World trade and interdependence

No country is self-sufficient in the full range of raw
materials (food, minerals and energy) and manufactured
goods that are needed by its inhabitants. To try to achieve
this, countries must trade with one another. Trade is the
flow of commodities from producers to consumers, and it
is important in the development of a country. Countries
that trade with other countries are said to be
interdependent. '

Raw materials, goods and services bought by a country
are called imports, and those sold by a country are
exports. The difference between a country’s imports and
exports is known as its trade balance. One way for a
country to improve its standard of living and to grow
more wealthy is to sell more goods than it buys.
Unfortunately, if several countries export more than they
import, then other countries will have to import more
than they export. The result is that some countries will
have a trade surplus, allowing them to become richer,
while others will have a trade deficit, making them poorer
and likely to fall into debt.

Patterns of world trade

There is a wide imbalance of trade between the LEDCs
(the less economically developed countries) and the
MEDCs (the more economically developed countries).
This is mainly because:

o the LEDCs provide primary goods such as foodstuffs
and raw materials — primary goods are usually sold to
the MEDCs at low and often fluctuating prices

¢ the MEDCs process primary goods, which they either
possess themselves or obtain from LEDCs, into
secondary (or manufactured) goods — secondary goods
are sold at high and usually steady prices.

Although the prices of primary goods have increased over
the years, the prices of secondary goods have increased far

more rapidly. This means (Figure 11.10):
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Differences between trade of LEDCs and MEDCs

o The MEDCs that export manufactured goods earn
increasingly more than the LEDCs which have only
primary goods to sell. The result is (with the exception
of the NICs — Figure 11.11 and page 147) a widening
trade gap between the MEDCs and the LEDCs.

o Although only 14 per cent of the world’s population
lived in the MEDCs in 2008 (page 11), those countries
still contributed 58 per cent of the world’s trade.

Figure 11.12 gives some of the socio-economic,
environmental and political advantages and disadvantages
of this pattern of world trade to LEDCs and MEDCs.
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A further problem for many LEDCs, and especially those
in Africa, is that they rely on just one or two major
commodities for export (Figure 11.13). The price paid for
these commodities is often fixed by the MEDCs. If there is
a world recession, an overproduction of a crop or mineral
a ‘change or a fall in the demand for a product, a crop ’
failure, or the exhaustion of a mineral, then th,e econom
of the producing country can be seriously affected. The g
MEDCs also try to depress the price of products that they
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Free trade, tariffs and quotas

n an ideal world there should be free trade between all
countries. Free trade is when governments neither restrict
nor encourage trade. In the real world this rarely happens.
Virtually all governments, and especially those of the
MEDCs, have tried to regulate and control overseas trade.
They have tried to achieve this by creating trade barriers
which they hope will protect jobs and industries within
their own country. There are two common ways of
affecting the levels and patterns of international trade:

1 Tariffs are taxes or customs duties paid on imports. The
exporter has to pay a percentage of the value of the goods
to the importer. Importers may add tariffs just to raise
money, but usually the idea is to increase the price of
imported goods in order to make them more expensive,
and less competitive, in comparison with home-produced
goods. Tariffs, therefore, can either increase the cost of '
imports (helping the trade balance) or protect home-made
products.

2 Quotas limit the amount of goods that can be imported.

Quotas tend to be restricted to primary goods and so work
against the LEDCs.

Trading groups

The European Union (EU) is one example of a trading
bloc where several countries group together for the
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EFTA- European Free Trade
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purpose of trying to increase the volume and value of
their trade (Figure 11.14). The EU and NAFTA, each with
about 500 million people in 2008, form the world's two
largest internal markets. By eliminating customs duties
(tariffs), the EU was able to reduce the cost of products
sold between member countries. This meant, for example,
that Germany could sell cars to the UK at a cheaper price
than could Japan. Although this made the EU more
competitive against its major rivals (the USA and Japan), it
also created restrictions (trade barriers) which protected
goods made in the EU from those produced in, and
imported from, the LEDCs. This meant that developing
countries found it even harder to sell their products in the
world market, increasing the trade gap between
themselves and the MEDCs.

