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BASIC NEEDS AND GLOBAL MODELS: RESOURCES,
TRADE AND DISTRIBUTION*

Graciela CHICHILNISK YT

This paper analyses both the basic assump-  world's resources. Fven if some of the
tions and the resulls of the better known  findings of the analysis are critical of the
and widely used global models - specifi-  suitability of a particular model for the
cally, the UN world model, the RIO  study of the questions  posed, they
{Reshaping the International Order) model  serve a  useful purpose in  that they
ind the Bariloche model -in relation to  suggest what slrategies and structures
basic needs and to Merth-South inter—  built into the model do not work. The
dependence. The rationale of the exercise  paper ends by summarizing the conclusians
Is that these very assumptions underlic  and indicating  their implications far
various development strategies and give policy as well as for further medelling
legitimacy o competing  claims on the  work.

I. The UN model : assumptions and results

This section will concentrate on the UN model, which was developed by Ann
Carter, W. Leontief and P. Petri.l

I shall first discuss the structure of the model and its suitability for the
study of basic needs question; it will be seen that it has serious limitations
in this sense.

Secondly, I shall analyse the results obtained with respect to the question
of satisfaction of basic nceds on the basis of a variant of the model

——

*This paper is one of the two on the subject, prepared for the World Order Models Project,
The authar is thankful to 8. Cole, R. Falk, 5. Mendlovitz and two referces for useful
comments and suggestions,

T Depariment of Economics, University of Essex, Colchester, UK,

1%, Leontiel, A Carter and P, Petri, The Future of the World Economy (New York: Oxford
LUniversity Press, 1977
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(produced by J. Stern.) Finally, 1shall analyse the implications of the results
for cconomic policy and forinstitutional goals within international arganiza—
lions and, in particular, with respect to the main issues of the North-South
debate.

The model consists of a 13-region input-cutput formalization of the world
economy, A few scenarios have been explored by running the model with
different parameter values. One is an ‘old international economic order’
scenario with unchanged ratio of gross aid flows to gross domestic product
{GDP)in each creditor region and unchanged regional shares of total aid
pool, A second scenario has a ratio of gross ‘aid’ flows to GDP increased for
developed regions and increased share of most developing countries in the
total pool, A third scenario called the New International Economic Order
(NTEOD) has (1) a faster change in relative prices of primary commadities
and manufactured poods, (2) increased share of total production and exports
of manufactured goods by developing countries, (3) larger aid flows, and (4)
increased flows of private capital.

As reported, for instance, by Streeten and Burki,® the major preoccupation
of Leontief, ef af * is with the feasibility of growth-rates reducing the Morth-
Souwth aggrepated income—gap within the present patterns of development.
This, however, draws attention away from the questions of eradication of
poverty, of reduction of internal inequalities, and of the option for different
styles of development in different regions. For example, technologies and
consumption patterns in the developed regions (as provided by existing US
dara) are, by assumption, transferred to the developing regions with a time-
lag, thus ensuring that this most important aspect of the development pattern
is always inherited in the model by the South from the North, There arc
other constraints that make this model less useful for the study of basic
needs policies. For example, the input-output tables, which form the kernel
of the structure of this work, are only a system of consistent accounting of
input and output in the economy across sectors. Because of the orthodox
nature of the choice of sectors and of aggregation of all income groups in
this model, input—output tables cannot identify basic needs, or point out
what structural national and international changes may be required to meet
these needs. The model contains no critique of the current patterns of con-
sumption and style of living in developed countries; more strikingly, the
model actually asswmes that they will become world-wide.

Since the major publication of the UN model® does not deal directly with

2], Stern, "Grawth, Redistribution and Resource Use’, Development Discussion Paper,
April 1976, Harvard Institute for International Development.

#F. Streeten and 5.7, Burki, ‘Basic Needs: Some Issues’, World Developemens, 1978
8z fn, 1.

%%ec Lo, 1.
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the problems of basic needs, [ will refer here to a further piece of work which
modifies the model, so as to make it amenable to the study of basic needs
question. This latter work was prepared for the Tripartite World Conference
on Employment, Income Distribution and Social Progress of the International
Labour Conference in Geneva, June 1976.* The work was commissioned
by the ILO in order to project conditions needed for the 13 regional
klocs of the UM model to reach target income levels for the [owest quintile
of the population in these regions; it is based on the criterion of "satisfaction
of basic needs’ of the Bariloche model, using the UN model as an analytical
base.

