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Problems of Stratepy In Developing Countrics

with Exhaustible Comparative Advantage

by

Robinson G, Hollister, Jr.,#

In recent years much of the ecounomic development literature has been
focuscd on situations in which a country's development problems center, in
one fashion or another, on the "forcign cxchange constraint'; gap models,
import substitution, effcctive rates of protection, and the like, have domina-
ted in the litcerature. There are a nuwber of cconomices for which the foreign
exchange congtraint js--or for some historical period was--not the effective

censtraint on grovth.  The question of the alternative ceunomic sivatopics

bade)

such cconomices has received relatively little attention lately and I would
like to examine here some issues which might be considerced in evaluating
: . 1
strategies for such economics.
After specifying the types of economics I would include in the category
of "cxhaustible comparative advantage" and reviewing the presceriptions for

such countries which might {low from tiaditional development theories, I will

arpue that such cconomien may have to hebave in woys very similar to foveigu-
exchange-constrained-cconomics to the extent that they too must be concerned

with the dynawics of comparative advantage. I will avpue, in particular,

that the "exhaustible comparative advantape' must be viewed as a stock of

wealth and that the strarvegic problews of these ceonomics are to transfovi

St s ey

A0 Gordon Vinston did s best vo show me how to dwprove this cssay, 1 wish
Loth to thank him and abaolve him of responsibiiity for it
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that stock of wealth into o cet of Long term productive assets,  Failure to
develop a stratepy in this Vipht way leave these countries in the longer term
vith theirv initial compavative advantane exhausted and a veak economic struc-
ture, inappropriate for toeng-term grouth, Thepiper concludes with a discussion
of some issucs concerning the dynamics of comparative advantage, with particular
consideration of the role of the distribution of income,
I. "Exhaustibie Comparative Advantage"

Theve are several types of situations in which the issues discussed
in the rest of this paper might be relevant, and it may help to cite speeific
country examples in order to give some concreteness to vhat will be otherwise
a rather abstract discussion., The soxt of cconomy I have wost directly in
mind as being unconstrained by foreign exchange probloems and requiring some
unique policy consideration is that of counirics with a parcicularly strong
wineral resource base which provides rhem vith a sizeable export sector., Venc-
zucla, Iran, Libya, Nigeria, Zambia, Cabon clearly fall in this category. There
arc others which have such a strong mineral resource base and could be consi-
dered in this catcegory but vhich may not, for a varicty of rcasons completely
escape the {foreign exchange constraint, c.g., Liberia, Guinea, Jamaica. There
is, as far as L am avarce, little discussion in the literature of the structure
of the cconomy and policy alternatives vhich are peculiar toe these cconomics
with a strong minceral-hased comparative udvnulngu.z A scecond situation in vhich
the folloving discussion would be relevant is that of a larpe, limited-tine-period,
transfer of financial Lesourees wade available to an cconomy, reliceving the
forcipn exchange constraint Lor a period of time.  Terael certainly fell into
this clans in the past and such a situation wight arise vith respeet to certain
regional coonamics e e,y Bast lﬁzLiJ:l:dn, Hovthiast Lrazil, should Tarpe resource

trancfors be wade available to thew for reasons of repional balance.”
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The common feature in these situations is the existence of clear primary
comparalive advantage in an activity which it is useful to conceive of as an
"exhaustible" comparative advantage. The problem to be faced in these cconomics
is how 1o transform an "exhavstible" comparative advantage into a long term

comparative advantage basced on a more broadly structured economy, The "ex-

haustible" comparative advantage may be thought of as a particular stock of
wcaith (its major value docs not arise from production activity) and the problem
as that of Lranéforming that wealth into a set of long term productive assets.,
The basic question is:  what difference does it ﬁakc how the gains from an
"exhaustible" comparative advantape ave distributed? llow will the long term
structurc of the cconomy (vhen the stock of wealth has been depleted) be af-

feeted by the particular mechanisms which determine the distribution of thesc

vains jr the interim period?

