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I . Problems 

This paper offers a highly hypothetical enquiry. First, it examines what would be the 

scale, character, and mutual economic benefits for members of a Pacific Free Trade Area if one 

were to be established among the United States of America, Canada, Japan, Australia and New 

Zealand in the foreseeable future. Secondly, it studies how member countries of PFTA would 

be able to take more efEcient and consolidated actions for assisting economic development of 

Asian developing countries and enlarging free access of markets for their exportable products. 

How much exports from Asian developing countries would be expanded if PFTA countries 
might refrain mutually from importing a number of primary products and simple manufac-

tures, and then divert the import of these supplies to Asian developing countries as far as 

they would be produced reasonably and competitively by means of increasing economic as-

sistance from PFTA countries ? How much economic assistance would be needed and what 
would be its effects upon both donor and receiving countries ? These are also hypothetically 

inquired as a second step. 

Our proposal for a Pacific Free Trade Area seems quite premature and would be neither 

economically nor politically feasible at this stage since to date the United States has tended 

to look toward the possibility of ultimately ' going in with ' Europe. The best choice for 

Japan, and perhaps for the USA as well, is to expand and free her trade with every region 

in the world through successive multilateral tariff reductions of the Kennedy Round type. 

However, greater European integration between the European Economic Community and 
European Free Trade Association, could well produce an ' inward looking ' Europe whereupon 

the United States might well find closer integration in the Pacific desirable. Japan, Australia, 

and New Zealand have become more interested in closer integration among themselves and 

enlarged members. Moreover, collective measures by the Pacific economic community are 

especially required for assisting economic developFuent and trade growth in Asian developing 

countries. 

It is hoped that our study in this paper, though highly hypothetical and premature, serves 

to make clear problems in and efficient measures for promoting economic development and 

* This paper was originally presented at "the International Conference on Measures for Trade Expan-

sion of Developing Countries" he]d on November 10-13, 1965 in Tokyo by the Japan Economic Research 
Center. I am indebted to Mr. Hiroshi Kurimoto for his estimation on the transfer of markets to Asian 
agricultural products, which appears in the last part of this paper. I am also grateful for valuable com-

ments of Professor Harry Johnson and other participants in the conference. 
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trade growth both within each group as well as between the Pacific economic community 

and the Asian developing countries. Needed measures m~ly be pursued immediately without 

waiting for the establishment of PFTA. 

II. A Paclfic Economic Commurdty 

A Pacific Economic Community, comprisiDg the United States, Canada, Japan, Australia 

and New Zealand, seems endowed with necessary conditions for establishing an economic 

integration of free trade area type as compared with the European Econamic Community. 

Population in five countries amounts to 313 million, 1.8 times as large as EEC, with a 

Gross National Product of US$700 billion, 2.8 times as large as EEC, in 1963. The United 

States is a gigantic economy, accounting for 80 per cent of the total GNP of the community, 

and possesses the highest income level at $2,560 per capita. Japan's population is 95 million, 

a half of the U.S., but her income level is the lowest, $520. The incorne level of Canada, 

Australia and New Zealand is sim;lar with each between $1,300-1,600 which is a little higher 

than the United Kingdom and EEC, however the number of inhabitants is less, 18.6 million 

in Canada, l0.7 million in Australia, and 2.5 million in New Zealand. 

It is problematic whether a homogeneity of the size of national economy and a similarity 

of the stage of economic development represented by the per capita income level are neces-

sary and desirable conditions for economic integration. Since the Australia-New Zealand free 

trade agreement has come into force since January 1, 1966, they may be well thought to be 

an economic unit. Thus, those differences may be of no greater variety than those which 

exist among the EEC or EFTA countries. The question for integration lies in the fact that 

the United States economy is so gigantic that it does not need any integrated larger market 

for the sake of "econonues of scale " and her mterests econormcal as well as polrtlcal are 

worldwide. 

Exports from the five Pacific countrles to the world amounted to $34,300 million or 25 

per cent of the world exports in 1960-62 averages which surpassed $31,400 million of EEC's 

exports. Intra-areal trade among the five countries amounted to $11,700 million which ac-

counted for 34.1 per cent of their total exports. This was not far less than the corresponding 

ratio in EEC (38 per cent), as shown in Table 1, and it could increase if PFTA would be 

established. 

The importance of the PFTA market for each member country varies from the point of 

view of present export destination. Due to special dependence upon the U.S. market, Canadian 

exports destined to the Pacific area were as high as 62.5 per cent, but, if the U.S. market is 

deleted, United Kingdom market was more important for Canada than the Japan, Australia 
and New Zealand markets. The United States exported 27 per cent of her total exports to 

the Pacific area which was as important as the Western European (UK. EEC and other 
Western Europe) market. One third of the exports from Japan and Australia went to the 

Pacific area. The most important market for Japan was the United States while it was 

Japan for Australia as far as the Pacific area was concerned. Australia and New Zealand 

until recently were more interested in markets in the United Kingdom and EEC countries 

but since the emergence of the EEC and negotiations on Britain's entry into it - which 

broke down - the eyes of Australia and New Zealand have been increasingly turning away 
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TABLE 1. PERCENTAGE SHARE MATRIX OF WORLD TRADE FOR 1960-62 AVERAGE 
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from Britain and towards the Pacific Economic Community and Asian developing countnes 

Turning to the trade of the Pacific Economic Community with Asian developing countries 

("Other Asra" In Table 1) Japan has the greatest Interest smce she exported to them 32 per 

cent of her total exports, however Austra]ia as well as the United States are also interested. 