For cach of the 15 regions, population figures and gross national product
are exogenously projected (based on so—called ‘optimistic UN prajections’)
by running the UN initial income distributions within each region and esti-
mating. Using the Bariloche model,” an estimate is made of the cost of
‘meeting basic needs’ consumption baskets in money terms. This differs,
of course, from the Bariloche approach, since Bariloche considers the satis—
faction of basic needs based on reaf consumption tarpgets, not monetary
anes. This latter point is of some importance because basic needs palicies
based on redistribution of income will, in general, themselves affect prices
and therefore may render the ‘income target’ goal for the consumption of
the basic needs basket obsolete,

The model is then run forward to analyse the implications of growth paths
that are consistent with such specified minimum income levels for the lowest
income—groups as arc given by the basic needs consumption baskets. The
srowth of the gross national product (GNP) is projected in the basic runs
on the basis of projections and guide-lines set forth by the UN Centre for
Development Planning, Projections and Policies. These GNP projections are
somewhat optimistic for more global equality; they assume that the greatest
growth potential exists in those regions which have the lowest GNP/capita.
Thus, the rate of 6 % per annum in GNP/capita is posited for regions with
per capita income between $2000 and $3000 and so forth. As a consequence,
these growth rates necessarily project a rapid diminution of the wealth gap
between the developed and the less developed regions.®

$Stern (o, 2.

A, Herrera, G. Chichilnisky, G. Gallopin, J. Harday, D. Maosovich, E. Oeteira,
(i, Romero Brest, H. Scolnik, . Suarez, and L. Talavera, Carasirophe or New Society
iGttawa: Intercational Development Research Center, 1%76); and A, Herrera,
G. Chichilnisky, G. Gallopin, J. Hardoy, D. Masovich, E. Oteiza, G. Bomera Brest,
H. Scalnik, C. Suarez, and L. Talavera, I'n Monde Powr Tous (Presses Universitaires de
France, 1977).

58es Stern (Tn. 2), Table A-1 in Appendix.
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The UN model represented originally an attempt to analyse at a relatively
disaggregated level the natural resources and environmental implications
of development goals reflected in some of the emerging ideas of the NIECQ,
But because it is restricted to an input-output framework of analvsis, il 1§
less adequate for studying employment questions, and it does not especially
address questions of intra-regional (or national) distribution of income
and consumplion,

With respect to the modelling of the international secror, the trade sector
of this model dees not provide an adequate framework 1o study NIFO
questions, such as terms of trade and shares of exports. In the model, each
region has a fixed proportion of the world's exports equal to the present
ones, while, ar the same time, the levels of imports arc assumed to depend
on the regional GNP levels, reflecting present patterns. From these assump-
tions on inputs and exports, certain problems and results immediately
emerge. For instance, because of the assumptions, if a poor region increases
its growth by a large amount, this must necessarily increase imports relatvely
much more than exports, generating a large deficitin the balance of pavments
of the region. Furthermaore, since the main economic parameters of the
underdeveloped countries’ future economies (uses of resomrees, imports,
input-output ceefficients) are assumed in the UN model 1o reproduce exactly,
with a time-lag, the present patterns of more developed countries, the problem
of development for developing countries 15 further compounded, Thus,
because of the assumptions of the model, developing countries will necessarily
run large balance-of-payment deficits if they attempt high growth levels,

The above set of characteristics of the model poses some questions about
its adequacy for the study of several UN development goals. In particular,
the assumption on the future reproduction by the underdeveloped regions of
the present economic patterns of the developed regions is somewhart in con-
tradiction with the UN policy of setting alternatives for world development.
Moreover, as stated by Stern.? the complexity of the model makes it dificult
to change its primary focus to the study of such questions. However, Stern
explores the uses of the existing structure to analyse the question of income
distrihution, keeping in mind the lim:tations of such an exercise due to the
structure of the model.

The main conclusion of the imput-output extrapolations of Stern's
paper is the unfeasibility of the present trends of resource use and of
income distribution for reaching the target of satisfaction of basic needs hy
the vear 2000 in most of the 15 regions considered. Stern's scenarios, B-0
and B-2, set two targets (high and low] of satisfaction of basic needs by the
vear 2000 and try out alternative growth needed to reach them within the

Ugee fin. 2.
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present income distribution. It turns out that, for most of the 15 regions
considered, reaching the targets of satisfaction of basic needs by 2000 (even
with the rates of growth posited by the UN Centre for Development Planning,
Prajections and Policies, which are favourable to the underdeveloped world)
appears unfeasible. Alternative runs in which the goals could be reached must
posit unreasonably high average rates of growth (for mstance, 11%, for
South Africa and 9 7% for Asia)2® They require international financial
transters that are disturbingly large and a dramatic departure from historical
trends — both imperatives of the assumptions of the model, A great import
dependency of the underdeveloped countries occurs, and increases in labour
productivity much beyond those justifiable by historical trends are needed
to overcome Lthese problems. Moreover, very serious environmental stress
appears unavoidable for the growth targets to be reached.

All these negative factors are shown to improve in the runs where the
income distribution is improved so as to gradually achieve the level of the
‘best’ existent ones.* With less growth and less resource use but with more
equal income distribution, it is shown that, within the UN input-output
structure, the goals could be attainable. This agrees with the core of the
findings of the Bariloche model. In the input-output context, the finding is
not surprising, since a better share of a lower output can tndeed be better
than a lower share of a larger output, as far as the lowest quintile of the
population goes. However, important points which are of concern to econo-
mists and policy-makers, such as the effects of income redistribution on
growth through inflation and changes in the structure of the demand, cannot
be studied within an input-output structure. In addition, the possible effects
of technology changes and trade on growth and uses of resources {through
production, investment, savings, consumption and shifts in compaosition of
the product as well as in quantities) cannot be investigated, given that the
{present and future) input-output coefficients representing  technologies
have been fixed in the UN model reflecting existing US patterns.