II, Traditional Prescriptions

Faced with situations in which, because of the strong comparative advantage
base, the forcign exchange constraint is inoperative, it would scem natural Lo
revert to the calier growth and developwent literature to examine the policy
prescriptions suggested before the emengence of the “exhange gap" concern, I
do not wish to attempt a thorough review of that Literature, but would like to
sketeh=-or to put it morce frankly, caricature--it in ovder to provide the
base for the next point of discussion,

The policy supgestion derived from neo-classical theories would be simply
Lo allow the market to determine the allocation of resources, including the al-
location of the paing from the “exhaustible comparative advantage,”  The trans-
formation of the comparative advantagze would in the Loup term be determined

by the tvaditional fiee trade solution,



The verponse” de i'i.\'-‘cl Crom Veynesian Lheories (as vepresented by varioo:
Uary odd=Donar Ly pe forrailations) would recopuize, perhaps, al Teast some strucs
tural problem and wicht advocate raisine the ;-;-,y°,1‘t-;'_.1ir- savings rate throush poabe
1ic savings of saae of the gains fe the Menhanget ihle comparative advantaee,
Once apain, hovever, the allocation of resources would be presumed Lo be Largely
m:n"l:ul. determined,

A varient of these Keynegsion vicus 36 om vhich recopnizes somewhal movt
extengive structural probleus and vould lead to o policy of public investient
of the "exhaustible' gains in Msecial overhend copital™ and other "non-trade: blos"
on the grounds that the pirely marviet solution wieht lead to less than the
gsocially optiwel dnvesteont in these activitics, DLven in this case, hevever

the allocation of resovasces ouleide of these seotors wonld be left to the

morket=free-trade solution,

h Barie mainl ic Chat all ol dhese proeseyiplions pisce heavy 1eidam

Ya e
Vies st

on the market-free-trade solutien for (he allocation of resources, including

1 1

the gaing fron the Meshoaunslible conpavative advantipe.
i i H

ihere arc several
ascwaptions inherent in the market-feee=trade approaches which should be high-
lighted (and these are points uhich bave been nade by many commentators in the

past). ‘These approaches are hased upon a glatic, or comparative static (or in

the more recent HiLorature, cquililaimg tive 1':':1..!;} model of the ¢conwnic procens

and Lavgely ipgnore the gquest ion ul the extont to vhich the current structmuye

of the cconony ia lilely to influence l.iw clivrctor of couparalive advantae

over the longer Lenr Undoubtedly , this do berisely beepnne the masie = e

Uy ok appreseh asaumes o corcal el ol LU B e B ) Wi thiey eoesisyeesa Ve

painlens and s e laeaition ol ARG vorde i pesponise Lo changes in
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1L ds often torgotten that in the sorictest theovetical seuse, the neo-
classical wmarket wodel takes as piven both the state of techunolopy and the dis-
tribution of incowe.  The allocation of resources resulting Srom the wavket -
Frov=trade operation is officient only with respect to the existing state of
technoleny (or more stoictly, present toehnolegy and expectations concorning,
future technology on the part of individoeal ivvestors) and the given priom din-
tributicn of income.  The extent to wvhich changes in technolo;y might affect
the structure of comparative advantage for the economy and, therefore, have iw-
plicetions for the current allocation of resources is not divecetly addiessed jn
the market=free-trode approach,  Whether a different current distvibution of in-
come wisht significantly affccet both the euwrrent allocation of resources and
the structure of Juture comparative advantage is, in general, not considered,
Sowe neo-¢ laseical and Keynesian nodels did include explicit consideviiion of
the effect of the distiibution of incom: on the aprregate savings rate, bat
this wos Lthe Jimit of the consaderatren of the yoiv of disiibation (Gout aohich
1L will have wole o say below).

Some 0f L vore vodern developuent literatuse has raiscd questions about
a few of (hese worket=free=trade assuwptions and has provided preseriptions
wvhich move somevhat beyond the wmarket-free-trade preseriptions, L velor pri-
wavily to the Jiterature on plaming.  The underlving theorctical argument for
planning has been that, vith no clearly developed futeies wmnlets in all coads,
investment decisions are Litely to be inel ficient bocanse of inadequate courndina-
Lion of inter=related inpvestiant decivions, Thus, in this iterature, cuphieais
is put upon the develapoent of the plaaning wechaniom to provide the Lesic
co=maiaatod riaw cbnend e ony he o deviebessent of gore congeiens cocral doseaite

o
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structure. This approach would scem to deal somewhat wore directly with the

