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I'RM~Lr/MS OF $1IRAT[ GY INI' VE LOPING CONR 

W'I1TH EXFIAUSI IILE COMPARATIVE AD\'AI.J [AGE 

by 

Robinson G. Hollisfor, Jr. 

'\Jovc'n-w.r IWO( 



Pl'ob i ,m: of St.Vategy In Dtv1lw oping Comit-ric 

wI.th I:hau s t ib I.e Coiipara t ive Advan t age 

hy 

Robinson G. Hollister, Jr.* 

In recent years much of the ecotiomic development literature has been 

focuscd on Situations in wh ich a country' s developmnenti problemS ccntUr, in 

one fashion or another, on the "foreif,n exchange consttraint:"; gap models, 

import , I-ion, effective rates of protcetion, and the like, have domina,ut:ALu 

Led n tHie litcL:rnUtire. Tic! are a nuniber of economies for which the foreign 

Teychr'., coln.9traiut i s--or for some hi ;torical period was--not the effective 

co:m r n nt on g4e1' tm:. Th, qu ,ist'o o i t:iic al1turn.axtive utra iuitii:. , tC6 

such economlie' has received relatively little attmi.ion lately and I would 

like to examne here somc issues which might be considered in evaluating 

such economics.vtrategcies for 

After specifying the types of economies I woul.d include in the caLegory 

of 'exhaustiAble comparative advantage" and reviewing the prescript ionL for 

such countrie!"; wh i ch might I.Iow from tI adi. onal dcvc] .opment I eories, I wi.l 1. 

arl;ue' that stich cc',nmeic *.', have to hoave iln wy s very s inci1am to foreigu 

e:chminge -cons tra i ned - c coo,:, c's to the ex tent . th, .lIey too must. be conmcenied 

with the. dynilli.c:; of comp,alt ivc ndiIainit.,.. I wil arl uc., fii part-icular, 

t.lhaL the °'(',xhmi ,;L.ihie cy:!,p)ii Li[ve dV.: a "tC lC'lin h,1w \'t ewcd ar; a stock of 

ona Lb aid hwlt: the S)';Il .ic I'l'eo'iiz of the e t'c oMc (,c; arc Lo 1. '11fo :m 

(Omdou (Ild 

hothi to 1 .i. k lilll allad . I yeI 11ii ofl r, k:±uc(mJi i i i y fo: iI.
 

' d il::il In:. h, !;ht,' III, ho, -lo i:.: 1 r.,ove 11i. ' ;::;a , I wi,;]I 
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that Si oc: of Weal' th iWitO a USt vi luon; term prt'ducL iV a5;'CLs. Failure to 

ongr' t'tl 

\,iLh I iir iniLial c ,nya; at i advainilIa .:;Ians Lted anlid a weak economic .stlcl

tLre , iinIa pp ropriate for long-Lcrm groc'h. Ti'l'ljinper conc ldeus wi. th a disc'us sion 

of some issues concerning the dynamic s A comparative advant:age, with pairticular 

consideration of Live role of the cl . tr hution of income. 

develop a sLrategy i th is .ht i:ay leave Itioe euinitr i s ini L Ih l 

I. "'Exihaustible Comparative Advantage" 

There are several types of sn.tuations in which the issues discussed 

in the rest of Lhis paper might be relevant, and it way help to cite specific 

country examplCs in order to give sonte con:PrtCness to what will be otherwise 

a rather abstract discussion. 'The soz.t ol economy I have most direct].y in 

mind as being unconstrained by foreign exclh::nge problems and requiring some 

unique policy consideration is that of cou"nric with a particularly strong 

mineral resource base which provides SIh i :ith a sizeabl.C expor t sector. Vene

zuela, Iran, Libya, Nigeria, Zambia, C(Tbon clearly fal.l in this category. There 

are oLhers which have such a strong mineral resourcc base and could be consi

dered in Ihis category but which may not, for a variety of reasons completely 

escape the foreign exchange constraint, e.g., Liberia, Guinea, Jamaica. There 

is, as far as ]. am aware, littlc di cussion in t e ].it erat.ure of the structucre 

of the cconomy and (aiw"; are pecul iar to th'::e economispoli.cy a]. L.r wh ici 
2 

with a strng mineral-based comparativv. ;dvantage. A scond situation in .hi chi 

thc, fol.lowi.ng di.scu:;.soi on would 1, relvanit in tLhat of a large, litiitd- -ti.e- .'riod, 

t'ansfer of financial o:;orcp'h w, ic available to an vconoiy, reliv(ving the 

foreigln e'xchanic constraint for a p.riod of lic. Israe1 certainly fell into 

tiii:: cla: s,. in the pant. and viici] a ii.Lil wilit. ;irir:,(' \.'jih r(';pucrt to cerlal in 

bra:vil., largeI'g)',[i 11 I c't:m ' , jF.l ig,. . 1."., aLi., l o thI ni:fi.: should r.os'S ui ,( 

t3
 
tm' iil; [cil: he cd'td{" ava;i :ll i'~l Lto hm f'or i',':l.oiisg 01 r:;,'.L.ll1 1 hI a];iw, 



'Thoconmmon fe, Ltire in these situation:s is the exisLence of clear p:i.mary 

collip'Ialye advalitag'o in an act ivity which it is l:seful to conceive of as an 

"c,'utib.e'' comparativ.\,e adva ntage. Thu p roblem to he faced in these economics 

is how u Lransfurm an "exhaustiblu" comparative ado Ltage into a long term 

comparative advant:agv based on a more broadly structured economy. The "ex

haustible" comparatIV: advantage may be thought of as a particular stock of 

wealth (its major value does not arise from production activity) and the problim 

as that of transforming that wealth into a set of long term productive assets.
 

