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I. 	 INTRODUCTION 

In the 1960s there was a significant ciange in 

many developins countries from Inward-looking, import 

substitution policies to ourward-looking, export 

promotion policies. This change in government policies 

occurred both from a r.issatisfaction with the results
 

of import substitution and a re .lization of the
 

inadequacy of most primary exports as bases of long­

run economic grc'ith. Thc brief experience of the 

coun+ries which hcve decided to oromote manufactured 

exports has illustrated in some cases the remarkable 

potential of this strategy, but In most cases fias tended 

to 13veal the considerable obsta.-les wnich must be 

hurdled before an expansion of manufactured exoorts 

can make a signi"icant contribution to economIc 

development. 
The purpose of this book is to Put into perspective 

the importance of manufactured exports to developing 

countries in litght of recent exucrience and realistic 

future prospects which ar- constrained by both demand 

and supply factors. Most of the literature on manufac­

tured exports from de -eloving countries has concrntrated 
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either on the demand or or. the supply constralnts,
 

with the supply constraints really only recojTnized 

in the late 1960s.
 

Chapter 1I describes how, whereas exports in 
general have long been emphasized by develooment
 

planners, the limitations of primary exports and im­

port substitution have recently led to miore 
stress 

bei.ng puzt on manufactured exports. It is concluded 

that manufactured exDorts becan e.:"ected to have a
 

favorable Impact on economic growth, but that an
 

expansion of manufacturcd exports ..,ill not 
automati­

cally 4mprove the income disti'iouti.r and emDloympnt 

situation without proper government Dolicies. 

Chapter ITI surveys the recent exDerlcnce of 
developin; countries in exporting manufactuzves and
 

iiiustrates the great concentration of this trade by
 

origin, product, and destination. Part of this con­

centration is probably due to the fact that the 

experience of developing countries with manufactured 

exports Is still very recent. Nevertheless, som. 

general patterns are disnernible with respect to 

manufactured export performance and stages of
 

development.
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Chapter IV presents an overview of the ,,;'ariots 

,
demand '!onstraints facing the manufactured exports o


developing countries. Since the developed countries 

account for approximately 84 per cent of the 

manufactured exports of the developing countries, 

the chapter is primarily concerned with how th. actions 

of the rich nations affect the manufactured exports 

of the poor nations. The main forum of discussion of
 

these issues Is the current Tokyo Round of multilateral
 

trade "egutiations in Geneva whe'ee the topics of tariff 

and non-tariff barriers, tariff preferences, subsidies 

and countervailing duties, and adjust ,,ent assistance 

are the hi9:lights. There hav.; also been in.reasing 

demands for an international code of conduct for 

multinational corporations which are subst-nntially 

involved in the manufactured export trade of mny
 

developirg countries.
 

Dev.lopln; c untries have displayed a considerable
 

diversity of experience with manufactured export:.. 

This diversity indicates that supply constraints may
 

also play a significant role In determin'n; manufactured
 

export performance. A lowerinZ of import reatrqctions
 

In developed countries will merely constitute a
 



permissive influence on the manufactured exoorto of
 

developing countr:.es. 
 The response of dcvelopinc
 

countries to this opportunity would depend on their
 

ability to produce manufacturers which are competitive 

on the world market.
 

Trade theory has traditionally identified
 

various factor endowments as 
the primary determinants
 

of ccmparativc advantage. 
CI.apter V dtscusses how
 

a country's endowments with torespect domestic mrarket 

sizc, level nf economic development, natural resources, 

and labor skills influence its ability to export 

effectively marnufctured goods 

Comparative advantage depends not only on static 

relative factor endowments, but also on more dynamic 

and consciously planned phenomena such as the 'evel of
 

prot'cction, the valuation of xchanze andthe rate, 

export promotion policies. 
Chapter VI discusses how
 

these policy Instrumet.;s can be employed by developint, 

co,,ntries to enhance their manufactured export nroscects. 

The relationship between inflation and manufactured 

export performance is also discussed.
 

http:countr:.es
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Chapter VII provides an empirical testiri; of the
 

hypotheses put forward in Chapter,V and VI. Manufactured
 

export performance is shown to be positively associated
 

with domestic market size, level of economic development,
 

and open ti-ade policies, and nei;atively assocJatrd
 

with naturel resource endowment, levPl of orotection,
 

anc inflation. Chapter VII also discusses othPr factors
 

which are thought to be relevant to manufactured exDort 

rjerforiiancL but are less quantifiable -- expcrt 

pre-notion, tariff preferences, multinational firms. 

labor costs, and proximity to a large market. The chapter 

concludeS with an analysis of the residuals oi the 

cross-country regresjsions and dl cusset . the countries 

whose performance was least explained by the model. 

The book thus ends where individual devel-Dlnt;
 

countric must begin, In attemDting to identif their
 

relative strengths and weaknesses and d(!velopin;
 

active policies to promote IndustrIe., with tV. most
 

dynamic prosnects.
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II. IMPOPTANCE: OF MANUFACTURM'D E'XPORTS 

International discussions of the problems of developln;
 

countries typically focus on topics such as food, health, 

education, population, employment, and income distribution.
 

How does the topic of manufactured exports relate to
 

these problems and why have many developing countr.es
 

decidea to shift their industrialization strategie.
 

toward a vigorous promotion of manufactured exports?
 

After dicugsing why exports in general Importantare 

to develcoinr countries, this cha-ter shows ho. 
the 

inadequacy of alternative strategies has led many countries 

to look to manufactured exports as a basis for uta-..-d 

high rates of .cconomic growth. 

Importance of Exports in General
 

Economic vulner&4l2ity has always been a
 

characteristic of the low income 'uuntrIes. 
 Recent
 

Lvents Lxve served to reveal the extent of this vulner­

ability and the Inf.extbility of most of these coun'.-Iez 

in their attempts to adapt to external shocks. The most
 

serious recent shock, of course, has been the substantlal
 

rise in the price of petroleum and its effect on the
 

price of other critical Imports such as fertilizer. Tn 

additton, a more general acceleration o- world inflation, 

http:countr.es
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especially in foodgrains, has accentuated the rapidly 

increasing import bills of the develooing countries.
 

The exports of the developing countries, although exper­

lencing a brief spurt due to the commodity boom of
 

1973-74, have not kept pace with the increased costs of
 

iroorts. These problems have been compounded by the
 

world recession in recent years which has caused demand
 

.:or many of the exports of the developing countries
 

to decline dramatically. Unfortunately, the more star:d­

ard types of disasters continue to afflict the most
 

vulnerable developing countries -- drought it.the
 

Sahel, floods in Bangladesh, eart*,4uakes in Nicaragua,
 

Guatemala, and Honduras.
 

As a result of these recent adverse dcvelopments,
 

the total current account deficit of the oil-fnpvrting
 

deve.oping countries approximately trebled in 19711 from
 
1
 

$9.4 billion to $30.1 billion. Of this increase in the
 

current account deficit of $21.2 billion, $11.) billion
 

was attributable to the oil price increase, $3.5 billion
 

to food and fertilizer price increases, and $6.7 billion
 

to other trade. The deficit was financed by heavy external
 

borrowing and record levels of foreign assistance.
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There is still no long-run solucion i'or 
the oil
 

crisis and the perennial vulnerability of developin;
 

countries to other external shocks. 
 Developed count­

ries which are not importers of oil have found that a
 

large share of oil exDonditures are naturally recycled 

back to them through the investment and import expen­

ditures of the oil -exporting countries. The low-income 

countries, however, are not able to attrct significc.ait 

shares of the recycled funds. Hardest hit by the 

oil criLsis have been the so calied "most seriously
 

affected" countries (MSA's) whose numbers have grown
 

from 33 to 42 since they were first identified in
 

late 1974.
 

The only feasible long-run solution to the
 

current financial crisis in developing countries lies
 

in the expansion and stabilization of their export
 

earni'-gs. 
 This would require a reversal of the trend
 

which has shown the developing countries' share of world
 

trade decline from 35 per cent in 1950 to 22 oer cent
 

in 1970. 
It will also require for many countries
 

diversification into export products with greater long­

run growth potential.
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fat, identified historicallyExports have, in been 

Chenery and
 as critical to the development process. 


Strout's development of gap analysis has highlighted 
the
 

foreiGn exchange constraint on econo ic growth 
and has
 

led to the proliferation of planning models 
designed
 

2 
to close this gap. Fc-'eign exchange is primarily used 

to purchase the capital and intLr-ediate-good 
imports 

necessary for industrial growth and to meet 
debt ser­

pa',ticularly
vice obligations which promise to bt 


hetavy in the nlext Jecade. 

It is debatable whether export expansion 
or import
 

affective stratcgy in the
 substitution is the more 


It is claimed
short-run for earning foreign exchange. 


that import substitution saves foreign exchange, 
but
 

shown that often an import sub­various studies ..ave 


stitution industry oi:..e established will spend more
 

foreign exchange on imported imputs than it 
saved in
 

the initial domestic product substitution, 
so that there
.3
 

is little or no foreign exchange savings. On the other
 

hand, the extent to which exports can be increased 
in the
 

short run is limited by the amount of resources 
which
 

appropriate industries. There is
 
can be allocated to vne 


no way to say definitely which strategy is 
preferable
 

for closing the foreign exchange gap. Tndeed, the strategies

are not mutually exclusive and can be used simultaneously.
 

4 
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It so happens, however, that countrico do tend to em­
phasize one or the other depending on t}heir overall 

approaches to industrialization.
 

With respect to effects oi industrial growth, the 
arguments seem to be 
more strongly in favor of export
 

expansion, Historical studies have shown that import
 

substitution did play a role in the growth of the now 
developed countries, but as Chenery points out, this 
was
 

not planned import substitution behind high tariff walls.5
 
In the short run, import sv:bstitution can provide for
 

sharp increases ii growth, but this growth i. limited by
 
the size of the domestic market. 
7mport Sub-ttu,,r
 
industries are generally notimmediately adaptable 
to
 

the excport market, since the world markets Pro 
too com­
petitive for the high costs aLAd 
ineffeciency that often
 
breee beaiind protection. Hirschman thinks that the
 

domestic market exhaustio.. argumen.t can be 
overcome because 

of the linkages that the import substi.tuting industry 

may create, but he points out that there will probably 
be built-in resistances to seine of' these linkages, such
 

as an industry objecting to domestic takeover of the
 

production of an input because it is of lower quality and
 
6
higher cost than the previously imported input. 



There is no lack of histort'ical evidence that sharp
 

increases in economic growth are usually accompanied by
 

sharp increases in exports. 
7 

Tho outstanding example in
 

the nineteenth century was Great Britain, first because
 

exports of textiles, iron, and coal stimulated economic
 

growth in Britain itself, and second because Britain's
 

increasing demands for imports spread growth to other
 

countries. The United States felt this demand early
 

because of its abundance of cotton. Then Britain turned
 

to the "areas of recent set'.2-2mernt," as Hilgerdt called
 
9them, for wheat, wc.,l, meat, timber, and minerals. The
 

Netherlrnds were a source of meat and cheese, Denmark
 

supplied butter, eggs, and bacon, and Sweden felt Britain's
 

demand for timber, wood pulp, and iron ore. Sevcral
 

tropical countries also benefited from Britain's demand
 

for tea, spices, tin, and rubber.
 

It haj been argued that cotton exports were 5he
 

leading sector of Pconomic growth in the United Stntes
 
10
 

during the first half of the nineteenth century. The West
 

depended on the South as the major market for its foodstuffs.
 

The Northeast supplied the South with finance, transpor­

tation, and manufactured goods. All three sectors were
 

able to grow because of the South's rapid expansion of
 

cotton exports.
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The experience of Germany, Italy, and J ipan dunrJ,; 

the 1950's provid-s more recent evidence of the positive
 

association of exports and economic growth. 
Exoort: 

contributed to 
the economic growth of these countrie.,;
 

through beneficial, effects on 
investment and technological
 
11
 

change.
 

Recent econometric studies have confirmed the export­

growth relatlinship for large samples of ccuntries. 
12
 
With
 

a sam~ple of 50 countries, Efery found a high stasiztical
 

assuciatlon between exports and economic growth, 
with a
 

2.5 per cent increase in exports associated on the average
 

with a 1 
 per cent increa., in per 2_1-ta GNP. Michalopoulo3 

and Jay found that the "residual" of income srnwth not 

explained by the growth of primary inputs (and usually
 

attributed to technological change or human 
resources
 

development) is significantly as ,ciated with exprt growth.
 

The historical evidence, of course, does not pro.e
 

that increases in expnrts cause increases in national 
income.
 

There is a large quantity of literature on this subject,
 

with some arguing that exports are a leading sector, others
 

that exports are a lagging sector, and still others that
 

exports are merely a "balancing" sector. 
13 
The oresent study
 

takes the position that exports 
can be any of the above three,
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but that they can be encouraged to be a leading sector
 

by means of policies favorable to their expansion.
 

The most simple explanation for exports' favorable
 

effect on economic growth has its origin in Adam Smith,
 

who thought of foieign trade as an extension of the
 
14
 

domestic market. Foreign trade not only expands the de­

ma;.d for products which a country Jis already producing
 

for the home market, but also makes possible the produc­

tion of other products primarily to satisfy foreign
 

demand. The.obvious effect of such an extension of
 

the market is that it enables a country to achieve
 

important economies of scale.
 

The modern discussion of the vent for surplus"
 

theory emphasizes the fact that exportsmay help to utilize
 

resources that do not have any alternative economic
 

value or use. The plentiful resources in deve.ioping
 

countries that have near zero opportunity costs are
 

usually natural resources and surplus labor. It is a
 

matter of fact that the large majority of thc exports
 

of developing countriesprimary products, processed
 

primary products, or products intensive in unskilleK labor.
 

Numerous efforts have betn made to reduce the process
 

of "export-led growth" to workable economic models capable
 

of demonstrating the various interactions between the
 

export scctor and the rest of the economy. These models
 

add to the historical evidence a certain degree of
 



generalization which cannot be reliably inferred from
 

individual country cases. The generalization made
 

possible by the models, however, is limited by the fact
 

that most of the models are based on individual countries'
 

experiences.
 

There have been two types of models that havL depicted
 

export-led growth in developing countries, multiplier­

accelerator and linkage models, A good example of a
 

multiplier-accelerator model of export-led L'owth is
 
15
 

Thorbeck¢.and Condos' study of P .-u. This tyl'. of model
 

is normally complex with regard to the number and type
 

of equations involved, but ultimately reduces to the ;imnle
 

Keynesian mul.iplier with exports acting as a spending
 

injection into the economy.
 

The linkage motel is an input-output ty.'a of
 
10
 

analysis and is well described by Baldwin. In tLs model,
 

exportF in.uce growth through the growing export induatry'a
 

linkages to variou6 sectors of the domestic economy, juch
 

as the hiring and training of domestic workers, locally
 

produced inputs used, and technology and managerial scills
 

transfer.
 

Besides the classical static bcnefits of tra:.e from
 

producing according to comparative advantage, flaberler
 

stresses that there are imoortant dynamic ways by which
 



-15­
trade stimulates economic development, such as increased
 

efficiency due to 
the effects of world competition. It
 

has also been suggZested that countries adapt outward­

lookiag policies very early in tie development process
 

not because of the absolute magnitude of benefits to
 

be derived, but because cf the quality and direction
 
18
of the development thereby initiated. 
High costs and
 

inefficiency that often develop behind protection are
 

difficult to chatge once in place. 
Keesling stresses the
 

learr.ng effects and improvement in human resources,
 

besides the technology and knowledge transfer, which
 

are stimulated by an early exposure to external
 

competition.
 

Limitations of Primary Exports
 

During the 1950 s and early 1960 s, It was debated
 

whether a developing country coula rely on an expansion
 

of exports as a basis for sustained economic growth.
 

In this debate, the exports under consideration were
 

primary products, with apparently very little thought
 

given to the possiblity of develooing manufactured exports.
 

The fact that many dev-loping countries were export
 

economies and were simultaneously stagnating econcmies
 

led some economists (e.g., Raul Prebisch) to devise
 

various theories supporting the view that primary exports
 

are detrimental in the long run to the economic growth
 

of developing; countries.
 

http:learr.ng


-16-

Nurkoe discouraged heavy 
 reliance on exuort-led 

growth because of the poor outlook worldof demand for 
19Primary products, He distinuished between the
 

developing countries of today and the developinL 
coun­
tries of the 19th century, saying that growth was 
trans­
mitted from the center in the 19th century because
 

of Britain's dependence on a large volume of pxiinmry
 
product Imports. 
Today the demand situation is
 
different, with developed countrics including a low raw.
 

material import content in total output, displaying
 

low income elasticities of demand for -any pri: 
-ry
 
products, and developing synthetics whenever possible. 

Cairncross took i-sue with Nurkse, arguing that supply
 

Inelasticity of developin, country exports hvi been
 

the major problem, these 
supply problems stemmfr; i ainly 
from t%. industrialization policies followed in 

20
developing countries. 

Another argument put forward to explain w'y -.
rimary
 

exports have not acted as an "engine of growth" in 
developing countries is that the industries involved 

were foreign-owned "enclaves," deve]oDing very few link­
21
ages to the reit of the economy. Baldwin calls this the
 

"carry-over problem," which involves a firm's activities
 
regarding,technology transfer, training of native
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management and labor, and includinL locally-produced
 

inputs in the production process. AiLhough the
 

"carry-over problen" still exists, many developi;1g 

countries are now more aware of their bargainin, power 

in dealing with foreign-owned firms about the conditions 

under which they are allowed to operate. 

Primary products c e also subject to a considerable 

degree of instability with respect to prices and 

outrut. Although the subject hats been debated .n the
 

liteeatur'e, recent studies have tcnc-.d to support the
 

fact that devetoning countries experience Greater
 
22 

export inst.bility than developed countries. The
 

Instability of prices and output makes most orimary
 

Products unsuitable bascs for lon.-run economic Growth.
 

Instability of export earnings leads to seriou.% disrup­

tions of import capacity and investment olanninC. A 

wlie varicty uf commodity agreemcnts, buffer stocks, 

and compensatory financJng schemes have been devised 

to deal with the export instability oroblem, but none of 

these have been able to improve the rather bleak lon/g­

run growth prospects of most Drimary products. In fact,
 

it has been extremely difficult even to reach agreemunt
 

on ooerating rules between participants, much less to
 

implement the schemes effectively with each particinant
 

having its own distinct interests. Compensatory financing
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sc't me-, are ea.:-fur to ::cL up and IAplo'me.1t, b't t"Ic 

limitations impoz d by coup,.nsation provi.Jlo: of 

existing -chemes have proved to be quite restrictive 

in op,ration.
 

An unprecedented deZ~ree of itistabilIty has 

characterized the perforr.ance of primary exDorts during 

the 1970's. 
 Mainly as a result of the zimulta.:eous
 

economic expanrion of most of thc developed countries,
 

the aggre.ate inuex nf cnmrmodity prices (exclX:d'ng
 

ptrc
1 .Leum prices) rose by 119 per cent from mid-1972
 

the beglnn.; of 1974. Crop failure in some part.; 

of the world and oil-Induc~d price Increases added 
to
 

the general upward pressure on commodity prices. Tii
 

record-high levels of commodity pricea plus the
 

remarkable sucecs of the oil-exportlnt countries led 

many Third World specialists to sr.:u.ate that a new 

era had arrived in which the low-income countries woul' 

finally possess significant econo:nic bartgai:nint power 

related to 
their control of supply of various raw
 
23 

materials. Developing countries have varying degrees
 

of control over raw materials such as copper, tin, 

bauxite, and manganese, and tropical products such as
 

cofree, cocoa, and sugar.
 

http:IAplo'me.1t
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The optlmistlc .hopes for a "New International 

Economic Order" were short-lived, however, as it soon
 

became clear that the developing countries were
 

generally the most sevex'ly affected by the oil price
 

boom and, in addition, the prices or other commodities
 

declined sharply toward t:Re end of 1974 and by June 1975
 
23
 

were only 10 per cent above 1973 levels. Countries
 

heavily dependent on one or more of these commoditics, 

such as Zaire and :'a:nbia with copper, are suffering
 

severe financial crizes as a result uf the drop in prices. 

This recent exp*erience wit- the erratic behavior 

of primary exports should leave the developing countries
 

more skeptical thon ever about relying on primary
 

commodities for long-run economic growth. Nevertheless,
 

commodities promise to be the dominant ai;enda icem for 

the 19"' U: CTAD IV meetings in Nairobi. Commodity 

trade has also been the sut%!cct o" rec-nt initiatives 

of the developed countries, with tte .EC's new compen­

satory .%nancing scheme (STAD.X) initiated in February 

1975 and the United States proposal at the UN Seventh 

Special Session in late 1975 to significantly liberaAize 

the I0F compensatory financin; facility. The fact that 

primary products account for approximately 80 per cent 

of the total exports of developing countries requires 
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emphasis in International fora,
some but it o:.ouilc 

also be emphasized that muchanirms to improve the 
primary export performance of developing; countries
 

should be viewed as part of a gereral strategy of
 

transition to more stable and dynamic bases for long­

run economic growth.
 