The five Pacific countries taken together exported ll.3 per cent of their total exports to Asian 

developing countries. The only country outside the Pacific Economic Community who is 
keenly interested in trade with Asian developing countries is the United Kingdom,1 exporting 

11 per cent of her total exports to them. The five Pacific countries took 34 per cent of the 

exports from the Asian developing countries. These close trade relations between the Pacific 

Economic Community and Asian developing countries require special measures for trade 
growth and mutual economic development, and may suggest the possibility of associated 
membership of the latter in the Pacific Free Trade Area.2 

III. Intensity of Trade among Pacific Economic Community Countries 

The intensity and character of trade among Pacific Economic Community countries and 

their trade with Asian developing countries may be examined more closely. The extent to 

which Japan, for example, trades more or less with particular countries may be measured by 

' intensity of trade ' indices.8 The intensity of Japan's export trade with another country is 

1 If the United Kingdom's reaction to the establishment of PFTA were favorable, her entry into it would 

be welcome. . 
2 A similar associated membership relation may also be considered between Pacific Economic Community 

countries and Latin American countries. 

s The concept of ' intensities of trade ' was first used in A.J. Brown's, Applied Economics, Aspects of 

the World Ec0'10my i,t War and Peace. London, 1947, pp. 212-226. 
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measured by the ratio of that country's share in Japanese exports to its total share in world 

imports.4 If the intensity of Japan's exports is 100 with all countries, then Japan's exports 

will be distributed by country exactly in proportion to each country's share in total world 

trade. World trade may be taken as representative of the structure of world demand in 

tradable commodities. In fact, however, trade will never be distributed in precisely this way. 

An export intensity of more (or less) than 100 indicates that Japan is exporting more (or less) 

to a particular country than might be expected from that country's share in total world im-

ports. Japan can therefore be said to have developed her export markets more (or less) in-

tensively in that country than in some other country. Likewise, the intensity of other country's 

export to Japan indicates the extent to which Japan takes more imports from a particular 

country than might be expected from that country's share in world trade. The greater the 

intensity of both Japan's export and import trade with a particular country, the more com-

plementary their industrial structures are likely to be, the closer they are likely to be geogra-

phically, historically, and culturally, and the lower trade barriers are likely to be between them. 

As shown in Table 2, the intensity of intra-areal trade, exports as well as imports, of 

each member country of the Pacific Economic Community was more than 100 except Australian 

imports (87) in 196Ch62. Five Pacific countries traded with each other intensively. In exports, 

the order of intensity was 345 for Canada, 233 for USA, 182 for Japan, 166 for Australia, 

and 110 for New Zealand. As compared with exports, the intensity of irnports was generally 

lower. This means that each of the five countries exported more heavily to market within the 

area while each imported more heavily from the outside region, and, therefore, there is room 

for increasing their imports within the area by diverting from outside sources. 

TABLE 2. INTENSITY OF TRADE FOR 1960-62 AVERAGE 
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where Xji stands for Japanese exports to country i; Xj for total Japanese exports (=~X,t) ; Mi for 
total imports by country i ; Mj for total imports by Japan ; and W for total world imports. It might 
be argued that the denominator of Mi/( W-Mj) should be W, instead of W-Mj. However, this does 
not seem valid since Japanese imports do not constitute a demand for Japanese exports meaningfully. 
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USA-Canada trade was very intensive (index was 376 and 483) and Australia and New 
Zealand trade was also intensive although there was a big imbalance in indices between 1,053 

for Australian exports and 223 for New Zealand's exports. These high intensities are naturally 

due to special neighbourhood relations. Japan traded intensively with the USA (232 and 163) 

and Australia (170 and 418). These come mainly from complementary trade of manufactures 

in exchange for primary products. It is interesting to find that the USA's trade with Western 

Europe was far less intensive than her trade with Pacific countries. 

As compared with these four intensive bilateral trade relations, the other six bilateral trade 

relations (i.e., New Zealand-USA, N.Z.-Canada, N.Z.-Japan, Canada-Australia, Canada-Japan, 

and Australia-USA) were less intensive. Except Japan, four countries are competitive with 

each other in exporting primary products ; and Canada, Australia and New Zealand have been 

looking outward more intensively towards UK and/or EEC for exporting primary products 

and for importing manufactured commodities. 

Trade relations with Asian developing countries were also intensive for Pacific Community 

countries taken together (122 for their exports and 146 for Asian exports). Japan had the 

most intensive trade relatlons with Asian developing countries (49~7 and 296) Ieading Australia 

(189 and 156) and the USA (113 and 140). Trade intensities of Canada and New Zealand 

with Asian developing countries were very low, however. Degree of trade intensity is mainly 

due to either complementarity or competitiveness of mutual exports. 

Whether trade relations are cornplernentary or competitive should be examined further. 

To simplify this more extensive analysis, commodities traded internationally may be classified 

into the following four broad groups : 

A-gronp comprises agricultural products SLlcll as staple foods, other foodstuffs (including 

processed food) and agricultural raw materials. 

N-group comprises natural resource intensive products such as minerals, metals, and fuels. 

L-group comprises light manufactures. 

K-group comprises heavy manufactures and chemicals which are generally more capital-

intensive goods than L-group. 