The basic question is: what difference does it make how the gains from an 

"exhaustible" cowp:arstive advantage are distributed? flow will tme long term 

structure of the economy (when the stock of wcal.th has been depleted) be af

fected by the particular mechanism, which determine the distribution of these 

gains in the interim period? 

II, Tritci.tlonal ]'rescriptions 

Fac.d w;ith .ituations in which, because of the strong comparative advantage 

base, the foreign exchange constraint is inoperative, it would seem natural to 

revert to thme c rlier growth and development literature to examine the policy
 

prescript .ion.s suggested before the ,mmrge,ce of the "exhange gap" concern. 

do not wi:dh to attempt a tlorough review of that J.itera tu'r , but .ould like to 

skvtch--)r to put i.R more frank ly, carlcature--It in order to provide the 

base for the next point of diLeussion. 

The policy s:uggcstion derived from nvo--cl ,ssicaltheories would be simply 

.o allow thoe markt to det(rmin(. Mhe al.location3 of tvsourc('n, includ in; the al

l.ocation of i hw gain:s frum the "exha.ust:(:ible compar:ative advantage." The trans

formation of Ih, co Iparatl. ive adyvai t:Ae t11111 in t', t.clmInm1.011 bv (I teil:mlnd" 


by the tIiladion-l[ fAvc trrde sutmluion. 

I 
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It J.L; oft en lorgotl0 t, t AL in th,' strict ;'1. t. L ore ical u'llov',i ' (no

c]las :;Ic:aI 'iwrkLet: Uode Lakes as gi ,'en h",Lh the Elt at'e of c1'Clllol ,(gyanl Ito-' di.

i t i'ij o)f . 'TiV'a] I t';itllt on rL'si irc N'8rel til t ic' ' I'-Ol l LW('O( of ng Jrosi i-:l 

fri. - rn ope rat ion in A f iclunt onliv with respc;lsI I 0 the e::x Iiing El8 1 of 

vcliin l ciy (o" :,' ;' ictly, plrvn'i8(0 I,,' dl e:y and expect ati 011: conL 'iqi. 

future tIeciology on Iie part of individ"ial investors) and tle given prior dis

tributionu of jilctlov. The extnt to which changes in technolo .y might rffvct 

thv ,trucLurp of v:ipara i\'c advantage for the economy and, tlre fore, have i,

pl.icaLions for Llh' current locat:ion of r,'sourcc,: is not di rectly a tdn'ed iA 

tho arlu't,-fre-- trde appronch. Whether a different current. distnribution of in

come, O.E;ht sigyni ficaintly affect both ti, ieurrent all ocat ion of resourci s nod 

the ,tr ,'ire of J!itUre c-npnrai' \'e advantagc is, in genrral not. consid'r d.cl 

and1 Jan dt:l A ' & ex:1.:) :o ion 

Lhe effect. tlie ut ion inerio the rn:X\nsl c hut 

Sot.i,i'IKynu' ' n' did i M . it .l(,r: ,f 

o di, of on .'rgatc vSrt 

this; \,'; thL I t1 o!. ,n toii: du'iat ivt'll i "fO t .' t' e of it ilt, (-2, . 1 i.: Ptt l" M i. ; .. 

I Wil.1 haVO 100.tC L y0 

St~ilt: (If the I :) d '!r' ti,.Ir[T (ratutiree has r.l. d q ti' le; aiboLit,VL' lit is 

a few of hicsc'ue:rletI-free- Urand asnumipt unis and has providtcd priescri ption; 

which move oie\,h,'t heyond tlie inrkcL-fi e- trade prscript-ions. I :.re " pr m 

mar ily toii:' .te'rawl re on plannilng. Tlie utdprlyi.ig tieort:heLic,1l arr'Lmv('nt for 

p1]. iili a hi'('n tliat, with ,, vvvl.op d fufuv,' ; i:1 .€le s in i all goo(ls,a:3, o 

inv\,,,;lmoni dleciv:i,.,,n! Io , icasunrv, lIl ly K ill Mi V, ofll;( in,,.deqnlu t u'twrdlra

i r-- tld inv.',I:i: n1 . ,s,itItlo f tt0 I di Ot.i: jo hu'l in tl ; i I (.- ntur' , l't:.':Qi,;i 

iS put 1l tIi tilL' dov\'A I,pOf'i t i et' pl" ,Milq; i.''lr.i . il I to K ' Llht'l , ' f 

c - , ttt c i l l%,.. ti.:,i StIqI I d i ; I . '\''l,:l o! . :Oi.o el .-1'i oIli. ;oi'l' 