Finally, we discuss the implications of the UN model and its CONsequences
for the basic needs question jn the context of the North-South debate. In the
first place, the inadequacy of the model as a tool for studying the basic needs
guestion discussed above, in the peculiar manner in which intellectual produc-
ton affects reality, tends to cloud the study of such questions altogether
and undermines the intellectual legitimacy of studying basic needs questions
within the global context. Further, even when basic needs force themselves
on the agenda. the UN model tends, by implication, to question the feasibility

I08ce Stern (f.n. 2, Table A-3 in Appendix.
Yaccording to the Ging coefficient, which is one passible measure of inequality of income,
see Stern {fn. 23, p. 31,
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of the poal of satisfying those needs without dramatic departures from
historical trends. Since the basic needs goals appear to be practically un—
attainable, why bother about the problem? Lastly. the use of the only policy
tools that the UN model considers appropriate (given its particular seructure)
implies that the question of satisfaction of basic needs is wholly unrelated
to international market relations, such as North-South terms of trade and
patterns of international division of labour. The satisfaction of basic needs
is zeen in this model as a domestic issue, an issue in the treatment of which
the South is called upon to put its house in order,

It is clear by now how this model fits into the spectrum of basic needs posi-
tions in the North-South debate: it tends to coincide with a Northern
perspective *. The main tool considered for equalizing North-South wealth
is aid (transfers), and, as seen above, the structure of international trade
represented in the model is such that increased growth of the South over
and above that of the North can only deteriorate the Scouth's balance of
payments and increase its dependency. Any New International Economic
Order element in it tends to favour those groups of the Scouth that may
benefit from the continuation of present world order trends, with the addition
of two elements that may improve their position: transfers and financial or
trade concession policies from the North; in general, policies that rely on a
dependent growth of the South.®?

II. Reshaping the International Order (RIO) report

The work on which the RIO report is based differs from those of the UN
and Barileche models in that it does not rely on guantitative modelling,
Rather, it attempts a qualitative formulation of issues, problems and policy
suggestions to reshape the international order. Some of the proposals are
expressed, however, in quantitative goals. For instance, one aim proposed
is that the North-South differential of wealth should decrease from its present
13:1 ratio to 6:1 by the year 2000,

[ shall analyse this report in three parts. Firstly, I shall briefly describe its
structure: secondly, I shall discuss its recommendations; and, finally, 1 shall
analyse its position with respect to basic needs in the context of the North-
South debate.

12gee (3, Chichilnisky, ‘Basic Meeds and Exhaustible Resources in the Morth-South
Dehate :© Imperatives and Distortions’, Working Paper, Columbia University, 1979,

13The institutions whose interests, if they could be identified, would becloser to this model’s
perspective are OECD, The World Bank and the more North- oriented elements within the

LM structure,
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The RIQ repart was prepared by a group of 21 specialists, and cocrdinated
by Jun Tinbergen.t® Part | of the report is devoted to the discussion of prob-
lem areas in the international order, Part 11 is devoted to aims of the work,
and Part 111 is proposals for action. The statements in the first three parts
are based on the work of specialists, which 15 presented separately in the
technical reports at the end of the volume. Part 1V containing Position state-
ments and even minor disagreements petween the authors with respect 1o
the body of the work are presented at the end of the volume by the authors.

The form of this report is adequale for the discussion of certain tapics
which are not easily formalizable in mathematical terms, such as historical
patierns of development and distribution of power among reglons and groups.
However, this qualitative form of discourse lends itself to being stretched too
tar. In many parts of the report certain positions on the North- South debate
are verbally endorsed, while certain more concrete suggestions far policy
given in other parts of the report contradict these verbal pronunciations.
In a sense, this is a natural pitfall of non- quantitative analysis of complex
issues, which does not lend itselfl to checking for internal contradictions. On
the other hand, it may be thatin thic case the contradictions between
pronunciation of positions and specific policy proposals reflect an attempt
on the part of the R1O group to avoid criticism by including strong supportive
phrases (but just phrases) for the lowest income groups and for the South
a5 a whole, A casein point is the matter of modes of development in the
proposed New International Economic Order. Structural changes and self-
reliant development are endorsed in the discussion in Part 11, butin the more
concrete proposals for policy in Part III great emphasis is given (o trade and
a somewhat conventional international division of labour® and to transfer
of respurces, concessional resources and aid from the North to the South,
and within the South X* While these issues are indeed of importance for the
reshaped international order that this work sponsors, both the presentation
and the emphasis given to them give this report an enlightened First World
Aavour. 1 shall discuss this next.

As 1 have explained elsewhere,” the emphasis on aid and trade for
Southern development tends to place the South in a dependent position with
respect to the North, Furthermore, it tends to legitimize the North's claim
for cheap resources from the South, Since the North can hardly help or serve
as a good market for exports unless it has a healthy, growing economy, this

ey

147 Tinbergen {coordinater), A, Dolman, and 1. van Ettinger (eds.}), R1C: Reshaping the
Internationa] Order (MNew York: E.P. Dutton, 1976).