-

Pilexibility" by trying to structure current investment decisions in terms of
the expected structure of future demands,  In theory, it would scem also possi-
ble in this frowework to deal wmore explicitly with the problems of changing
technology,  In practice, houever, as John Sheahan has pointed out with respeet
to Colombia (13i33), the plamning procedures wvhich emerged from the ideas expressed
in the literature were larpely a matter of estimating the structure of final
demand by calculation of income elasticitics of demand and then application of
iqpur-oulput coefficients in order to project fnput requivemeats. While changpes
in technology and resultant chanpes in comparative costs were often alluded to,
no  consistent methods were developed for dealing with the effeccts of such
changes on the long texm structuge ol comparative advantage,

When the problems of how to transform an 'exhcustible comparative advan-

f_-.;;{.‘.:_." inte n Tane tepm connarative aduantooe hraned an o mare hroadly stroetoeed
-~ o

s

economy is posed, the traditional prescriptions just reviewved scoem to me to
have certain weaknesses.

Fivst, the imarket-free~trade approach scems to assume away the problem;
the gains from the Yexhaustible comparative advantage" are treated like any
other resource [low within the market framework, There is no distinction made
between flaws from reproducible assets and [lows which result from the depletion
of a non-reproducible assct, By assuming "{lexibility" and dgnoring long term
influences in terms of technological change and the distribution of income, Lthis
approach leads to the couclusion that rhere is no need to develop special poli-
cics to deal with the utilization of the gaing from "exhauvstible comparative
advantage, "

Secomd, the wore wodern plaaning approcael secas alzo to dpcore the diss
tribution question and to have deabt inadequately wit hothe probio of techasios

pical change.  In dealing casentially vith the o Fondovd demnd, fnput - outd pul
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relationships, it has dealt only in a pavtial way with the dynamics of comparva-
tive advantage,  Therefore, given the traditional prescriptions, we are still
left with some fundamental questions about the role of technological chang
and that of dirtribution of income in determing the long term structure of com-
pavative advnntagn)nnd these questions would secem to be of basic importance in
developing reasonable policics for transforming the gains from "exhausiible com-
parative advantage,"

III. Some Issues With Respect to the Dynamics of Comparative Advantage

The review of traditional theorcetical prescriptions led to a focus on what
seem o me weakuessces in terms of the question of technological change and the
distribution of income and their roles in the dynamics of comparative advantage,
I want to talie up cach of these jssues in turn and then in a next section disw«
cuss some of the ways in vhich they might interact,

a. she role of technolopgicad Ginoge==lonry Bruton and John
most clearly brought to the fore the importauce of attempling to take into
account the role of techinolegical chunge (productivity growth) in the deter-
wination of long term comparative advantage (RM 13,32,33). The basic point is
that changes in cowparative costs over time are ol central importance to the
determination of which cconomic activitices will be the ones in which a given
cconomy has comparative adventapge in future years. TL an adequate projection of
comparat ive costs, as well as dewand, could be wade, substant ial progress would
have been achicved in solving the problems of predicting the dynamics of com-
parative advantage,

I would like to add just a few comuents to the discussion by Bruton and
Sheaban.  Sheaban, basing his arguuents on the Calewbian data, points out a
nmher of difficultics in attenpt ing to use past productivity chanpe as a puide

to expected future changc,


http:pyoblv.mn

Lt ozeems to we that these difficeltios moe stronely underceored by studies

I — 1 ey 1 > v "'
¢ ovork on preductivity clisznge in Lhe ULS,

'

of more advanced cceonomice,  Vewdrich
choved that there vas extrens period Lo period variation in rates of productivity
pains for varions indvstrics (Chether roasured as total factor productivity or
man-hour productivity) and his attenpts to  explain relative productivity gaing
in tevnms of differences in industry strocture, financial strength and engincer=

ing and secientific personnel {ailed. Nerlove's review of industry production

function s‘lmlif.-:.'IJ chovs that senhisticated estimates of production functions in
various U.8, industrice come up with widely varyine estimates of pavamcters, in-
cluding quite different cstimates of the rate and character of technolepical
chavge ju individua) industrics (:fo['r:lE, cven when analysts were using the same
basic data). 'The cstimates of pacamcterss of production functions were nol at
all "robust.! These studies past certainly hedplitcn one's doubts about the
cxlent to which, using current wmothadoleopy, prediclions of indivieual industuvy
productivity changs can be fwproved (o the point that they would be aceeptable
as a pood guide to futwre cowparative advantage.