Table 3 clearly shows differences of export composition for each country. Let us divide 

the share of a certain commodity category in each country by the corresponding share in 

world trade. This may be called "relative share index,"5 which is calculated in Table 4. 

For example, 112 for Japan's K-goods means that Japan's share in world exports of that com-

modity is 12 per cent larger than its share in exports of all commodities. This reveals that 

Japan's comparative advantage is stronger in K-goods than its average of total exports. 

Countries with a relative share larger than 100 in the same commodity category may be said 

to be competitive with each other but complementary with countries whose relative share is 

small and differs widely. ' In the case of light manufactures (L-goods), Japan recorded in 1960-62 the highest relative 

share (261) and was competitive with Western Europe (131) and Asian developing countries 

(126), but complementary with New Zealand, Australia, the United States and Canada. In the 

case of heavy manufactures and chemicals (K-goods), the United States (136) and Japan (112) 

recorded a higher relative share, though Western Europe marked the highest, and were com-

plementary with Asian developing countries, New Zealand, Australia, and Canada. 

5 Formula for calculation is the same as "intensity of trade index" previously shown. 
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In the case of agricultural products, competitive relations were seen among New Zealand, 

Australia, Asian developing countries, Canada, and, possibly, the United States, and they had 

complementary relations only with Japan and Western Europe. In the case of natural resource 

intensive goods (N-goods), the relative share index was generally low for all countries except 

Canada, and Japan's very low index (3) is noticeable. Some competitive relations may exist 

among the United States, Australia and Asian developing countries who had a relative share 

of similar range. 

In order to consider how to expand trade among the five Pacific Community countries as 

well as their trade with Asian developing countries, we face two important problems. 

First, four countries in the Pacific economic community, except Japan, are competitive not 

only with each other but also with Asian developing countries in exporting agricultural pro-

ducts and some natural resource intensive goods. Intra-areal trade of those commodities in 

the Pacific Economic Community would increase if they reduce or abolish tariffs and other 

trade restrictions through the establishment of a Pacific Free Trade Area. In order to provide 

Asian developing countries with a much wider opportunity for exporting primary products, it 

would be required for Pacific Community countries to increase assistance for developing 

primary productions in Asian countries and to enforce structural adjustments for providing 



1966] A PACIFIC ECONOMIC COMMUNITY AND AslAN DEVELOPING COUNTRIES 23 

them with larger markets. 
Secondly, a similar problem is seen for expanding trade of manufactured goods. Here, 

the liberalization of trade through the PFTA would work most effectively. At the same time, 

the Pacific Community countries should open a wider market for light manufactures produced 

by Asian developing countries in exchange for the former's capital goods. 

These possibilities and needed measures for them wi]1 be examined. 

IV. Effects of Tarlff Elimination in PFTA 

Here an attempt is made to estimate the impact of the elimination of tariff upon five 

,advanced countries who might establish a Pacific Free Trade Area. 
Attention is confined to measuring their immediate or static effects only. The direct effect 

of tariff reductions on trade in each commodity will depend upon the height of the original 

tariff, changes in t'ariff rates, and the responsiveness of demand and supply to changes in 

price. 

All commodities which accounted for US$ 10 million or more of each country's imports 

in 1963 are taken into consideration. The coverage is about 90 per cent for each country. 

Tariff data are derived from two publications from PEP's Tarlffs and T,'ade in Westcrn 

F_,ul~ope and Atlantic Tarff and Trade, and The Customs ThnJf of Japan, Australia and 

New Zealand. 
Where export prices are assumed to remain unchanged, t is the original tariff leve], and 

a is the rate of tariff reduction, import prices will decline by : 

t
 a' 00+t 

Where M is the original import value for each commodity, AM the increment in import value 

due to tariff reduction, and v the price elasticity of import demand, the rate of estimated in-

creas_e in import will be: 

AM _ t M ~ ' 'V' a 100+t 
Following estimates by Ball and Mavwah,6 the relevant import demand elasticities are 

assumed to be as follows : 

As shown in Table 5, it is estimated that intra-areal trade of PFTA countries would in' 

crease by $3,183 million which accounts for 23 per cent of the total intra-areal trade in 1963 

6 B.J. Ball and K. Mavwah, "The U.S. Demand for Imports, 1948-1958," Review of Economics ancl 

Statistics, Nov. 1962, pp. 355-401, 
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and for 8 and 10 per cent respectively of total exports to and imports from the world. This 

is not a small expansion. The gain from tariff elimination is not equally distributed among 

the five countries, however. Japan's exports would increase by $ 961 million or 21 per cent 

while her imports by $343 mi]lion or 6 per cent. Japan would be able to improve her balance 

of trade with the area which was deficit by $1,000 million in 1963. The United States would 

increase exports by $1,602 million or 7 per cent and imports by $1,381 million or 8 per cent, 

leaving some export surplus in increments and improving further her export surplus with the 

area. Australia would suffer from import surplus in increments ($51 million in exports and 

$338 million in imports), but this would make her trade with the area balance. Trade of 

Canada and New Zealand were in balance in 1963 and would fall in import surplus because 
of a larger increase in imports than in exports. 

TABLE 5. TRADE AMoNG PFTA COUNTRIES IN 1963 AND 
ESTIMATED INCREASE BY TARIFF ELIMINATION 

Thus, Japan and the United States would improve balance of trade with the area, while 

Canada, Australia, and New Zealand would deteriorate. Although such a difference of gain 

from tariff elimination would appear, the most important fact is that the expansion of intra-

areal trade would be fairly large. The smaller rate of increase in exports than in imports for 

Canada, Australia, and New Zealand should be remedied through dynamic effects of free trade area. 