The United Nations has projected that world demand
 

for manufactures in the next decade will grow by two
 

to three timeR the demand for primary prnduc.;!.
 

Prospoct.- for the primary export, of the poorLst, of the
 

developing countries which depend on agricultural exports
 

are even more pessimistic. 
 During the 1950's, agricu.­

tural exports grew by only 2.8 rer cent per year, com­

pared to 8.5 per cent for minerals and fuels and 14
 

per cent for manufactures. 
Since the vast majority of
 

developing countries depend on agricultural expors
 

rather tha. on minerals, fuels, or manufacture::, oivrr­

sification must be one of the main develop::.nt objectives 
for most countries. 
Even those few developing countrie:; 

that are fortunate enough to be endowed with one or 

more scarce resources must worry about the 
.xhaustlon of 

their supplies and the dcvelopmecit of synthetics.
 

http:develop::.nt


Limitations of Import Substltutlon
 

In the late 1950s, Nurkse was recommcnding a
 

"balanced growth"' approach to industrialization based
 

on developing domestic markets and paying little
 
25
 

attention to exports. ThJs type of growth implies a
 

certain amount of central planning, as industries
 

can develop only if a proper market exists s: that
 

bottlenc:c1% are avoidcd. In practice, countries tLat
 

have concentrated on domestic markets have employed
 

more an import substitution than a balanced growth
 

approach to mark(ts, probably because the latter
 

is more a long-run strategy, whereas the results or
 

import substitution can be realized in the short-run.
 

A major problem with this strategy, however, is that
 

the extent of the market in rost developing countries
 

is e-hasted also in the short-run.
 

If import substitution is a grLdual process as
 

occurred in most industrialized couitries at earlier
 

stage3 of their development, it can be accompanied by
 

a healthy expansion of exports. The import substiltion
 

strategies used more recently in developing countries,
 

however, have attempted to acke(ve more significant 

results in the short-run behind high import barriers.
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This typc. of strategy discrimlnates agalnst exports 

and thereby limits the lortg-run potential of import­

substitution based industrialization.
 

During the 1960s there was a significant change 

in numerous developing countries from inward-loo ing, 

import substitution policies to outward-lookiig, export 

promotion policJes. 
 This change was also evident in 

the United Nations' orient7ation toward itidustrial 

development. For example, a United NatLirns report in 

1950 written by Raul Prdbisc strongly advocated the
 

use of import substitution and protection, while in
 

1954 a similar United Nations report also written hy
 

Prebisch *-arned of the disaaeantages of too much import
 

substitution and protection, and recommendeexport
 

expansion and especially the promotion of manufactured
 
26 

exports.
 

Manufactured Exports and Economic Growth
 

The earlicr discussion in this chapter of 'he 

favorable influence of exports on economic growth did 

not differentiate between product categories. Obviously,
 

all export product categories will not have the same
 

effects on economic growth. It is the hypothesis of 

this study that', in general, manufactured exports have 

a mo-,e favorable impact than primary exports on 

economic growth. 
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Syron and Walsh expanded Emery's study by 

sh&%ving that while total exports in developing countries 

are positively related economic growth, agricultural
 
27
 

exports do not show a significant relationship.
 

Johnson further disaggregated exnorts and showed that
 

manufactured exports more often are leading sectors
 
28
 

of economic growth than orimary exports.
 

A recent UNCTAD publication Dresents data which
 

indicate that the only two groups of develcping coun­

tries which had high rates of economic growth during the
 

19GOs were the petroleum exporters and fast-growing
 

exporters of manufacturc . The more recent growth 

rates of these two groups have bee.i even mc'e 

differentiated, as Table I shows annual average growth 

rates of 3.8 and 5.4 per cent respectively of per capita 

real product between 1968 and lr'l.
 

The fact that manufactured exports are more
 

significantly related to economic growth than primary
 

exports should come as no surprise, given the figures 

cited earlier in this chapter concerning the recent world
 

growth performance and growth prospects of manufactures
 

vis-a-vis primary products. There are also reasons
 

to presume that manufacturing industries may contribute
 

more to economic growth than primary industries through
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more dynamic forward linkages such as developing 

better human skills and technology transfer.
 

The high rates of growth that are possible with
 

manufactured exports were amply demonstrated by
 

several developing countries during the 1950s.
 

Korea's average annual growth rate of manufactured
 

exports from 1962 o 1970 was over 70 per cent, and 

Taiwan's was almost 40 per cent for the 
 ame time
 

period. Average annual growth rates of 20 per cent
 

or mo're have been malnitaineI by B'3a.il, Hong Kong, 

Israel, Pakistan, and SinTap.-r.. 21xicoa avLe.rg 

annual growth of manufactured expork;-reauhed 29 per ceit 

frcm 1967 to 1969. Several of the poorer developing 

countries also had high growth rates starting from small
 

bases, such as Iran (10%), Ghana (33%), Thailand and
 
Ecuador (32%), Ivory Coast, Ma!Riysia, and Nicaragua (23%). 

Manufact,:red Expc'ts and Employment 

It is important to analyze the impact of manufactured 

exports not only on economic growth, but also on income 

distribution. Keesing i.as discussed the 'elationship
 

between outward-looking policies and income dist.*ibution
 

with respect to influences working through prices, savings,
 

technology, education, employment, and public finance.
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He concluded that "except in a few roltiv(.1y :idv.-ced, 

small countrie-, income redistribution In favor of
 

the poor will not occur automatically, even ini the 

long run, as a side effect of (outward-looking
29
 

policies)." With a conscious effort by governments,
 

however, a more equitable ircome distribution can
 

accompany an expansion of manufactured exports,
 

primarily Through the veh,le of employmv.nt.
 

Ri.nis presented a stages-of-development model
 

In which he showed that manufactured exports can be
 

expected to provide the best long-run opportunity for 
S 30 

indu'trial labor absorption for developing countries.
 

He depicts courtries at early sta-es of dcvelopment 

having to choose technologies from more developed 

countries which are generally too capital intensive 

r.lven the factor endowments o' most poor count-rJes. 

Ranis implies the fact tih:tt many countries are stlil
 

at thls stag~e is wY7 industrial sector annual growth 

rates of 8 to 10 per cent have been accompanJed by 

labor abserption rates of only 2 to 3 per cent in the 

1960s. As countries move from an import-substitution 

stage to an export-substitution stage with factor 

prices approaching their scarcity values, entrepreneurs 

are encouraged to adapt the borrowed technologies more 

http:employmv.nt
http:roltiv(.1y
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to the country's endowments. In most case3, this 

adaptation will 
take the form or labor-using Inn­

ovations, or capital stretching," such as increases
 

in the number of shifts and machine speedups.
 

The examples which Ranis cites of successful
 

labor absorption in the export-substitution stage
 

are of post-Restoration Japan (after 1858) a:., 
 of
 

contemporary Korea and Taiwan. 
A variety of* examples
 

of capital stretching were cited, such as 
Japan's
 

cotton spinning industry substituU$substandard yarv,
 

in the productiou process and upgrading it trough
 

the usc of extra labor.
 

Korea began its conscious export-substitution phase
 

in 1964 by introducing a widevariety of export
 

incentives plus a 50 per cen. devaluation of the 
won.
 

Monr'"ari and fiscal policies were used to reduce tf:e
 

rate of inflation and im:ort bar-iers were liberalized. 

From 1934 to 1970, the average annual rate of growth 

of manufactured exports was over 70 per cent, which 

was accompanied by a rise of nonfarm employment of
 

1.6 million and a decline in unemployment from 7.7 per
 

cent to 4.5 per cent. Korea's manufactured exports have
 

been almost exclusively in labor-intensive industries.
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Taiwan i:itroduced .L dll~routward-loo'k uar1*cl 

than Korea In 1960 and experienced a ::ucctactular ;rowt:. 

In manufactured exports which by the end of tl:e decade 

accounted for 80 oer cent of total export-. T:,e
 

industrial labor absorption rate doubled in t .e l?60s 

to over 6 per cent annually from 3 per cent in the 

1950s. By the ea:'lv 1370s, Taiwan's surplus labor supply 

had disappeared as unemployment dropped rrom 5.3 per 

cent in 1963 to 1.7 per cent. 

It is doubtful to what exoent other developing 

countries can cop, Korea and Taiwan's experiences. Tiie-e 

two cruntries are similar in that both had poor tiatv.ral 
large 

resource enuowments andvsupplies of skilled labor and
 

entrepreneurs with whi.ch to be.ln their cxport-substi­

tation phases. Not only do many other countries not 

possess these characteristics, but the extent of the 

worlC market for labor-intensive manufactured i-ooCX; sucl, 

as textiles, cloth.ing, footwear, leather product., toy:-, 

and sporting goods is certainly not large enough to 

accomodate substantial increases in the exports of these 

products by many more countries. It is true, however, 

that increases which are substantial relative to the 

economies of some developing countries may not be sub­

stantial in terms of the world market. 
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Tyler rece:ntly estimated that approximately 
11000
 

of manufactured exp.rts must be 
generated in order to
 

31 
job in developing countries. With this
 

create one 


estimate he calculates that developing 
countries would
 

sent level of
 
need to more than double. their 

* 


manufactured exports to achieve 
instantaneous full
 

He further calculates that, assumIng 
a
 

employment. 


the labor force and
 
3 per cent annial growth o,7 


manuf'cturcd exports creating 
half of the required
 

a 52 per cent increase in manufactured export71
 
new jobs, 


would have been needed from 1970 
to 1971 just to main­

4.ndeveloping

tan a 10 per cent unemplyfment 

rate 


Although these figures appear 
to be quite
 

countries. 


pessimistic, they are not too 
surprising when one remem­

bers the small shares which manufactured 
exports represent
 

'T .er's calculations
 
in most developing countries. 


ei
 
support an argument that very 

large increases would 


red exports in order to solve 
the
 

necessary in manufactd
..


et:,ployment problem in developing 
countries, but the
 

calculations do not support an 
argument that manufactured
 

exports are ineffective in creating 
jobs.
 

Lydall supports the argument 
that manufactured exports
 

are effective in creating Jobs 
in developing countries
 

by examining the employment effects 
of increased
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manufactured exports due to trade libcr-a'lzation ln 
32
 

the developed countries. He showed that one displaccd 

worker in the EEC in 1975 would result In two additional 

workers in countries with per capita output of $500 and 

4.6 additional workers in countries witri per cap!tn 

output of $100. Comparable fiures for one displaced 

United States worker are 2.8 and 6.5 respecti-.ely. 

Adding indirect "multiplier" and "expendlture" effects 

leads to increaces of between two and five time.; ti.e 

above factors. 

The employment problems of develoving cr intrl.,s 

cannot b' solved by manufactured 'xports alone. In the 

absence of bettcr alternatives, however, manufactured 

exports can provide significant marginal employment 

benefits to many countries it the short run and probably 

ser' as the major source of additional employmert in 

the long run.
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C:,apter III - Recent Trends of Manuifactured Exports 
in Developing Countries
 

The General Situation
 

The m-inufactured exports of developing countries increased at 

an averagc annual tate of 15.5 percent between 1962 and 1971. 

Yearly performances varied from this average primarily with 

business cycles of the developed countries. For example,,&e 


rate rose from the 1971 recession of 10 percent tothe growth 

-ent in 1972 and to 25 percent in 1973 when virtually the15 pei 

jdeveloped world was in an
 

whole expansionary phase of the economic cycle. In spite of 

during the last dc:c.,dethe developing countries' high growth rates 

their share in world exports of manufactures increaL!d only from 

The increase of Latin
4.1 perctnt in 1962 to 5.2 percent in '971. 


America's share in world manufactured exports from 0.4 percent in 

1960 to 0.7 percent in 1969 indicates how poorly represented many 

developing countries are in world manufactures trade.
 

effecting aMany developing count-tes have succ.eded in 

their exiorts. Manufacturedconsiderable change in the composition o: 

expo-ts have risen from representing 7 percent of the total exports 

in 1972.of developing countries to slightly more than 20 percent 

The impressive growth of t.e manufactured exports of developing. 

with their growth of primary exports. Thecountries contrasts 

imports from developing countriesdeveloped countries increased their 
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of primary products (excluding petroleum) by only 3.8 percent 
per year during the 1960's. Fish was the only primary product
which exhibited an annual growth rate as large as the average for 
all manufactured exports, although imports from developing countries 
of wood, tin, and copper grew by more 
than 10 percent per year.
 
Imports from developing countries.actually 
declined in value
 
during the 1960's for dairy products, wheat, beverages, tea,

rubber, wool, hides, oilseeds, and tobacco. 
 It is interesting
 
to note 
that the developed countries' imports of primary products
from the world declined for only five products (tea, tin, rubber,
 
cotton, and wool). Exports from the ".evelcoing countries of each 
of these five commodities accounted for more than 65 percent of 
imports by the developed countries. 
 These fants all serve to
 
support the a,..7nients of Chapter II waich discourage 'aheavy 
reliance on primary exports 
 for future economic growth.
 

ThMajorExportersof -*Ianufactures 

All developing countries have not taken part in the recLat
 
growth of m-nufacture" exports, as Table Vindicates. 
Mainlv
 
responsible are a relatively few countries which have demonstrated 
spectacular growth rates during the 196 0's, such as Korea wich 77
 
percent, Taiwan with 37 percenc, Singapore with 28 percent, Pakistan
 
with 24 percent, and Mexico and l1ong Kong with 20 percent. In 



several of these countries, :anufactured exports have increased to the
 

point where they represent the major share of total exports, such
 

as Korea (74 percent) and Taiwan (66 percent). With reference to
 

Table.I, in 1969 Hong Kong's manufactured exports accounted for
 

38.7 percent of total manufactured.exports of the 82 countries represented. 

If the manufactured expor:. of India, Taiwan, Korea, and Yugoslavia 

are added to those of Hong Kong, 72.8 percent of total manufact-red 

exports are represented. The top eleven countries account for more 

than 90 percent of ;otal manufactured exports. Another aspect of the 

conce-tration of orig4.n is that almost 60 percent of total manufactured 

exports form developing countries come from the East Asian countries. 

Hong Kong's major manufac¢'ured exports -re clothing, miscellaneous 

light manufactures,engineering and metal products, textiles, and 

footwear. Since [long Kong has been exporting manufactures longer than 

the other developing countries, it has not had to greatly diversify 

its exports in recent years. At the thy -.digit SIX- level, Hong Kong 

exported 57 products in 1971 compared to 56 in 1965. It has bee.: able 

to maintain an annual averpie growth rate of approximately 20 percent 

in these established product lines. The United States, United Kingdom, 

and Germany are the largest markets for Hong Kong's manufactured exports 

in 1973, but the fvstest recent growth has been to Austrialia, Japan, 

Singapore, and several other East Asian countries. 
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TA ' I[
 
Rankin of' E xporters; of anufactures.
 

M1, nu fac tured 
Country Exports (1,000 U.S.f) 

1. Hong Kong 1,387,570 42. Zalro 2,567

2. India 366,595 43. Costa Rica 2,477
3. Taiwan 346,833 44. Liberia 2,214
4. Korea 273,1123 115. Angola 1,735
5. Yugoslavia 239,644 46. Cypr-.r 1,727

o. Mexico 205,051 47. Bahrain 1,664
7. Pakistan 130,104 48. Libya 1,653

3. Iran 118,760 49. Syria 1,340

9. Isriiel 78,528 50. Peru 1,17'3
10. Greece 54,841 51. Cuba 1,160
11. Philippines 48,388 
 52. Honduras 1,01)
12. Singapore 33,771 53. Ghana 986
13. b,'azil 31,075 54. Ecuador 830 
14. Egypt 25,517 55. Gibraltar 7 1!
15. Argentina 21,651 5'3. .'1 Salvador 722
15. Jamaica- 15, 141 57. Guateonala 70L 
17. Turkey 14,5'19 58. Chile 686 
18. Malta 14,358 59. Sthicpia 52 
19. Indonesia 13,193 60. 
Ivory Coast 624

20 Colombia 
 11,828 62 Senegal 608
21. Morocco 10,202 62. 
C2:elon 559 
22. Malaysia 
 10,029 153. DOmiinican Rep. 391 
23. Panama 
 9,931 'A. Cameroon 386 
24. Algeria 65.9,645 Jordan 328
25. Haiti 8,2141 66. Bolivia 300 
26. Lebanon 7,945 
 67. Sudan 297
 
27. Afghanistan 7,775 68. U.ganda 20 
28. Neth( lands Ant. 6,765 69. Madacnacar ?37 
29. T1alIand 6,614 70. Nicara-,ua 22130. Kenya 1 ,672 7 '. Gi Ica(cq.) 210 
31. Tunisla 11,652 72. Guiana 182 
32. Trinidad/Tobao 4 ,318 73. Sirra 1L, 171
.33. Tanzania 3,614 711. South Yemen 1638311. Zambia 3,363 75. S. Vlctnatn 1614 
35. Vene:uela 3,3112 7. Somalia 137 
3'. Kuwait 3,1.34 77. Burxa 12337. Uroj;uayy 2,967f-5 7;3. Iara; 
38. I .';cria 2,962 70. Camb-,dia 60
39. Iraq 2,7114 80. Rhodesia 4540. Mo::abique 2,653 P1. Toi!;o Ill41. Saudi Arabia 2,603 82. Mauritania 27 

Source: The above fIlgurcs represent Imports or manuf'ctures ofthe 0ECD countri o 1imm Ie 's, less certain rcsource-based pu..i: 
as spec ificd ill Appendl: A. 

211 
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India's total volume of manufactured exports are impressive,
 
but are mainly due to the large size of its economy and industrial
 
sector and not to a recent dynamic growth period. 7n fact, from
 
1965 to 1971, Indian manufactured exports grew at en annual average
 
rate of only 2.3 percent. 
India's major manufactured exports arc
 
textiles, leather and footwear, and engineering and metal products.
 

Taiwan.% has been able to maintain a high rate of growth of
 
manufactured exports during the 1960s by relying to a great extent
 
on exports of processed imported materials. 
The major Lport
 
products 
of Taivan are engineering and mc.al products, clothing,
 
and miscellaneous light manufactures. 
Among the factors responsible
 
for Taiwan's impressive export performance, the most important has
 

an extensive
probably been the jvernment's adoption o" xport promotion
rcogram in the early l960s.
 

Korea's annual average rate of gowth of manufactured exports
 
during Lhe 1960s of 77 perceit 'was spectacular. In contrast tn Hong
 
Kong, Korea's growth was accompanied by a considerable degree of
 
di -rsificat'on, illustrated by the fact that 20 products (three­
digit SITC) were exported 4.n 
Y965 compared to 61 in 1971. 
 The m.jor
 
export products of Korea are clothing, textiles, miscellaneous light
 
manufactures, and engineering and metal products. 
Japan replaced the
 
United States in 1973 as the largest market for Korea's manufactuired
 

exports, and toqether these two countries account for approximately
 

75 percent of the market.
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The manufactured exports of the other leading countries are
 

similar to those of the top four. Yugoslavia's major products
 

are engineering and metal products, clothing and textiles. The
 

largest ianufactured exports of Mexico are engineering and metal products,
 

chemicals , and miscellaneous light manufactures. The dominant share of both
 

Pakistan's and Iran's manufactured c::ports is textiles. For
 

Israel, clothing, textiles, enginnering and metal products are most
 

important.
 

Somw interesting regional differences in manufactured export
 

pertormance emergeO during the 1960's. The manufactured exports of Asia stid
 

and Latin Ameri:a grew at approximately the Lame rate between 1965
 

and 1971 as world manufritured exports, as theyzjughly doubled for
 

both. Africa's manufactued exports in 1971, however, were Lnly 44
 

percent greater than they were in 1965.
 

Major Products
 

Of the manufactured exports frcn developing countries to the
 

developed countries at the en,. of the 1960s, clothing represeited the
 

largest product group, accounting for 25 percent of the total manufactured
 

exports from developing countries. Exports of clothing from developing
 

countries increased in value more than fourfold during the 1960s,
 

reaching $1,087 million in 1969. The rate of increase of these exports
 

at the end of the decade was 36.5 percent for developing countries
 



compared to 33.3 percent for the world. The developing country share
 

of total c.othing exports to the developed countries has grown from
 

19.1 percent in 1962 to 26.0 percent in 1972. The main increases in
 

these exports during the 1960s were to the United States (an increase
 

of $432.9 million), Germany (an increase of $143.6 million), and the
 

UMited Kingdom (an increase of $80.0 million). In 1969, the United
 

States took more than 50 percent of all developing country clething
 

expcrts to the developed countries. The developing countries'
 

share of the total clothing import market in 1969 was highest in the
 

United States (49.4 percent), followed hy the Un.ted Kingdom (47.7
 

percent) and Japan (41.8 peicent). Germany was the only member of the
 

Eur.opean EconomL Community (EEC) with a substantial share (21.6 per
 

cent) of its total clothirl imports coming from the de.eloping
 

countries.
 