Sheahan also mentions considerations which come ¢lose to the basic ques-
tion, rajscd above, of how curvent patterns of activity inlluence fulwre com-
parative advautape.  lle notes that productivity grovih may be partly exogencons
and parily induced by the pattern of cwrrent investment.  This saue vicvpoinl is
arrived at by those who stress the role of "learning=by-doing' in the growih of
prodeet iviny,

Thece lwo daruaes concorning techn dagical change present some very srwl-
ous problems for cconomics with "eshanntible compnative advantape’ (just as
they do tor curvently exchanpesconetroined=cconowics ) Da the one Evemitelo ST il
structine of currenl investo ot does affect Tature productivity growth, then
P ods not o owateer ob dndirerenee how the podan fpow the Peshaustible conparia-
Live advantase™ are corrent by disteibuted, (U sy well be that the Mealiustibd

. (] . . i
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they lack the discipline of the cxchange constraint which tends to bring the
issuce more dircctly to the forefront). On the other hand, inability to predict
productivity change in individual industries leaves us with little puidance
about how to shape our concerns about the current structure of the econouny.

‘Since the further implications of thesc issucs are related to the
interaction with the issues concerning distribution, 1 would like to set them
aside for a moment while I discuss the distribution issues and then return to
the interaction of the two sets of issues in the next section,

b, The role of income distribution~-As noted above, there has been rela-
tively little discussion of the role of income distribution in cconowic 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 recally
two sides to the question of the role of incowe distribution, Traditionally

Lthe discussion of distribulion has been limitad to counsiderati

o
=
o
N
”
o
*
o
o
o
o
"
:

income and the related question of how they spend it. But an equally important

question may be how incone js reccived, that is, is the income rcccived through

cmployment, transfer payments or return on private property? I will discuss the
relevance of the wore traditional distribution questions of who receives incore
first and then take up this iwmportant point about how the income is received,
With respect to the guestion of who reccives income and how they gpend
it there arve two general fevucs, Yivst, thae are questions related to the
level of saving, ‘\-.'i.ll a more cqual dis.Lribulion of income have an ¢ffeect on
the the leve) of appregate saving?  Certainly the work of Modigliani and Ando
on the consumption function muct wmake us hesitate about drawing any quick con-
clusion that a change ju the distribution of income will have any long run
effeets on the aggrepate level of savings,  One should not gencralize from

their estinmates for the V.8, to the situation of developing countrics, but
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one should at least be warned that sophisticated models are necessary to make
reliable estimates for developing countries. Another question related to
gsavings derives from the fmperfections in capital markets in developing countrics,
Would alterations in the distribution of income cause savings to flow through
different investment channels and thereby have an effcet on the pattern of avail-
ability of loanable funds for different types of activities? Papanck argucs
rather stronply that the flow of profits to particular sets of individuals had
a substantial effcct on the investment pattern of P:lkis:tan.6 The allocation
of the gains from “exhaustible comparative advantagce" may affect not only the
overall level of savings but the development or lack of development of finan-
cial intermediaries which will have long term influences on the pattern of future
investments.,  With respect to the consuwaption cffects of alterations in the

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

on hag boon vaieccd in a goneral form

[N

of dowend,  This rovt of aucet

who have pointed to the dangers of the development of Yenclave cconomics." 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 cconomy, it would scem that the role of income distribution in how the “wealth

1

surplus" from the “exhaustible comparative advantage' is utilized could be im-
portant,

In genceral, a wajor determinant of the distribution of income is the extent
and chavacter of cwployment. It is thevefore necessary to bear in mind the im-
portance of how incoue is reccived as well as how it is spent. The distribution
of dincene is of interest not only because it deternines the distribution of
purcharivg pover but also because it is a reflection of pulLorn.0£ employnent

experience. This cmployment expevieonce could, in turn, have sipnificant ¢ffects

on the long term structure of comparative advantage, Tt has been pointed out
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by nnldwinl that the character of the production function in primary products
export scctors can influcence sipgnificantly long term comparative advantage.