; ' i t~i" ,nw tit,, ;no! in i hi 1crSr alMh,:i.iT . n.llon.v.':iI't c.:tf.r l: sito, Iit . .' 
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sftructure. TIis a.pproach, wo.:ould s:eem, to deal. :.,11,wowhat more diiecLly with the 

"flexibility" by trying to .irScturc' current inv';tm'nt dci si oi; in terms of 

Lhe expecLod StrucLure of fuLur dc'nrals. ]n th cory', it wtId S:ecWr al: ;O pu::.i

ble in this ft:.:,n'l. iso dval n.orc x:-:pllicit]y with e&probllqes of chanlip, 

twchnohcM'y, In I'pract1c', lKonwever, as John fShieahnun has pi3nted out with rv:yi'ct 

to Colomibia (M-.133), tihe panning procdures which emerged from the idcas exprvs,! 

in the literatnre wvre largely a matter of estimating the structure of fi.nal 

demand by calculation of ilCui1Wn elasHLiciti.:' of demand and thicn applicLiofn of 

inpnt-output coeffcienL.; ini order to project. npu: requir me ts. Whilei. cha,.cs 

in technology and resultant chatges in comparatvel costs were often alluded to, 

no consisLent mechods were developed for dealing with Lhe effects of such 

changes on the long term st "uctulc ofcomparative advantage. 

When the problcms of how to transform an "exhaustille comparative advan

ta ','" N O mi: tr' rr, lifr ,w-,vn,l' r E'vvl rn n rir,,'hrr,.ndlly nv .,ur'-r! 

economy is posed, the tradiLional prcscripLions just reviewed seem to me to 

have certain weaknesses, 

to assume away the prob]l.;
First, the iharket-free- trade approach seems 


the gains from the "exhaus iible comparative advantage" arp treated l.ike any
 

resource fl.ow withiin tie market framework. There is no dis:tinct:ion made
other 

and flo..u wh ichi result]t from tw d,pletvionbetween flows from reprodiucib ]e ass.:t.ts 


and i:gno r'Ig long tvr'i
of a nnn-reprobd i cib)e ass.';:'. By as:ui ig "fi.c i.ili.1ty" 

ijtl1iene ine M.ho tfclnologleI c.]nt and the disuriluLion of income, tlii.h 

.Iathesle iS
approaclh lead:tLo the couc.u sion I:iat re no neecd to vcv(1op Slpecia '. 

cies tn deal. witl tie utiizat.i o;ati)t1of t li,gai ns. I In "'xhalt:invi)lt'complrative 

adivaiL. age..'' 

;ijy fla' c, ' :n :i ,'Oi i' [ " dt:h--Sec ond, t : tidcur r i:)L,':'i )il:,ici , I" ' :m to 

in Intlion pci t..iOi ;ciic Lco hve' dol.. inatc qci:tl', it h 10I probA ii (oI to~pl w 

gica]. cluqw!. In dc;')lig c'w;svit ii': wit tiOw~ r~t:,cdc~ I: cit, irllt- n"tI'lm 

http:ass.:t.ts
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"clatiol:shil);, it has deal I only In a partial way withIthe dynamics of compara

tMlye advatl age. Therefore, given tho traditilonalJ. proocrlptions, we arC still 

left with some fundamen tal questions about the role of technological change 

and that of di, tribution of income in dotermin t:he long term structure of com

paraLive advant:age)and these quest ious would seem to be of basic importance in 

developing rcoasonable policies for transforming Lhc gains from "exhaustible com

parative advantage." 

III. Some Is;ues With Respect to the )ynamics of Comparative Advantage 

The review of traditional theoretical prcscriptions led to a focus on what 

seem to me weaknesses in terms of the question of technological change and the 

distribution of inco:c and their roles in the dynamics of comparative advantage. 

I want to take up each of the!se issues in turn and then in a next section dis

cuss some of the ways in v'hich they miight interact. 

.
n. ',he role of echnol i i"! inll,,,-- L ry Drut n , .,,.- S1oh. ' , ' 

most clearly lrough t to the fore the importance of attempting to take into 

accouunt the role of technological chatnge (p:oduc ivity growth) in the deter

minatiou of long term comparative advantage (QH 13,32,33). The baic point is 

that changes in compalrative costs over time are of central. importance to the 

deterinnlion of which economic act.ivitiCs will be the ones in which a given 

economy has v'omparative advan'uage in future ynrs . If a" adequate projection of 

col.parati ve costs, as w,] as dcr'! , voul.d bp waade, sub:;t ant ial progress would 

have, bece ;a:hli rvd in solving he pyoblv.mn of predic:ting the dynamicu of com

para IiVe advant age. 

