, in which they-do
not fully psrticipate. To & large extent, Induct*ic1ised
countries have sdapted ihemselves to various trade practices of
these countries, with only mzrginal progress towards their
integration in th= world t‘anwng cyctbm The ressons ere -
obvivusly ot ine seme for the verious groups of actors _
‘considerec. . Neither would the chs and meens to improve the
CO—ODEIatth process be- s;mllar 1n all cases. Coe s

'lDl. f Gonerally, the arge. ﬂumber of COLhtrJES r*ompl.u:a’l:xa-s the
process of co-operation, especizlly st the glcobel level: “the
same time, the mechanisms should ensure thst ail c0untr1es '
directly concerned are involved in some way. The UNCTAD
framework is wuseful for pursuing the North-South dialogue at =2
general level, and fcr.the search for consensus on broad policy
¢ approaches to trade tetwaen developed and Sevelsning countries
in the widar context of Nzroh-Scuth economic reiaticns.
However, bezcause of ils sitruct.ze in the Torm of geugraphical -
}ngupﬂncs,~ahd its morz-pcliticel character, UNCTAD msy not:be
~well placed to deal with-specific and.conc rete trade. problams

S e e i i ek

102.  The GATT 4s better placed 4o fUlfil this fumction. At -
the szme time, however, the.corcern not to givs awsy legal
.right=s -and for @devs=loping -couniries in particuzar rot to accept

- on ¢p°P1flc ‘trade problems. - .Also,. some “important de v=1opin0
countr;gg ave -net yet Jo;wﬁd BaTT.  .The ouestion 2iso- arises .

' cerisultetions on threse nrob’ ems~with developing

. e5 nou;d inot be broadenies beyond these trade policy-

-3 asprils, ta inclede inter z3is, ine irade implicztions of the

. genestic palicizs pursuvec v, r:WECJdily,.the,LJQS. This raises
§§ issezs CORCETNiING irp*-v’ﬁvﬁL er-z¢sptetion which may be needed
o in tne institutlcnsl setting in ordss . to ollow such & |

fik

brezszning and Lo .ak; acso unt of the differerces in the ,
setting of trade and trece policy pl-blem- acc rdlng to the
stage of develophent anong developlnq coun;ries._

- - - . - N

Sl e

G

al

_ilnvolv1ng;part1cular developed and developlng tountrles PO

new chligations can Ceduce -the scope-for frui*‘ul'co;Operatiqn-‘"



ccnsidered

: 183. "Countervsiling poweT" mey slsp be in tsrns

g of couniry participetion in the process of sclving trece

; N protlems, an issue becoming more cCifficult w*tn the g*cu ng

; nurber of mejor tradino countries. There hes inceed .Deen &

] tendency in recent vears for trace problems to be considerec in
bilaterzl terms znd for consultstions to be restrictef to those

1 countries having a mzjor eand cirect interest in those:

§ problems. "It cen be arcued that consultstions in & completely:

! -cpen framework. would reduce the efficiency of 'the consultstion

: procedure by reducing the possibility of frenk and preomatic

3 ciscussions, The ﬁ’TflCU‘ty of setting up apprepristely

2 restricted fors may, inter =zlis, explain the increased use of

: bilsteral consultastions .outside the multilaterzl framework. On

2, - ‘the other hand, participation of ccuntries less directly- .

: concerned can bring sbout @ better bazlance of power as well as

4 ensure greater attention to the broader. interests of all’ ‘

% partners and to the smooth functlonrng of the tradlng system as
g whole. T : -

"% . . . - .

The Mzchanisms of Trade Co-operation

i

104, Trade co-operstion rests cn certein key mechenisms:

Tules and guidelines for pclicies: consultation on problems
-arising out of trade or trace-releted policy measures ang
pIcCthES’ .procedures for the settlement of disputes: .. o
e consultation on tracde problems and related industrisl-and other~"
Boi-.- - - issuss before they reach-criticel levels and before pollcy '

= - action &s teken: mechanisms z1lowing for 1mp ovement in the
]traornc system and its fUthanlhO : :

é. B 105. - Rules elaborating some;ﬁundamental:principles.are!a key -.
% festure cf the internationzl-trading._system. . They are a factor .
: - of certainty in international trzde relations: they reduce ths

E A "risks of problems and serve as points of reference Tor the

o settlement of disputes: . Some argue, however, that.excessive .~
2 ) ‘emphasis on strict adherence. to rules may tend to undermine. .
g,’ them and it cen be preferable, in some tases, to. tolerate some
RN minor departures in the. interest of preserving -the legal . - o

g T fremework ) Nevertheless ‘it would seem that strengthening.or :

= 'edaptotlon of .existing rules, as well as setting up new IUlES"

% in areas not .covered, should:.continue to play an 1mportant e
role, and there have been several examples in this note-{e. g
sefeguards, trade in servrces, etc.). where thls mlqht oive Lo

posrtlve results. : T T P B S et

. - - . R . . -

106. . It must be acknowledged howeyer, that -there are-limitSf
to a xeoulatory aporOach It is not. possible to express the.-
complexity of economic reallty -in precise rules, so that they"
must include som= degree of flexibility. 1In somes areas, .
therefore, it hsas proved useful to .complement rules by seeP*nq
a political commitment on cerisin general objectives, and
establishing guidelines for policies to be followed, taking'
into sccount the interlinkages between various policies. . The
guideline qporoach has been successfully -used for-.a number of
issues ‘tackled in ‘the OECD (e.g. restrictive business
practices, MNEs, etc.). Thls should not detract from the