As shown in Table 6, in terms of intra-areal trade in 1963, an increase of trade in food 

and raw materials would be limited (4 and 2 per cent respectively) while that of light manu-

factures as well as heavy manufactures and chemicals would be remarkable (37 and 39 per 

cent respectively). This is true for each country. These results are expected since existing 

tariffs are low for prirnary products and high for manufactures. Thus, the elimination of tariff 

would promote trade in manufactures of the area as a whole and horizontal trade between 

each two countries, but it would not stimulate comparably trade in primary products. Such 

a difference in stimulation is also the cause of varied effects for each country. 

How the trade balance between each two countries would change is shown in Table 7. 
Japan would improve trade balance with all the four countries in the area ; the United States 

would do the same with three countries, except Japan ; Canada's trade balance would deteri-

orate with the United States and Japan while improving with Australia and New Zealand ; 
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Australia's would deteriorate with three countries, except New Zealand ; and New Zealand's 

would deteriorate with all four countries. Such an order mainly depends upon the degree of 

concentration of exports either in manufactures or in primary products, and suggests the need 

of industrialization for New Zealand, Australia and Canada. It is noticed that these three 

countries are relatively small economies among PFTA members. Smaller countries would be 

expected to obtain larger gain from integration and their industrialization would be promoted 

more rapidly through dynamic effects of the formation of PFTA, though they may be extremely 

difficult to measure. 

TABLE 
TO 

7. THE RA･nO OF 
TFIE INTRA-AREAL 

ESTIMATED INCREASE IN TRADE 
TRADE IN PFTA COUNTRIES FOR 

BY COUNTRY 
1963 (%) 

The 

Dynamic effects are related to market size, technological change and capital 

elimination of tariffs can give rise to technological improvements by increasing 
movements. 
the effective 
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size of the market, as well as through the effects of competition in a larger area. More-

over, trade liberalization may lead to freer movement of capital and the spread of technical 

know-how beyond national frontiers. These dynamic effects would work more favorably for 

the relatively small countries which have abundant natural resources. 

In view of close trade ties and a larger possibility of increasing trade through the reduc-

tion or elimination of tariffs, a Pacific Free Trade Area among the United States, Canada, 

Japan. Australia, and New Zealand offers a target worthwhile studying, although it envisages 

a number of problems to be solved before its establishment. 

The establishment of a ' richmen's club ' as large as PFTA would have particularly adverse 

effects, economic as well as political, on Asian developing countries. The ' trade diverting 

effects ' of a PFTA organization might work against Asian interests. If this happened, the 

establishment of PFTA would be a poison for Asian developing countries. 

Let us suppose that the elimination of tariffs among PFTA countries would extend to 

Asian products under a most-favored-nation clause. Since imports from Asian developing 

countries are concentrated in primary products and light manufactures, the latter of which 

have been increasing but still remain in small amount, an expected increase in imports for 

PFTA countries is very limited, unless the present (in 1963) export capacity of Asian develop-

ing countries is strengthened. 

According to our estimation, imports from Asian developing countries would increase by 

$331 million in the USA, $19 million in Canada, $39 million in Japan, $30 million in Australia, 

$14 million in New Zealand, and $433 million in the five countries taken together, accounting 

for 15 per cent of their imports from Asian developing countries in 1963. This is not a large 

sum. For the five countries, the estimated increase in imports would be $36 miliion in food, 

$25 million in raw materials, $338 million in light manufactures, and $34 million in heavy 

manufactures and chemicals. 

These estimations suggest that the liberalization of trade and free access of market for 

Asian developing countries' products would not help much to expand trade for them. Beside 

the liberaliz,ation of trade, stronger measures for widening the market through structural ad-

justment in the Pacific advanced countries and for assistance in increasing the export capacity 

of Asian developing countries are necessary. These stronger measures could not be pursued 

unless consolidated actions would be made possible through the establishment of PFTA. Even 

the elimination of tariffs and other trade restrictions which is applicable to developing countries 

would be realized through the formation of PFTA. Here a possible poison is transformed into 

a remedy. 

V. Cowpetition in Ex~tort batween Advanoed aud 

Developing Countries in the Pacific Area 

In case the advanced countries in the Pacific area try to promote economic development 

in Asian developing countries and trade growth with them, it poses a problem since there is 

a competitive relation between the two groups in exporting primary products and light manu-

factures of the labor intensive type. Moreover, the far greater expansion of exports from 

advanced countries have suppressed the trade growth of Asian developing countries. 

Take for example Japan's imports of primary products. In the prewar days soybean was 
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imported from mainland China and rice was exclusively imported from Formosa and Korea. 