The next largest group of manufactured exports from devvloping
 

countries at the end of the 1960s was textiles, with a total value of
 

$1,028 million and accounting for 24 percent of total manufactured
 

exports. These exports grew at only 9.1 percent per annum iroi4 1962 to
 

1959, slightly lower than the growth rate of these exports from the
 

world so that the share of developing countriet in world textiles eyoorts
 

feil from 13.3 percent in 1962 to 12.9 pe:cent in 1969. The largest
 

increases of textile exports from 1962 to 1969 were to the United
 

States (an increase of $169.5 million), Germany (an increas of $80.8
 



million), 
and Japan (an increase of $49.3 million). In 1969 the Uiiited
 

States took 38 percent of textile exports to the dev loped countrie,',
 

the United Kingdom took 14.1 percent, and Germany took 13.2 percent.
 

The developing countries share of the import market was highest i
 

the United States (36.3 percent), followed by Japan (31.7 percent),
 

New Zealand (26.2 percent), and the United Kingdom 
 (23.7 percent).
 

A significant fact is that developing country textile exports to the
 

United Kingdom grew at only 1.6 percent per annum from 1962 to 1969,
 

and even declined in 1969.
 

The next largest group of developing country manufactured
 

expor.ts at tke end of the 1960q was engineering and metal products,
 

with a total value -f $734.4 million and accounting for 17 per
 

cent of total developing country manufactured exports. These exports
 

increased in value sevenfold between 1962 and 1969. with an averaqe
 

annual rate of growth of 32.1 percent, and 53.0 percent in l961,. These
 

rates of growth tere more than double the corresponding growth rats 

for world expor a of thesL products, so that the developin.g country 

share of the total market was rising. in 1969, however, this share 

was still only 1.4 percent. The largest increases of engineering and
 

metal product exports between 196 
and 1969 were to th,: United States
 

(an increase of $448.9 million). Germany (an increase of 041.G million).
 

and the United Kingdom (an increase of $30.8 million). In 1969. the
 

United States took the predominant share of these exports (64.6 percent)
 

which were mostly e~ectronic products. The developing
 

http:expor.ts
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country share of the United Stares total import market of these
 

products was 4.3 percent, ,-hile the developinq country share of other
 

developed countries' imports of these products was almost always less
 

than I percent. There is obviously still a considerable growth
 

potential for exports of engineering and metal products to the
 

developed countries.
 

An acceleration of the growth of engineering products during
 

the early 1970s has enalied this product.category to overtake textiles
 

as the seco:nd largest proa*.ct group of manifactured exports. In
 

1972, almost 50 perc.nt of the trade in this product category was
 

accounted for by nited States imports from Hong Kong, Mexico, and
 

Singaporr.. The major exp':t products in this category have been
 

items such as electronic components, radio and televison sets, parts
 

for office machines, cair-ras, watches, and various metal manufacturc.
 

The next largest group of developing c". ntry manufactured
 

epxorts at the end of the 1960s was miscellaneous light manufactures,
 

of which the more important:items were travel goods and handbags, printed
 

matter, plastic products, toys and games, basketwork, artificial
 

flowers and wigs. The total value of these exports in 1969 was $651.4
 

mtllion, more than five times Lhe amount in 1962. The average annual
 

rate of ii.crease of these imports from 1962 to 1969 was 26.6 percent,
 

and in 1969 was 32.7 percent. These growth rates were substantially
 

http:proa*.ct


higher than the growt-h rates for world exports. of the--e products, ;o
 

that the developing countries' share in world exports of mi.:cc.,lla1rou,;
 

light manufactues increased from 5.2 percent in 1962 to 9.6
 

percent in 1969. Of the total increase of developing country exports
 

of these products from 1962 to 1969, $352.5 million went to the
 

United States, $43.3 million to the United Kingdom, and $34.6 million
 

to Germany. The United States again is the major market fir those
 

exports, accounting for 63.5 percent in 1969. The developing countric:.'
 

share of the total import market of these products was highest in the
 

United States (23.1 percent), followe. by th. United Kingdom (12.8 per
 

cent), Australia (8.9 pL.cent), Japan (7.7 percent), and Germany (6.4 per
 

cent). In most other Western European countries the corresponding
 

shares are less than 3 percent, indicating that thre is considerable
 

scope for expansion of these exports. These are mostly labor-intensive
 

products in which developing countries h.ave a comparative advartaqe
 

becausL rl' their abundance of cheap labor. 

Hong Kong has been the largest exporter of miscellaneous liiht 

manufactures, accounting for 36 percent of total developinij country 

exports in this product category in 1972. Hfong Yong exported 61 per tI 

of these exports to the United States, and 59 percent of United rtates 

imports of these products from develop:ng countries car~e from flong Kor.q. 



Miscellaneous light manufactured exports from developing countries
 

are more concentrated by their destination to developed countries
 

than any other product category.
 

The product categories which have just len identified as being
 

the fastest growing manufactured exports of developing countries
 

also tend to fall under the heading of labor-intensive goods. 
Of
 

course, the sample is somewhat biased since resource-based products
 

were excluded from the manufactured 
 exports considered. Nevertheless.
 

the absence of capital-intensive manufactured exporti is st.l1
 

conspicuous.
 

Destination of fanuacturedE 
Ports
 

The major markc, !or the manufactured LAports of developing
 

countries at the end of the 1960s was the United States, accounting
 

for 42.5 percent followed by Lae European Economic Cosmunitl (26.6 percent),
 

the United Yingdom (13.5 rercent), and Japan (5.1 percen). Amon., the 

EEC countries, the largest importers were Germany (11.5 percent) and 

France (7.1 percent). Other "*ajormarkets for manufactured exports
 

from developing countries were Italy, Canada. the Netherlands, Austrialia.
 

and Sweden.
 

The most rapidly crowing market for manufactured exi.arts from the
 

developing countries during the 1960s was Japan, followed by Ic~la..d,
 

Ireland, the Netherlands, Portugal, and Finland. 
All of these
 

markets, however, were relatively small in the early 1960s. 
 If only
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COuntkLs are considered which represented important. narkets in
 

the early 1960s (taking at 
least 3 percent of total manufactured
 

imports from developing countries), the most rapidly growing market
 

was the United States, followed by Germany and Italy.
 

As is appirent from the above data, the developed countries
 

represent the major market for manufactured exports from developing
 

councries, accounting for 68 percent at the end of the 
1960s.
 

This share has increasr.j from 59 percent in the early 1960s.
 

Manufactg-Ld exports to ether developing 
ountries increased at
 

an average annual race of 10.3 percent during the 1960s, co'siderably
 

lower than the 26.1 percent growth rate to developed countries.
 

Latin Am rica.is the only exception to this trend, with intraregional
 

trade in manufactures having grown at an average annual rate of
 

31.9 percent. Th Latir 
American rountries also export a large share
 

of their total manufactrcd e-ports to other devnloping countries
 

than do other developing regions. 
This share is 49 percent for Latin
 

America, compared with 32 percent for South and Cast Asia, 31 
percent
 

for Africa, and 29 percent for Western Asia. 
The trend in many of
 

the Ltin American countries seems to be moving towards greater
 

c.!pendence on intrarer-ional trade in manufactures, while developing
 

countries in other regions see. 
to be moving towards greater dependence
 

on markets in developed countries, Economic integration has undoubtedly
 



played a role in forming this trend in Latin America.
 

Observable Patterns
 

The above aggregate figures disguise a wide variety of
 

individual country experiences at different stages of development.
 

Chenery and Hughes have attempted to depict patterns of manu'actured
 

expo..t growth of countries at different stages of economic development.
 

They show thst the patterns differ according to the size and natural
 

resource endowments of deveioping countries.
 

Countr-es at very low levels of per capita income invoriably
 

Iijnocialize hoav:.ly in primary prnduc:ion. %..ple ,ranufacturing tcn;ds
 

to develop in products such as processed foods, textiles, and clothing
 

as per capita income approaches $!00, and countries with 4100 per c,,,ita
 

income will have an industrial Eectoi which produces mainly :or the 

domiestic r..xet a:d on the avv-.iage produces 20 percent o" natio;,al output. 

As countries develop beyond the $I00 rr c,.,.ita incomo level, the
 

manufactured export patterns vary primarily according to countr,., size and
 

natural resource endowment. On the averageChecrery and Hughes have 

shown that industrial output tends to equal primary o,.tput at 

approximately $400 p eaita income whereas manufactured exl.ort5 tend 

http:hoav:.ly
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not to equal primary exports until approximately $900 r cm'o
 

income. There is a wide variance around this figure ,900, however, 

with small industrial countries poor in natural resources, slch as
 

Korea and Taiwan, having reached the stage at much lower levels of
 

per capita income, while countries better endowed with natural
 

resources, like Venezuel. 
may never have manufactured exports equal
 

their primary exports.
 

Chenery and Hughes further show that a country of average size
 

(10 million population) will reach $10 per canita m-nufactured exports
 

at approximately $250 per cata income, at whic*o
 . stage manufactured
 

exports aTc unt for a little more than 20 percent of totc, exports.
 

They then show how this average pattern varies according to whether
 

a country is a small primary exporting country (eg., Jamaica, Malaysia, 

ard Ivory Coast), a small .ndustrial exporting country (e.g., Singapore,
 

Taiwan, and Tunisia), 
 or a large country (e.g., Brazil and Colonbia).
 

The small primary exporting countries tend to reach V10 L r caulita 

manufactured exports at Ln Ancome level of $350 per cinita, sr.,ill
 

industival exporting countries $200at income per caLi!a, and most large 

developing countries also rea_. 410 .pr capita raufactured export.; at 

approx .mately $200 income r_ capita. 

Chenery and Hughes' study has also shown that there if 

diszcrnible pattern to the product crposition cf manufactur,. .xorts 



in "eveloping countries. The first manufactured goodb to be exported
 

are usually light consumer goods and construction materials
 

which often are naturally protected by distance costs. The second
 

stage ordinarily consists of some consumer durables and producer goods.
 

Only after the domestic market has been developed can basic and
 

interemediate goods be produced and exported on a large scale. 

There has also tended to be an increasing sophistication of 

manufactured exports as countries gain experience and develon
 

economically. Korea and Taiwan are the outstanding examples of
 

developing countries which have begun to export manufactures with
 

higher d-grees of technological sophistication. Some of the larger
 

countries, such as Brazil .­ind India, have also begun to export more
 

7ophisticated manufactures, especially engineering goods.
 

The above observable patterns of manufactured export
 

performance in developing countri.'s shed some light on thn composition 

of the aggregate figures which are normally cited.
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NOTES
 

L/ H. Chenery and H. Hughes, "Industrialization av,: TradL Trends:
 

Some Issues for the 1970s", in it.Hughes (eds), Prospects for 

Partnership (Johns Hopkins Univerpity Press: Baltimore, 1973: , pp. 3-39. 
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IV. W-LATIO' WIT}H , ?XNVErOPEDTH.- COt H:TRI.::; 

The last several years have witnessed an unprecencdented 
de;;ree of conirontation between the developed and the 
developing countries. This spirit of confrontation reached 

its peak at the United Nations Sixth Special Session, in
 
April 19711 which ended with a resolution procl.timini; a
 
"new international economic erde," which 
would redress the 
inequities of the world economic system.
 

The United Vations Seventh Special Session whjich met 
in fall 1975 fortunately was characterized by a greater 
spirit of cooperation. 
U.S. Secretary of State KissinLer's
 

speech on "Global Consensu and Economic Development" set 
the t)ne for a more constructive dialogue by suggesting a 
wide variety of initiatives by the developed countries.
 

SinCe the Seventh 3pecial Session occurred at a time when
 

conmoaity prices were -lummeting from their record hilgn
 

levels in 197l4, attention tended to be focused on the prob­

lems of raw material exports of developing countries.
 

Several issues were addressed and proposals made, how­
ever, related to problems in manufactures trade, such as
 

an expansion of the Generalized System of Preferences and
 

a reduction of non-tarl'f barriers and tariff escalation in 

leveloped countries. 



The overall prozpects for the developl:i. couutj'c.i:; 

increasing their manufactured exports dependu to a siC­

nificant degree on actions taken in dcveloped couitricu. 

The developed market-economy countries accounit for approx­

imately 84 per cent of the manufactured exports of devoloplnG 

countries. This chapter will survey and briefly analy:ze 

the main issues regarding the trade relations be.weer. 

developed and dev lopin- countries.
 

The current international forum for discussin' i:;h,. 

issues is the Tokyo Round of multilateral trade nc;oti-­

ations in Geneva. Developing countries are pla':-ni a -,uch 

more active role at the Tokyo Round than in previouj trade 

negotiations. The rr In issues discussed in this chapter 

are the interests of the c3uvloping countries In MFN tLaiff 

reductions, quantitative restriutions and other no-tariff 

barrie ., the Generalized System of Preferences, counter­

vailing dutles, adjustment assista.,., and ':.c ActIvItv3 

or muitinatiunal corporations. 

Multilateral Trnde Nogot;iations -- The Tokyo Round 

The Tokyo Round of multilateral trade negotiatio s 

(MTN) becan in September 1973, out substantive negotlations 

have only been in process since early 1975 with the passage 

of the U.S. Trade Reform Act which authorized negotiations 

by the United ;tntes. Developing countries in Ceneral 
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contend that their interests were ignored -In past trade 

negotiations, including the Kennedy Round and are pressing 

for ground rules to be established at the Tokyo hound
 

which provide for their differential treatment.
 

There are souzd reasons for establishini- differecztial
 

treatment for developing countries at the MTN. 
 The MT1
 

would naturally reduce to negotiations between the major
 

tradino countries unless special provisions are made for
 
the participation cL' 
countries which represeit small
 
shares of world trade. 
 Moreover, the developing countries
 
have unique trade problems which on eqj'ity Frounds should
 

be addressed at the ._,-N.
 

The : iduatrtal*-zc' z-.unt:.Ies also have an 
 interest 
in the full participation of developing countries in the MTN.
 
For example, develo.-ing countries as a group account for
 

approximattely one 
thir, of the total exports of the 

United tates. A lowerin-; of the trade barriers in devel­
oling couc.trie, which often are quite high, could yield 

substantial benefits fc., the developed countries.
 

Tariffs have been the major Item of past trade negoti­
ations. 
 The present world structure of tariff protection
 
discrJninates against the manufactured exports of 
eveloping
 

countries. 
 First, since tariffs generally tend to escalate
 
with the stages of production, developing countries are
 



encouraged to export their locally produced r.w matcr'aL,; 

in an unprocessed form. Second, tariff:; in developed
 

countries tend to be highest on 6oods intemsive In un:;killed 

labor. These are precisely the goods in twlhich many devel­

oping countries have comparative advantages. The reoult I. 

that the average tariff an the imports of manufL.cturcd 

goods into indu3trialized countrL-.s is -j.5 rer cent for 

the developed countries and ll.ti per cent for tj.e 

developins ccuntri, s. 

McZG of the dev*2loped countrl:!s are participating in 

the Generalized System of Preferenccs (03?), inc'.udin; 

very recently the United St':tcs, whereby preferenUal tarlff 

rates zre granted to the dcveloping countries. The devel­

oping countries are approaching the KTN with concern that 

their gains from G.? not be eroded by MFN tariff cuts on 

the same products which are granted to -11 countr. e3. 

Erosion of the preference margIn could be avoided either 

by agreeing not to lower .O, rates on 0.1' productn or by 

agreeing to low:er both ,FN and GSP rates. Oince tFN tariff 

cuts are bindini (i.e., cannot be raised), they are In a 

sense preferable 'o GSP tariff cuts which are not bindini*. 

To the extent that the c-.ports of developing countries com­

pete with the exports of developed countries, however, 
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the concern with preference margin erosion is legitimate. 

On the other hand, when the main benefit of a GSP rate 

is to make developing countries' exports more competitive 

;Yith doestic production in the protected markuts, a 

bindJiL; MFN cut might be prefer..able. 

There are other areas in tl;e tariff negotiations 

where deveiopins countrieas are reouesting special 

treatmerit. For example, they would l1il. doeepr-thaii­

formula tariff cuts on products not covered by the GOSP. 

Ir is probab]y safe to assume, however, 



that the reasons why a product was excluded Vi:or 0,,' will
 

also be cause for a country not to grant siL;nlficant tarlrr' 

concessions with respect to that product in the MTN. 

Developing countries have also as0:ed fcr advance 

staging of 1.F1N tariff cuts for products in w::ickh they h:tve 

a special interest. Such a provision would in effect pro­

vide temporary preferential tariff rates on the affected
 

products. 

Wherea.- p 'cvious trade neotial.ions have coi:centrated 

on tariff reductions, Indications are that non-tariff 

barriers will also be on the table at the Tokyo Round.
 

Since non-tarif.' barriers are not I..icluded in the GISP,
 

developing countries should be especially ir.terested in thL 

aspect of the MTN. The non-tariff barriers of %.Oie devel­

oped countries present significant ob.tacles to te expoit:* 

of the develo-ing countries. A recent LR;CTAD report 

documents tha; $1.7 b~llion of the develiIng countries' 

exports in 1968 were subject co one or more of the fo]lowln, 

non-tariff barriers: discretionary and "unspecifled
 

licensin,, quotas, state-trauing practices, v-z'J:'ble lcylez. 
Il
 

export restraints, and prohibition of certain import-.
 

In the same report, estimates are calculated for the el'fect
 

on exports of certain product categories of non-tariff
 

barriers. For example, it was shown that non-t:-rlff L:r:'ler 



reduced developin, countries' exports of woven cotton 

fabrics in 1)69 by 17.2 per cent to Germany, by 1 3.5 

and by 21.6 per cent to the Unitedper cent to Sweden, 

Kingdom. 

Other non-ta;iff barrirs which may be negotiated at 

include customs valuation arid classification, safe­the MTH 

Cuarda, and standards related to pac!:a;inZ, health, and 

industry speclficatior.. It may be diffiCult to devise 

technique' of differential treatment for developin.; 

with respect to some of these non-tariff barriers.
countric 


it Is difficult to imagine htw preferentialFor exnrwple, 

to one group of #;xportcrs withtreatment might be Cran~ed 

respect to cupt,.:: r'cttcCa orn standards, 

It i probable tl'At the developlin. countries can hone 

much more from the !.rTM if they are prepared toto gain 

offer some det-ree of reciprocity. Fuli reciprocity Is nor 

expected, but |,artlal concessions srantcd by the devclopln. 

the difference betweencountri.:s nay in some cases oc 

failure or success to achieve rigniflcant galns in the Mr2. 

zu,;:est that a reduction of protectionChapter VI will 


levols may be healthy for :.-me developirin countries.
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TarMf' :'(c !: 

There is a history of preferential tariff arraw .-. 

ments for developin7 countries. The C:xonwcalth 

Preference ci.eme wa: the first to be estnbl:ishcd In 1 3:'. 

After World War II, the United ,tate: a+:r'eed to .1 pref'or­

ential arran:cment with the l'hilippliRes. The Yaonufde 

agreement in 1163 instituted a preferential tradi.;;, a,-rain:e­
ment ictw.een the European icono-ntc Commnun it:; (1..*E.C) :n,d.,
 

developin- countries which was precede(' ir,-o..e ca.;cs by 

preferential bilateral arrar;ementz. 

The United tatez arranement with the Philippine:; 

expired In l),4 and was not renewed. 1re -­ic n'e::ith 

Preference :)che-.e hi.s subztantlally eroded wit. many of 

the African countries havin,; cea-ed jrantto r'ever.e­

preferences. The EC scheme, however, e::pandd .C'cr It3 

inception to Include more African countr'; plus zonme 

Mediterranean and Caribbean countries, IlI of th .::e sc chae. 

have :ecn surerceded by the Gcncrall.-.,d .;yctem 1 !f're'ern­

cen 
(G:w') which is gradually beiru. ImDlemented by mo:st Of"
 

the develoned countries.
 

GSP was proposed 
at the first United 'at~cno Confer­

ence on Trade and Development (U'CT;D) at Geneva in l.'3.
 

It was not until the 1970s that tc develoned countrc
 

began to actually I:plement O2SP zich .
e.. The i.".C c "'un*'>
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were the flirit; to a, ree to G3." in ij/Il followcd In the 

same year by Japan arid Norway. Au.-tria, LX.-rnark, Finland, 

Ireland, :ew Zealand, 3wreden, .3-wItzrland, and the United 

Kini-dorm lmplemented G"I' sche=e in 1972, followLd b Canada 

in 19711. Thc United States -introduced ita GZP scheme iii 

carlj )75. 

GSP was first proposcd as a scheme whereby all manu­

factured exports of dcvclopini countries would be ;ranted 

preferc.ntial access to the mar':et!i of -.he developed 

countrIles. In practice, developed countries have desifned 

their own ind!vldual G3l ncn.ces with cach having its own 

provisions with respect to product coverae, sad-ecguurd 

mncsures, rules of oriiin, pre:'erence margctis, and bene­

ficiary countries. 