'
Baldvin contrasts “plantation type' exports with "mineral type' exports. The
former provides a wider base of cmployment but at low wages and with very little
skill development., The latter provides more skill developuwent at higher wages
but for a very narrow scgment of the potential labor force. The 'plantation
type' provides a broader cxpenditure basc, but very few externalities in the
form of skill transfers for the development of sccondary industries, The
"mincral type'" provides for skill transfers, but'on a very narrow base and
likewise has narrow, though hipgh-wapge-level, expenditure basce, providing little
encourapement for sccondary industry dcvclopment.
Baldwin's suggestion that the current character of employment and
the related distribution of income can have an iwmportant effect on the long
term structure of comparative advantage-1s reintorced by the recent literature
on "learning-by-doing" and by even wore recent work on the determinants of cowr
parative advantaye for the U,5. This work builds on the initial observation
by Leontief (A R, June 1964) that industry by industry there is little varia-
tion in capital-output ratios in intecrnational cross-section, but considerably
greater variation in labor-output ratios., This observation has been under-
scorcd by Balduin's recent finding that there is virtually no net capital flow
cmbodicd in U8, (rade--capital inputs in exports are cqual to capital inputs
in imports. The implication of this finding is that labor factors play a larpe
role in the determination of comparative advantage. This iwplication has been
)

substantiated in several capirical studies, in which it has been shown that (he
relative abundanee of skill in the labor [eree plays an fwportant role in deter-
wining U,8, exporte, It seems evident that, to the extent that capital is re-

latively wobile futernationally, comparative advantape in the long run i Likely

to be determined by the natural resource base and by the extent and character
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Phemigh the focve of my discussion mist necessarily be on cconomic factom,

Lt scems important to note that the distribution of income, both in terms of how

it is received and how it is spent, is likely to influcnce the development of

a whole set of social and political institutions. The "exhaustible comparative
advantage" cconomios.arc not ouly particularly prone to "enclave' development,
fostered by a large expatriate commmnity, but also to the development of a class
"

structure through the private or public coatrel over the gains from the

ex-
haustible comparative advantage." 7The social and political institutions festered
by the current distribution of incowe are certain to have long term effects back
upon the structure of the cconemy, playivg a role in determining the dircctions
in which it is "permissitic' for the cowparative advantage of the cconony to

develap.

IV, Tolicy Considorations in "Euhauctible Comparative Advantage Economics.'
Having developed several themes st lengthy ) would like now to try to pull
them togethex, to point up some of tha interactions among these issucs-~which may
be rather obvious to the readey already.
I have been discussing issues which concern cconomics which have (or have
had) some natural comparative advantage wvhich frees them for some period of
time frem the forcign exchange constraint, but which face potential difficultices
beeause their comparative advantage is ol an "ezhaustible® nature,  This "exhing-
tible comparative advantape' should be 1:'v;',:n.'d(wl as a stock of wealth which will

be depleted over Gihae, and the problem ol these ccopomies §s Lo formulate a

/
atrategy which will insure that this stock of vealth iy trvansformed over tiwe
into a sct of lovp term productive ascets,  The fivst question which avices

ig why an’ explicit stratepy iu vequirved; vhat dorrers are there in siaply adopt-

ing the nea-clansical muket=1ree-trade solution?  The auover to this quest jon
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turns.primarily on the role of the distribution of income-=-an element which
the neo-classical analysis larpely ignores--both in terms of how that income
ig received and in terms of how it is spent. At the simplest level, there is
the danger that the gains from the "exhaustible comparative advantage" will
be distributed in such a way that they will be for the most part "consumed"
rather than being transformed into long term productive asscls. This danger
has been pointed out to some degrece in the morc traditional literature which
stressed the propensity to "enclave development in situations vhere a primary
products cxport sector dominated the cconomy. More deeply, it must be consgi-
dered that the pattern of currént cconomic activity may'havc important cffects
on the pattern of long term comparative advantage for the cconomy through its
effects on the level and direction of technological change, the extent and
characler of labor force experience, the degree of "flexibility" in the economy.
To the extent that these current patterns are important in affecting long
term comparat?ve advantage, cconomicg with "exhaustible comparative advantage,"
cven thoush not currently constrained by foreign exchange availability, must
concern themselves with the dynamics of comparative advaatage.

