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INTRA-TRADE AMONG THE DEVELOPING COUNTRIES

K.S. Dhindsa*

1. Introduction

The developed countries impose high tariff rates on the imports from developing coun-
tries. When these tariff rates are not able to prevent the imports, quantitative restrictions are
imposed to reduce the level of imports. Thus, in view of the increasing trade barriers

imposed by the developed countries, intra-trade among the developing countries assumes
greater importance.

There is considerable scope for intra-trade among the developing countries themselves.
In the annual average of the period 1970-72, developing countries exported only 20 per cent
of their total exports to one another. The percentage of their total exports to developed

market economies was 74 per cent and to the Centrally Planned economies 6 per cent in the
same period.

As regards trade in agricultural products, in the period 1962-64, 35 per cent of deve-
loping countries, total agricultural exports was supplied by other developing countries. For
non-competing tropical commodities such as tea, coffee, cocoa, beans, bananas and raw
jute, the share of intra-trade among developing countries asa percentage of their total
imports ranged from 80 to 98 per cent. Re—exports from developed countries probably acc-
ounted for much of the rest. The share of intra-trade in total imports for non—competinvg

commodities namely dairy products, meat, wheat and wheat flour, tobacco, fats and
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oils, sugar and raw cotton was below 50 per cent (see Table 1). The low intra-regional trade
for some of the competing commodities may be partly due to the sale of these

commodities at concessional terms by some developed countries.

There is potential scope for a large increase in tradein agricultural products amongst
developing countries. The high | growth rates of population together with the high income
elasticity of demand for many agricultural products will lead to a considerable increase in
their demand for agricultural products, and this will increase the import requirements of some
of these countres. Table 2 shows developing countries provisioal import requirements and
provisional export availabilities for selected agricultural products in 1985. The index of incre-
asein import requirements in 1985 for all the . commodities shown in the table except rice
ranges from 112 to 308. Since the figures of export availabilities are {higher than the corres-
ponding figures of import requirements, supply should not be a limiting factor in the increase
of trade among developing countries. If the provisional production objectives were achieved,
a numbzr of developing countries would have sizeable export availabilies, while at the same
time, s number of other developing countries would be in a deficit position. Thus, it
appzars that for all ¢hs agricultural products, the developing countries could meet their

import requirements from each other.

There is a great potential for an increase in intra-trade of the developing countries bec-
ause the great diversity of natural resources and differing stages of development among them
should ensure mutually profitable trade in a wide range of products. In addition to the benefit
of intra-trade in terms of expansion of exports, the formation of custom unions may obtain
improvement in the terms of trade with respect to non-members by offering a reduced supply
.of exports to and a reduced demand for imports from the non-members. Also, with the incre-

ased bargaining power of developing countries as a group, they may get more tariff reductions

than if they act individually. Furthermore, regional schemes also provide scope for rational

distribution of processing facilities where there are marked economics of scale to be obtained.
7. Difficulties in the intra-trade among developing countries
(a) Tnadequacy of the infrastructure for trade expansion amongst developing countries.

There is a lack of international infrastructure to provide land, sea and air communication

between developing countries. Transport and communication facilities among developing coun~
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tries are often very inferior to those linking developing countries with developed.

(b) Lack of payments arrangements for effecting multilateral trade among developing

countries.

At present, trade is conducted on a bilateral basis and the movement towards multi-

lateral trade among developing countries is restricted by the fact that individual currencies of

these countries are not wanted for other than bilateral trade.

(c) Political conflicts between neighbouring countries.
These may also slow down the expansion of trade in the region concerned.

(d) Use of export aid by developed countries either by the sale of commodities on con-

cessional terms or by giving ether export subsidies.

Trade especially in agricultural products, has been impeded by the provision of

. commodities on concessional terms by developed countries.

(¢) The growth in the practice of tying aid to purchases in the donor coun-

tries.

This certainly reduces the trade of manufactured goods among developing countries.

() The developed countrles gwe credlt for the purchase of imports from them.

In view of the non-availability of credit for the purchase of goods from a develo—

_ping country, the developing countries tend to purchase their imports from developed coun-

tries.

(g) Tendency of individual governments to restrain imports of products which are tech-

2 nically feasible to produce at’ homie, however expensive this might be.

This tendency exists because without special arrangements to that end, an increase

-in imports by a country does not lead to a corresponding increase in its exports.

(h) Shortage of foreign exchange.
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In many developing countries this precludes the import of other than essential raw

materials and capital goods.

(i) Regional trading agreements tend to generate unequal benefits and costs among |

member countries.

If the member countries in the region are at different stages of development, them
the relatively advanced countries of the region will get more benefits because capital, labour
and entrepreneurship will go to these countries because of the existence of industrial inf-

rastructure there. Thus, the relatively advanced countries will get a larger share of the regions.
total exports.

Itis clear that the lack of expansion of intra-trade among developing countries is not

only due to trade barriers but also due to several other factors mentioned above,

3. Measures to promote Intra-trade among developing countries

(a) The wider use of tariff preferences among developing countries would encourage

the expansion of intra-frade.

(b) Provision of adequate international infrastructure between developing countries is -
also very essential for the expansion of intra-trade. Therefore, the developing countries as

a group should take measures to improve the transport and communication facilities whick. .

are now often seriously deficient. The World Bank and other international organizations . 2
can encourage the establishment of these facilities by giving cash assistance.

(c) The giving of more aid in the form of multilateral and non-project aid can help
to promote trade ameng developing countries.

{d) Limits on the use of export aids by developed countries should be impeosed in:-

order to ensure that exporters from developing countries can gompete effectively in suppl-
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ying the import requirements of other developing countries.

(¢) Just as the export-credit facilities offered by the developed countries tend to enc-
ourage the developing countries to buy goods from them, the provision of export credit by the
exporters from developing countries would expand the intra-trade among developing countries.
Here again, the international Monetary Fund and the International Development Agency

could encourage the intra-trade by giving loan to tke exportess ficm develcpir g ceiniries.

(f) There is a need for suitable payments arrangements to finance the imports of impor-

ting developing countries. The establishment of a special monetary agency could help to

promote multi-lateral trade among the developing nations.

() The tendency of individual governments towards automatic self-sufficiency exists
because an increase in imports by a country does not lead to a corresponding increase in
its exports. This tendency could be prevented by making special arrangements to ensure that

an increase in a country’s exports to a member country will be associated with an increase

in its imports:

(h) The problem of unequal benefits and costs could be avoided by negotiating agree-
ments between the members which are at the same level of industrial development and are
of about the same economic size. Where this is not possible, speciai  arrangements such
as direct financial assistance, tax concessions, subsidy arrangements and delayed introduc-

tion of tariff reductions should be made for the weaker members.

4. Conclusions

In the past, emphasis has been given on intra—trade within the regional framework.
Fos example, several common markets have been established on a regiopal hasis e. g. the

East African Common Market, the Arab Common Market, the Latin American Free Trade

Area and the Carribean Free Trade Area. On the other hand, the scope for achieving inter-
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i sxp11sion has been relatively neglected. It is disappointing that trade between

developing countries hasnot been sufficiently explored by the governments of these coun-

tries. There is considerable potential for the expansion of trade both in agricultural and

industrial products amongst developing countries. If the above measures are taken effecti-

wely there conld be a marked acceleration in the intra-trade among developing countries.
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