Nowadays, however, soybean and rice are imported from the USA. This does not represent 

all of the changes witnessed. Since liberalization of Japanese trade which has been propelled 

rapidly since 1960, the import of primary goods is being made in increasingly larger quantities 

from the Pacific advanced countries, whose supplies are better in quality, cheaper in price, 

better in quality control and more punctual in delivery. The liberalization of trade is causing 

to turn its back to Asia. For instance, the import of sugar from Australia was increased to 

_"0.7% in 1963 from 8.1% in 1959 in relation to the total imports of the commodity, while the 

import of maize from the U.S.A. was increased to 41.1% in 1963 from 13.8% in 1960. The 

import of sorghum began in 1961 with rapid increases in the quantity of import. Now more 

than 99% of the Japan's requirement is purchased from the U.S.A. Concerning raw cotton, 

however, there were wide fluctuations in the percentages of imports from various countries ; 

the shares of import from the U.S.A. were 2-9.9% in 1959, 51.2% in 1960, 50.6% in 1961, 3_･.3% 
in 1962 and 31.6% in 1963. In mineral products, the import of iron ore from the U.S.A., 

Canada and Australia increased to 15.2% in 1963 from 13.4% in 1959, with tlle rapid increase 

in import from Australia being expected. In copper ore, the import from Canada and Australia 

drastically increased to 46.5% in 1963 from 21.3% in 1959. Coking coal was overwhelmingly 

imported from the U.S.A., Canada and Australia with the increase to 94.2% in 1963 from 

92.9% in 1959. 

The tendency to decrease the import of primary goods from deve]oping countries is not 

limited only to Japan. According to the GATT investigation, imports of agricultural products 

into industrial areas combined from all sources expanded by nearly 40 per cent between 1953-

55 and 1961-63. While imports originating from industrial countries themselves increased by 

about 60 per cent and those coming from Australia, New Zealand and South Africa, taken 
together, about as fast as average, imports of agricultual commodities originating in the other 

non-industrial countries expanded in volume by only one-fifth, i.e., three times less rapidly than 

agricultural trade among industrial countries.7 Particularly, net exports from Southeast Asia 

fell by nearly one quarter between 1953-55 and 1960-62_.8 GATT points out the increase in 

consumption of agricultural products in developing countries themselves as one of the factors 

attributable to the decrease of export from those countries. At the same time, however, it 

also remarked that there will be room left for the expansion of production capable of increas-

ing both exports and consumption in the developing countries if only the appropriate policies 

are taken. If the shares of developing countries in the markets of industrial countries had 

remained the same as in 1953-55, the export earnings of developing countries as a whole 

would have been about $2,000 million higher in 1961-63. Furthermore, imports by developing 

countries from other areas, for agricultural products as a whole, with the exception of non-

commercial deliveries, amounted to nearly $4,000 million in 1963 : an expansion in the pro-

duction and trade of these countries would tend to permit a reduction in deliveries from in-

dustrial countries.9 

Perhaps, it will be considerably difficult to politically change the sources of supply for 

mineral products which are influenced by the availability of deposits, difficulties for extraction 

and transportation, etc. However, concerning the agricultural products such as food and raw 

7 GATT. Inte,-,,ational 7)-ade 1963, Geneva 1964, p. 10. 

8 Ibid., p. 13. 

9 Ibid., p. 17. 
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materials, there should be fairly large room for transferring the sources of supply from advanced 

countries to developing countries. This is the field for which the consolidated policy of the 

Pacific advanced countries is very much required. 

As to the matter of competition of the Pacific advanced countries with Southeast Asia in 

the export of light manufactures, no detailed explanation will be made here. As shown in 

Table 8 and Table 9, however, there are fairly remarkable advances of developing countries, 

Southeast Asia in particular, in the export of labor intensive light manufactures ; Japan's shares 

in each export market are declining, though Japan's competitive power is still strong in that 

she does not import the products of developing countries in large amount. For textile yarn 

and fabric, in 1960-62 average, the export of Southeast Asia to the Pacific advanced countries 

amounted to $240 million which is coming nearer to the import of $380 million from those 

countries (Table 10). It is only Japan that the export to Southeast Asia far exceeded the 

import from that area with the export having amounted to as large an amount as $310 miilion 

against the import of $2 million, while North America exported $70 million to Southeast Asia 

and imported $170 million from that area with the import having exceeded the export. 

Oceania was also in the state that the import from Southeast Asia exceeded the export to that 

area, because the import amounted to $74 million while no export was made to Southeast 

Asia. It is to be noted that Japan and Southeast Asia exported approximately the same 

amounts to North America and Oceania respectively. 

TABLk: 8. COMPETITION BETWEEN JAPAN AND 'rltlE DEVELOPlNG CoUNTI<lEsl' 
IN THE ADVANCED COUr¥lTRIES' MARKET2) (%) 

Source : Compiled from United Nattons, Co'n"rocltiy Trede Stalistics. 
l) Including countries other than the U.S.A.. Canada, the Western European countries, 
Australia, New Zealand, South Africa, Japan and the central]y planned countries. 

2) Including the following 13 countries : U.S.A., Canada, Belgium, Luxemburg, Nether-
lands, the Federal Republic of Germany, France, Italy, United Kingdom. Denmark, Sweden, 

Norway and Austria. 
3) Including toys, stationeries, buttons, artificial flowers, umbre]Ias, smoking goods, etc. 
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TABLE 9. 

ECONOMIC COMMUNITY AND ASIAN 

SHARE OF JAPAN AND THE 
IN THE U. S. A. IMPORTS 

DEVELOPING COUNTRIES 

DEVELOPING COUNTRIES 
(%) 

upper column=1955 
middle column=1962 
lower co]umn=1963 Jan.-June 

29 

*
 Total of SITC 

Source : UN, 

TABLE 10. 

code number 631, 632. 65, 821, 831, 

Conanodity Trade Statistics. 

TRADE MATR1X FOR TEXTILE 

841, 851, 899. 

YARN AND FABRlC (SITC 65) 
1960-1962 Average 
Million dollars, f.o. b. 