As the number of EU members has grown (from the
original six of 1957 to the present twenty-seven), s0 t00
has the size of its internal market. The larger the internal
market, the greater the number of potential customers.
This is even more important when, as in the EU, many of
these potential customers are wealthy and can afford to
buy numerous high-valued goods. The size of the EU,
which has recently accepted new members from the
former eastern Europe, and NAFTA, which is considering
admitting countries from Latin America, poses the
question: ‘Do super-trading blocs increase or hinder the
move towards globalisation and free trade?’

Figure 11.14
Major world trading
groups, 2009
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United Arab Emirates, Venezuela
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Direction of world trade
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e The advanced market economies
trade mainly between themselves
and have relatively little contact
with developing countries. Where they do, they
generally import low-value raw materials and export
high-value manufactured goods.

* There is relatively little trade between the developing
countries themselves, partly due to their low rates of
eFonomiC development and partly their production of
similar types of goods.

. since the 1970s, the MEDCs have experienced
}ncreasing competition from the so-called newly
industrialised countries (NICs, page 147) and, even
more recently, from the emergence of China.

e Even so, world trade is no longer dominated by
countries but rather by large and powerful transnational
corporations (INCs, page 144).

Trade — a measure of development

Figure 11.3 gives several indicators that are used to
measure differences in levels of development between
countries. Trade can also be added as a measure. Figure
11.16 shows that it is the MEDCs that have the highest
trade per capita, followed by the NICs, the middle-income
LEDCs and, finally, the lower-income LEDCs. Singapore is
an anomaly (an exception to the rule) in that, although it
is an NIC, it has the world’s highest trade per capita.
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Asian NICs 14%
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Figure 11.15
Share of world trade, 2008

A furthgr exception is the OPEC countries where those
located in the Middle East have an extremely high trade

per capita, whereas it is often very low for countries
located elsewhere.

Recent trends

The WTO (World Trade Organization) and, previously.
GATT (General Agreement on Trade and Tariffs) have,
been trying for many years to get an international
agreement that would stimulate world trade through the
reduction of tariffs, quotas and other trade barriers set up
by countries, usually the MEDCs, to protect their own
products. In the UK, for example, we complain about
cheap imports (e.g. textiles) that close factories in Britain
yet without the LEDCs being able to sell goods to the UII<
how can they earn sufficient money to buy British goods’.;

During the 2000s, beginning with the slow-down in the
North American economy, the trade of many MEDCs
slowly declined whereas, in contrast, that of emerging
countries and many of the LEDCs was barely affected.
That was until 2008 when all economies were affected b
the global recession. !

Figure 11.16
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Aid

Many LEDCs have come to rely on aid. Aid is the giving

of resources by one country, or by an organisation (known

as the donor) to another country (the recipient) — Figure

11.18. The resource may be in the form of:

* money, although this may be given as a grant or a loan
that has to be repaid

* goods, food, machinery or technology aimed at short-
term relief or long-term benefit (Figure 11.17)

* people who have skills and knowledge, e.g. teachers,
nurses and engineers.

The basic aim in giving aid is to help poorer countries
develop their economy and services in order that they
may improve their standard of living and quality of life.
LEDCs require aid for different reasons: )

° Because they have a large and often increasing trade
deficit (page 186). They need to borrow money in order
to buy goods from richer, industrialised countries.
Unfortunately, by borrowing money, the LEDCs fall
further into debt (Figure 11.18). This aid is often long-
term.

* To try to improve their basic amenities (water supply,
electricity) and infrastructure (transport, schools and
hospitals).

* To encourage self-help schemes and to promote
sustainable development.

° Because either they are prone to natural disasters (e.g.
drought, flooding, tropical storms, earthquakes or
volcanic eruptions) or they suffer as a result of human-
induced disasters (e.g. desertification, page 256, and
civil war). This aid is often needed in an emergency and
may only be short-term.