GSP is prImarily for manufacturcd exports, ulthouth a
 

few rimary :'nd aZ;ricultural products are covered in various 

ncheric.. Even utie coveral;e of manufacturen in quite 

limited, however. as de.ontr.ted by te f:tct that approxi­

riately -)2 per cent of dutiable manufactur'ei imports by 

GSP donors were excluded from their scnemcs. -i-npl.i of 

Import-sensitive products which have been xcluued fro:i GSP 

are textiles, footwear, and leather products, all of which 

are products in which many developing countries are likely 
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to have a comparative a-lvanta e becauze of t::elr inten"I:t:; 

in unskilled labor. The developing countries have ex­

pressed the desire to negotlate at the MT1 for better 

product coveraZe in GSP schemes, but the developed countric:; 

are likely to be hesitant to discuss preferential and non­

binding tariff cuts in a forum where MFN cuts are the rule.
 

It Is possiblc that the CAP p-oduct lis;t ma," become 

even more restrictive if developed count,,les choose to 

apply the various safeg,,ard provisions in their sccmes. 

The most common of these provisions are escape claunes 

whereby preferences can be witi.drawn when cr. vered sinmports 

cause or threaten serious In:ury to domestlc produ.c,,j. 

In most cases serious inJury is not preciselv deflned. An. 

exception is the United 3tates which applies a "competitive 

need" forn.ila 'chci 't.te- ih!%t a cour 'y can lose Ji:t 

preferentlul access if it supplies more than 50 per evnt 

of the imports of a particu'ar product or if the Imported 

product exceeds $25 million in one year. 
The exports of developinz countre: wnch .uailfy for 

GSP are also limited by rules of origin provisions which 

differ among the various schemes. These provisions are in 

general meant to insure that the exports covered b- GSP 

are substantially produced in the beneflc~ary country nnd 

are not "re-exports" or exports with a low valVe-addod 



component. Two ba.Alc crltev:a are u.:cd by p..'fercce­

granting countrieo to determine rules of ori,;In. Auntria, 

the EFC countrIcs, Japan, the Nor,,ic countric, and 

Swit:gcrlnnd Insist that the transfor'mation of Irmportcd 

Input: must be -uffIclent to cnane the Drzcls Tariff 

Nomenclature (3T) classIflcatlon of ti.e product. 

Aust.-alia, Canada, New ealand, and the United ';tates -c :u.*re 

a mi'ilmu., zhare of valvt -adIzcd by the exportln:; country 

which i; I-enerally 50 pur cent. 

The rate of preference rmarCIn -ranted varlea ac­

cordln;; to prcduct and donor countr-. Prefer,:nce mar:,InJ 

are 1;;narally hii:hcr on mant factored good:- and lo.ier on 

raw material and procc.zed producto cloze to the primary 

otare of production. The . apan, Nordic countries, 

and United 'tatfs grant duty-free trc.atrr.nt on GSP man-t­

factured ite'-, ocept that Japan only i;ra.its a 50 per cent 

rcuction of the MI4FN rate on cor,. te .itill ite.,3, cloth.n;, 

a.'d foot;ear. Auotralia, Atut.ia, Canada, Switzerland. 

and New ?ealand offer varylng rates of partial reduction3 

on manufactured pro-iucts. 

The United :States is the only developed country which 

as.cmatIcally excluded certain Zroutz of developlng 

countric's from its GSP scheme. Excluded countrics include 

most com.munist co.ntries, mo.bers of the Or.anization of 

http:trc.atrr.nt
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Vetroleum :i:opz,,t I' Count:rlce. (crP:c), an.,". Co.tr,!,.i
 

wnich withhold vital cuo.-odity rcaourccz f'o:m iter'nt!o:I 

trade or raise the price or such cc- odltlcs to unveazonaL.1 

leve)±n, countrie3 jrant'ln, rever-e prcfcrc'.cc:: t. ctvz' 

developed countrie-, countrics :hicit "ave .proi'ia..d 

United S;atez property without fair compj., srtlon, and 

contrles which do not cooperate to rcvent narcot'c dr:.-: 

from cnterIn- tie Unwted States unlawfully. T:te Unit(.d 

States can excrci3e discrction In ".t:nlyin, thezo pr.-l:;ior::, 

but theIr' rrezence In the schcme represents a serious 

0ls.'1repancyj with the basic philos'phy of GS11 as _' wa: 

o'viinally prod. sed. 

T-ic experience with C"P Is too recent to udge the 

economlc benefits to reclpient countrics. It " doubL­

ful how:ever, that t?.c benefit- will be very signifl, ant 

given the ex.luzions and exceptions dccriLed abode nnd 

the fact tht cuantiLative restrlctLonu such as c,.uot..; 

still apply to some importart GI' products. It hns been 

estimated that the trade creation cff-ct of GSP (incrc:nc' 

in exports of beneficiary, countries minus thc decre,.s;c In 

exports of developed countries) using 1971 data Is 

$1,03 million, or -bout four per cent of the developcd
 
2
 

countr!es. The estimate nf the increase in ex.porto of the 

developing count.-iea was 4l,386 million. 

http:prcfcrc'.cc


If tire abovctectimat, of trade cre:,t1o., take:: JInto 

account t'he quantitative import restrictio:is of develped 

countries, t!,.e estimate declines to $233 million, which 

is less tj:ani one per cent of developed counitries' imports 

covered by GSP arid less than.five par cent of their 

total fore!gn assistance. GSP in its present form will 

obviously have to be liberalized if It is to have a 

significa:nt impact on the exports of developing cou:trLes. 

In the meantime, developing countries may find the ,1TN a 

useful Ti in which to press for binding reductions of 

both tariff and non-tariff barriers. 

Subsidies and Countervailing Duties 

In recent years many devcloplin count,'e3 have begun 

to use a variety of export promotion devices. Tne role of 

export promotion in the context of government policy for 

manufacturee' exports will be discussed in Chapt-,r VI. This 

section will discuss wny arid how export *,romotiou by t-he 

developing countries will probably be d. cussed .t t~e MTI. 

Developing countries will be seeking to achieve an 

agreement for differential treatment with respect to export 

subsidies. At present, GATT rules discourage export suo­

sidies on manufactured goods without any mention of the 

special problems of developing countries. Moreover, countries 
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may impose cour-tervallliiL dutles If tLY cat: denmon.I tr-it.. 

that imports which were 3ubLid1zed by foreign eXporter,; 

are causing or threatening injury to domes ic indu-try. 

The United States is the only developed coutntry wilic,, 

has applied countervailing duties developingto coun
 

Recent complaints against developing countries 
 I:ave been 

received by the U.S. Department of Treasury conccr:ning 

footwear imports from Argentina, Korea, and Taiwan, steel
 

and processed asparagus imports IMexico,from leather 

imports from Brazil, and cotton tex.ilcs a:nd ma;,-made 

fibers from TheIndia. United States has i:idicated, I:ow­

ever, that it desires to negotiate international code 

on su!hsides c ir countervailing d.tics tijsand, in context, 

would be willing to consider the possibility of
 

differential treatment for developing countre...
 

There are sound reasons for differential treat-nent 

3 
of deve]opini countries with respect to export subsldle:;. 

Theoretical Rrgumerit! beenhave advanced tat :;ubsidles 

are the optimum policy instrument to correct for domu.stic 

distortions or externalities wiic.i affect international
4 

trade, rather than tariff -istruments. The m xases for t!.esme 

arguments are economicthat maximum welfare can tc:-reby 

be achieved and that subsidies can be applied to the cause 

of the distortions'and not to the effects. Although these 
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theoreLical argumcnts do rnt differeitiate between devel­

oped and developing countries, it can probably be safely
 

assumed that morj economic distortions exist in developin;
 

countries.
 

The outstanding exampli of a distortion whicii is
 

more cormon in developinf; countries is an overvalued
 

exchange rate. Exporters are disc. iminated against by
 

an overvalued exchange rate in several ways. 
 First, import­

ed inputs will often have to be parchas2d at above world 

prices be-ause of high protection levels. Second, 

exporters receivc less domestic currency for i given
 

volume of erpoi'ts 
 than they would under free trade. More­

over, d:mestIc prices will often be above world prices 

which by itself ....
ourages production for the domestic
 

market rather than fir export. The bias against exports
 

of an overvalued exchange rate can be reduced or completely 

offset by export subsidies. 

Developing countries have otlher market imperfections 

which can cause their manuiactured exports not to be 

competitive. For example, an underdeveloped infrastructure 

Lan raise the costs of transportation, communication, 

marketing, and utilities to prohibitive levels. The high 

cost and limited availability of financing restricts the 

flexibility of firms in developing cou1lries besides raising 
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their costs. Labor training costs are alo ofteni hiLher 
in developing countries. The most common rationale for 
subsidies has probably been the "infant Indu:lvy" ca:;e 

which presumably occurs more frequenatly in duvelopln; 

countries. In order for a firm to overcome the above 
obstacles, subsidies can be used which often will probably 
only r-icceed in bringing them up to a minimum acceptable
 

level of compe Ltiveness. 

Altho&: the case :or differential treatmor-t with 

respect to .Absidies can be made fairly clearly in the 
abstract, it is difficult to envision the exact for, 
such differential t-%cat.,z.-:,t .'!,;ht take in terms oi actual 

provisions accepted by the developed count.'ies at the "OTN. 
Perhaps certain kinds of export subsidies by developing 

countries could be sanctioned, or export subsidien on 
goods which are not extremely Import-sensitive. Pe'oduct 

lists anL ecape clauses may well b -th G.31 zchcme& w'hich 
have been implemented. Hopefully the MTN will preclude 

the necessity of countervailing actions against the 

de'eloping countries in the future.
 

Preferential treatment in the area of export subsi les
 

should, as in the case of tariff preferences, be on a
 

temporary basis since it is meant to help count.ics even­

tually to reach a level of competitiveness in world trade
 

where subsidies are no 
longer necessary.
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Adj~u.n;tmrirt A lt:
 

Although tie cconcrics literature t,as produced a
 

long list of argument3 in favor of free trade and opposing; 

protection, there still exist many and varied trade barriers 

In the developed countries. The prim"ry reason for the 

persistence of these barrier: to free trada is the pres­

sure exerted by labor and business groups which are in-

Jured or threatened by increased imports. There may in 

the short run be a conflict between the goals of free trade 

and full-employment. Increased imports can caus, injury 

to a firm whict may have to lay off iurkers and keep capi­

tal idle. In the lonter run, these displaced workers find 

other employment and business capital moves into more
 

efficient lines of production. It i in the adjustment
 

period where costs to workers and businessmen occur.
 

Thcse adjustment costs are the basic rationaLe for
 

keeping existing trade barriers or erecting new ones. 

An adternatlve 'o trade barriers which makes possible even 

in the short-run the simultancus achievement of free trade 

and full-employment is adjustment assistance. Adjustment 

assistance broadly defined is any action taken by a 

government to assist workers or firms in adjusting to 

increased import competition. Its purpose is to help co
 

reallocate affected labor and capital on the basis of economic
 

efficiency and comparative advantage. 
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The co:.ci.pz, of e..t a-t-::cr 0jdJup:.rtcul:aro C 


importance WLen co:njdrin- t:.e pro:p:,c U for !.::crt:aud
 

manufactured 
 exp.ort- from developi:,.; cou:it rhes. Ti:is i, 
because the most Import-e:nsitive a::d .AiV.1y Protc-ected
 

industries it.tLe developed countrics 
tend to be ti.oue 
in which Lhe developi::g countries hiave a comtarat!ve
 

advantage (e.g., industries Intens' -r 
 I:,t'.e use of 

unskilled labor).
 

Studies which have estimaLe 
impozrt- sceioltivitier
 

and labor diLplacement from I:icreas,!d import competition
 

have tended to ve',ify the fact that Imports from tl-e
 
developing cou::trleo are 
VaLicula,.ly Lruuil%:,nue LO i'Lal,. 

labor ard business grc.Apz in developed countries. The
 

most commonly identified impo-t-Oensit.vc in:dusLrIc3 are 
leather productm and ato leascr extenit, electrical 

macainery and basic v.tal :nufacturln-. Litle- , ctov:'ky, 
and Scott showea the leather and

5 
clotniig indu:;trlc: to 

be the most import seriitive. In tteir :;Ludy, a $744 
million increase in import4 from tt.e developl:;- countrieO 
caused -- 2.1 per cent labor dfzplaccment In the leather
 

I*'ustry In the United States, a one per cent labor dis­
placement in clothing, ane a less t::an one per cent labor 

displacement in all other industrles. 

http:impo-t-Oensit.vc
http:VaLicula,.ly
http:co:.ci.pz


A recent UNCTA) ztudiy lrprovc3 on the It'r;.tto:: of
 

labor dlzplace=m:t caused by imports from developint;
 

cnuntries by estimlating an adjustment period of several
6 
years rather than a once-and-for-all impact. Doubling 

the Increases arid h:alving the decline in manufactured 

imports from developing countrIez over four-year periods
 

typically resulted in yearly rates of labor displacerent 

of less than one per cent in WAst Germany, the United 

Klniydom, and Lhe United States. Tne footwear and clothing; 

indu:-trie:. again showed the highest rates of labor dis­

placement, with 4.2 p~r :-t uan 2.4 per .*.2at rc .. ti'. 

Adjustment assi'ta:n,. to wo,.- diuola:-p i b.c 

of incr,.!;ed import:i can serve two dlstinu; pu&poses. Flrst, 

there is often a need for income support over and above
 

that covered by unemployment compons:ition pro,;rams. 

Second, slnrx Qisplaced workers will normally be frcm 

deilinIng Indu.;tries, they will v'sually aav,: to learii 

new killls if t!.ey are to find otiher employ..ient. Rather 

than providin. training facilltivz for displactdworkers, 

which would be ratner difficult to implement, adjustment
 

asslstance can be used to finance traininig costs in already 

established Institutiona. There are, unfortunately, pay­

cholog7ical and social costs related to labor displacement 

which adju:;tment assistaice cannot alleviate.
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Alts.ou. l]:bor d;place:r-ient iB; the m:i'or .". 

cost, bu31ness firms may experie-ce decl1:iq; ja:d 

profits and sometimes be forced out of business by it­

creased imports. There are two forms of" ad,;ujt:e:it
 

asslstance for firms. Flirt, 
flrns that are forc,-d out 

of business can be assisted or even subsldized In dlg­

posing of their asset-. In the 1930s, t.e Unit.,d Kii-q-,do:n 

ctablished a realization co:nparny to purcl,:s, t?e :::seLs 

of the declinlg cotton indust.'y so that titene a:i t:; 

could be sold over time ratnor ",;nnn dcp, .e;s:;g t:;c market 

wit!- a large amount of sales at one time. 

Seco:-.,, some firms may be capable of' competing1; with 

increased imports, but only if thcy are subsldized to 

some extent. This type of asslstance can be justified 

economiIcally but is difflcult to implemnt In practice. 

Even witnin a very narro-ly defined industry, tne evt­

iianess o; firms can dIlfer greatly. The detertnlziait 

of competitiveness arc_ .ften intarlnbles ;and difTlcu?!, 

characteristics to measure such as manaj:gement skill. 

Overuse of tnls type of adjustment assistJncc could result 

in a very expcnsive program wnici is subsidizint, ineffl­

cient firms and merely postponing the costs of adjustrmPnt. 



a ,:
'-- rcer ,rce w !t:, ad ju .st -!:.t t c e p o , a :.': 

been quutCe varied. A recent OiECD publlation urveyn 6 
the experience of a number of countic,:; a.nd Iziduatrie3. 

The United States and Canada a,, the o:,ly cou.atrie-- wtnic. 

have devoloplmcnt asZn1tancc ro,-1ram3 w:,Icn are directly 

anuoclatcd wit!; trade liberalLzation. Moreover, adjust­

ment as'i.tarnce pro,.rams in all t!.e developd countries 

are more for the nurpo:e of protection of dumeutlc in­

duntry and ,,bor from impiorts, and not for the purpose of 

facilitatlng, increa--d exports from the developing- countrics. 

Two ba:;Ic problems have frequently piak;ur-d t:je oper­

ation of a ,!ustment aasa.;tance programs. First, the 

applicatlon procedure for adjustment assistance is often 

quite complicatcd and t:ce qualification criteria quite ztr!ct. 

The adju:trert assistance c "Itcrla In ti-e United State3 

have been uite reztrIctive In the paut for ootii workerl 

and rirm:;, but recently t.s:ee criteria have been liber­

uli::cd. The :xcund rmost comnaon problem with adJuntmerit 

ass :;tance, pro..rarni has been the tendency for thern to be 

adar'nilsterd in a ha-hazard and piecemeal manner. A 

centrally coordlanted prorz i 1z preferable to tie program.; 

which now often divlde responsibilitie between different 

al:ncle wit in t.,e govern.ent and b-cwecn national and 

local gov:nts. 
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It i:; livOrlan t!efor dev.lop'nr cou:(tj:,'c,.- -:'1,. 

adjustment an,:s'tance pro,;ram not only pro,.(, to Le :de­
quate within the cxistin; strueturea of protcton ill 

developed countrJe:', but th:at they 11Iso prove :welUlte 

to soften Somewjat the future prez.;ur(, of, labor 4.id
 
bu:iness vroups to 
keep or raise the Lxtftiink levels of 
protection. In the latter case, adjust.-et .:;ulztance
 
becor,,es i true trade 
co:nce3ojon to develop..i,; cuu::t-'A
 

by in effect replacing; tie zafeguard and cocpc 
 clauze:
 
which often accompay preferential treatmeit ulth rc.j.'.
 

to protection.
 

nil tl1rmtlona! Co:'.".e:",t1o.v: and Irt.-":',t1 cn.l ,en:s:mtr-,'tn-

DIucuzslonu of ti~c trade relatiorns betwcen developed 
and developing countries tend to be rmiated to j;overr.:.ent
 
policies. Ill:.3 
 become quite appare.t In recent times, 
however, that another actor t..on Inter-lati:.nml zcerit
 

has assumed a aI:nIf1camit role. 
 Milt nation,l corpora­

tions (', ). for the most part Indepe?,Jant of ovc:.r­
ment.; and national boundaries, were rezponsible by t.he 
end of 1970 for over $5.5 billion of investment In tr.e 
,'velop~n, countries, by thefar larigest source of In­
ve3tent for t.-.ese countries. TnIs section will ex,.ir;e 
how the actions of ,ZC's influence the manufactured exports 

of devclo.n;!n countries, and also .ow govern-e?:t polc:es 
In developed counrrLs can affect tie actions of '""' 
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Durln,; tLe 
 lP' 0 the rapid ;rown" or overoYau lrvest­
ment Ly I-',C': made them a dominant factor in world trade. 
Since approximately one-third of the book value of total 
foreign invctment by 1.1'C's Is in developing countries,
 

theire is a
undoubtedly significant impact on the manufrL­
tured exports of these countries. 
 Ilthough no comprehen­

sive source of information exis.ts cencerning the manufac­
tured exports of X3C's 
 from developIn count:lc, scattered 

facts suigeoit that these firmo account ior largC sL:ires 

in at least a few of these countries.
 

In Latin America, subsidiaries 
 of U.S. firmc accountee 

for 65 per cent oL -he increase ($804 million) of 

manufactured exports between 1957 and 1936. By 1963,
 

exports of manufactured goods by ownedU.S. susidri.es
 

in Latin A"erica rose '750
above million, more than 'O
 

pxer cent 
 of' all ratln American exports of manuf'ctures In 
7 

that year. In .),G, Unizd States affllates accounted 
for W>( per cent of the manufactured exports of Feexico and 

42 per cent of Brazil. International Dusine s Machines 

is said to b,. the larcst singlv experter of viani*factures 
9from both Brazil and Arientin-. In East Asia, it is 

estimated that In 1 ;1 forcig;n firms accounted for at least 

15 per cent of Korea's mxri'factured exports, at least 20 

1)(:r cont of Taiwan's. and over 50 10 
pcer cent of Sinjapore'so 

http:susidri.es
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These facts indicate ttiat the 

manufactured exports is substantial 

_pict 

in at 

o:f. NCI:, On 

least a few 
countries. Whether this impact is favorable to thle overall 
development interests of these countries Is a debatable 
question. It is probabie that the absolute level of 
manufactured exports in these countries is higher as a 
resut of the presence of MWC's. Achieving higher levels
of manufactur.-.d ex, orts, however, must be measur d against
the oPP-i'tunity cost., of other Possible development paths
and the direct costs which some economists have autrIbuted
 
to the activities of WIC's I., developing 'countries.
 

A :7ecent phenomenon that has 
 already yieldel signi­
ficant manufactured export dividends ifr developing countries
 
such as Hong Kong, Jingapore, Korea, Taiwan, and Mexico,


is the location of specialized labor-ntunuive activIties
 
or processes which are vert.'cally integrated in the Inter.­national production systems of MC's. .Since the second 
half of the 1930s, this type of trade I.as grown remarkably.
This rapid growth is partly due to the fact that subcon­
t.'acting with rLNC'z often offers the opportunity to avoid 
the high tariff barriers An some developed countrie-;. 