Oceania=Australia+New Zealand 
S. E. Asia=Sterling Asia+0ther Asia 
Source : UN. Monthly Bulletin of Statistics, April 1964. 

In view of abundant and cheap labor resources, it is a promising measure for economic 

development in Southeast Asia to increase the export of light manufactures to the Pacific 

advanced countries. In consideration of the expected increase of consumption in Southeast 

Asia itself, it is essential to exert efforts to enlarge its production capacity, improve the 

qualities of products, and diversify the kinds of products, for which aids in capital and 

technical know-how from developed countries are needed. On the other hand, the advanced 
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countries　are　required　to　cast　away　their　protectlve　policy　on　light　manufacturing　industries

and　to　opell　their　doors　to　the　products　of　developing　countries．　For　this　purpose，a　struc・

tural　adjustment　in　industry　and　employment　ls　required　in　the　advanced　countries．Here，

Japan，s　position　is　delicate．Japan7s　light　manufacturing　industry　is　still　strong　in　intemational

competition，and　Japan　does　not　prevent　the　import　of　hght　manufactures　originating　from

developing　countries　by　arti丘cial　protective　measures．However，since　Japan’s　labor　market　is

already　becoming　tighter　and　wage　levels　are　beginning　to　increase　more　rapidly　in　recent

years，it　is　to　be　foreseen　that　Japan　will　become　weaker　in　exporting　manufactures　of　the

labor　intensive　type．Therefore，it　will　be　pro丘table　for　Japan　to　import　simple　manufactures

from　Asian　developing　countries　in　fairly　large　quantities　l　on　the　other　hand，Japan　will　have

to　shift　her　export　items　to五ner　and　more　sophisticated　manufactures．　This　kind　of　structural

adjustment　is　more　required　for　other　Pacific　advanced　countries　whose　income　level　is　far

higher　than　Japan．

VI． 蹄伽蜘πゾル毎吻！s！o∠4吻κ∠49π’o％伽履P猶o伽6♂3

　　　How　large　a　market　could　be　transferred　from　produces　of　Paci且c　advanced　countrles　to

those　of　Asian　developing　countries　are　estimated　hypothetically。The　survey　is　confined　to

agricultural　products，however，because　of　the　limitation　of　time．

　　　We　assume　two　steps　in　transferring　marketsfor　agricultural　produces．In　the6rstround，

the　Paci丘c　advanced　countries　are　to　refrain　from　importing　agricultural　products　as　much　as

possible　from　other　advanced　countries　and　to　transfer　supply　sources　to　Asian　developing

countries．At　the　same　timeシthe　advanced　countries　are　to　abstain　from　expanding　agricui・

tural　produclion　for　their　own　consumption　and　to　open　the　increase　of　demands　for　the

Asi三m　products．It　will　take　about　ten　years　to　complete　the行rst　round，The　transfer　of

supply　sources　is　considered　in　those　agricultural　products　which　can　be　produced　in　Asian

developing　countries　competitively　in　terms　of　quality，price，de！ivery，etc．with　the　goods　of

advanced　countries．Between　five　and　ten　years　shoul（l　be　allowed　for　developing　countries　to

improve　productivity　and　to　increase　export　capacity．For　advanced　countries　too，some　length

of　period　is　required　for　adjusting　lndustrial　stmcture　and　employment。

　　　　In　the　second　round，a　further　transfer　of　market　to　developlng　countriesラproducts　would

take　place　if　the　Paci6c　advanced　countries　are　to　refrain　from　exporting　agricultural　products

to　countries　outside　the　area，especially　to　Westem　Europe，and　to　curtail　their　production

to　the　limit　of“minimum　self－su伍ciency”which　may　be　determined　from　optimum　allocation　of

resources，　consideration　for　national　defense，etc．　In　this　paper　our　investigation　is　confined

to　the　first　round，although　the　effects　of　the　second　round　would　be　far　greater　and　require

wider　structural　adjustment　in　advanced　countries　not　only　in　the　Pacific　area　but　also　in

Westem　Europe．
　　　　Data　for　our　study　is　available　in　FAO，Co隅ノ尼04i4y　R8τど6測1964，助8‘iαJ　S配妙18規8雇，

7う・轟8ガn　z4g吻読郷αZ　Co呪窺04漉85ゴ雇hεU”舵4ハ危孟∫oη．r　D8脚loρ溺8η‘D8‘αゐ．The　coverage

of　trade　statistics　is　su伍ciently　high（three　quarters）as　far　as　food（including　beverage　and

tobacco）and　agricultural　raw　materials　or1ginating　from　developing　countries　are　concemed．

One　defect　of　FAO　statistics　is　the　fact　that　trade　of　Australia，New　Zealand　and　South

Africa　is　combined　together　and，accordingly，South　African　trade　is　included　in　the　total　of
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Paci6c　advanced　countries。　Since　the　importance　of　South　African　trade　is　very　much

limited，it　does　not　bring　about　any　serious　bias　for　our　estimation，

　　　　As　shown　in　Table　ll　and12，we　have　selected　eight　agricultural　products　as　items　which

are　produced　competitively　both　in　Paci6c　advanced　countries　and　Asian　developing　countries

and　markets　for　which　would　be　transferred　from　the　former　to　the　latter　products．Special

pr・ducts・fdeve1・pingc・mtries，suchasc・任ee，caca・，tea，banana，rubber，juteand。ther

hard五bers，are　excluded　from　the　objects　of　examlnation，since　they　are　not　competitive

products．For　the　same　reason，dairy　products，wool　and　wheat　are　also　excluded．

　　　　Conceming　expected　increase　in　demands　for　agricultural　exports　originating　from　Asian

developing　co皿tries，we　set　up　our　own　forecast　based　upon　similar　attempts　done　by　ECAFE，