In reality, the giving of aid is often complex and
controversial as it does not always benefit the country to
which it is given. Figure 11.17 describes five different ways
by which aid may be given and gives the advantages and
disadvantages of each to the recipient country. Figure
11.19 describes how the traditional and often
unsatisfactory trade-aid cycle may be improved.

Figure 11.17
Advantages and

Type of aid Definition

« Disadvantage - Advantage disadvantages of aid

Government (bilateral)

Given directly by a richer country (donor) to a poorer country |  “Tied’,meaning LEDC has to buy goods from the donor, \
(recipient) — often tied “with strings attached”

e.g. arms, manufactured goods

* Money often has to be spent on prestigious schemes such as
dams (Figure 8.12) and international airports

* Large schemes take up land belonging to local people

* Aid often encourages corruption — money rarely reaches poorer
people living in more remote areas

¢ LEDC unable to repay money — gets further into debt

¢ LEDC becomes increasingly dependent on donor country

¢ Can provide grants for students to study in MEDCs

International organisations

(multilateral) (International Monetary Fund)

Given by organisations such as the World Bank and the IMF

* Not meant to be tied, but less likely to be given to countries with
unfavourable economic and political systems

* Encourages farming and industry but products are sent to MEDCs
rather than consumed in LEDCs

* LEDCs become increasingly dependent on aid, and often fall
increasingly into debt

* Helps LEDCs to develop new crops, raw materials and industry
(page 113)

Voluntary

Non-governmental organisations such as Oxfam and
ActionAid which collect money and receive gifts for people in | * Deals with emergencies (page 272)

* Not tied

¢ Encourages low-cost self-help schemes (pages 127, 151 and 185)

such as earthquakes and tropical storms

LEDCs
° Money more likely to reach poorer people in more remote areas
* Dependent on charity s ability to collect money
* Annual amounts uncertain - requires longer-term planning
Short-term/emergency Needed to cope with the effects of environmental hazards ¢ Immediate help — provides food, clothes, medical supplies and

shelter
* Goes to places and people most in need
* Not tied, and less chance of corruption
¢ Also helps refugees (Figure 2.5)

Long-term/sustainable
LEDCs to support themselves

Organisations such as Practical Action which help people in

s Encourages development of local skills and use of local raw
materials (page 151)

+ Trains local people to be teachers, nurses, health workers

° Helps equip schools and development of local agriculture and
small-scale industry

o LEDCs do not fall into debt

The advantages of aid to a recipient country

Short-term aid can include food, clothing, shelter and
medical supplies needed after a natural disaster or civil
war. Long-term aid should try to encourage poorer
countries to become increasingly self-sufficient and
independent. This might be achieved through improving
education and health standards, growing higher-yielding
crops for their own use rather than for export, developing
small-scale sustainable industries using appropriate
technology, and encouraging the MEDCs to buy more
products rather than setting up tariffs. Many people
believe that, as we all live in the same world, we must
help each other and try to improve the quality of life for
everyone — the concept of global citizenship.

Figure 11.19
The trade-aid
cycl
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(b) The recommended trade-aid cycle
Aid from
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Products cheap due to local raw
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Recipient can now afford
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onor allows imports, making
recipient better off.

Figure 11.18
International aid

Value of aid given or received
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Countries giving aid
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Countries neither giving
nor receiving aid

Countries receiving aid

Under $10 per person
$10-$100 per person
Over $100 per person

No data

The disadvantages of aid to a recipient
country

Aid rarely reaches the poorest people, who tend to live in
rural areas. Inefficient and corrupt officials direct it to
themselves and the urban areas where most of them live.
Aid can force countries to produce materials for the
MEDC:s rather than growing food or developing industries
for themselves. In time, the poorest countries come to rely
upon aid which, if it comes in the form of loans on which
interest in payable, makes the LEDCs even poorer. Many
people question whether aid should even be given, as
they believe it discourages development within LEDCs
and makes them dependent on richer countries and
organisations (Figure 11.20).
There might have been some

justification for the steady

increases from year to year in

external aid if there was evidence

that the battle against poverty was

being won. All the evidence,
however, clearly demonstrates

Figure 11.20
The aid/debt relationship
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