15ihid, p. 141

1&ibid, ch. 10, pp. 129 and 132-133,

1 hichilmisky (T 12,
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means (things being what they are at present) that in the shori-term, and
even medivm—term, perspective, the North must continue to have a reliable,
not-too-expensive supply of resources, In sum, the North's growth must
be preserved with a reliable input of cheap resources.?® Since, as indicated
also by RIO, the control over resources is one power{ul teol of the South in
the bargaining for more North-South equality, this, in effect, conflicets with
previous statements in the report on the importance of aid and trade

The choice of specialization or international division of labour to the
South in the international trade section of the RIO report adds to this work's
First World flavor. R1O affiems that both the North and the South will bene-
fit from an intensification of the use of their comparative advantages and Jor
specializations,!® even though it is admitted that these comparative advanta—
ges or specializations are, in fact, changing®® Although the generation of
anindigenous capacity for research and development in the South is proposed
in RIO as an important requirement,®! the roles assigned to the North and
the Scouth in this report are clear, and they do not differ much from the
present ones.

Apgain, the prescription for reduction of non--tariff barriers, which are seen
as a major hindrance to intra-industey trade, poes together with a call for
increased trade.® It is earlier stated in the report that free market forces
are not devoid of distributional effects and tend to reinforce advantages of
the haves over the have-nots;*® but the emphasis on lower tariffs and other
non-tariff barriers for the products of the South contradicts this statement,
since this emphasis is based on the idea that an expanded market will bring
about more growth and improved distribution. This latter role of the inter-
national market corresponds more to Heckscher-Ohlin's *gains from trade’
and Stopler-Samuelson’s *factor price equalization through trade’ than to
a vision of an inequalizing international market proposed in Chapters 1 and
2 of the report.

In effect, as shown by the current world-trade negotiations in Geneva
{April 1979, the South does not in any case obtain the lowerings of tariff
and non-tariff restrictions for its exports that R10 proposes.®® It could,
therefore, be said that both R10 and the UN model suggest alternatives that

183hid,

Tinbergen, er af. (f.n. [4), p. 141,

hid, Ch. 14.

2ipid, p. 153

ihid, p. 143,

4jkid, Chs. 1 and 2.

M a first approximation this can be described by saying that the decrease of trade barriers
in the Worth for the South's products has been agreed at Geneva to be only 30% of the
sam¢ decrease for the Morth's products,
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include a level of the North's good will that is not to be expected to occur under
reasonable projections of historical trends. This is one other factor that
adds to the First World flavour of these two works. By discussing unlikely
alternatives, in which the North appears in a role of benelactor, the attention
of the international community is drawn away from other alternatives, which
are perhaps more contlicting but also more realistic. An example of this type s
the emphasis that both the UN model and RIO give to aid and trade, The aid
targets that were proposed in the UN (Sixth and Seventh Special Sessions)
a few years ago (1974) have not, of course, been met. 2% Even more interesting
is the fact that Nerth's aid is still being discussed as a possible solution by
Norih-oriented thinkers, when it is known that aid has decreased significantly
during the last 15 years 28

Not only does this emphasis on aid seem misplaced, or unrealistic: it does
appear as a (perhaps deliberate) effort to emphasize the need for the prowth
- of the North in order to obtain more growth for the South. Tt also appears
as an effort to prevent a clear-headed appraisal of what realistic alternatives
the South must confront in order to obtain a more equal treatment in the
world economy and the method it must adopt to achieve the goal.

[1l. The Bariloche Model

I shall begin this section with a brief description of the structure of the
Bariloche model 27

A basic premise of the Bariloche model is that the results of the Limiis
to Growth would not necessarily carry over if there is any degreeof rationality
or adjustment of economic agents to their environment. Hence, instead of
projecting the future as a magnified carbon copy of the present, the model
is set to look for alternatives. The model sets for its target the per capita
satisfaction of basic needs of the population in real terms. Feasible paths in
this model are those that achieve per capita consumption of three goods -

¥Far instance, point (&) of the recommendations of the UN Sixth and Seventh Special
Sessians on transfer of real resources required that ‘developed countries should reconfirm
their commitment to reach annual transfers of concessional resources amounting to 079
of gross national proeduct no later than 1980,

®81n fact, as ). Grant and M. ul Haq mention, the actual ‘performance in this sense has
been most disappointing: official development assistance from 17 DAC countries has
actually declined from ("52% in 1960 to 03 ¥ In 1975 See Tinbergen, er al. (f.n. 14),
Annex 2,

"Herrera, er al. (Lo, T,
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food, housing and education - to reach or exceed certain minimum levels®s
These levels are essential for an individual to effectively participate in society,
They are partly cconomic, partly physical and partly culturally determined,
and certain approximate commeon denominators are given for each of the
regions under consideration by the experts of the team.