Explicit consideration of these problems leads to the rather surprising
possibility that policies in thesc cconomies may in many cases look quite
similar to those ..© cconomics currently suffering from an cxchange congtraint
(assuming, ol course that the exchange-constrained~cconomics are following
policics which serve to fwprove their long term comparative advantage). Ar-
guments Tor Yinfuat induarry" protectionmay arvice, even though the cconomy
is not faced with current exchanpe shortages, Yor example, during the Nigerian
civil war import licensing and hipgher tariff barriers were developed in order
to preserve foreign exchange for arms purchases, Considerable jwport substitu-
cion industrial growth occurred as a result,  Jostwar, with sizeable oil re-
venues in the offing, wany have concluded that iwport restrictions should be

removedd #ivee exchanpe limitations are no longer an important conslderation,
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parative advantage might however, lcead to the conclusion that the romoval of

import restrictions 1s not the best policy, I present this exoample not as an
explicit conclusion for this case, but as an example of the sort of policy
outcome which must at least bhe considercd a possible result of the concern with
the role of current distribution in the "exhaustible comparvative advantape” casc.
I1f such economies must be concerncd with the dynamics of comparative ad-
vantage they face problems similar Lo those of exchange-constrained-cconomics
in predicting change in comparative advantage. As pointed out above, a
central problem in making such predictious arises because p;st evidence would
scem to suggest that it is very difficult to p}cdict the redative rates of
technological change in different industrics, There ave no simple answers
to this very difficult problem, “There is one approach which I think might
be worth further consideration and investigation in the Yoxhaustible compara-
tive advantage'" casc. As noted above, there is some recent evidence that
the nature of experience in the labor force plays a key role in the detexmina-
tion of comparative advantage. This suggests that foi public policy purposcs
it may bc possible to by-pass the problew of predicting industry-specific
technological change and to focus on policies which will operate on long term
comparative advantage at a more fundamental level, For example, if broadening
the base of labor force experience werce important for long term comparative
advantage, policies could be formelated o pive maxiine encouragement Lo those
industries which have been Lownd, interpationally, to have the highest labor-
oulput raLios--nr thosce vhich have the highest variance in labor cocfficicnto--
combined with policices to encourage labor-intensive wmoethods,  Thus the erviteria
Lor policy might be shifted frowm the industry level Lo the level of more funda-
mental factors. (Note apain, this s an example.  There may be fundawental
factors other than 1uhop force cxperience vhich influence comparative advan-
tage which could be promoted by public policy,  The point here ju Lo consider

moving away from the practice of basine nolicies on eritenia such as
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technolordcal change at the industry level==which have proven very difficult
to.make operational and reliable). Countrics not currently subject to the

'

foreign cxchange constrajint may be in a het ter position to
pursue such policies and the investment ¢riteria may not be so much to maximize
GNP in the short run as to waximize cuployment (or some similar factor which
will be most Likely to convert their stock of wealth into long term productive
assets).

1t is important, above all, to consider the role of governmental policy
in these "exhaustible comparative advantage' situations. 1 feel compelled to
state apain the oft-made observation that governmental policy cannot in any
sense be neutral in this situation, The governmental institutions as they
exist define the “rules of the gowe." When the current distribution of income
and related distribution of cconomic activities is accepted, then, as argued
above, this will have long teum implicatious about how the stock of wealth
snherent in the "exhaustible comparative advantage" is utilized. The consi-~
deration of the role of govermmental policy instruments is unavoidable,

Govermmental policies can have both dircct and indirect effects on the
distribution of the pains, The direcct cffects arce those usually considered
with respect to income distribution and government taxation as wc]l as thosc
sometimes  considered in terms of the distributional cffeces of direct govern=
went expendituves,  For example Vencouela seems at first to have affected the
distribution of gains {rom oil by reducing taxation Lo a minimum and investing
directly in "sociul overhend."  Later, houever, a switch was made to wore
direct investment in industriol activity, FPursuit of these fwo different policy
confipurations surcly would have differeat sovts of affcets on incowe distribution,

the pattern of employnent and the structure of the cconomy,
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Faually important, hovever, wny be the fndircet, often unintended, effects
of govermment policics ou the distribution of fucome. To cite just Lwo cxam-
ples:s  a)  Inouany of the developing cconomies the phb]ic sector is the major
employer and dts wage-selting policies dominate the labor warket. Many have
arpucd that high governaental salary structures have dictated increasced in-
cquality in the Cistribution of income through cffects on cconomy-wide wages and
cmployment,

b) Burcaucratic licensing arranpenents can have cifects on the distri-
bution of incoms through their jmportant cffccts on access to scarce cconowic
resources and opportunitics (as well as effects on allocation and utilization
of resources, See G. Winston "Corruption and Tudustrial Crowth under Artifi-
cial mchanpe Rates" RM-39.)