I would lil to add jis t a few Ccmutnislt's to tihe di scussion by Brutun and 

Slivahah . . i ,hih . on the Clch h an da ta, )oilt ouL a1hnahan, i i rlTioL lt 

number (W1 difFcilc. si.:;in auti.)1 i 'g,1ous;n pa:st productitViy change nS a gvuid, 

I n expect Cd fu tl ' ch;n',t. 

http:pyoblv.mn


it :ceres to Oc th:tt fls:; di Cllti e; ;ne "ndurvcor'cd sl; 'scu ;it roncly 1, i 

(f more ,odV; , ',, ,CnHOflt , l ," n.c c ;ork on preduc tIi vity chagen' Lhe U.S. 

r:iiowcd ti:t tlitl" \.'.as x L" pcn varj.aio rat(ti; proc('w 'trevt.period od in of t ivity 

gains fr7 i.vou:; inldu:;l rc~io (S ithv' ::surecd as tLOW], factor product ivi ty or 

1n1-,-hour product.vity) and Wit: altfL'pts; to explain rclali.ve producti'vity g;,NMS 

in torch, of dif frecces in jindtry S;true.tre, financia]. s:rength and cnincer

i1A ano :cint1Jfi c Cper sonnel ,. .ed. , I .rlovels review of indu st:ry prodctio. 

functio,,n studics 5 Fhows that sc f,hi stic ate d evst'imnat:; of production fulnctions in 

various U.So industries come up with widely varyiny, est mates of paramCtcrs, in

clud:.n, quitc differcnt esit l:Ates cf the rate and chanracLer of technologi cal 

change in i nldividual. industries; (often, even when analysts were using C:h. sap 

basK. d a La). The usLitmaLe; of paranamt,£ of producL.ion functions were not: at 

oll ",obu:wt.." '']iu;e st iudciies r:' certi ;iy I, ,,igLc a one.s doubti about the 

X on h.:i uing current w:.::hudol.e2ny, 	 c0: .d ouu i!iiustrryto ii.ch, 	 prod icL.ions A Vti, o l 

prodti, vit:y chrnngci can be 2.,a,jovcd to Lhe poi.t that :hey would be acceptal_ 

as a god guide to future cow.nra:ivt tdvanr:ogrt 

Sheahan also mcn:tons considratli.ons which come clJose to the basic ques

tion, raised above, of how current pat te:ns of activity influence future con

parntvu advrntayug. lie notes tlat. prod,ctivity rrov,Lh vay be partly ,;ogenCo: n 

and pir ly induced by tie pl ti'mn of current: j.iuvi\lmuilnt. 'This same ViCL'OJ.W1t is 

arriv 	 d it by',,o:' wo st.r :;; the i l. f. "n.f " iillin H-by-dointhe g;uwv h of 

pr,-(1, 	 t.I,;(v ij 

'lThoc. two i.s;ruts, couvw, ,ii tv'chnl.,onicu l chinge-'prev'ent soe v'tr:, .:,ri

out; pitiL 1.i'1;):; for . I i5)Si 11::; itiII '':.i tat It ,,H ilt .p: at iv'' ivd t'.nt ' v  .Lt:e: rt 

t lIIo y d o t o ,r c u r r e I ! 1 y ::v I ) lI,Il!.-I ' .C: ri !I-'d - r c oliol.' i ' .) 0 1) 1 1 hen 11 11 d , j. J. I I:(

tit t. :1 :AM fe'cL lt li'' i\j g',itwtLi,structire Of j.nx.':t:) onMtie; mct l 	 I tlien 

-a n ol 	 Ia w i I Io"r o; F i nd i fF,,r,'n,n- ; 111,' , I : Ia " ,u : au at ilbItAra1,.a: 	 ,' 

l lh,:| .i V v ad v a\'Illnit!: .{ ' a y c u r r uc - l i s AiM:A{l~ , . ( IL . u n y:; w 'l. h o M o t t Wi' . l o t I'.
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they lack the discipline of the exchange constraint which tends to bring the 

issue more directly to the forefront). On the other hand. inability to predict 

prodictivity change in individual industries leaves us with little guidance 

about how to shape our concerns about the current structure of the economy. 

Since the further Implications of these issucs are related to the 

interaction with the issues concerning distribution, . would like to set them 

aside for a moment while I discuss the distribution issues and then return to
 

the interaction of tie two sets of issues in the next sectioni.
 

b. The role of income distribution--As noted above, there has been re]a

tive].y little discussion of the role of income distribution in economic growth
 

and development, with the exception of its effect on the level of aggregate 

savings. A fundamental point which has been ignored is that there are really
 

two sides to the question of the role of incone distribution. Traditionally
 

hu dibcusslun of ditL. uu to" ha; been limitu:d to coh.idcration of who- rccciv, 

income and the related question of how they i-:pencl it. But an equnt ly importa1rt 

question may be how inc'oc is received, that is, is thn income received through 

eml)].oyment, transfer payments or return on private property? I will discuss tihe 

relevance of the more traditional dist.ribuLion questions of who receives incowl.. 

first and then take up this importiant: point about how the income in; received. 

With respect to the qustion o1 who receives incomc and how thoy spend 

it: there are two genvral Is ,. F I rS , Ilu- , a17 (tueS,;i ons; rt I at ed to the 

level of saving. Will a more equal distribut ion of i.nco,wl have an eff:ect on 

the the levei of a r'( 'grc'ae s avin g? CerLainly the wor. of Hodigli ani and Ando 

Ol the colns; pt inn functdion i us t drawiing quick con,ti::t w:ik€ hs Jatw about any 

clu:ion that a chan.e in tlhe dint V bution of income wil.1. have any long run 

effcect on the aggregate level of savings. One shiould not generali.:e from 

their est ir:t e: to l l'lve1 up1Jegfor 1h, US, te tuat ion of countrius, but 
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'o1e s'iould at least be warned that sophIsLiscated models are necessary t'o uike 

relil le estitat:.es for developing couItLie:.s Another question rvlaIed to 

savings derives from the impverfection. in capital markets in developing countCrics. 