Items 80:3.30 and 807.00 of the U.S. Tariff Schedules 
permit import duties to be levied only upon tiie valueadded abroad where inputs originated -n the United 3tates.
Imports of this tipe from the developirig countries to the 
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U.S. have r']2el fzom 4."61 million in 1)65 and $53) milo:i 
1: 1970 Lu $1.4 b1llio1, 1:i 1973. The ::late of U. . ;:ub­
contracted importo I:; total U.S. manufactured imports from 
devcopi, 6 countrlz rosc trom 6.4 per cerit In 1966 to
 
22 pur cent in 
1972. J.M4. F!ngcr ha- recently zhown that 
i: 1972 U.S imports from devel'optng cou.:trie. under items 
803.30 and 607.00 increaoc.d export earninis in developinr 
cou;ntr!.cs y approximately the same amount ($107 million) 
as did the Etropean Economnic Commuiity's Ger--raliz,-d
 
System of Preferences, 
 and t!.at given current trends U.S.
 
subcontractcd imports 
 by now are probably significantly

12 
grcater. 

Tfiere are several factors -esponsiblu for thce recent 
rapid growth of internatio:nal subcontractini; to the devLl­
oping countries. Probably the mozt important factor Las
 
been the lilcrezoing awaret:.i 
 amon:,, MI'C's of tre opportu­
nitles in tcie Internato:nal integration of pro'uctlon -,, 
marl.-ting operations. For the most part theose opport.4:,4t:t., 
such a, subsoantial labor cost differentials, exizttd for 
year. before tne recent inboom internatior:al sutc'ntrac .;,t. 
Chwipge.; in tariff legislatlon favorable to internztjo.c:x 
subcontracting have been more recent. 

http:cou;ntr!.cs


-74-


It is i::torost0: to note th.,t tn 
 e t (occ --,, 

of multinational firms wit:. respect to Inter'natlu:;al
 

subcontracting do not appear 
to discriminate In favor of' 
13 

the larger or more wealthy dLvelop-in countrles. 1.n 
fact, the opposite may often be t}he case. Tf.c speciza
 
subsidies and mere open policies in many 
 sirall countries 

discussed above is one example. In additioj, the very
 

reasons 
 w!:y firms decid2 to subcontract In a dev'rophrn
 

rather than a developed country may cnusc them to !.Is­
criminate in favor of th:e poorest 
developing cuntries,
 

The ratio of unit labor 
costs in developing countries to 

that in the Unitc.I States avcrages 2- perceiit and i-,ires 

from 7 percent (baseballs) to i6 percent (scientific 

instruments). 14This wide range has enabled a coun'.ry like 
Haiti, one of the U.N. 25 "least developed countries," to 

capture through subcontracting arrangements approxlriately 
15half 	of the U.S. import market In baseballn. 

Labor cost differential is probably t,e major factor 

in most location decisions for Interaiational subcon:tract­

ing. Because of their sIgnifl.' antly lower wace;:, many 

of the puorest de-eloping countries should iave an adv;:i­

tage 	with respect to this factor. The low labor -;kills 
content of many subcontracted processes also 	 suits tlhe 

endowments of the poorest countries. For example, by far 

http:coun'.ry
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the most important item subcontractcd to devclopt.q; count­

ries, the assembly of semiconductors (see Table X), is 

quite intensive in its use of low-skifled labor. Most of 

the other major subcontracted item: listed in Table M are 

also Intensive in low-;killed labor. 

Mexico, a relatively lar,:e and wealthy developing 

country, is the leading subcontracting country for the 

United States. Mexico has relatively high wages. in some 

::ubcontractlng industries 2 to 3 times that in uther devel­

oping.countries, but has the advantages of practically
 

zero distance costs to the U.". markec and a government­

sponsored Border Indua trialization Program which provides 

iubsidies to subcontracting firms. N..-ther of these two
 

advantages, however, are pe ,aliar to large or wealthy
 

developlng countries. There are many small developing
 

countries wLich enjoy proximity to a large market and 

all dev .oping countries can offer a variety of incentive 

packages to subcontracting :. zltinat!onai firms. Evei a 

small developing country which ts not near a large market 

should be able to attract its share of international sub­

contracting since many items which are assembled for re­

export have high value-to-weight ratios (e.g., semicon­

ductor3) which result in minimal freight costs. For example, 

the largest subcontracting market for Hong Kong, Korea, and 

Taiwan is the United States, hardly a neighbor to an3 of 

them. 



If it 1i true that developin, countrie:: may ;.ave 

somewhat of an advantage in attracting International
 

subcontracting, why are these operations still concen­

trated in so 
few countries? 
One possible explanation is 
that the multinational firms have tanded to locate first
 

In successful exporting countries with whom they already
 

have strong trade ties. 
 Another is that the remarkable
 

increase in international subcontracting has been very
 

recent 
and that its further devel.opment wll certainly
 

include 
a wider assortment of countries. In aditiori. 

many of the developing countries ha ie barely had time to
 

assess the subcontractint phenomenon and integrate Its
 
implications into their development programs. 
 At presei
 

it is appropriat: 
not so much to rvcournt past successes
 

as to indicate an area of potential for countries wiklch
 

have bern largely unsuccessful exporters of manAfactures
 

In the past.
 

Even If a good case can be made that developing
 

countries cat, compete effectively in International sub­
contracting, the extent and quality of the development
 

thereby engendered still must be scrutinized. International
 

subcontracting can provide a means of divers ication for
 

small, commodity-producing countries and thereby aid in
 

stabilizing their export earnings. 
 In addition, subco,­



tacti:qv in 
a given coutztry can increa e dran.Itlcally In1
 

a very snort time since %NC's often provide the required
 

capital, technol gy, and marketing network. Furthermore, 

once a few firms are successfully operating In 
a country, 

there seems to be a demonst:.tltion effect in attracting 

more firms. 

The employment effects of into "national subcontracting 

can also be substantial. Unemployment is 
an especially
 

critical problem ini the very poor developin countries,
 

and the low-skill labor intensity of' most international
 

subcontracting pro-cesses corresponds well thewith factor 
endowments in t:;ese 16countries. 
Althougn the technology
 

and skills transfer from international subcontracting are
 
normally not at a very sophisticated level, they may pro­

vide part of a transItion stage in the industrial develop­
ment of a very poor country. Chenery and Hughes' study of
 
the pattcrns of export growth in d.vcLoping countries 

showa that the first stage in exporting manufactures is
 
generally in products Intenjive in low-skilled labor and 

17
simple technology. 

There have been several objections to international
 

subcontracting based on tl!o quality of development it 
engenders. Examples of the possible disadvantat;es of inter­
national subcontracting have been related to such issues as 
the reliability of demand, excessive competition for
 

contracts, dependence on foreign interests, accentuation
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of urban concentration, and tihe fear that ,ubcont.ractln1 ,; 

firms will merely be another foreign enclave. An issue 

which has recently gained increased attention concerns
 

thu existence of restraints 
 by WIC's on the exeort act­

ivities of their subsidiarie!3 and affiliates. 
 Ti ese 

restraintS relate ii particular to the allocation of ex­

port .aarkets within the MNC and, in certain caseO, between 

MNC's. They also relate to the prices for export:; within 

the structure of the IuC which are set according to the 

interrsts of the firm's profitability as a whole. Other 

re.strictive business practices which can affect the manu­

factured exports of developing countries pertain to the
 

use of patents and crademarks by rNC's which may contain 

inherent export restrictions.
 

Restrictive business practicea are of L;reat concern
 

to developinig countries who can point to the. fLact 
 that 

the proportion of total sales which is cyported by U.S.
 

manufacturing affiliates in developing 
 ountrieL Is
 

significantly smaller than the proportion exported by
 

affiliates in the developed countries. 
For example, U.S.
 

manufacturing affiliates in Lal;in America and several
 

other selected developing countries exported only about 

.10 percent of their total sales in 19'3S compared to 25 

to 30 percent for affiliates in Canada and Europe. This 
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difference Is not necessarily due to export restrictlons, 

however, and may be attributable to the fact that one of 

the main reasons why MC's locate in some developlno,, 

countries is to avoid the high import ba:.'rlers in selling
 

to the domestic markets. It is also possible that the
 

manfactured exports of affiliates in developing countr's
 

would be less competitive on the world markets because of
 

higher costs caused by factors such as inadequate ancillary 

services and a lack. of sLilled labor. 

With the above reservations in m.id, the prew lent 

view certainly is that MIC's and international subcontract­

ing represent a favorable opportunity for developing
 

countries. These Iirms can provide tU:e necessary capital,
 

tehnology, and marketinG expertise that are so often lacking.
 

Although suveral studies have concluded that tie .:otentlal
 

benefits from international subcontracting outweigh tl.­

potential dange:s (e.g., see Sharpston), it must be admitted
 

that the rapid ,;rowth oi" this sector lis been too recent 

and experienced by too few nountrics to make a final judge­

ment. It must also be admitted, however, that many developing,
 

countries do not .ave the altee'natives in expor'ing manu­

factures to permit the luxury of a wide range of optio.' s. 
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V. Compa:tiv.. Advntare .v;,uf.,, .1portsIII :arcd 

Host of the literature on the manufactured exports of developini 

countries has. with a feow exceptions, followed the arguments of 

the previous chapter and emphasized demand of the developed 

countries to the critical factor in deterning success or failure. 

There has bccn. however, a consid'tra1 ble diverBity of experience 

nmong developing countries in exporting manufoctures. In 1972. 

the value of naanufactircd exports to the developed countr'es 

ranged fron $2.4 billion in Pong Kong and $1.1 billion in 1',rea 

to pr.,rtic..1ly 7ero in some predominantly agr.cultural countries
 

with very low manufacturing capabilities. 
This wide range OL
 

experience in developing countries 'dicates 
that supply factors
 

also play an important role in determining minufactured exv-ort
 

performance. 
A lowering of import restrictins In developed
 

countries will merely constitute a permissive influence for the
 

expansion of manufactured exports. 
The respr .c uf developing
 

countries to this opportunity wou still depend on their on
 

abilities and efforts 
to produce nAnufactures which are competitive
 

on the world markets.
 

Supply considerations relate to the principle of comparative
 

advantage and 
Its r*Aevance for developing countries trying to
 

d,,velop manufactured exports. 
 !ow is it determined which products
 

a developing country Is best equipped to manufacture for export?
 



Trade theory h;s traditlonally ident ified the r,.,at iv, .z, ,r 

endowments of land. labor and capital as th- l1ri:a.ry d.t, rij.ts
 

of the cot.position of trade. 
 Recog.nizing the r-rowin., nprt. rice 

of manufactures in world trade, rore recent ithonic,; have
 

emphasized criteria such as economies of scale, 
 killI iv%&i'i itI,
 

and technical Innovation. 
 These various theorlc:a on the dtaernin.rntt
 

of comparative costs and the commodity co. position of trade -ontafn
 

certain lmplications regarding whichdevelopinig countrien are, likely
 

to have a co,-;,arative adv.antag~e in exporting manufacturn.
 

This chapter will discuss the follo'ing country characteristica
 

which varlou& trade theories have s;tated are 
favorable to increasing,
 

ma.,ufactured exp rts: 
 market size, level of eono9.c development.
 

abundance of s:atural resourcas, and labor skills. 
 It should
 

be reembered that traditional trJde theory is static by etati're
 

and that, therefore, the country characteristicn consideret A.e 

Civen endo* a-.ents unch.ingeable In the short run. Cha;pter VI di.cuu.ne
 

the dynamic determinants of manufactured cxport perforrtatice over 

which developing countries have 
some control In the short run.
 

Domestic izrketSi-

The underlying theory of the rnarket Aze hypothesis Is thst 

economics of scale give a country a corparative advantage in export ing 

http:di.cuu.ne
http:l1ri:a.ry


2/
 

e-4nufctured 'ods 'ith inert.asmin" riturns to -ale. L.inder 

took this .ttr:.ent to the extrere. stating that is country cannot 3/ 
succeusufully export mnuf.actures without a larr.e donestic r-irket. 

Kresin. and Shtrk have provided empirical sapport for the ttarket 
4/
 

size hypothettis. 

The izarket size hypothesis of the present htudy Is not that 

n large dcmistic -arket Is a pr condLioI' for succCssiful perfomance 

In exporting m ,nufactured goods. Besides constitutlng. a p nsibinutic 

forecast since. most develvping countries %ave srsall dc-nestic markets. 

a preconditLn hypothesis would contradict the evide.ce that see 

=all countries have provided '.' Incrcani m. significantly their 

Canufactured expc. ts (e.g.. Israel, Singapore. Hlon. V'ng.. J.aica, 

Malta, Panari, and It.siti). Indeed, r-anufactured exports are in a 

way ren rnore inportant for Knall countries, since foreir.n trade is 

a mc. ns by lti..ch they can effectively increase the sire of their 

mtrke s and obtain the irlortant s.calr. and coctietit1e '(envfitv. 

7here are %cveral vways it-wvHch arall countries can ovrcme 

their size h.ir.ltcap In exportint manufactures. One solut los Is to 

Concentratc on rantfactured goods with const.nt return% to scale. 

A rood exa : l, ch has substantial In r(ccentH vielded returns years 

for sce developinrg countries is the ass.c-bly and processinn 

opcrations su contracted from multinational corporations. The major 

http:const.nt
http:evide.ce


subcontractliir developinp countries 'cr the Unt 4.jjt 
 .r
 
Mexico, Taiwan. flong Kong. Sing:apore. Vorea, J.
i..:ica.i phi 1I~ii;*., 
and Haiti. ?o t of the 
e co uJntries have small doractitic a;rkt.t.-


The main determinants of cor.pirative 'advaintt., In 
gtrn. t(,,l
 

subcontracting, low labor costs and proximilty to a larh.e 
 rhia t., 
do not discri inAto in favor of 'arre countrics. 

A policy recomendat1on emanating 
fron thiti part of thi.
 
study might be to encourage mall COU11L.-ies tu con:.ider reiJ.iin.1l
 
int-.gration. Through regional integration they cani Increase the
 
size of their "domeitic markets" and be more capable of exprt 
in.
 
manufactured gooei which exhibit scale economics. 
Unfortunate;y,
 

efforts at 
re,:.onal inter7-ation in developing couitrics havy. not
 
been very mu'.ceasful, making impossibl. 
an empirical confirmatio.
 

of this policy recorendation. 
Perhaps the mout successful
 

effort at regional integration of developing,countrit,a to date in
 
the Centr,.! 
Amerf .n Coamon Yarket (corprisl, 
 .l 5. ida. C(,nra
 
RicA. 
 Honduras. (uatemala. and Nicaragu.t). Hanufaciurvt tr.ade, 
between thc=; fiv. countri .s ha" increasedgreatly during the l.ite 
19 6
0s and early lq70s 
 r-akinr the'r recent F.rovth ratv.s of 
 in.u­
factured exports to all countries (as. reported by the Uritcd! N.atlens 

Co.~~dtv Tr.ide .1ti tlcs) very Irprebsive. 
Their exports of
 
manufactures to the OECD countries, however, have not 
y.t reflectd
 

http:reiJ.iin.1l


the beneficial scale effects of the market integration.
 

Another consideration is that the size of the domestic
 

markets In some of the larger countries has encouraged import
 

substitution strategies of industrialization which discriminate
 

against exports. The cases of Brazil, Chile, India, and Pakistan
 
6/
 

have been documented. On the other hand, small countries are
 

normally more dependent on foreign trade and have oore open policies.
 

The hypothesis of this study is that, other things equal, a 

large domestic market will be helpful in increasing manufactured 

exports which exhibit increasing returns to scale. A large dore.tic 

market Is not a preLondition for increasing vantf...ture exports, 

however, and indeed may in some cases encourage policies which
 

discrimitate against exports.
 

Level of rconor" l),velopmnent 

The h gher the level of economic development of a country, 

ot:,er things equal, the greater should be its capability of prc:Juc ing 

manuf.ctured products that are competitive on the world market. The 

degree of industrializntion, technology, efficiei;t infrastructnre, 

rid levels of skills and organization cc-bin- to give a more developed 

country a comparative advantage In producing products with the 
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quality and economy -.ecessary to be competitive in world tratle. 

Just as with the market size factor, however, a hIjh level
 

of economic dnvelopment is not a precondition for success In
 

exporting manufactures. The relaLionship between level of econmic
 

development and manufactured export performance is not categorically
 

positive. 
In their study of the pattern of export growth in
 

developing countries,Chenery and 11ughes have shown that the first
 

stages In exporting manufactures is ge.arally in products intensive
 

in low-skilled labor and simple technul:gy. 
 La:.er st:ges 

normally exhibit increased .)phistocation in manufactured goods. 

Thispattern ir consistent with Vernon's "product cycle hypothesis" 

which predicts that developing countries will begin to export
 

a manufactured product only after the technology of that product
 

8/

has over time become standardtzcd.
 

Although most of the developing countries which h.ve sub­

stantially incre-ed their '.anufactured exports are the relatively
 

more developed, there are a few examples which demonstrate that there
 

are also possibilities for the poorer countries. 
 A brief considcratlon
 
9/


of Haiti's recent experience will illustrate this point. 
 l1alti, on.
 

of the Un~ted nations 25 "least developed" countries, mainly thr.*,-1
 

subcontracting arrangements with U.S. firms has sustained a remarkable
 

growth in manufactured exports since the later 1960's. 
 From a level
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of $3.8 million in 1967, Haitian light manufactured exports
 

increased to $16.5 million in 1971, $24.3 million in 1972, and
 

$38.7 million in 1973. Employment in these manufactured export
 

industries increased from 10,000 in 1971 to almost 25,000 in
 

1973.
 

The manufactured exports sector consists mainly of assembly
 

or processin of imported compoAents (usually from the U.S.).
 

Although a wide variety of products are assembled in Haiti, the
 

major item are textiles and baseballs. Unfortunately, further
 

expansion of the textile industry is limited by a new U.S.-Haitian
 

agreement. Electronic and mechanical assembly is another area of
 

recent rapid growth. This area is particularly promising because
 

of recert growth in Lhe ..ssembly of more complex eiectrnic
 

components, including semiconductor devices and integrated circuits,
 

which require larger fixed investment and greater technology tranfer.
 

The futurr )rospects of light manufactured exports in Haiti
 

are very encouraging. With the excepti .i of bas,'alls the products
 

exnorted represcnt small shares in the U.S. marlk:ets. Even in the
 

case of softballz, with Haiti supplying approximately half of the
 

U.S. import market, the share in the total U.S. baseball market is
 

very small. Another favorable fact for future growth is that there
 

is an almoft perfectly elastic supply of the factors of production.
 



Unskilled labor is available in virtually unlimited supply,
 

while capital and many physical inputs can be imported. Moreover,
 

Haiti's recent experience encourages further similar investment
 

through a "demonstration effect." Rotberg and Clague also point
 

out that the larger the light manufactures sector becomes, the
 

more favorable are investment prospects in the sector due to
 

the lower cost of ancillary services, the larger p-ol of skilled
 

10/

labor, and other economies of agglomeration.
 

There are several factors which hae helped iaiti 
to over­

come th- obstacles to exporting manufacti.res resulting from its
 

low level of cconomnc deve]r-ment. Its proximity to the U.S.
 

market has been helpful in attracting subcontractitig activities
 

which fall under the U.S. tariff item 807 whereby import duties
 

are levied only upon the value added abroad where inputs originated
 

in the U.S. Haiti also has an advantage in labor cost,, with the
 

average daily wage of a production worker ranging from $1.80 to $2.00.
 

With *espect t. Haiti's single largest manufactured export item,
 

baseballs, the ratio of the Haitian to the U.S. unit labor cosLs is
 

seven percent. I1a.Lti's labor cobts are low even in comparison to
 
ie
 

many other developing countries.
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A final factor involved in l1aiti'3 recent performance has 

been the fact that t-. 0 ....... -'R-Z . 

-- xthex government's policies have been quite favorable.tthe 


to the establishment of new manufacturing industries for export.
 

Import tax exemptions are granted for building materials
 

and capital goods required for prod!. :tion. There is also an
 

exe:iption from export taxes for manufactured go.ds. For the first
 

five years of its operation, a manufacturing concern is not
 

required to pay any income ta", 
and there is only a gradual
 

elimination of this exemption d,ring the second give years. 
The
 

Haitian government also pr.ovides plant sites, including land and/
 

or buildings, on favorable terms.
 

Another general policy orientation of the Haitian governmen.
 

which is favorable to manufactured exports is its outward-looking
 

strategy of industrializacion. In contrast to an inward-looking
 

strategy based on import substituLion, Haiti's ind trialization
 

program does not require high levels of protection. High import
 

barriers are associated with overvalued exchange rates which are
 

direct disincentives to export. In general Haiti's tariff rates
 

are not high compared to rates in other Latin American countries..
 

A common and representative rate which is applied to a wide variety
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of products is 27.72 per cent. 
 There has been a decllne In recent
 

years in the ratio of import duties to imports. The issue of
 

how Inward-looking policies discriminate against manufactured
 

exports is analyzed in more detail in Chapter VI.
 

Haiti's experience illustrates that a very por country
 

can 1; successful in exporting manufactured goods. The range of
 

manufactured products in whith a very poor country can have a
 

comparative advantage, however. is much smaller than the range for
 

a relatively more developed country such as Taiwan, Israel, Mexico,
 

or Brazil.
 