A separate economic analysis of each ol the five regions of the world is
carried out. Each is studied with a high degree ol independence in order to
establish whether each can attain the specified goals, using, in the main, its
awn resources, and whether it is the development of the underdeveloped world
or the continuation of the present trends of growth and cansumption in the
North that may be considered more responsible for possible environmental
disruption and depletion. In the Bariloche work, therefore, the growth of
the South is seen to be largely independent of that of the North, This is one
majn difference with the other two works; and it was theretore to be expected
that the implications for basic needs and use of resources in this model would
differ from those of the UN and RIO.

The model had an *adjustment of data’ period in which the parameters of
the model were calibrated, from 1960 to 1970, and then a *future, development
path’ period starting in 1980, From 1930 to 2060, alternative paths of
development are simulated.

Predictably, given the initial considerations, basic needs are satisfied in
the developed countries in the first years of the run, If the proposed policies
are implemented, the general evolution of Latin America would make it
possible to fulfil the basic needs of the population around 1990, Regarding
food, little extra land needs to be developed but, by and large, land has to be
made available without remial cost to the food producers.

Under the proposed policies, Africa satisfies its basic needs but in 2 longer
period of time than Latin America, the target being reached in 2008, in
approximately 30 years. The results of the run for Asia are very different
from the results for other regions. Because of the initial canditions, hasic
needs are not satisfied at the desired levels; hence, there may be, in principle.
no feasible paths of development for this region under the assumptions of
the standard run, The failure to attain satisfaction of basic needs to desirad
levels is due to a combination of circumstances: the rate of popuiation
growth {five-fold increases in 80 years), which is reduced very slowly,
Life expectancy at birth improves, but is always below the level of other
regions.

29The level af foad and education required for satisfactionof basicneeds were 3000 calories
and 100 grams of protein per person per day and 12 years of basic education belween the
ages of 7 and 18, Slightly higher levels were fixed for developed countries. For housing,
the basic standard unit required was about 20 square meters per persan for developed countries,
besides ransporiation and saniary secvices.
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By 2014, all available land is being cultivated. The rapid increase in the
cost of food production, due to the need to develop new land, takes resources
away [rom the rest of the economy, hindering the satisfaction of the other
basic nesds. In summary, the delay in reaching adequate levels of well-being
leads to a sustained high population growth rate, and a vicious cycle deve-
lops; increased population and increased cost of food make it more and
mare difficult to satisfy basic needs,

An alternative run was performed, assuming that Asia imports foed or
else that it manages to raise agricultural yiclds to six tons per hectare
instead ol four as taken in the previous run. Basic needs could then be
satisfied,

International solidarity, or aid, was tested in an alternative run, where
the developed countries were not restricted in their growth and they allocated
up to 2% of their GNP to economic aid without imposing repayment
conditions on the more needy regions of Asia and Africa. The distribution
of this aid was made proportional to the population and inversely ptopor-
tional to life expectancy at birth, starting in 1980 with 0°2% of GNP and
increasing until it reached 294 in 1990. The results of this run suggest that
demographic and socio-economic variables would not be greatly affected
in most regions and life expectancy and infant mortality would be only mini-
mally changed in Africa. The greater effects are felt during the first decade
of the next century. In Asia, too, demographic indicators are not greatly
affected. By 2060, the population in this run is, however, 15% less than in
the standard run. Satisfaction of basic needs is attained about 15 years
before that in the standard run. Therefore, as opposed to the UN model and
the RIO report, the Bariloche work does not view aid as a major contributor
to more equality between the North and the South. It also does not view aid
as an important solution to the problem of satisfaction of basic needs.

Yet another run studied the relations of satisfaction of basic needs with
income distribution. In the underdeveloped countries, the GNP per capita
needed to satisfy basic needs in egalitarian conditions is somewhere between
three and five times less than that required if current income structures
are maintained. Even in capitalist countries, this factor varies between 2°6
for Japan and 4'3 for the most advanced Western European countries. In
socialist states, where income distribution is more egalitarian, the factor is
lower than two. These conclusions agree with those of the work of Stern
on the UN model 2¢

The results of the Bariloche model can be summarized as follows: The
obstacles that currently stand in the way of the underdeveloped countries
are not physical or economic in the strict sense, but essentially socio-political.

2%tern (Lo, 2).
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In effect, the growth rates by which the desired objectives are achueved are, ,
45 was seen in the previous section, those considered normal in the current

economic situation. The goals are therefore achieved, not by a very high
rate of economic growth, but by a reduction in non-essential consumption,
increase in investment on the production of basic gooeds, elimination of
soclo-gconomic barriers (which hinder the optimal use of land, both for foad
production and for urban planning), and implementation of an active palicy
to better distribute goods and services and to eliminate deficits in inter-
national rrade.