Would alterations in the distribut :ion of income Cflnv savings to fl ow tl'ouih 

different invcslment channels and thereby have an effec on the pattern of avail

ability of loanable funds for different types of activities? Papanek argues 

rather strongly that the flow of profits to particular sets of individual s had 

a sub;tantial effcCt on the invest:ment pattern of Pakistan.6 The allocation 

of the gains from "exhaustible co:mparaLive advantage" may affect not only the 

overall.]. level of savings but the development or lack of development of finan

cial inti:ermediaries which will have long term influences on the pattern of future 

investrents. With respect to the con'uinption effects of alterations in the 

distribution of income, there is the question of the effects on the composition 

Af dw.,d. Th P,-,rt of question has ben rai-,d in ngenral form by that.-

who have pointed to the dangers of the development of "enclave economies." These 

effects on the composition of consumption will, of course, be reflected in the 

long run composition of imports. In terms of both savings and consumption ef

fects on the pattern of investment and, thereby, the long term structure of 

the economy, it would seem that the role of income distribution in how the "wealth 

surplus" from the "exhiaustible comparative advantage'" is utilized cou.d be im

portl" lt. 

.n general, a major duttrini nan 1: of the distribution of income is the cxtent 

and clhnraLcte r of cuTployien t. It is thure fore necessary to bear i.in nui ncl tlie i u;

portalnc, of how inco;:ie is receixcd as well as how it is spmnt. Th dist.rilbutLion 

of itiC''il& is of Mui.reSi. not voly becaut.s;v it. dlet t i.i , t.lt. dinUMLit~i Iuiorn of 

pUtc'h :i i ,, ptn.'t'r l it a;lso bhcari:;t it is a re, ].e cL l£on of pat !.c n of cliployi,.'ntL 

empl ]n'il haveex>per ience. 'hiLs oy'v .xperience coul d, ini turn, significmltl NOcWIs 

on tho long I'r'n rueluie (if coml,:li:lti."v i[.Itgielsi ad, a"In\' , hs 'i i poitie d 0unt 
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I 

by ] aldwin th-at the charactIcr ofI the production FunctiLon in primary Iroducts 

export: sec tor, can influence ,i ui ficanlly long term comparative advant age. 

Baldwin contru:;Is "l1antation type' exports w ith 'mineral type" exports. The 

former provide,; a wider base of (1iploym1ent but at low wages and with ve!ry little 

skill develop,et. The latIr providos more skil.l development: at higher wages 

but for a very narrow segnmnt of the potential labor force. The "plantation 

type" provides a broader expenditure base, but very few externalities in the 

form of skill transfers for the development: of secondary industries, The 

"mineral type" provides for skill transfers, but on a very narrow base and 

likew.i ;' has narrow, thouh high-wage-level, expenditure base, providing little 

e.ncournoc~nent for secondary industry dcvelopmett. 

baldwin's stu;estion that the current character of employment and 

the related di.stribhution of income can hWve an important effect on the long 

tern str:uctture of comparat:.ve ndvantac. i.s rcinl.orced by the recent litcrature 

on "earning-by-doing'" and by even more recent work on the determinants of com

parati\ve advantove for the U.S. This work builds on the initial observation 

by Leontief June 196i) that industry by industry there is little varia

tion in capital-output ratios in international cross-section, but considerably 

greater variation in labor-6utpu t ration. This observation has been under

cored by bal dein'8 recent findl~g that: there is virtually no net capital flow 

,mbodied in U.,3 tradu--capital i puts in export:; are equal to capital inputs 

i.n imports. The impla]. icai u of this findinig is that labor fact.ors play a large 

role in the dtc-raination of comparati, advantage. Thin impl.ication Ihas been 

8.
 
substanti at ed in r.,v:. ral (.n)irival ;ltlIdics, in Which .1 haft leen shown that the 

relative abundnnc, of skill in tlie labor frce plays an important role i.n (let(er

mining UI.S. t,':portru. It :.um; evident that, to the Pxt 'nt that, cnp!Ltl in re-

Iativly wbilt, i vttrn,.L,inn.tly, utnomp;rati ,e advant .agei.n the long run i:; likely 

to be detet.mi ,d by thn nat ua.il, rv;o'.rce base and by the e>tenl: and cditraeter 

http:detet.mi
http:comparat:.ve
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'.rg'htllh the frit, of my diifscussion mist necessa:ily be on economic fact a 

it seep'w; impor an I to note that the disLritbution of ilncome, both in terms of how 

i.t is receiv'd and how it is spent, in likely to influence the development of 

a whoJe set of social and pol.itlical institutions. The "exhaustible comparative 

advantage" econoaies are not: only particularly prone to "enclave' deve.opment., 

fostered by a large expatriate commtnit:y, but also to the development of a class
 

structure throu;h the private or pubi ic conmtrol over the gains from the "ex

haustlh e comparative advant age." 'lic so,'ial and political institutions fostered 

by the current d(1htribution of income are certain to have long term effects back 

upon the structut-, of tlie conory, playii:.v, a role in determining the directions 

in which it is "permiss i ',." advantage of the economy tofor the co,;parative 

devlop. 