Natural Resources Endow(ment
 

There are several ways in which a developing country's endowment
 

of natural resources can affect its performance in exporting
 

manufactures. 
This study proposes that the dominant effect of a
 

large endowment - natural resources is to discourage manufactured 

exports. Following directly from the IIec:.scher-Oh1n Lactor endowment 

theory of comparative advantage, it is expected that 
a country r!.cl,
 

in natural resources will tend to epecialize in producing primary
 

products or goods intensive in primary factors. 
 On the other hand,
 

a country poor in natural resources is expected to specialize in
 

manufactured products. 
A cursory look at the leading developing
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country exporters of manufactures (see Table I) shows very few
 

countries rich in natural resources.
 

The fact that a country is poor in natural resources
 

does not, however, by itself confer a comparative advantage in
 

manufactures, Since the country is poor in natural resources,
 

it must concentrate its efforts on manufactures if It wishes
 

to export. Comparctive advantage is not a static phenomenon
 

and dependent only on given endowments. As the next chapter discusses,
 

a country can de-elop a comparative advantage in manufactures iy
 

working to develop certain factors which can be changed rver the
 

short and medium-run.
 

Just as a lack of natural resources doer not y itself constitute
 

a comparative advantage in .:.anufactures, an abundnce of natural
 

resources does not necessarily mean that a country will nevor be a
 

successful expcrter of manufactures. To the extent that industr.l­

ization and diversification are synonomous with economic deve]pment,
 

this asser'ion would jm;ly that countries rich in natural resousces
 

are thereby handicappea in their %fforts to develop their economies.
 

The experience of some of the developed countries obviously
 

refutes this assertion.
 



When discussing only the developinp countri.s, howLver, it 

is valid to apply the leckscher-Ohlin theory to extent that 

countries are expected to depr'nd at least in the (irst stages of
 

development on their abundant natural resources fcr export. Mhen
 

a country rich in natural resources reaches a certain level of
 

development, it must begin to industrialize and depend more on
 

manufactured exports if it wishes to progress further. Mexico
 

is z good example which, while possessing a variety of agricultural 

and mineral products, han in recent yea:s also developed an
 

Impressive array of manufactured products for export.
 

Abundance of natur~l resources can, in fact, provide a basis
 

for the expansion of manufactured experts in developing countries
 

through the f-urther processing of the locally produced raw materials.
 

For a variety of reasons, this avenue for increasing manufactured
 

exports has not been extens:vely used in developing countries. The
 

processing industries, particularly tw! extractive industries, often
 

require large capital investments and a skilled labor force. In
 

addition, the escalation of tariffs by stages of production in
 

developed countries discriminates against the processing for export
 

of locally produced raw materials in d-.veloping countries. Even if
 

the "eveloping countries offset the tariff obstacle through export
 

subsidies to their processing ind-.stries, they still risk (and have,
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in fact, experienced) retaliation in the form of countervailing
 

duties by the developed countries. An example of this type of
 

retaliation was the United States reaction to 
increased instant
 

coffee erp~rts from Brazil. 
There are cases of Processing industrie*,
 

houver, where the oLstacles are related 
to ignorance of technologies
 

nnd marketing techniques~which can be overcome.
 

An hypothesis of this study is that the above obstacles hay.
 

proved to be effective constraints on the ability of developing
 

countries to successfully process for export locally produced
 

raw materials thus reenforcing the prediction of the Ieckschcr-


Ohlin theory that countries rich in natural resources will not
 

be successful exporters of manufactures.
 

Labor Skills
 

Several empirical studies have shown th..t differences in
 

labor skills p1 .y a major role in determining comparative advantage 
12 /

and trade patterns. Countries well- 'dowed wj'h s.killed labor
 

will have a comparative advantage in skill-intensive goods, and
 

countries with a scarcity of skilled labor will tend to produce
 

goods intensive in unskilled labor. The empirical tests for the
 

labor skills hypotheSis have shown that trade patterns can be
 

explained when industries are ranked according to their relative
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skill intensities. 
 In order to measure the different skill
 

intensities of industries, Kenen, Kravis, Waehrer, and Yudin
 

used differences in average wage rates as proxies. 
 Keeslng usod
 

the actual share requirements of skilled labor man years by
 

indu3try. Baldwin's variible for skilled intensity measured the
 

differences in the education of labor in various industries.
 

It seems reasonable to assumL that developing countries as
 

a whole should have a comparative advantage in products inteiAive
 

in the use of unskilled labor. The "product cycle" theory of
 

130
Vernon provides a theory in support of this p:opositior.. Lary
 

devises a list of "labor-intensiv manufactues" and finds that in
 

1965 developing cour^ry exports of such items represented less than
 

10 percent of their total exports and about 30 percent of total
 
14/


manufactured exports. 
 Most of the remaining 70 percent of
 

manufactured e ports consists of nrtural resource-based products.
 

Since most developtug countries have more than enough
 

unskilled labor, this pirticular "esource should not be very helpful
 

in explaining relative performance in exporting manufactures.
 

It would be a mistake, however, to categorize the labor forces of
 

all developing countries under the same LAbel "unskilled," ii-.lying
 

no cross-countty differences. 
There are significant degrees of
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differences in the quality of labor existing in the variLtis 

developing countries, and there are even sizable pools of skilled 

labor in some of these countries. For example, some of the East
 

Asian countries, notably Korea, Taiwan, and Hong Kong, undoubtedly
 

owe significant parts of their successful manufactured export
 

performance to the relatively high quality of their labor forces.
 

Empirical support has been presented for the argument that 

la..or skills are a major determinant of the direction and 

15/ 
composition of trade. Baset on a factor etdoi-nent theory of
 

trade, the hypothesis is that a country with a skilled labor
 

force will hae a compaiative advantage in manufactured goods
 

w:..se production is intensive in skilled labor.
 

This study l. pothesizes that a skilled labor force should be 

positively related to manufactured export performance in develping 

countries. Skilled labor enat:.c, a country to produce a greater 

variety of products with the quality :acessary to be comr'titive on 

the world market. Countries such as Taiwan, India, Korea, tHong Kong, 

L:azil, and Mexico are able to achieve levels of diversification in 

their manufactured exports which arenot possible for countrica lacking 

in skilled labor. For example, there are some developing countries 

lacking i.a skilled labor whict; have been able to achieve reasonably 
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high levels of manufactured exports, but these exports are heavily 

concentrated in a product like textiles with unfavoriblc growth
 
16/
 

prospects. For example, countries such as Egypt, India, Iran,
 

and Prkistan rank fairly high in 
their levels of total manufactured
 

exports, and yet they have literacy rates of 20, 13, 15 and 13
 

respectively. 
Textiles and clothing represent 91, 90, 97, and 92
 

pL:cent respectively of the toLal manufactured exports of these
 

countries. 
Other leading developing country exporters of manufactires
 

generally show much less concentration of product composition and
 

significantly highir rates of literary. 
It is desirable to have a
 

wide base of c:port products both for reasons of sta'.ility and
 

because the growth prospects foi textiles and clothing exports are
 

not ne-rly as bright as they were in the 1960s. 
 These two
 

product categories certainly cannot provide the road to suk -ess in
 

manufactured exports for many more countries.
 

Conclusion
 

The four determinants of performance in manufactur, d exports
 

discussed in this chapter have been presented as given endowmentb for 

a country not changeable in the short run. It has also been 

emphasized, however, that none of the determinants are preconditions
 

of successful performance in exporting manufactures. There are
 

ex.nples of small countries, very poor countries, countries rich
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in natural resources, and countries lacking 
in skilled labor which
 

have achieved significant levels of manufactured 
expnrts.
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Trade Policies of the Developin., Countries 

Even if the Tokyo Round produces substantial trade conces;slons 

for the developing countries, this will still merely constitute a 

permissive influence for the expansion of manufactured exports. 

Improved performance in manufactured cxports will in the filial 

analysis depend on the strength of efforts of the developing
 

countries themselves and on their willingness to adopt more outward­

looking trade policies. WhMile ackno,.ledging the fact that the demand 

obstacles are significant, it must also be recopnized that there are 

serious supply constraints to increasing manufactured exports in -any 

developing countries. 

cI:,r'.
 
This will analyze some of the more serious supply obstacles 

and attempt to det.it..c how government policies are involved. Three 

areas are identified where government actions may have some impact on 

the abiliLy of co'antries to produLC manufactured goods which are 

competitive on the world markets. F'rst, many developing countries 

have chosen import substitution strat~c-is of indu;;trializatlon which 

are clharacterized by high levels of protection and overvalued exchange 

rates which discriminate against e,.po:ts. Second, and often at the 

basis of the first point, Inflationary fiscal and monetary policies often 

result in a bias against exports by overvaluing the exchange rate. 

hird, o variet) of export promotion devices ara available.
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Level of Protection 

Most developing countries after Wlorld 'War II embarked on 

industrialization programs based on import substitution. High levels 

of protection were employed to enable domestic production to replace 

impc ts of certain products for which there already existed a demonstrated 

demand. In mos: cases, consumer goods were the imports which were 

limited in favor of domestic production.
 

Another reason why developing countries have imposed import 

barriers is to correct for overvalued exchanE-! rates. Covernments
 

have turned to protection in such circumstances because they consider 

devaluati-n to be undesirable with exports for which there is an 

inelastic demand and also because devaluation is often considered a
 

political defeat. rhe most common cause of a currency becoming
 

overvalued is that the inflation which plagues :;o many developing 

countries is not c.interacted by appropriate devaluations of the 

exchanjc rate. Another possible cause of --irrency vervaluation is 

tnat a country's export growth does not keep up with its demand for 

imports, a situation that is common in countries which are embarking 

on ambitious development investment plans.
 

A third reason why developing countries have imposed high levels 

of protection has been simply to improve or protect their balance of 
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payments positions. There is a tendceuc\, in poor countries which
 

do not produce a large variety of goods to Import 
more than they can
 

afford given their ability to earii and attract 
foreipn exchange. 

Import barriers have been employed 
to limit the adverse effects of
 

increasing import propensities on the balance of payments.
 

Regardless of the reasons for empluying import restrictions,
 

hlgh levels of protection are invariably associated with overvalued
 

exchange rates. The exchange 
 rate is overvalued relative to what it 

wou!O be under free trade. An overvalued exchange rate discourages 

exports in severa.l ways. 
 First, imported inputs or domestically
 

produced import-competing inputs must be purchased by the export
 

industries at above world prices, while the prices of the 
exports are 

still determined oy world prices. 
The export industries are thus at
 

a disadvantage with respect to foreign competitors who do not 

have to pay such high import duties on inputs. 

A second adverse effect of protection on the comipetitiveness of 

exporting industries is that their costs may be higher due to inefficiencic:, 

ihLzh develop behind high import barrie-s. Industries which are highly 

protected are not necessarily inefficient but are more likely to 
be since
 

they do rot have to compete with imports. 

Another aspect of an overvalued exchange rate is that exporters 

obtain less domestic currency for the same volume of exports than they 

P4.2~
 



would under free trade. This aspect combine-d with thev other 

disincentives mentioned above serve to place exporters. at a 

serous disadvantage compared to foreign competitors with exchan)-e rates 

closer to free-trade rates.
 

"here have been otlier criticisms of t suhst Jtution besides 

the fact that it discriminates against exports. For example, it has 

been stated ti-. t import substitution has been charicterized by exces,;ive 

discrimination against agriculture and other non-industrial activities,
 

that it encc..rages capital-intensive industry to the detriment of 

higher employment, and that it causes distortions and misallocations 

of resources in the domestic economy.
 

A oumber of empirical studies have been completed which show the 

effects of import dubstitution policies and overvalued vxc.ange 

rates in individual developing countries. For example, Sheahan has 

shown that the degree of overvaluation of the 7.xchange rate does 

have an important imF',ct on the export earnings (exports other than
_1/
 

coffee and oil) of Colombia.
 

Bela Balassa and his associates have analyzed the systems oi
 

protection existing in the mid-1960s in seven developing countries
 
2 

(Brazil, Chile, Mexico, Pakistan, Philippines, and Went Italaysia). 

These studies demonstrated that tariffs on inp ts increased prodUctiCn 

costs of export industries in all seven countries. Overvalued exchange 

rates were shown to discriminate against exports in all the countries 

except Pakistan. Exporters of manufactures in Pakistan receive special 
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treatment under the [xport Bonus Scheme, Brazi], Chile., and tile 

also shown to exhibit substantial biases; againstPhilippines were 

and Ulest Malaysia due toexports, while the bias was less in Mexico 

offsetting incentives for exporters. Balassa states that the "bias 

exceeds 100 percent in most manufacturing industries of these
 

producers would have.countries; i.e., to compete on export markets, 


to operate with a value added of less than one-half of that obtainable
 

There are also cases where
in producing for domestic markets. 


such an extent that e-'portingprotection raises the cost of inputs to 


at world market prices would require negativi value added domestically."
 

'cries
Little, Scitovsky, and Scottand Associates completed a 

of studies similar to Balassa's on Argentina, Brazil, Invla, Mexicu, 

ti 'se studies were notPakistan, Philippines, anu Taiwan, except that 

focused only on the protection structures but on the overall
4 
thc countries. They did reach ,",ryindustrializat 4 o:. policies of 

similar conclusions to Balassa'-,however, with respect to the bias 

against exports of impr-t substitution policies and overvalued exchan)'e 

to have a substantial bias a.alnst
rates. All the countries were s!iwn 

when India, Pakistan, "Iawan,
exports until the late 1950's and early 1960s 

and to a lesser extent, the Philippines, adopted export incentive 
measures
 

to reduce the bias. Brazil. and Argentit.. did not adopt export promotion 

meaAures until 1967.
 



An important aspect of both I.,llassa's aad Little, "citvv, 

and Scott's stucies IS that effective rate,,; of protecitin wIL'
 

estimated 
 for all of the countries. The calculation of effetw.Lve
 

protection indicates 
what ,'ffect protection has on the value added
 

of an industry, 
 whereas nominal protection indicates rierely the 
effect on the price of the protected pr, duct. Effective protection,
 

therefore, can 
 estimate the effects of protection on the allocation 

of resources 
and production patterns in exportin., industries.
 

A variety of protection devices have been employed by deve]oping; 

countries. Examples of device which affect prices are tarilfs,
 

Import surchargef mu]tiple 
exchange rates, exporr taxec and subsidies,
 

and advance deposits for imports. Developinp countries 
have also used
 

a variety of devices which 
 restrict the quintity importsof rather
 

than affecting te price, 
 such as import licensing, quotas, and 

exchange control. 
All of these devices, both price and quantitative,
 

have tie effect of overvaluing ae exchange rate 
and thereby discrimlnatmn 

against exports.
 

Maizel has produced some figures on the manufactured exports 
rf 7everal European countries (plus Jal.',n) at early staplcs of their 

development (circa 1900) which show a much higher share of manufactured 

exports In total exports than most developing countries show today.
 

The share of manufactures in total exports were 46 per cent for France, 

70 percent for Germany, 41 percent for Italy, 30 percent for Sweden, 



75 percent for Switzerland, and 42 percent for Japan. 11t. overa] 1 

share of manufactured exports in total exports in developing countries 

);.s risen from approyimately seven percent in 1953 to slightly over 

20 percent today. 

Various reasons can be given'for the difference in manufactured 

expc,-t performance between the newly industrialized countries of today 

and those of 190.. Some developing countries undouhtedly have 

pLJcelvecd their comparative advantage to be in raw materials and hence 

have not made efforts to develop manufactured exports. There are,
 

however, many developing countries not well endowed with natural 

resources. Some countries, of course, have not yet reached the levels 

of industrialization that the European countries and Japan had reached 

.y 1900. The countries which are more difficult to explain are today's
 

semi-industrialized countries, such as Argentina, Brazil, Chile, Colombia, 

and Turkey. These countries are technically capab]e of producing a 

mucl- larfer volume of r.anufactures for export. There are today, how,.ver, 

many more industialized countries with which to compete In world 

manufactures trade. In 1900, the European countries had to worry -'out 

only a few more advanced countries. M!oreover, the technological gap 

between the less developed and more developed countries was much smaller
 

in 1900 than today.
 

Perhaps a more significant reason why today's developing countries 

are less successful exporters of manufacturees is their trade policy 
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orientation toward import stb:stitution and hiph ofovcl 

protection. The European countries in their early stages of dvvel :p­

ment employed import substitution with much lower protection ]evel.-. 

Little, Scitovsky, and Scott give average nominal tariff data tor
 
6 

17 of todays developed countries for the years 1902, 1913, and 1925. 

Average tariff data are provided for the following countries, with 

1902 data in parctItheses: Spain (76), United States (73), I'ortul'al 

(71), France (34), Italy (27), Cemnany (25), Sweden (23), Denmark 

(18), Canada (17), Belgium (13), Norway (12), New Zealand (9', 

Japan (9), Switzerland (7), Australia (6), and the Netherlands (3). 

When these figures are compared to the proLection level.s of 18 of
 

today's developing couutries (se. Table 1), it becones clear that 

most of today's dex.:loped countries have never employed the levels of
 

;rotection now employed in developing countries.
 

Even if i.t is finally agree6 that the high levels of protr. tion 

prevalent in develop.ng countries do indeed discriminate against exp.rts, 

no single straightforvird policy prescription emerges from this 

conclusion. The developing cou.'zries have a valid point when they 

is not easy for them to lower tariff barilers. Fotstate that it 

only do they have the same political difficulties with domestic Industry 

as do developed countries, but many als. depend on import taes for 

large shares of their public revenues. Many developing countries al,­

have admitistrative prcblems in collecting tax revenues, and imiport 

taxes are the easiest to collect.
 

http:develop.ng
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Table IM 

Average Nominal Rate:; of Protection 

Argentina .74
 

Bolivia .26
 

Brazil .96
 

Chile 1.6.
 

Colombia .49
 

Ecua.lor .81
 

Israel .32
 

Korea .35
 

'Malaysia .10
 

Mexi'co .24
 

Pakistan .85
 

Peru .63
 

Philippines .25
 

Taiwan .30
 

Tanzania .26
 

Turkey .44 

Uz uguay 1.84 

Venezuela .45 

Sources:
 

-- B. Balassa, Ilie Structure of Protection In Developing Contries, 
Baltimore, 1971, (for Brazil, Mexico, P:ikistan, and the Philippines); 

-I. Little, T. Scitovsky, and 'c.Scott, Industry and Trace in Some 
Developin" Countries., London, 1970, (for Ta iwaii); 

--II.Bell, Tariff P'rofiles in .at-In ArnerI.a, 1971, (for Argentina, 
Bolivia, Chile, Colom.bia, lctador, Ieru, Urugutay, and Venezuela); 

-- B. Cohen, "llie Use of Effective Tariffs," Journal of Pol itical 
Economy, (jantiarv/lhruary,1971), (fax Israel and Malaysia); 

-- Korvan i)velopment A. sociation, Effecttve Protective Rates of Korean 
indutries, 1967, (for Korea); 

-- I). Kessel, "Iffeetive l'rotection of Industry In Tanzania," 
I'nstern Alri 'a lunor:li: Roview, July, 1968, (for azaiiia) 

-A. Kruv):gr, "':;,: l.ioiomic Costs of ExChanre Control: The 
Turkish Ca';e," .]ourniv: of Political IFconmyr', October, 1966, 

(for Turkey) 



-112-

Given t:hese constraints, developing c'ountries can st i I ,e)'ill 

to move toward more liberal trade policies. Many countriv!- have 

already indicated awareness of their trade policy problems by 

instituting export promotion programs. The more difficilt task:s of 

lowering protective barriers and realigning exchange rate.; lies ahead 

for most of these countries. llopefully, some progress in these areas, 

can be achieved at the Tokyo Round of multilateral trade negotiations 

accompanied by concessions of the developed countries. 

Policy prescriptions on how import barriers mightreasonably be 

lowered in dt jeloping cotintries have been advanced by miny econom t;s. 

Since most of the economic arguments for protection have been related 

to temporary protection (e.g., the "infant industry" ar-ument), econwni;re 

have Euggested that there be a gradual phasing down of protection 

levels in deveioping countries. This allo','s indurtries in 

these countries to adjust to the chianges in import competition which 

occur over time. Tariff reductions in the MTN are staged over Lime 

ev-n for the developed countries, and one area of differential trt':-ment 

of developing coutiaries which has been discuised is the staging of tariff 

reductions.
 

barriers puts a strain on public revent:s.If the lowering of tariff 

governments might consider taxing traditional or primary exports for
 

which there is an inelastic demand. In addition, as countries develop, 

the domestic tax base generally becomes larger in relation to the trad. 



-113­

sector tax base ;o that dependence on the trade sector for publ ic 

revenutis should gradtally shift toward tim don:estlt, tax base, in order. 

to offset possible detrimental effects of trade liberalization on 

the balance of trade, governments can follow the example of some of 

the developing countries which have initiated effective export 

promotion programs. 