The growth rates necessary to achieve these objectives, which can easily
be attained without imposing intolerable social sacrifice, contrast with those
required to satisfy, in approximately the same period of time, the basic needs
within the current income structure, or the same socio-cconomic organi-
zation, In the latter scenario developing countries would be tequired to
attain virtually impossible growth rates of 10-12%,

International transfers of resources or aid from the industrialized countries
10 the poor countries, even if a much greater level of international aid than
that proposed by the United Nations (more than twice) is attained, may help
raise the level of well-being at the time of the transfer, but in no way deci-
sively. In the conditions currently prevailing in most developing countries,
the effect of aid, unless different policies are implemented, is merely increased
spending by privileged sectors, with little effect on the living conditions of
the majority of the population. However. the Bariloche work proposes that
the rich countries contribute to relieving the long-run pressure on available
resources by curtalling their own consumption,

Because of the nature of the Bariloche model, i.e., planning for an
alternative world, an element which is not explored in the model is the
characteristic of the markets for different goods and services which depend,
In turn, on productivity, employment, wages, profits and associated income
distributions,

The model concentrates on the physical feasibility of attaining satisfac—
tion of basic needs. Certain policy implications are derived in the model,
distributions on the time horizons to attain the goal, or the effect of land
distribution on the satisfaction of food and housing needs. However, the
goal is attained by simulating planning in the use of resources; the possible
market effects on the distribution as well as the compasition of the output
are not analysed.

In fact, the model concentrates on countries which at present have
mixed — partly market, partly planned - economies. A planning approach is
adequate for a feasibility study that gives broad guide-lines of development:;
but for these mixed economies a further study of the present system of
production and distribution would shed more light on yuestions of
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socio-economic feasibility of a basic needs strategy. We shall discuss these
issues in some detail in the next section.

1Y. Conclusion

The recommendations of RIO on specialization of the North and the South
in their comparative advantages, and the emphasis of RIO and the UN
models on aid and increased trade as a way of bringing about more equali-
zation between Morth's and South’s wealth®® contradiet Bariloche's resules,
which point to aid and trade as not being too hel pful in bringing about rapid
satisfaction of basic needs. One is therefore led 1o question the extent to
which, and the conditions under which, more equal development of the
South is favoured by those policy recommendations, or if it is at all consis—
tent with them. Furthermore, one may question to what extent those
recommendations are consistent even within themselves, Far example, let
us concentrale on the relationship between aid {or transfers) and trade.
Significant aid transfers from the North to the South as proposed by the
UN model and, to a lesser extent, by RIO are not only historically unrealis-
tic (especially 5o now in view of the praoblems facing the economies of the
North); they may, even if feasible, not be consistent, in their total effect,
with other New International Economic Order goals accepted by both
RIO and UN models. I shall discuss this next,

If North-South transfers are of the proporticns that they have been
so far, their impact ts, at best, not significant,® But if their propartions were
conceivably increased as dramatically as proposed —for instance, by the
UN model -- 50 as to have a significant impact, could we expect that they
would have, in general, a positive effect on the South’s terms of trade?
The answer to this question is: in general. no. T am not referring simply
to the usual complaints that aid is used by the giver to undermine national
resolve, to transfer irrelevant (or worse, dependence—causing) technologies,

301t should be noted, however, that RTO's goals for equality stop at only rarrowing, pre-
Serably halving, of the refative Income disparity between the developed und underdeveloped
counfries by the year 2000 (fn. 15, Appendix 2:3, p. 216}, The ratio of wealth iz now 13:1;
what is envisioned, then, is a &:1 tatio at hest,

M5ee the discussion in Tinbergen, er af. (f.n. 14), Appendix, 2, pp. 214-215. The present
target {0°7 55 by 1980 and later 1% of GNP is vet to be accepted by rich nations, Oficial
development assistance of 17 DAC countries discourages that possibility: it actually
declined from 0°52% in 1960 to 3% in 1975. In addition, the ferms of international
assistance have helped the Third World te accumulate a financial debt af 3150 billion by
1976, so that annual debt servicing is already taking about one-half of the new ‘assistance’
they receive.
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and to promote the interest of a privileged minority in the recipient country.
I am also not referring to the fact that aid is largely wasted, or that it zoes
to support repressive governments, or that much of it is diverted into
bilateral armament deals, though these criticisms of aid may be valid in
some or many cases. [ am referring, rather, to the economics of market func-
tioning. For instance, aid that results in a significant real transfer of luxury
or investment goods {or armaments) from the the high income groups in
the Morth to the South may, under certain conditions, turn the terms of
trade against the exportables of the South and in favour of the exportables
of the North for which increased demand occurs after the *aid’ has been
received. This deterioration of the South’s terms of trade may be sufficiently
high, so that after the transfer takes place the North is actually better off.
Because what it transfers is very highly priced in market terms, the North
acquires more real wealth with less resources, and the South is strictly
worse off in terms of real wealth.®® Negative effects of the terms of trade
fin market functioning) when very large transfers among unequal regions
take place have been shown to occur in a UNITAR project currently under