IV. Policy Consid,,rations in ":hausLible Comparative Advantage Economies." 

Having duvcdlu'cd severail thcmes it: length, I wuuld like now to try to pull 

them together, re point up some of th interactions among these issues--which may 

be rather obvious to Lhe rendcr a.reidy. 

]*have been diucussing issues witich Lconcern economics which have (or have 

had) some natural compaativ advntage whliich frees lhm for some period of 

time from the foreign exchn,,qe c ,n:;tr;ainf, but v.,i cli face po0 ential difficultie s 

-

t, ThinLo ,vqia'aIf. ,' i i all " i2;ti l.e''ll t 'u"n;b)('C,'ie I.lic.r c \v(, ,ldvili it 

tible cotpara tive advantilr'' s;hould b,, Ygarded as a st(,ck of wealth which will 

be de lt ed over I:ine antd the probl.. ;i i .lhsc cc (,nlies is to forWi late a 

,il.] ',: i.t \:un].! h in transiforied ovr M eiti
skt't:tv y Which nltin thi t: k ol 

t ic t'tltIve as' I.s . fIM first qtu's i ioil which art*'Ifinto a s. t of 10i ', rteftm 

eg'y rcq rv ulialI i,:. :'air in :;imp]y adopt iS Why an' vxpil it stat is "li ; :: e t:ht re 

o~
in
ing[' Ilhv wo'l-clan:n:ic-'I mlikl,,-lirco'-t(radv' ,ullltio,? 'l'1" alir.\?ori tol this quti 



on the role of the distribit ton of income--an elementi whichtiri,.primniarfly 

that incomuthe eo-C.:UMical analysis largely ignores--bo th in terms of how 

terms of how it is spent . At the simplest level, there isis received and in 

the: dan:.r that the gains from the "exhaustible eCompartive advantage"' will. 

in such a way that they wi.ll be for the most part "consumed"be di;,r'i huted 

rather Lh:ui being transformed into long term productive assets. This danger 

has been pointed out: to some degree in the more traditional, literature which 

stressed the propensity to "enclave" development in situations where a primary 

l7roduct:s cxport sector domtinated the economy. More deeply, it must be consi

dered that the pattern of current economic activi'ty may have important effects 

on the pnttern of long term comparative advantage for the economy through its 

effects oi the level and direction of tcchnologicil change, the extent and 

charactci' of labor force experience, the degree of "flexibility" in the economy. 

To the extent that these current patterns are important in affecting long 

term comparait- vc advantage, economies with "exhaustible comparative advantage," 

even thoug.h not currently constrained by foreign exchange avai.lability, must 

c onccrn th.,miieI.ves with the dynamics of comparative advantage. 

Explicit consideration of these problems leads to the rather surprising 

lossii.1.i ty that policies in these economies may in many cases look quite 

currently suffering from an exchange constraintsimilar to those , economies 

(a.suming, of course that the exclInge--cons trained-economies are following 

polic.es whiclh serve to improve t:heir long term comparative advantage). Ar

gUmien Is for "j.nfoaat industry" protectionm:ty arH.t:e, even though the econoly 

is not facCd with current exchange shortag'es. For example, during the Nigeria 

civ .1 ,ar impo' t lic ensing and higher tariff barriers were developud in order 

to pr(,: ' w, foreignir exc11;ill.C.g for a rils purcha:es, Cols idurabl.e i mport: :ubstitLu

I:ion indus trial growth oc curt-Lrd as a re, u 1. )stwar , w1. th si.zeable oil. re 

ill I'he offing, many have concluded that import restrictions shuld1venues 

Iage lilil tat: ion: are no longer an illportar,t c ns Ld e rat'.(I1.relov,,' ,,.1 x 

http:polic.es
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advantageeoigtl 

import restrictions is not the bent policy. I present this examle not as an 

explicit conclusion for this casu, but an an examp].c of the sort of policy 

outcome which must at least he consider.d a possible result of the concern With 

the role of current distribution in the, ".elxhuntible eonparatLio cladvantage'" case. 

If such economies g3ust be concernud with the dynamics of comparative ad

vantage Lhey face problems similar to tlose of exchange-constrained-econonlmis 

in predicting change in comparative advantage. As pointed out above, a 

central problem in making such redict:i.eu'; arises because past evidence wou]d 

seem to suggest that it is very difficult to predict the relative rates of 

technological change in different induscries,. There are no simple answers 

to this very difficult problem. There is one approach which I think mighit 

be worth further consideration and invesLigation in tle "exhaustible compara

tive advantage" case. As noted above, there is some recent evidence that 

the nature of experience in the labor force plays a key role in the def.e.miula

tion of comparative advantage. This suggests that for public policy purposcs 

it may bc possible to by-pass the problem of predicting indun try-specific 

technological change and to focus on policies wich will operate on long term 

comparative advantage at a more fundamen ta] eve.. For example, if broadcnin', 

the base of labor force experience were inportant for long term comparati\,e 

advantage, policies bul I to ;.ive ma ene onuragcmen F to Ihos; e 

par Live i h velr, lead (0 the conclunl ol that the removal of 

could ilaitr I rmvintu 

industries whiclh have been l.(,tutlI, luf iull;tf Ionallly, to have the high st l.abotr

output ration--or ch ose wihichi have thei Iggicst variance in .abohr coefficienl I-

combined with polcivs to e..ncourage: labor-i ut n:; i\'c ;,th od:;. Thus th,' crilf ri a 

or pla.icv migi.tlbe Shifted [Urn the in,1tiunfy level to the ]am,']. or ,,re Iunmla