Inflation 

Inflation has been a problem in m..iy developing countries which 

have made efforts to grow qickly and invest heavily) espec l a ] ly when 

the central government has played a major role in investment. Besiues 

its undesirable :edistributive effects and the tnr.erta.nty it
 

causes with respect to investment, infl.ation also discourages exports
 

in several ways.
 

Inflntion is intimately related to protection and exchange rate
 

issues in developing countries. Mhen inflation occurs and is
 

accompanied only by infrequent large devaluations, the exchange rate 

invariably becomes overvalued. For reasons mentioned earlier, governments 

are generally reluctant to devalue fre-quently. In order to offset the 

adverse Sffect of the overvalued exchange rate on the balance of trade, 

governments instead tend to impose import restricticis. Inflation, 

therefore,is often the cause of the high levc'.s of protection and 

overvalued exchangu rates which discriminate against exports. 



inflation also often causes sCrIou.1; pr, hLt,o.1s Withi n tih,
 

industries. If significant shares 
of the inputs are do:',istic, the
 

export 
 industries in an inflationary economy must conte.d with the 

situation where production cost,: increasingare at ,afaster rate than 

the sales price which is determined by the world market. Inflition 

alsocreates problems for exporters with respect to medium and lon',­

term contracts and credit arrangements. Thiese problris could
 
be solved if the governmcnt wou].d consiuer more frequent 
 devaluations. 

Countries with high ".rates of inflation will also hesitate to 
participate in regional integ.ation. 
 A high rate of inflation, if 
it is 
not comperquted for by fr-,quent devaluatic:.s, will, make a country 

very vulnerable to the competition of other countries in the
 
7/

regional group. 

Infrequent and large devaluations cause serious adjustment
 

problems for both exporters and importers. Countries experiencing
 

h-igh rates of inflation should consider the cxpericnces of Brazil and 
Colombia with the "crawling peg" exchange rate sys- i (sometie.-. 

referred to as a "trotting peg" or a "sliding peg"). 
8 

Chile also 
enirloyed this technique from 1962 to 1070, but its experience is 

difficult to analyze because of the frequent political disturbances 

during the 1960's. A "trotting peg" system consists of frequent and 

http:hLt,o.1s
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anticipated sma 1 downward adjustments in th. exchange rate to 

compeaisate for rising domestic costs. 

Brazil has devalued the Cruzeiro on the average of every 45 clays 

by 1.62 percent since August 27, 1969, which has meant a cumulative 

to the end of 1970. Thisdevaluation of 36.1 per cent i 1968 


technique has provided the exporter with the prospect of a relatively 

firm re;ationship betweez internal production costs and world ruirlet 

prices, and is probably responsible in part for the 54.3 percent 

averag~e annual growth rate of manufactured exports from 1968 to 

rose fron.'970. Vie share of mantiactures in total exports in Brazil 

9.' percent in 1968 to 12 percent in 1969 and 18 percent in 1970. 

to gradually develop a system
Colombia began early in the 1960's 


actures based on exchange ra't policy andof -xportpro,.otion for maut. 

culminated in the passagefiscal incr.ntives. This gradual development 

of Decree-Law No. 444 in March, 1967, which established the legal hasis 

for a "trotting peg" exchange rate system and a vatiety of other export 

incentives. During I ! period 1967-1971. the Colombian peso waw; devalued 

(often at daily Intervals) at an average annui, rate of 7.3 percent. 

Since tl. early 1960's, Colombia's manufi.ctured exports have grown at an 

average annual rate of 15 percent, and at a slightly higher rate since 

the establishment of the "trotting peg" in 1967. The share of Inanu­

percent 1960 to nearlyfactures in total exports has grown from 11 in 



35 percent in 1971. The experiences of both Bra :1l ;'nd (olo!' i cal 

be used to encourage more frequent use of exchange rate 

as preferable ways to deal with theadjustment and export promotion 


effects of inflation on a country's balance of payroeets.
 

Export Promotion
 

than lower import barriers and/or more frequently adjustRather 

their exchange rates, most of the developing countries which have 

with a variety o
faced the problem of anti-export bias have done so 

export promotion devices. Although this solution does not atti.k the 

least partially corpenrate for
problem at its roots, it does at 


rates and it also appeals to piauneL. 11 1 :ic':'govervalued exchange 

countries since export promotion oevices can be directed to specific 

sectors and industries ir.the economy. 

Export promotion devices are, in effect, subsidies to exporters,
 

subsidies than ot:,,rs,;. Ft • example,
although some :levices are more direct 

devices which reduce exporters' production or tax 2,,-sts arL more dlrc. t 

.4hich provide marketing information or e::port
subsidies than dev 4 ces 

credits.
 

should be determinedThe choice of particular promotion devices 

and view of what 
by the needs of the individual countries concerned In 


be trading practices by the International
 
are considere" to acceptable 


do not prohibit export subsidies, but they

community. The CATT rules 
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do enjoin countries enploying export subsiees to so inform. the GATT 

and to discuss the subsidies with trading partners. Accordinl. to 

CATT rules, importing countries can retaliate with countervailing 

duties if actual or threatened injury can be deronstrated. The GATT 

does however, encourage develcped countries not to apply countervailing 

duties on the imports of developing countries. 

Export promotion devices are used not only to compensate for
 

overva~ued exchange rates, hut also to stimulate the exports of 

industries that are not yet competitive for other rensou:s. 

Successful ex.iorters can also be encouraged to inrr--asL their exports
 

through various promotion techr.iques. 

Luc de Wulf has .ecently provided a useful ca.egorization of 
9 

fiscal export promotion devices:
 

(1) devices that increase gross receipts from exports; 

(2) devices that reduce tax or production costs; 

(3) dev.',es that reduce the profit tax liability. 

Devices that directly increase gross export receipts include e:-,mptions 

from export taxes and direct export subsides. Many developing countries 

allow exporters of industrial products not to pay export taxes. The most
 

commonly cited example of a direct export subsidy program is the Pakislan
 

IAport Bonus Scheme in which certain exporters receive negotiable
 

bonus vouchers equal to'certain percentage of their export sales which 
10
 

they can use to purchase imported inputs. 
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111cre are also a variety of devices th:at reduce exporttrsl' tax
 

that is grmnted
and production costs. The most common tax measure 

is a total or parLial drawha-'"by developing countries to exporters 

of import taxes on inputs. Examples of measures which have been used 

to reduce production input costs include interest rate subsidies, 

tax exemptions, and subsidized freightinvestment allowances payroll 

and public utilities.
 

The income taxes of exporters can be redilced by granting tax 

rebates, and income tax deductions relate' Ioholidays, income tax 

specified expenditu'es. Examples of the latter .aasure include 

the granting of Income tax deductions for export promotional expendituren; 

and domestically produced inputs. Accelerated depreciation and investment
 

allowances are also very -ommon in developing c~untries.
 

Besides fiscal incentive. for exporters, government funds can also 

',e used to help close the inforr.- ion gap by organizing the collection 

and dissemination of fo:-eign market information and surveys. Export 

by the government.publicity and exhibitions might likewise be sponsored 

There is ample evidence of how the more successful exporters of 

manufactures have used various export incentive schemes. Various types 

W1xico
of tax exemptions are popular ways to encourage exports. 


income derived fromgrants rebates of up to 50 percent of the tax on 

a smaller
exports, while Taiwan and India grant similar rebates of 


is widespreadamount. In both Mexico and India, there 



exemption for from i.xws. In IIdmanufacLure rs export ,ia, 

Iran, Mexico, Taiwan, and Yugoslavia, Cxport-oriented industries ray 

apply for duty drawbacks on all imported raw materials subsequently 

used in goods exported. Tax holidays are used to encourage 

export-oriented industries in Taiwan and Jamaica. Free trade zones 

and free ports also encourage exports and exist in Panama, Mexico, 

Taiwan, and India. India and Mexico both help directly in the 

financing of promotional costs for exports abroad. Tese two countriesj 

and also Taiwan, have official organizations tc collect and lisseminato 

foreign market information to export industries. 

A proper appraisal of export promotion programs must be carried 

out in specific contexts. The benefits from export promotion are not 

easily reast "ed. Besides tht obvious benefits to the exporting 

firms, often cited are the balance of pa)-ents effects and employment 

creation. There are substa'tial costs associated with most'export 

promotion programs, however, whir.h must be compared to the alleged 

benefits. Many export promotion devices result in tax revenue 

forepone or increased fiscal expenditures. In addition, there may 

be a misallocation of resources duu to the manipulation of market 

forces. There are certainly more direct costs associated with export 

proz..)tion programs than with the alternative of lowering import barriers 

and more frequent exchange rate e.'justments. 
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VII. CROSS-COUNTRY ANALYSIS
 

Definition of Manufactured Export Performance
 

The object of the cross-country analysis is to test
 

empirically the hypotheses put forward In chapters V and VI
 

regarding why some developing countries have been more
 

successful than others in exporting manufactured goods. Two
 

different varia-bles are used to represe-t perfor:tance '
 

exporting minufaictures: manufactured exr.rts per capita CXc)
 

and manufactured exports as a share of manufactured output (Xs).
 

The level of manufactured exports is measured in per capita
 

terms in order to .liminate the Influenc- of the large differences
 

in the sizes of developing countries. The analysis can thereby
 

focus on factors irfluencing the propensity to export m..iufactures.
 

Adjusting manufactured exports for population also makes
 

possible the inclusion of population as an independent variable 

intended to rL.,resent th: influence of economi(-s of scale. 

Although per capita manufactured exports Is the more common 

performance criterion, the share of manufactured exports in
 

manufactured output should reflect more directly factors
 

which influence manufacturers' decisions concerning whether
 

or not to export. Unfortunately, it is probably less
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reliable statistically t?.an per capita manufactured exports. 

The ideal measure would be exports of manufactured Value­

added output. Value-added datp, however, are not avail.ibie 

for manufactured exports. 
Since the numerator (manufactured
 

exports) is in gross terms and the denor-inator (manufactured 

output) is in value-added terms, there is a bias against
 

countries that have larger value-addec' components in total
 

manufactured output. Furthermore, the share of manufactured
 

experts in matiufactured output is available for a smaller
 

sample of countries than manufactured export,; per capita.
 

Severol cross-country studies h-ve used tht dependent
as 


variable the share of manufactured exports in teta] exports.1
 

These studies were primarily concerned with why some countries
 

have more of a comparative advantage In manufactures than
 

others, ind therefore a composition of tra measure was
 

appropriate. The purpose of the present study, however, is
 

not to identify comparative a::iantages. Although comparative 

advantage has its effect on the two dependent variables 

defined above, variables such as protection levels and
 

inflation are also significant. Since these variables often
 

affect both primary and manufactured exports, a composition
 



of trade measure is not appropriate as the dependent variable.
 

A number of products not far from the primary production stage 

have been excluded from the two measures of manufactured 

export performance. A list of these resource-based products 

and the full criteria used for their exclusion are given 

in Appendix A. There are two reasons for excluding these 

products. First, a measure of manufacttired export performance 

should ideally include only value-added data. Since these
 

data are i:xt available, an effort will at least 'e :ade to exclude 

those products whose value 1,argely consists of raw materials. 

TI.. second reason for excluding resouice-based products is that
 

policy variables are a major focus of this study, wher.!as 

exports of resource-based products are largely a function of 

the availability of a scarce raw materiol. The exclusion 

of resource-hasc.' products from this analysis in no way 

implies disapproval of the further processing of 1 country's 

raw materials as one way of expanding manufacturet' exports. 

The definition of manufactured exports ordinarily used
 

In studies of this type consists of commodity classes 5 to 8 

of the Standard International Trade Classification(SITC).2
 

Table 0 shows how the ranking of 51 countries by manufactured 
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exports is affected when resource-based products .r excl d ed 

from SITC 5-8 according to the criteria develo1pwd in Al.pendix 

A. The Spearman coefficient of rank correlation is .66,. 

Mainly responsible for this somewhat low rank correlation 

are the countries which drop in rank. Out of 51 countries, 

only 14 drop in rank, ind!7atinp that the average drop in rank 

is significantly larger than the averal;c increase. Of the 

countries exhibiting a notable drop in rank, STTC product 

category 68 (unworked non-ferrous rnetals) is primarily
 

responsible in the cases (ifZambia, Chile, Zaire, :alav:±a,
 

Peru, Figerla, and Uganda, whereas SITC 63 and 82 (wood
 

products and furniLure) are responsible in the cases of
 

Burma and Ghana. The significant differences in the level;
 

of manjlactured exports of these countries when resourcL­

based products are excluded indicate that the determinants 

of success in ,cse products are not the same as the deter­

minants of suc.-ess in products that are not resource-based. 

It is the availability of a scarce raw material that
 

contributes most to a country's comparative advantage In
 

a resource-based prcduct. It Is appropriate, therefoe, that
 

resource-based products be excluded from the present study.
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TABU-i. 

P,aini.: '..i ''. Le,;L,; P,.eso::': - h;:Z. 
CoJitiv']C D-S fla.,od PrT r'i'.;]!>.: 

Zamb .a 1 23 -27 
Ch.1- 2 -42 
Zaire 3 31 -31 
IndiIa 11 3 
Yuros.lavia 
Ta iian6 

5 14 
2 

1 
)4 

Mex ic3 7 5 2 
Korea 8 3 5 
Ma3.ay ia 
Israel 

9 
10 

20 
8 

-11 
2 

Pcru 11 33 -27 
Pakistan 12 o 6 
Greece '13 9 14 
Braxz J.i. 111 12 2 
Iran 15 7 8 
Phi.) ippi?1Icz 
Thailand 

15 
17 

10 
211 -7 

Ar';ent.iina "18 14 24 
Ghana 19 40 -21 
Jamaica 20 15 5 
Sin: apore 21 11 10 
Ni.'iL 22 31 -9 
Colo.bia 23 it) 5 
E;ypt 24 13 11 
Tanzania 25 27 -2 
Turkey 26 16 10 
M*'oroc co 27 19 8 
U.#anda 23 50 -22 
Algc:'ia 
.alt.z, 

29 
30 

22 
17 

7 
13 

Tunisia 31 26 5 
Uvuz.,luay 
,ozparab Im ,:e 

32 
33 

30 
33 

2 
0 

Vcn'z.,eCla 311 2) 5 
Kenya 35 25 10 
Panama 35 2] 15 
lal U. 37 23 114 

Cyprus 
Ceyon 

33 
3946 

35 3 
-7 

Bu rma 14 51 -11 
Iraq Ili 32 9 
Guatemala 42 113 -1 
Libya 43 3: 7 
Domit nIcan Rcp. 1i)l147 -3 
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TABLE (continued) 

Countrv SITC 5-8 
Less 

Jaed 
Re .C...rco-
13ro.:ctz 

chan,, 

Ethiopia 
Syria
Honduras 
Ecuador 

115 
J6 
47
118 

115 
37 
9 

0 

7 
Bolivia Ji9 719 
El .Salvador 
Jordan 

"50 
51 

42 
48 

8 
3 

De to the inco.plete availabillzy of dtaa. there ar 
five different sets of re;ressLcns correspondi, tz.­
dIfu.L'unL country samples. The lhr-est set employs data 

f.'om 73 countries, and as variables are added to t.,' ana. _ly 
the country sample declines from 73 ts :2, 115, 110, and 18. 
The only country exciuded from the analys-., for rcasons 

othe than'data availability is Hong Kon:, because. its man, 

factured exports are exceptionally lar-c and would doainate 

the re-reslen estimates. Although !on !Cnz 1:. excudo. 
from tic cross-country analysis, its exprience In mnanufac­

tured c;:rorts Is an interestin.5 case and can be explained 

in terms of the factors used in the regression equations 

(i.e. low natural resource base, zlkJlled labor force, and 

low levels of protection and inflation). 
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The manufactured export data represent exports of indivi­

dual developing countries to the countries belonging to the 

Organization for Economic Cooperation and Development (OECD). 3 

Data including manufactured exports to all countries is
 

available in the United Nations Commodity Trade gtatistics,
 

but for a smaller sample of countries and with more than a
 

few significant exporters of manufactures missing (i.e.,
 

Algeria, Colombia, Iran, Jamaica, Keny2, Malaysia, Morocco,
 

Pakistan, Panama, Peru, Uruguay, and Zaire), Since there
 

are only a few countries whose exports of manufactureq
 

to non-OECD countries rept-sent a significant share of
 

their total .xnufactured exports (e.g., the Lentral Americin
 

Common Market countries), this study must be content to
 

point out these instanc.3 where appropriate in the analysis.
 

The Model 

In order to t,-.t the hypotheses of chapters V and VI, cross­

country data wc-e assemblkd for six different variables
 

alleged to explain manufactured export performance:
 

(1) domestic market size
 

(2) level of economic development
 

(3) natural resource .!ndowment
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(4) labor skills.
 

(5) level of pr.tection
 

(6) inflation
 

The first three vaiables can be considered as given endowrnvnts 

which are suited to the tradiLioril static approach of
 

comparative advantage, whereas the latter three variables
 

are subJect to some degree of control and manipulation
 

by policy-makers. It .-.
ould be pointed out, however, that 

inflatiorn is normally let controllable ii:developing 

countries than in dvvel-,ied count riLs, and levels of protec' Ion 

are often difficult to change in tOe short run because of 

the larg: share of government revenues that import taxes 

represent. It has also been pointcd n,,. that even if
 

inflation and protectio, cannot be controlled in the short
 

run, there are other means available to policy-r.kers to
 

offset at least in part the discouraging effects on manufactured 

exports. 
With regard to labor skills, it has been demonstrated
 

that an organized program of educational investme.nt and vocational
 

training can produce results in the short run. 

Table - defines th. variables u.ed in the regression analysis. 

The variables N and C are use(" alternately to represent ntarket 

http:investme.nt


anur.,actuvuc 


X3=;,tiv or' :zuau'cd:.rt 


rn= C.::ports pe2r cnt,1281 

tIn v~~~cdvl 
add 'olpUL, 1217 

Indoc-'idon.vU Vnar!%blc ; 

Y 	 =Grosz; Dc .cztic Lo-.duct pr' pia 

H=total populaLlo'n, 19 

C =con:;ur:tll..on of ':, lanu ac tumd -:c 0dr; Y)c~c1 e
by a' 5 u nntil'azturou o-atpu (a.ea;i~)Vzman; 

exportz.* a:d importzo
 

D)=pju±to~dr..;(p~~~d~ic pti. landaroa) t', ;L tu~cd zi a jr:.. 1 	 fo.- nal.tival rcocurtes. 
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= mdlc: :r 
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P 	 =cnjwrpi exfor' 1-yO (I.))-) IOU) 

L~ :n)fU-. ' jLl3i o thLat 's liter:Lo, to be 
u:;cd :t: a orx- f'.. labor 2.IL 
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size, and similarly D and R for natural resource endowm:ett, 

and T and 0 for level of protection. In order to estimate
 

the separate effects of each of the independent variables 

on manufactured export performance, the following two
 

equations were formulated:
 

inXC = a0 + ailnN + a2lnY + a31nD + a4 1nT + a 5 1nl' + '16 1n. + u 

ulnX5 =uo + b lnN + b2InY + b31nD + binT + b Itl' + b h1. + 

The number of valables included in an equation as well -q their 

definitions ".ary according to data availab.ilty for a 

given sample size.
 

The log linea" form of regression equation (wita both 

dependent and independent variables in 1 , form) has hJst* :i­

cally provided the best fits for a variety of cross-country
 

studies.4 Preliminary tet.ts indicated that in 'his stud"?
 

also the double log linear (or constant elasticity) form in
 

seems more reasonable that the elasticities
prefer able. Tt 


than t-it the slopes would be constant.would be const-nt 

One would not expect variables such as market size, lrvel
 

of economic development, and natural re..ource endowment
 

to be linearly related to manufc.tured export performance.
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The Country Samples
 

Due to the incomplete availability of data for many
 

developing countries, five different sets of regressions
 

were run with different sample sizes. The set having the
 

largest sample of countries (73) used Xc (manufactured ex. orts
 

per capita, 1968-1970) as the dependent variable and N
 

(population), Y (per capita gross domestic product), and D 

(population density) as independent variables. Set I
 

includes the following :3 countries:
 

Af ;hauis tan iEiiopia Liberia Sierra L.,:' 
Algeria G la:na Libya 6in. apore 
An,;ola Greece !.ada auc r Sor.ial ia 
A.'sentino Guat.:mala S. Ye.'n 
1YL iv [a }lb [t~i. il0 '%. Sudani
";azi.01 'inl r s .!I:: ."S z_ 

B r.:):a Ind1 a lo, 0 Ta Jum.n: 
Czr.w[1.. Ind9 oilia Tan.-:nlia
ro0:n "ozamb iqu.0~ 
C-y I),I Iran.l lie ,lhcrlanidt:;APil;. Ti;ai la. d 
Chile m.o ~ i:iu Toc.,,:
 
Cit2. :)ldb ia.' I:;r'aol 'i]t]er1;'ll T ' lit',.'T,,b:' *'J
 

(,r):ta ' Ivoi:; Coa:; L Pai:ID Tiani; i ala A:i 
Cluba Jama,ica u\1n:r.ia rke 
Jy p" l o r a P 'a'aI: U .- ..16 

E.".tado.' l'[vo"-Phi11 1 J':" VeiC :I-. a-I)' 7 


:Y",. I t Inudi Ari'abla Yu; lav . 
,1..;lvador Ndbaon Seijcz. 1 Zaire 

Zambla 



If eleven of the above countries are excluded, thi
 

independent v.riables P (inflation) ane L (labor skills)
 

can be added to the analysis.- The eleven countries
 

excluded are Afghanistan, Angola, Burma, Cuba, Indonesia,
 

Kuwait, Saudi Arabia, Senegal, Somalia, Togo, and Zaire.
 