N nterastingly, this effect of trade, in which the donor 5 strictly better off and the receiver
worse off after the transfer, was fiest studicd in & gecometric example by Leontiel. Tt has
a long history in the economic literature and is referred to as the ‘transfer problemy’. The
issue of terms of trade in transfers was being discussed then because of post-war repara-
tions. The 'orthodox transfer problem' studied, for instance, by Samuelson guestioned
whether the donor had oc had not a so-called “secondary burden® added to the loss of its
initial endpwments o the form of deterioration of its terms of trade. This guestion is
meaningful in cases where the sconamies considered are 'equals’, i.e.. at similar levels of
development. Because, with added initial resources, the receiving cconomy would be able
ta eut—compete the donor - for instance, by demanding more of the goods of which the
donor's demand is mostly composed and thus raising the prices, thereby decreasing the
purchasing power and real wealth of the donor. Whether the iransfer problem did or
did not disclose a “secondary burden’ for the donor might have been important at the time
to give less or more legitimacy to the moral imperative of post-war reparations. One can
only conjecture as to where Leontiel's sympathies were at the time,

However, the position is reversed when ‘unequal’ economies are considered. The issue
then is whether the recedver may not suffer an injury to frs terms of trade. Since now the
sympathies of an enlighted Mortherner would presumably be with the efforts of the MNorth
to give legitimacy to its aid policies, it is not altogether surprising that Leontief does nat
recall his own findings in the context of the FWE (fn. 1) and the NIEQ. Here, however,
a related result is found (perhaps revealing my own sympathies) through my study of the
terms of trade in transfers in the case of two regions at different levels of development,
See ¢ Chachilnisky, ' Terms of Trade and Domestic Discribubion: Export Led Growth with Abun-
dant Lahar', Jowrnal of Development Econamics (forthcaming). The transfer prablem | ex-
amine in my *Basic Goods, Commuodity Transfers and the NIEQ', Journal of Development
Economics (Torthcoming) is not the orthodox ane of a ‘secondary burden’ o the donar, but
rather, that of a ‘primary burden' For the recetver; income distribution domestically is shown 1o
be an impoertant factor in the resules.
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way." Furthermore, it is shown in the UNITAR work that there is in
these cases a trade—off; in order to decrease North-South wealth differentials
distribution of wealth within the Naorth would have to woersen,

Therefore, the goal of decreasing overall fnequalities may not necessarily be,
in general, consistent with aid in the form af real transfers of cither basic or
non-basic goods which are significant enough to have any effect in North-Sourh
wealth differentials. The question then becomes: are there conditions under
which aid would be helpful to decrease overall inequalities? Or is it more
likely that either the existing conditions preclude the effective yse of ald as
an overall equalizer, or existing political forces may always be able to mani-
pulate the relevant parameters so as to bring about conditions that would
turn aid to the advantage of the giver? Obviously, these issues require case-
by-case studies. Such studies must be undertaken before endorsing aid
policies. My two works, " however, give little support to the advocates of
aid as a North-South equalizer within the total North-South context.
This is consistent with the findings in the Bariloche study (which did not,
however, consider market behavior at ally.**

" The UNITAR North-South model is a 2-region, 3-good, I-factar and 3-income- group
madel, To simplify the results, | dggregate the model into a 2-region (Merth and South)
world economy with two types of zoods: basic consumption goods and Tuxury or invest-
ment goods. As opposed to the UN model {an input-output framework), I cansider
endagenously explained prices and volume of exchange determined by marker behaviour,
G, Chichilnisky, 'Terms of Trade' [f.n. 32), In addition, the ecancmy of 1the MNorth is disag-
gregated inly two income groups: the rich and the poor. In one case | study a transier of real
resources, consistng of luxury or investment goads (or arma ments} fram the high-incame graup
inthe Narth 1a the South. This would he an “ideal’ equality-prampring transfer of such goods,
SInCE it is the rich, and nol the poer, in fhe Narth who are assumed o give fram their iniial
resources. Mevertheless, if initially the low-income group inthe Morth and the Sourd as a whale
have very little endowments of the goods transferred, the terms of trade are seen Lo run
a&gainst the South through the market mechanism so that {1} exports from the South
increase and prices for those exports decrease, (2) real consumption in the South decreases,
and {3} real consumption in the North increases 15 a whole. It may be of intersst to note
that this result was ohtained b¥ canstructing a general equilibrium exchange model of the
warld economy, in which both international and demestic markets could be consistent
with neoclassical assumptions. A second aid policy of the *basic needs variety' is then
simulated, The high-income group in the North transfers basic consumption goods to the
Seuth from its initial endowments, Under tha conditions studied, the outcome, through
the market adjustments that follow the transfer, is that either the real wealth of the Sauth
increases after the teansfer of hasic goods but the real wealth of the poor in the Narth
decreases, or else the welfare of the South decreases after the transfer of basic goods and
Morth-South welfare differentials increase,

"See f.0. 32,

"Herrera, ¢r ol (T.n. 7.
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There is another point to emphasize with respect to aid or transfer policies.
They direct attention away from more realistic policies and give a false
importance to money in the fight against injustice, inequality and mass
poverty.” Such quick—fix schemes tend to be Northern concepts that dis-
regard the sterility of Western—like solutions and turn attention away from
indigenous resources within the South.” Instead of money, people’s freedom
to work, to use resources such as land and tools for themselves and to satisfy
their own needs should be emphasized, One can draw on a body of evidence
to show that the approach is feasible (largely but net only from the example
of the People’s Republic of China).” The very concept of aid and transfers
may dissociate the problem from the possibility of its solution.