1m lt1. 1acturs. (Not t' again, Ihi;; in a" e.ampl.e. Tier'o iay be fuindal:,vi' fal 

factors ati r than labor farc e :;pt'r ' , , \.hich in '| :,.u.e cuompar'a t1'' av u

L:oge wh ich could Qc proh,.clpe by pub].l I'jr , .icy* 'J'lteTt ppi i l i . 'ccI. . 'OlV idl, 

mo in, :w,ay from cih prnae:ic ,' of ba.i", Policis on crit ria :uch a:. 

http:redict:i.eu
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industry leve l--whIch have proven very difficulttechnological change at the 


to.In;il'( operational and reliable). Countries not currently subject to the 

way be in a better positio toforeign cx:chnngc cons tra int 

may not be so much to rmaximi ;z, 
pursue such polices and the investm'nL cr1 tvr ia 

GNP in the short run as to aa:;imize employment (or some simi.lar factor which 

be most likuly to convert their stock of wealth into long term productivewill 
9 

assets).
 

to consider the role of governmental policy
It is important, above all, 

advanLage" situations. I fel compelled to 
in these "exhausLible comparative 

state again the oft-made observation that governmental policy cannot in any 

The governmental institutions as theyneutral in this situation. 

exist define the "rules of the gme." When the current distribution of income 

sense be 

accepted, then, as argued
and related distri.but.ion of economic activities is 

l.ong cmm im i aI.iuMUb about how th' stock of wealthal)ove, this Wil iave 

utilized. The consiinherent in the "exhaistible comparative advantage" is 


is unavoidnble.deration of the role of govvrwmental policy instruments 

Governmental policies can have boLh direct and indirect effects on the
 

The direct effects are those usually considered
distribution of the gains. 


as well as those

with respect to income distribution and government t-xation 

somietI(Me- considr('ecd in tcrm: of the dsIstributional effectns of direct govern

went expendit"es. For examp.u Mwom(uiiett1('|a s cums at firs t to 1Iave affeclLd the 

gai n s from oi. I by red u cing Laxatlon to a inimnim and invusting
diistr ibhution of 

directly in ",;ocia] overlied." Later, ho\Ve'vr, a ;uc.h w..'as mad( to more 

ti(':le ' Iwo differ'nt policy
direct i.nves;tmcnt in iMdu:LAAi :1 actIVIty. 'ursui t. of 


:;orts of ce inicome',
.U.on disLribut:ion,

configu rat i ons sur'vly wouldi S:vc diffcrvnt 


the partcrn oC 'mph oyhllet and hte stinctur of the economy.
 



_1.( 

ho,.eV:r ir*ly he the indiret, often unintended, ef[cts
Eqill ly important, 

of ov, rnument polici(s n, the dlstribution of Income. To cite just two exam

.s the majorthe pub]ic sectordeveloping veonomiespic:': a) .n tiany of the 

domi.|nate the labor markeL. Many have 
cml]oy, r and i "s wage-Se tting poIi Ce:S 

; have dictated increased in
argued t.Lnt Ihd gh gIoverllna]. saary trucLurV 

effects on economy-wide wa.ges and 
cquani ty in the distributon of incomeI hrough 

emrp) cllicnt. 

can have effects on the distri
lic ensing arrange:ents;b) Buro.aucratic 

on access to scarce economic 
t heir important effectsbht.ion of incov:n through 

on allocation and utilization(as well as effects resources and opportunit.5j.s 

under Artifi-
Winston "Corruption and Industrial Growth 

of resources, See G. 

cial. E.',:changc Rates" IJ'A-39. ) 
has been rather hcavy on gcncra. i-

This suirinary of policy considerations 

thin w:ith respect to 1pecific r,'icy p,,idnlce. That is an 
-nnnn and quite 

of our state of knowledge. It
of my aspe;.mcn t accurate reflection, however, 


to close by trying to specify some of the needs
 
might he helpful., in any case, 


this diS(U:;.Sion 
 of issues: 
seem'e to emerge from 

for empirical studies which 

determine how sensitive the de
need to at tempt to 

a. There is a bsic 

is to the di s tribution of income-in both 
velopment of comparative advantage 

,(sese. Qumne Cin'iri cai. review of th impact of po i
the recelving and spending 

ln'1t ruc Lure c 
0ln. 11L "0 on e .ol):,i l o 'I(ih in 

t1tle restat
ci('s an (listribu tionI and 


arpa;aLiVt' adv:ntagC;', s;uch an VoliOZUl'1a and 1Iran,
 
trie,'s with "xCh.haustibie co' 