FAO　and　The　Institute　of　Asian　Economic　Affairs（see　Table11），

　　　As　to　oil　and　fat　and　raw　cotton，which　are　most　important　items，in　view　of　the　variety

of　their　kinds　and　uses，more　detailed　exam1nation　shall　be　required．But，it　was　supposed

that　more　than　two　thhds　of　the　oil　and　fat　now　being　supplied　by　the　Paci6c　advanced

countries　could　be　transferred　to　Southeast　Asia。In　forecasting　the　situation　ten　years　hence，

the　share　of　Southeast　Asia　was　adjusted　to　meet　the　increase　of　demands　in　the　advanced

c・untriesinc・nsiderati・n・fthespedalpr・ductsin・therdevel・ping肛eas．
　　　Conceming　sugar，it　seems　that　the　eHlects　of　the　first　round　will　not　be　so　large　as　other

items，In　view　of　the　competitionwith　beetsugar，adjustmenHn　Westem　Europe　as　schedu1・

ed　in　the　second　round　would　be　more　important．

　　　We　estimate　an　aggregated　sum　at＄672mmion，consisting　of＄317million　which　can　be

transferred　by　Japan　to　Southeast　Asian　products　and＄355million　which　are　to　be　increased

in1970，and　another　aggregated　sum　at＄408million，consisting　of＄183million　which　can　be

transferred　by　Paci五c　advanced　countries　other　than　Japan　to　Southeast　Asian　products

ξmd＄225million　which　are　to　be　increased　in　ten　years　hence．In　other　words，since　the

exports　of　agricultural　products　from　Southeast　Asia　to　the　Paci丘c　advanced　countries　amounted

to＄1，160million　in　the　perlod　of1959－61，Asian　exports　would　be　increased　almost　double

on　the　development　of　the　first　round，As　mentioned　before，FAO　statistics　cover75％of

foodstuf｛and86％of　agricultural　raw　materials，and　so　the　presumed6gure　can　be　inHated

in　accordance　with　the　said　percentages。Namely，the　exports　of　agricultural　products　from

Southeast　Asia　to　the　Paci6c　advanced　countries　are　expected　to　increase　from＄1，414mil！ion

in1959－61to＄2，750million　in1970．

　　　Possibi1玉ty　for　import　substitution　in　Asian　developing　countries　as　regards　agriculturaI

products　imported　from　advanced　countries　should　also　be　estimated，In1959－61the　imports

from　the　Paci行c　advanced　countries　amounted　to＄875million，of　which　foodstu鉦accounted

for＄645million　and　raw　materials　accomted　for＄230mi11ion．Moreover，with　the　goods　not

hste（l　on　FAO　statistics　being　included，Southeast　Asia　imported　foodstu鉦worth＄740million

and　raw　materials　value＄300million，totaling＄1，040million，from　the　Paci行c　advanced

countries　in1959－61，If　Asian　developing　countries　succeed　in　substituting　a　majority　of

these　imports　for　their　domestic　production　in　the　process　of　the丘rst　round，the　results　will

be　about　the　same　in　scale　as　the　transfer　of　market　would　bring　forth．
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VII. Repercusstons u~ton Paclfic Economlc Communtty 

An estimated change in Asian developing countries' trade is not insignificant : $1,300 

million of foreign exchange earnings through the t f f arket and another $1 OOO million rans er o m , in saving of foreign exchange through the import substitution of agricultural products. This 

would surely contribute to improve the balance of payments in Asian developing countries. 

According to the ECAFE projection, based upon an assumed growth rate of national income 

at 5 per cent (as shown in the footnote for Table 14), some $5,000 million of deficit in the 

balance of trade is foreseen for the year of 1970. The deficit could be reduced to $-9,500 

million if our projection were realized (Table 14). The still remaining trade gap would be 

filled if the similar measures as in our projection for agricultural products would be taken for 

mining products as well as light manufactures of the labor intensive type. 

It should be remembered that the trade gap of some $5,000 million forecasted by ECAFE 

is a burden for advanced countries, mainly in the Pacific Economic Community, which should 

be filled up anyhow through economic assistance and other measures. As compared with this, 

the impact of our scheme upon the Pacific Economic Community countries would be far less 

burdensome. For Japan, it is only needed to transfer supply sources of agricultural imports 

from Pacific advanced countries to Asian developing countries. However, Japan has to buy 

the latter's products even if they are expensive for some period until Asian productivity im-

proves. For other Pacific Community countries taken together, they would lose exports of 

food by $95 million or 1.7 per cent of the total exports of food and those of agricultural raw 

materials by $90 million or 1.8 per cent of the total exports of these products. Thus, the 

transfer of markets in favor of developing countries is a more economical measure for 

advanced countries than a financial stop gap of trade in developing countries. 

In order to realize our scheme, in addition to the required structural adjustment in Pacific 

advanced countries, financial and technical assistance to Asian developing countries is indis-

pensable for improving productivity and expanding production capacity of Asian agriculture. 

But this would be less expensive relatively to other types of economic assistance. 