So why the insistence on aid? Expecially, why is it that the representatives
of the enlightend North, as presented in RIO and the UN model, insist
on the crucial impertance of Western aid? " This question has in part been
answered in my ‘Basic Needs., . .*® The issue here is not only the moral
superiority of the Morth, but also the need to keep present patterns of
Morthern growth based on inexpensive resources.

The discussion above referred to the possible contradictions between
trade and aid policies in the framewerk of a moere equal international
economic order, What about trade policies and basic needs development?
Can the examples of South Korea and Taiwan be generalized to prescribe
expori-led development consistent with basic needs policies? Or are the
Mexico and Brazil examples of export-led growth with increased inequalities
more relevant to the South as a whole? We shall discuss this briefly, using as
a basis the results obtained in the UNITAR study.®? Using data of Brazil

e d:3(s) proposes 10-12 billion $/vear in 1974 prices over the next decade for investment in
anti-poverty programmes (Tn. 14, p. 190},

The recent events in Iran, for instance, fall under this category of Western mistake.
""Sea. P, Streeten, ‘Bariloche, RIO and Future of the World Economy Reports: Book
Revigw', Sournal of Derelopment Ecomamics, 1978,

"While certain representatives of the South (Bariloche) claim that such help is (at best)
not very helpful,

""Gee fon. 12,

(. Chichilnisky and 5. Cole, 'Growth of the North and Growth of the South with
Export Led Policies', Columbia University, 1978 imimeo}; G, Chichiinisky, ‘Tevelopment
Patierins and the International Oreder’, Journal of faternational 4ffairs, March 1978, alse
Herrara, o af. U'n Monde Pouwr Touws (En, T4 A macra model is constructed in my
*Terms of Trade .. {[.n. 32) to explore possible effects of export -led growth on the terms
of trade and domestic distribution of a developing region, Certain assumptions are made
about this region—the South: labor supply is very abundant dwe, for instance, to high
rurdl-urban migration. ar high pepulation growth (these two factors could also be traced
to mass poverty and lack of satisfaction of basic needs). The South trades with another
repion—the Morth—which has different technolegies and elasticities of supply of factars,
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and the UK, it is shown in Chichilnisky and Cole*? that under conditions
of dualism in the production of goods and of very abundant labour supply
in the economy of the South, changes in the terms of trade within sectors of
the South and of the North, due to increased exports from the South, may
bring about a sustained deterioration of the South’s terms of trade with the
Morth. This is accompanied by a sustained loss of purchasing power of
wages within the South, More growth of the North may increase total
volume of exports from the South but reduce total revenues. Therefore,
more growth of the North may deteriorate further, rather than improve, the
terms of trade for the South, as well as reinforce inequalities within the
South, if such an export-led policy is followed. The results of the UNITAR
madel are related to, but different from, those largely verbal viewpoints on
development and North-South relations discussed in dependencia theory *

The results discussed above raise some serious doubts about the reliance
on export-led growth to help bring about equal development in the South,
especially when, as proposed in R10, relative advantages are emphasized,
Furthermore, even under conventional thinking it is hard to foresee a Fast
enough recovery of the Northern economies to make them into good export
markets and turn around the tide of protectionism in the North. The recent
world trade negotiations in Geneva (April 1979) lend support to this view,
The results paint to the need for a careful appraisal, through case-by—case
studies, of the advantages of increased trade. If the general conditions in
which the results of Chichilnisky** and Chichilnisky and Cole** are obtained
are satisfied, then increased trade is not, in general, favourable to a more
equal international economic order. However, with better distribution
within the South (which implies stronger domestic markets), and with such
distribution accompanied by lower rates of population growth (for instance,
through social security measures, or, in general, more satisfaction of basic
needs), the deterioration in terms of trade will not occur, This is. in 4 sense,
the main point: the need for protection, not only of local production (i.e.,
import substitution, infant industry), but also of local markets within the
South, in order to prevent deterioration of its international terms of trade.

In each region two income groups are studied. They are identified by the initizl endow-
ments and patterns of consumption of three types of goods: basic consumption goods,
luxury goods and investment goods.

*Chichilnisky and Cole (F.n, 41).

** See, for instance, F.H. Cardoso, "The Consumption of Dependency Theary in the United
States’, Latin American Review, 1977; and G. Palma, ‘Dependency: A Formal Theory of
Underdevelopment ar a Methodology for the Analysis of Concrete Situations of Under—
development'. World Development, Tuly!August 197E.

“See G. Chichilnizsky, 'Terms of Trade' {T.oi. 32).

“*See f.m, 41
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model as well); technologies that exhibit significant dualism because of the
exposure of a mare traditional production system to that of industrial
economies and to their markets; the monopolistic—competitive behaviour
that has existed in several markets dominated by industrial countries and that
now naturally arises in some markets for raw materials, and, finally, the
important and very timely variables in the supply, exchange and recycling
of energy resources in the North-South contexi.