L d. ST AV EL N IRTRAET



-been bilateral orion-a restricted bssis outside the -
"multilsteral-framework. "While bilateral or ctherwise

- - - = z c 4 - { 2 H - o 4
imgeriancs of 2 syesizm of rules end tindine commitmznie, In
perticuler in the trsde field, anc of sirict sdherence to the
Tules giving credibiliity to policie S.

107. The consuliziion and the disoute settlemsnt procsdures
have been improved in the MTNs. However, the setting in motlon
of these procedures depends on regquests perceived as complaints
which countries are in meny ceses reluctent to introduce. An

“avenue that might be explered is to enzble representetives of

the "countervailing power" (e.p. consumer croucs., officiels in
charpe of nationzl competition pelicey, off:cxals of = -
international organisations), to take the initistive of
consultetions. 1In zddition, the consultations sre in general
limited in their scope to the strictly trede p071cy aspects 28
coveregd by specnfwc provisions. - Brosder, and especially,
macro-economic -consicerations or *nte*;1nkag°s between various

~ policies are perhaps not -given sufficient weight. The Panel

system now widely used in the GATT is cdesigned te provide the
basis for more obJeetﬂve assessment of the case and for thes |
exercise of counterveilinp power., Could further steps be made’
in this direction by allowing various Comestic or internationsal
interest groups to express theirt visws?

" 108. = Trade problems are not necesseriWy relatecd to existing

trade policies or practices but, &s presently often the case,

‘rather.to major tensions on- spec1f1c maTkets 1*esul‘c:mg from .
changes in. demand and in comparative advantage. ..In. such ceses,-

there may be- 3 question whether early consultations on emerging

"merket imbalances before action is taken, teking into eccouot
_‘macro-economit &s well as tracde aspects, .could help to finc

solutions which represent an optimsl policy-mix -from the point
of -view of economic efflc*ency and -of the funct*onlno of the

'tredlno system -

l

109 ‘In’ Iecent yea*s, w th 1ncreaseo dlfflcultles, there hes'

- been an expansion of consultations on sectoral trade’ problems.vs“w

With few exceptlons, _however, most of these consultations have.

w’

restricted consultations are Lecoanlsed as part of the process
of international co-operation, they-cannot be a substitute for,

. but. should :be-integrated in multllateral approaches to -trade o
problems. In fact few, 3f any, -problems are of a strictly .*-

bilaterzl nature. Solutlons adoptec may have -implications for
trade in genergl, well-beyond trade flows between the partners

“involved ‘and: even‘the secter -or products concerned. ' Bilateral
.consultations-do not zlways.ensure ‘that the interests of other

partners are tasken properly into account, and lack the kind of
countervailing power which may be necessary for the
identification of the optimel solutlon’fo‘ 1nternatlonal trade

“and the’ tradlng system as @ whole.

110. “To sum up, there is a cese for more use of broadly based
forms of multilateral consultation. The gquestion is, however,

to decide on what criteria and on whose-initistive they shoqu

39
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b be teren 1wtc sbcount, but clso facil
ete discussions. In agcition, perticipati
liopw consultietions to tzkes into azccount the broader ecoromic
aspects of the Lrade matiers uncer contideraticn. Arranpements
for such consuitetions should be essentially pragmatic ang

avoid being too formzl or overburdening th: officials involved.
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(111, thtsvér the improvement in ths mechanisms, the solution
of tracde znd trede policy ent’*e7y Tests on politicel will or
good will of partners. There is no way of imposing decisions,
nor of enforcing spplication of rules, which the countries in
question would see as running =zgzinst their apparent .-
interests. Neither compensation nor retsliation is
satisfectory from an sconomic point of view, ancd retaliation
‘cen be counter-productive and harmful for the trading system.
Determination to safeguard the system, partly underpinnsd by
the feer of s chasin reaction combining imitetion and
retaliation, should be & stroeng incentive to find mutally
acceptable =olutions to trade problems. But, in addition, it
is of paramount Jmportqnce that the funoom~nt=l intsrests of.
the vzrious pa*tne;s can be brought to 7*cht in the process of
interns t'oncl ‘trede co- oﬂe;atlon. '

112, The process of Jntefnntlonal co DDLTctlon on trade

..;,Uues has been exzmined in this section frcm the poﬂnt of view

its. prcscnt apperent deficienci es ang directions in which it
mwght pessibly be impreoved: The implicetions at the
institutionsl level have generally not been considered. There
is no suggestion that any additional organisation should be set
up.. Nor have suggestions been mede a2s to the kind of adaptation ..
ot improvement in the present institutional arrangements which
might be called for. It is ”l:ET, however, that there are a
number of 1mportant ltsues in this respect wthh mloht deserve
consideration.” .’ - : .





