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Preface

It is the author’s belief that a democracy only works effectively if
the background to its major policy decisions is understood by a
significant number of people. The governments of industrial coun-
tries are now faced by persistent demands for greater protection for
their agriculture and declining manufacturing industries at the
same time as developing countries are endeavouring to gain greater
access to their markets. The developing countries are faced with
urgent social pressures to reduce poverty but many are in
precarious balance of payments positions. Protection by industrial
countries affects the trade and financial links between the groups of
countries. Economic theory also states that it will reduce the
economic welfare of most, if not all, countries. This argument is
considered together with the actual changes in trade and commer-
cial policy that have occurred.

Experience of the general pattern of trade has been garnered
during the twenty or so years I have been doing research intermit-
tently on the subject. I was able to work intensively on the book
during the Hilary Term 1980, which I spent at Nuffield College,
Oxford and then the whole of the academic year 1981—-2 which I
spent at the Institute of Agricultural Economics, Oxford. I am
very grateful to both institutions for their hospitality and also to
Somerville College which elected me a member of the SCR for the
Tatter period. I am also grateful to the University of Manchester for
granting me sabbatical leave for these periods.

I am indebted to George Jones, Michael Artis, Peter Stubbs,
Colin Jones, Ashok Desai, Stanley Metcalfe and my father Ronald
Moore for reading and commenting on chapters of the book, and
I would like to thank Pete Martin for his research assistance with
the tables on agriculture; and Jeanne Ashton and her Secretarial
Reserve for typing the book.

I am also grateful to Manchester University Press for allowing
me to use some extracts from my previous book, under the name
of Lynden Briscoe The Textile and Clothing Industries of the
United Kingdom (Manchester, MUP, 1971).

Lynden Moore
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I Introduction

Trade is the most wisible of relationships between countries. As
such, people’s reaction to its growth may vary. Some welcome it as
representing a relaxation of political tension between countries.
Some regard it with apprehension as a harbinger of new tech-
nologies, new tastes and maybe new attitudes. But some will always
fear it as a threat to their jobs or livelihood.

In contrast, an international trade economist regards the removal
of barriers to trade and its expansion as a means of increasing the
level of world output. This is because he would regard the main-
tenance of full employment as an objective that could be separately
achieved, that is as a result of macroeconomic policy. Trade, on the
other hand, is the exchange of goods and as such will affect the
distribution of production and employment within a country rather
than the total level of employment. If each country specialises in
the production of commodities for which it has the lowest relative
cost of production, then the total output of all countries together
will be greater, and each country will have a greater real income.
This is a simple account and a somewhat more detailed one with a
few qualifications is given in Chapter 7.

Nevertheless, this is the basic argument for the removal of
barriers to trade and is the credo on which all the international
financial and commercial institutions are based.

A macroeconomist would agree that trade leads to an optimum
allocation of factors of production, but might well question the
assumption of full employment, particularly as governments
appear to have increasing difficulty in simultaneously achieving the
macroeconomic targets of full employment, price stability and
economic growth. To a macroeconomist, trade represents a link
between countries through which changes in aggreg: ;e demand and
thus employment are transmitted from one country .o another. The
more open an economy, that is the greater its r.tio of trade to
Gross National Product (GNP),the more vulnerale it is to shifts
in demand in other countries. Generally, the sm.all industrialised
countries are very open, with ratios of imports and exports to GNP
of between 20 and 50%, the medium-sized ones less so with ratios
of 10%, and the US is the least open.



4 Historical, Financial and Commercial Background to Trade

On the other hand, the greater the country’s proportion of inter-
national trade, the greater the impact of its own fluctuations on the
rest of the world.

In terms of these ratios, the US has occupied the most asym-
metric position. For instance, in 1960, imports and exports
accounted for only 2.9% and 4.0% respectively of her GNP,
whereas they accounted for 11% and 16% of world trade (OECD,
1972, pp. 139 and 140). This meant that her government could pur-
sue policies to attain internal objectives as though she were a closed
economy, although these might have a considerable impact on the
rest of the world. For instance, if she reduced imports by 1% of
GNP this would represent a reduction in effective demand on the
world market of nearly 4%. But this situation has gradually
changed so that US imports now account for 14% of world trade
and 9% of her GNP (1982). o

The UK occupied an intermediate position with imports and ex-
ports representing 17.5 and 14.1% of GNP in 1960 and 9.3 and
8.0% of world trade. The former ratios increased and the latter
declined so that the UK has become more vulnerable to transmis-
sion and less of a transmitter.

These short-run stabilisation problems are, in fact, not the sub-
ject of this book. But they are important because they affect the
policies adopted by governments. Inability to maintain full employ-
ment has often induced a government to espouse protectionist
policies which have affected both the growth and composition of
trade.

It is this growth, and the changes in the composition of trade,
that form the subject of this book. To begin with, a brief account
will be given of the historical development of trade which provided
the initial links between countries. The disruption and devastaion
of two world wars and the Great Depression in between them also
provided the backdrop against which Allies viewed the task of
reconstruction as they approached the end of the Second World
War. The financial and commercial institutions they established are
described in Chapters 3 and 4.

The international institutional structure together with US
assistance appear to have contributed not only to the rehabilitation
of the war-devastated economies, but also to have provided the
basis for a rapid exansion in output and trade for the whole world.

This is best documented for the developed countries. The output
of countries belonging to the Organisation for Economic Co-
operation and Development (OECD) increased by 4.7% p.a. in real
terms between 1955 and 1968. However, there were considerable
differences between the developed countries with Japan achieving