Ceold yiei.d important insijits. 

t;in thie ralru 
eal.tC-iiateC(of con:otimpl ion [Linction.n",

b. Soe(' emp1)iril inht'l
 c ] ,: : i a l f nCti,,n foriq.lali,,nv:,c col ror:pl ionnoso~phi:;Iic , d,apth",Af of lo 

,.in ii I, -l'.y s:tvings t.[lce! ai chi:angt': in di:,vri
yi cl l i:.eiiil Iw j ] utllS t 

In [ l ( Clilw "ltlHIi (' JOClI"iIW:I UqIlli:0'1'bu 1. i C I-;. ill 

p l' ion, tml 1: , ",rai ' Uroit,'[ inl F"ix' ,lo t 
of0 . rtm,- l', tr i' 

ill 

P'oIln! 0 1 ]'i v' 
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Ameri.can CounLr Ics" Di-c . Pa,rr 13 Woc d ,,w..JWils;on School. Research P'rogram in 

)Econ(vmic De'e]iopument. ) 

c. Can any rp.lal ionn;hi p he ast:bl Ihed betL.,' n t:LIo ,di.stributionof 

incom,', financial, ie.,t. LuL ion:; and the flow of savin.g i .nto pni iticul., typv:; 

of invc::Ilw *c? 

d. The Senuitivity of expenditure paltterns to differences in the dis-

Lributjon of income coul.d he cxplored. (('line op. cit. undertakes this task 

also). 

e. What are thu means and variances, as determined from internationa]. 

cross sections, of Lhe labor-output and aIhor-capital ratios for various in

dustries? Can external benefits in tcrms of labor force training or other 

characteristics he ,ssoc I ain! with particular t-ypes of industrie s? 



].'(.o
i'8.OJIl: S 

A will b'ctuie l)i.',nt l.ii ('l iit liN paper, it a1.;o liappri: thailitt i; 

p rto b ]l ti
W l 

;a n dt I. J i n lu d r L o(; d d i'c ; [\lil p.i i 1! ( v'cI .ni i nl l a i ]" i lw pu ]', s .; t o i111 , i y 

2 
I). Mr;, 'IMo cl' .ii of an et Eci;o o e inr' 101'r' Ec'nomy," and
 

,o n c':I lt!'u i is; ie only 2.- i l pivev . lil\' ( f ndl ald ll; p'e..crip..tl i\ t,
 

aS O )L').O:i Io0 L:erj ti.\'ti , dliscusin inu ralhl t mied,
, 


3 Sc . of th' cliscussion mlirht al;o apply ;herc a st.Tollg nllo-llll ll 

pyliry pIroduc ts cc.v]nrate n vLa.Mi NL:\f;I; l;e ; m'lmiciin gvee\ r::I(' K\'C eves cx.liau conh ll-;i 


for a ec iod A i;n but. is by techui.e::y ob.ojesconcv or1
ol uIhreat.n:d and liri[(.e 

explans<; i ili. fLy, e,.g. 1'lays; 8 rubh Jrt, filiing.i',ruvian 

l'i tluct ivitv 'Trend. in the ,M ud _ tat., NBKII 1.961. 

5"Rlkce" t- L;p i c .l.ti. c'; Lhv CES and R .la ,(dProdulction i on''Mof "unct 

in M. )bi-t;\' (cd.) ' !I ; ' v.,.PA:r 1 n'piri Ann}1 1' o f ]'MoN: i1'1on, 

6S, 1-.i!_._ft DC,;i 
-.-_at, P. 178;, 207. 

,lc~uiml , L!'W i .903. 

1). Mosnig, 'Awbor Skill .*nda. thu M1ruct nrc of 'Trade'' 1.n l"onneln andlr 
*1awc I V(edj ) 'hp (Mop n qnoj ' A./ o, a ''s;! l Aido~vi. nn ~InJtcriuat Ion:A 
Trade'" 11.;;con:;jn ]' . .. 's'l~u'j.s; A. l on i ade and Factor Cro:Llh" \,'.':c ojsiln 
Ph. 1). 'I-1u :si . 

9 
i.ll:inloutm prudiclion
 

of t:ecliiiu clhangce; would to to Il of
 

JIn any Ca.s , given the t n linc(rLtai nlic_; eutro.nl' ig 

,.ogical i ',ta \.ice at Leimpl aplply wet hod!; 
poritfo] io balance, i.e., to Lake into iciuiit both eSlaclCed peurClomlanc of, 

thc ic v 'y for ;t r iindusulr ii mandl tel y' c riJ iid, ofl; j utcojc i nd 

an,1 * ll|; lp to. [i c piI" (ou ,p oin i hi, -;ui,ins fro, vn oivnu mlivsl i scale for I1-11,
 

protle t inna I fi.,I;i:iVlby C l i .
gnat f mep .i 'ilo 

10 
t -vudl~ to futhtli (linuuI vp' ( if Pol icy ;i: uimit foi- affect Iill'
 

clistir butjbiion aind cioplIo\'illwnt. i n ll I't~Iic
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