tThis summary of policy considerations has been rather heavy on geverali-
eationn and guite thin wvith respect to spocific nolicy puidance. That is an
accurate reflection, however, of my ascesgment of our state of knowledge. 1t
might be helpful, in any casg, to close by trying Lo gpecify some of the needs
for cmpirical studics which scem to cmerge from this discussion of issucs:

a. “there is a basic need to attempt to determine how sensitive the de-
velopwent of comparative advantage is to the distribution of incowe=--in both
the receiving and spending sensc. Seme cwpirical review of the jwmpact of poli-
cies on distribution and the resul tant influcnee on ceconomic stracture in coun-

trics with "exhaustible comparative advantage,' such as Veneruela and Lrau,

could yicld important ingiphts.

b,  Seme cwpivical estimaten of consunpl ion functions, using the wmore
gophisticoted vothods of neo-clissical convvrption fuanetion foyesbationn, wizht
yield weelul fncipghts concern ing litely savings ¢ (feetn of chanpes in distri-

.. . . . s . . I LI T
bution, (Bowe First stops 1n (hin divection me awnde by iltiam Cline M

Potential Eifeet o { Tucowe Redistribution on Peonomice Grodth in iz Latan
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American Countrices'" Dise. Paper 13 Woodrag Yilson School Rescarch Propram in
Econemic Development.)

c. Can any relationships be establighed between the distyibution of
income, financial icotitutions and the flow of savings into particulas types
of invertrrae?

d. The sensitivity of expenditure patterns to differences in the dis-
tribution of incowe could be cxplored. (Cline op. cit. undertakes this task
also).

e. What arc the means and variances, as determined from international
cross scclions, of the labor-output and labor-capital ratios for various in-
dustries? Can extcrnal benefits in cterms of labor force training or other

characteristics be associated with particular types of industries?
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FOOIROTES

As wvill becone apparvent later in the paper, it also happens that this
1s a convenicul way to appreoach o omne peacral discussion of the "employient
5 L] L . . .
problen™ ind 1 intend in lates papers to address that problom vove dircet JiStee
ks

D Geers, "he Mechanism of an Open Petroleun Leonomy," Social and
Leonauice ftudice is the only poneral picee 1 have found and his preseriptive,

as epposcd 1o degeriptive, discagssion is rather limited.

3 Some of the discussion might also apply vhere a strong non-mineral
priwavy products comparative adsvantage exists vhich relieves exchanpe consfrain
for a yeriod of Lime bul js threatencd by technoleny and obgolescence or Limited

expansibility, e.g. Malaysian rubber, Poruvian fishing.

4
FProductivity Trends in the lnited States, NBER 1961,

l.
"Recent Fupirieal Studics of the CES and Related Production Funetions"
1

in Mis Browan (\"u].), '_."—:.n_‘ li‘i_l AR aned Yeanii

Analvais ol Product jon,

See ._]_"‘Jll_i?;'{.'.li_i_‘tﬁ_ Pexedareimnty ph Y78, 207

T

ke Toohalaze ard Doweslasonl fran o Subsistenee Loevel Beoponie
Lie s

Jdournsl, Hacel: 1963, s
Bt we " o 5 ; T R L
b, Kessing, "Labor Skills end Lhe Steucture of Trade' in FHennen and
Jawrenen (eds.), The Osen Beosrmres A Souwersan 8111 Endoviaents and Internat jon:
Trade" Wisconsin Phe Iy Thesis; Jd. Wilson "lrade and Factor Crowth" Wisconsin
h., D. ‘thesis.,

¢
lu any casc, given the trowendous uncertaintics surromnding prediction
of teclmological change it would scem wise to attenpt to apply the wethods of
portfolio balance, i.e., to Lake into account both enpected perlormance of
industrics and the variance and covarianee of likely outeomes for industrics,
and, perhaps to sacriflice sowe posgible vains from cconomics of scale for the
protection altovded by greator diversilicalion,
10 . - . e : , ‘ ;
T intend to Lurther discuss specific policy instrunents for affecting
distribution aml cuploymrnt. in subuequent papers.
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