In order to increase agricultural production in Asian developing countries by $2,300 

million as was worked out in our scheme, an investment of $3,500-4.000 million will be 

required, since a capital-output ratio in the agricultural sector is not high and confined within 

the range between 1.5 and 2.lo It is not easy to estimate the foreign exchange requirement 

for investment in Asian developing countries. The ECAFE projection envisages this ratio to 

be 30 per cent for the national economy as a whole, but the ratio for the agricultural sector 

should be far smaller, say at 10 per cent. Then, a mere $400 million of foreign exchange 

would be required to carry out our scheme. Even if this sum is provided by aid from Pacific 

advanced countries in the form of technical assistance, chemical fertilizer or assistance for 

building fertilizer plants, small agricultural machines, etc., it would be a small burden as 

compared with other kind of more expensive aid. Moreover, the aid for directly productive 

IQ The second five-year plan in India (1956/57-1960/61) envisages the margina] capital-output ratio for 

the agricultural sector to be 1.9. A realized ratio in the Philippines for 1958-61 was l.2 and a planned 

ratio for lg62-67 is 1.6. See, Japan ECAFE Infor'nation, N0. 300, 1962 and P.S. Reyes, "The Changing 

Structure of the Philippine Economy," Table 2 The Stcttsttcal Reporter April 1962 
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activity　feeds　back　to　the　advanced　countries　with　their　export　increase　of　capital　goods　which

facilitates　their　structural　adjustment．1ユ

VIII．C㈱伽s加

　　　Whether　or　not　a　Paci丘c　Free　Trade　Area　among　the　United　States，Canada，Japan，

Australia　and　New　Zealand　is　established，the　transfer　of　market　in　favor　of　Asian　developing

countries　should　be　pursued　since　it　could　pose　a　quite　promising　improvement㎞the　balance

of　trade　and　employment　as　well　as　national　income　of　Asian　developing　countries．Moreover，

it　would　be　quite　economical　and　eHective　measures　to　support　economic　development　of　Asian

countries　and　to　promote　trade　between　Paci6c　advanced　countries　and　Asian　developing

countries．

　　　Since　structural　adjustment　and　consolidated　economic　assistance　are　required　for　Paci6c

advanced　countries，the　establishment　of　a　PFTA　is　desired　to　be　a　consolidated　policy　making

body．Only　with　such　an　organization，agreed　measures　are　e伍ciently　pursued　and　burdens

are　shared．Moreover，due　to　the　bene6cial　eHects　of　tariH　elimination　and　other　indirect　and

dynamic　effect3，PFTA　countries　would　become　more　prosperous　and　could　expand　more

rapidly　mutual　trade　in　manufactured　goods．This　would　increase　the　trade　with　Asian

developing　countries　and　facihtate　the　required　structural　adjustmenHn　relation　to　the　latter．

　　　It　is　hoped　that　the　liberalization　of　trade　among　Pacific　advanced　countries　and，at　the

same　time，the　transfer　of　markeHn　favor　of　Asian　developing　countries　will　bring　about　a

more　optimum　allocation　of　resources　and　a　more　prosperous　trade　in　the　Paci五c　and　Asian

reglon・

　11See　Kiyoshi　Kojima，“A　Proposal　for　Intemational　A玉d，’㌧D8惚loρ加g五≧oη備を5（The　Institute　of　Asian

Economic　Affairs，Tokyo），VoL　II，No，4，December1964．
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12. ESTIMATE ON THE TRANSFER OF AGRICULTURAL MARKETS 
OF AslAN DEVELOPING COUNTRIES (million dollars) 

(II) In case Pacific advanced countries except Japan transfer 

their mutual imports to Asian Developing Countries 

[ June 

IN FAVOR 

a) Food (Incl. beverages & tobacco) 

b) Raw Materials 
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TABLE 13. SUMMARY OF ESTIMATE ON THE TRANSFER OF AGRICULTURAL 
MARKETS IN FA¥,OR OF ASIAN DEVELOPING COUNTRIES (milion dollars) 

Total of Table 11 and Table 12 

TABLE 14. EFFECTS OF MARKET TRANSFER AND IMPORT SUBSTITUTION ON TRADE 
BALANCE OF ASIAN DEVELOPING COUNTRIES (milion dollars) 

1) ECAFE, "Projections of Foreign Trade of the ECAFE Region up to 19SO," Econo'nic Bulletin 
for Asia and the Far East. Vol. XIV, No. 3. December 1963, 

2) Estimated figures for 1970 were calculated by adding half of the difference of figures between 

1960 and 1980 to the figures of 1960. ECAFE forecast for 1980 are as follows (million dollars). 

3) On the assumption that imports of 700 million dollars of food and 300 million dollars of 
raw materials from advanced countries are substituted by Asian developing countries' products, 

the amounts are deducted from imports for 1970 projected by ECAFE. 
4) Of the market transfer effect in Table 13, the amount of 462 million dollars for food is based 

upon FAO statistics which cover 75% of the total exports of Asian Developing countries to 
Pacific advanced countries. If inflated by the coverage ratio, the market transfer effect will 

become 620 million dollars. This amount is therefore added to the exports of food for 1970 
projected by ECAFE. Similarly, the amount of 618 million dol]ars for agricultural raw materials 

is based upon FAO statistics which cover 86% of the total exports of agricultural raw materials. 

This figure of 618 million dollars, when inflated by the coverage ratio, becomes 720 million 

dollars. The amount of 700 million dollars is therefore added to the ECAFE projection on 
raw materials. 