Set II therefore includes 62 countries.
 

Ifl 17 iior, co.:rtriec at, excl'tded, t.:v ,cpcd-:,'. 

variable X (t;ai,1factured .. :port. as a sharc of :nanufucLu:-cd 

value-added outp,.t) a:nd the i:ldepc d:t v.iriables C (con­
sumption o1. a-" factiQ ) and.O (onelness iodex) can be 
added to tihe aialysis. Ti.e 17 co'Intric.; Y'rl C.oc l.ded a:. 

3.1i, Ch:1:1a I. Costa R.ca, Guatcmala. ]fait. Ivory 

Coact, L-baron, Liberia. T.hda:ascar, Nietherlands An'ill. 
Nicarag-ua, Paraguay. Mra Lene, 3. Y.mcm, &.'dan, T* ia, 

and Trtirldad/Tobao. The exclusion of tese countric: )ca'cj 

Set III with J15 countri-s. 

If Adelman and :.Norris' nat,.ral r'.-,-'oc .'nd :x (11) 
is to be used, five more co.nt-i'es Jhave to bc c.;;oludccd 

(I]alaa,, P:iult.h .]a': ., Singapore, ad YuL,.;l;, 'im), 

leavin a sample of 1:0 countries czrnprkin; get IV. 
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Set V contain-; tje 18 countrI't. fos '1Uch avezas, 
nominal tarifr level; arc avail ble (A-'. 1, Io~iv:, 
Brazll, Ch11, Cclo:bia, Acuador, Isra,-], oa, Waaysia
Mc.dco , }'akJ.[ tan , Peru. Ph1.l1ppmieu . Ta.,',,~ :ini 

uey, UruigL:,,. auid Venezuela) 

Regression Results
 

a.! zu:.';wri cs t}=ic ai:l find In ;:;of ;,!he 1eL".:: ':, 

anal::;. . bJ, 3t j,'I L1.,O..,mr* I o) ti.c e'] ""ion , . 'z , 
size , te manufactured e:.:pert enormanc' varr.b].e 
are poai'tLve]y and si.gn i fcantly rclated totmarke.t si:c 
(populatILon), level of development (p,: cap:.ta income), 

population density (the inver:;e of natural I'emcurcez per 
head), and dec.;ee of opelness. Manufiactured export per­
formance is negatively ansoci-ited with inflation in all 
equations except those with a sample of 1i countries, 
but in only three equations is the negativc relationstlIp 
significlant at the 5 per cent probability level. Labor 
skl]ls. (literacy) surprisinly e:hiblts negativea 

coefficicnt in most of the equations, si;nificaAtll, 
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:o. 

!. 

Sample
Siz 
73 

iadepndent 
Varial 

<c 

Cross-Con:.try Rerression Results 

Coefftic _nts of: 
" Y 0_ C T p 

0 .4 .5, 
(71)3(-2.9) 

L 
Constant 

Term 

-3.9 

2 
R 

.56 

2. X2Xc . .7 .77 
(1.3)(5.7)(5.7) 

-. 13 -. 31 -2.3 
(-.38)(-1.4)(-1.3) 

.60 

45 .41 
%2-3) 

2.2 .72 
(-3) 

11 
(2.3) 

.05 .22 
-. L-)­

15 .64 

4. 45 IS.37 1.0 .4h 
(2.1)(2.7)(2. 5) 

1.3 
(2.5) 

-. 62 -. 40 -7.0 
(-1 .7)(-1.8)(-1.2) 

.44 

5. 40 2.2L .73-c(2.5)(5.8)(0 .3) 1.3(2.41) 1O-.47 -17(-.28)(-1.4)(-2.8)­ .60 

6. 40 X, .57 2.0 
(2.7) (LI. 3) 

-. 83 1.2 
(-1.5)(-..) 

-.47 -. 11 
(-1.2)(.39) 

-11 
(-_.4) 

.50 

7.. .05 1.2(2. )2 .'3) .152.0) 1.7(-.-0) .. 2 -. 2 -11(-1.7)(-1.9)(-1.7) 
.45 

3. 

. 

O40 

X1 

"s . .1 1.0~~~2 312Z) 

. 1.3_7 

-.(i 

1.1 

71 '.5(.5 -. 34; -. 2-(-.3)( (-.0)( 

-. 94 .70 -. 49 

-5.5(-.4) 

-2.9 . 

.42 

.79 

(.33)(2.3)(4.9) (-1.7)(1.5)(-.75) (-.n2) 

10. 13 .7 .o 
------------------------­

1 -­
, 

99 
• ) 

.3 
. 

-. 99 
). 2) 

5.7 
(1. 

a a*_-:-.%-'_:c In f.-_ .: 'n 



ne.-;at.vc at the 5 per cent probability. level in two equa­

tiono. Avera e level of nominal protection is negat'vely 

associated with manufactured export performnance in the 

two equatlaoii in ,:ihich it appears, sI,,nlf.lant at the 

5 per cent probability level in cquation ') and at the 

10 per cont level in euation 13. Th;e index of natur'al 

resource (R)3ndow,.e'l;lo nc-atively relvLed to nuanuf'ac­

tu:'ed c::pc-.rt .2rrcr:r n.oi'o in ti.e two eq:ut ,I. in w.i:ilch 

It aupcars, 1! b'th cares t. f 1antt t.c 10 pel, cent 

prolabU2iL:., 1.v:]., but not at the 5 per cent level. 

var],hl.z, In o'de," to de t,'rnizm 

:ofere a;il..Zin; cacl of the Ine p ndent variables, 

one fatier Item is .ort', of note r;i, n te depenlden'. 

;h..: effect ot; the dctiled 

e:.:'. ]is3 on o' rec..w'ce .based prouct3 'ro. tL.e ,;esures"e!' 

-namuf!'a t ','ed e;:.p' rnt oer! nvz ':e, the ",?v5.ab]I c 

°,read !u.t -.o rvprc;;en prod. t cate,;oreo .;IIC 5-

Jesns ( .orl:ed non 'crrous ..tals) 'rhis -: the more 

*.
j.s :nadc to e':chide prma'y produvts. .;tia ion 

Table V) %.Iairun aUgan witi XC1 defined as the adju..ntcd 

dependent variable. 

http:c::pc-.rt
http:ne.-;at.vc


XCl = .IIIT + 1.3Y + .93D + 1.11 0 +..22P + .121, - 21
(2.33) 3.) (.) 3) (.32) (-2.5) 

The indepenicnt varlablo3 in thke equation above c:pla.1 

51 per cont of the vartatio. in manufact:.red export 

perfornance, co:nparcd to Il per cent .n eq-itlon 3 w.,re 

a .norc detafld cxclion of resource-t-aoed [:r'.-duct.; ;a. 

conductcd. The inferior fit obtained s.OLh t;:e us5-' ,,f ;:C1 

:-a.,dn: variable 1:3 acco intud :, a nf: !e jl.
 

in os;n.ifiancei.c all sixt , of coeffJ.c~Lc--. Thi.cI It 

xp..cted. .S-i.ce on.: of L*he rea3oni f!'r t.e d, .:,i, 

Ce.cuCIo30 of r'esoure-based prcic .. to c 1. "..... 

those prodc.:s ;h(o2 performance I )t ti:)U.)t to be 

inlPc'iuccd significantly, h-:: e.Onaa'y varLabic-s :f the 

pr-,3c nt s y 

--- 1. Domestic Market Size
 

Population is used as the primary varlatle for dorestic
 

market size. An alternate variable, domestic consumption
 

of manufactures, was calculated by adding imports to and
 

'.,btracting exports from manufacture!d output. The data for
 

this latter variable, however, are available only for a
 

significantly smaller sample of countries. l'ufbauer used
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output of manufactures as his variable for country size in 

trying to explain the composition of trade across countries. 

Adjusting this variable for exports and Imports more directly 

reflects the size of the domestic market. Both population
 

and consumption of manufaczures arc used in the cross-cotntry
 

analysis in order to conduct a more complete Lest of thL.
 

market size hypothesis.
 

In order to compute consumption of manufactured goods,
 

to
imports o7 manufactures (SITC 5-8 less 68) were added 


and exports of manufactures (SITC 5-8 less 68) were
 

st.btracted from manufactured output. Data limitations
 

required that the manufactured importr and eports c.,nsist
 

only of trade data with OECD countries. The manufactured
 

output data were obtained from various editions of the
 

United Nations rrowth of World Industry and are in value­

added form. Value-added data, besides being available for
 

a larger sample of countries, are preferable to gross 

manufactured output because many produLts are inputs to
 

other products in the sample. Value-added data thereby
 

eliminate the possibility of a significant amount of double
 

counting. Since imports and exports are both from the 

year 1969, the value-added output data were also taken from
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1969, or the closest year available. The products includcd 

in the manufactured output datn are roughly similar to 

categories 5-8 less 68 of the Standard Int'rnational Trade 

Classification.
 

Population (N) is positively and sitnificantly related
 

to manufacLured export performance 
 in the equations where 

the sample size is 40 or 45. These equations contained
 

the maximum sample sizes while still including all the
 

important explanatory variables. With sarlKe sizes of
 

73, 62, and 18, the coefficient of population is positive
 

but not significant. Since equations 3 to 8 of Table =
 

are the rost comp_ .re in terms of sample ize and explana­

tory variables included, the regression results can be 

said to give some support to the hypothesis that the siz," 

of the domestic market, reflecting the benefits of economics 

of scale and the extent of competition, is an Important 

factor in the development of manufactured exports.
 

Domestic consumption of manufactures was tried as an
 

alternate variable for population as an :ndicator of market
 

size in the regressions. In most of the equations, the
 

coeffic:ents were not as significant. There also was not 
a
 

notable effect on the other coefficients of an equation
 



when consumption of manufactures was used as the market size variable.
 

A simple regression of population (N) on consumption of 

manufactures (C) yields an R2 of .41 with the coefficient of 

C rositive and significant at the 1.per cent level of 

probability. The equation is in double log linear form and 

is for 45 observations. 

The fact that population yielded better statistical results
 

does aot necessarily mez.L that it is a Le-tter Indicator of
 

market siz than consumpti.n of manufacturc.s. There are
 

numerous examples of countries with large populations which
 

do not provide significant markets 'or manufactured goods
 

(e.g., Ingonesia, Nigeria, Egypt, Burma, Ethiopia, and
 

Zaire). These are countries which have also had poor
 

records with manufaLturec exports. The inclusion of tL.ese
 

countries in the regression ar..lysis decreases tWi signi­

ficance of the N coefficient, but the main hypothesis is
 

still supported when it is noted that the markets for
 

manufactures in these countries are actually small, even
 

though their populations are relati':ely large. 

:1 

2. 	Level of Economic Development
 

Other things equal, the higher the level of economic
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development of a country, the greater should be its capability
 

of producing manufactured products that are competitive on the 

world market. The degree of industrialization, an efficient 

infrastructure, and skills of management and the labor force
 

combine to give a more developed country a comparative 

advantage in producing products with the quality and economy 

necessary to be competitive in world trade. In the present 

study, per capita income (gross domestic product) is used 

as the variable representing level of Oevelopme;,t and it 

is expected to be posLtivc:,; relatec, to manufactured 

export performance.
 

The coefficients of per.capita GDP (Y) are positive and 

significant at the 5 per cent probability level in all 

equations except number 10 in Table = Tn Lhe equations 

where X. is -ise , the coefficients of Y are less significant. 

The inferior relationship of Y with X. can be explained 

by the fact that as Y increases, absolute magnit.'.es such 

as Xc tend to Increase, but of course not all shares
 

(e.g., X.) can increase.
 

The regrestn.1r results support the hypothesis that level 

of economic development is an important determinant of 

http:regrestn.1r
http:magnit.'.es
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prevent the production of competitive manufactured exports.
 

Factors such as products intensive In unskil]ed labor and
 

investment by multinational firins make feasible the
 

development of manufactured exports in low-income countries.
 

3. Natural Resource Endowment
 

As fees irv and Ji eii. have ,)'Zt.Led ouL In tIel: :;.':,v 

of thC (eterm] iit; " the co:npoSi .. on of expo:,ta, po:'.:]­

tion riot O'LLy relects tio eft; ccta o ' taret. s :'t. al:u 

or popallation dons3ty (Iepuatin divided by tota] 'a:;d 

area). Potulatinj that popuh1tLon denziy , a poxy f 

the Inver e of naLtiral -esources pLr head -ince It is 

"hiohly :orrclated (ne-tively) 1,ith the coMnbLircd a'.':iIbli 

of mineral wealth, ar:..lu land, and other econieal v u:cf. 

eimdowments from::i nature," oslne; and pcxnt deic IyIC.. C'l:et 

populated countrtc to apec.Iallze !In:iannfdci:': :nc 

light ly polo lated co.intr. ez in pri::::'y r'.d :e t. ace :'l n 

to the 'laId--lahor*version or the Ic.:3her.Ch1 In thz:y 

In order to. ditiLn:;ili h the t'... poiLive 11iP,111encez of 

poVjlation on manuf':c tured ':*.:p;rt:;, both pop iat.',oi : d 

3oul.-1.!',n dcni:;Ity should Inc lided -',,tho z.e.;rcs ±n 



eq'Jaition a:nd bqth arc e:.:pccd to 1,1ve p-:i;e' cucfIci(.:,. 

Tijc p)': ,.:ate of Kee5 J.ng acd h' . tL{,'.: there i:i . ha.} 

negative cor.-elatjon bet'e:: pop,1a'I ?n denm ly and nat,.::'n1 

rcso%.e3 is debatablU. An altcrna'e va:'iabl,- Cor nat;,ai 

re,'ourcea can be '.sed in order to test it rolation3,iJp 

with :n*u.ifac.-ired c;ports Adc*lman and :.:.i:'i:; ;%ve con.­

str,:ctcd a:i iacd.;: or "abL:CIdneC of natu:,a:l rcc:;7."
 

This iridones d.fincd in of 1b'
J "primaz':i1y tcr;::s Lhoec .ad
 

clazses rof :' ,) rccz: .ric lt:iral land, Cuel, and
 

mrinral x-t o'irces other thz':i Iuel. " Co.%nt-ie:: a.. placed
 

on the follc..;ri simple linear scale: 97,90,?3,57.30.5'.,
 

35.2"),]..lO, and '1. Such a scale measure is approp:!ate
 

rather than a more detailed index since Adelman's mearturing techniques 

are not designed for precitz differentiation.
 

EcAota variau-,l.:a zc'e'-nui; :%at'.1':t! ]' u:' es , D .-nd 

;,indlcaxtc a, :;i'lie:,ntly negativcerlntio.'s!i p t'c.t..:cen 

a[tuli':i )'?St'::'e cnIdL,::: it :a:nd ::i:znlut:J'2 'cl'U%...'i ':t 

http:rcso%.e3
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measure, at least for the purposes of the present study.
 

Both variables support the hypothesis that an abundande 

of natural resources aormally acts as a discouraging factor
 

with regard to manufactured exports.
 

This negative relationship between natural resources
 

and m-.nufactured exports follows straightforwardly from
 

the fleckscher-Ohlin theory of comparative advantage. 

If this study recommends that it is a good general policy 

for all developing countries to develop manufactured exports,
 

would it not thereby be recommending that some countries
 

act contrary to their comparative advantage? The answer 

to this question is that dynamic, rather than stz.ic, 

comparative advantage is the proper decision criterion.
 

Expanding manufactured exports often necessitates deve­

loping a comparative advantage In those products. Various
 

reasons were given in Chapter II why the long-run growth 

potential of manufactures is much greater than for raw
 

materials. For these reasons, it wonld be shortsighted 

policy to rely on a temporary comp -ative advantage in 

natural resources and ignore manufactures.
 



4. Labor Skills
 

There are a variety of measures that have been computed to 

indicate relative quality of the labor force in developing 

contries. Although most of these draw heavily on educational 

data, Hufbauer and aehrer both use data on the composition 

of the labor force. 8 For a labor skills index, they used 

category "0" of the International l.abor Organization
 

statistics (professional, technical, an' related workers)
 

as a percentage of the total labor force. Hufbaiter himself
 

criticizes tnese data Lor being "internationa! ly inconsistent"
 

and the "ategories for not capturing exactly the relevant
 

Information.
 

1larbison and Myers constructed a "composite index of levels
 

of human resource dve- pment" from school enrollment data. 9 

An extent of literacy variable is alsz available for a large
 

sample of countries.1 0 Although these two measures are very
 

highly correlated, tb,2 literacy rate measure will be used i'­

the present study because of its availability for a larger
 

sample of countries and also because it may measure a relevant 

quolity of the population over and above what formal 

education statistics indicate.
11 

http:indicate.11
http:countries.10


Table Wshows that literacy is not statistically significant 

in support of the labor skills hypothesis, and in fact displays 

negative coefficients In most of the equations. There are
 

several reasons why an empirical test of the relationship
 

between labor skills and manufnctured export performance
 

is difficult. Literacy is an admittedly imperfect proxy for
 

labor skills. It is very closely associated with school 

enrollments, and neiLher of these may be correlated with 

how wel-traned is an industrial labor force. 12 An example
 

is Korea which, although having a relatively high rate o. 

literacy and a large supply of liberally educated college
 

graduaLes, may well have a shortage of properly trained
 

skilled labor. The methods of collecting :nd computing
 

literacy data also va.y from country to country, and these
 

data are only available foi a variety of s-mp*Q years.
 

Another statistical problem with the variable L is the 

probable presence of multicollinearity. Several cross­

country studies have yielded consistent evidence of a
 

positive relationship between level of economic development
 

and the rate of add tions to the stock of educated people
 

(measured by school enrollm.'at ratios). 13 In the present
 

study, L was found to be positively related to Y (per capita
 

CDP), D (population density), and P (inflation), with all
 

http:ratios).13
http:force.12
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of developing countries, a variable must be constructed which
 

indicates for each country tile extent of protection given to
 

domestic industry. The most obvious variable would be an
 

average tariff level for each country. Unfortunately, the
 

considerable effort needed to compute such averages and the
 

variety of empirical methods create difficulty in collecting
 

an adequate sample of countries with ccmparable data. RoughIly
 

comparable aveiage nominal tariff levels are available
 

(from variou.; sources) for only 18 counti es. In the
 

regressions, this protection variahl is expected to be
 

negatively related to manufactured export performance.
 

Appendix B lists the various sources u.ed for obtaining
 

the average nominal protection levels for the 18 countries:
 

Argentina, Bolivia, Brazii, Chile, Colombia, Ecuador, I"-ael,
 

Korea, Malaysia, Mexico, Pakistan, Peru, Philippines, Taiwan,
 

Tanzania, Turkr.y, Uruguay, and Venezuela. Average nominal
 

tariff levels -.
ere avail-ble for all 18 countries, whereas
 

average effective tariff levels were available for only 12
 

of the countries. Although effective tariffs are more
 

appropriate for measuring alloca..ion effects between !xport
 

and import-competing industries, it has been shown that
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average nominal and averciee effective rates of prot.etion 

are highly correlated acro ss coi-trics. 1 4 For this rea! on, 
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search for an alternate variable to represent protection levels.
 

In another cross-country study, Iyoha'used an import/income
 

ratio as a measure of openness, but this variable is affected
 

by too many factors besides the degree of protection for
 

the purposes of this sttdy.17 For example, some very
 

protcCLtonist countries may have relatively high import/
 

income ratios because of the necessity to import large
 

amoun.s of food, critical raw materials, or capital roods.
 

Furthermore, foreign exchange availabilities nnd stage of
 

industrialization influence the Import/income ratio.
 

In the present study, an incremental import/consumption 

ratio is constructed as an openness variable using rnly 

manufactured consumer goods. 
 Besides avoiding the p,'oblem
 

of large necessity imports, concentrating on ma.ufactured
 

consumer goods differentiates countries more clearly wit 

respect to openness since protection tei*ds to escalate with 

the ttages of processing of a product. Moreover, since ti,, 

ratio is incremental, the effects of foreign exchange 

availabilities and levels of industrialization are 

minimized. 

The openness variable was constructed for the years 



1963 to 1969 for 45 countries. It Is an improver.:nt ov(,r 
the tariff variable not only because of the larger 
sample size and more comparable data, but because 
non-tariff barriers should also be reflected it the 
measure. The manufactured constmer goods in Lil 
openness variable conssL of tne following prc'ducts: 

textiles, clothing, footwear, wood pro'ucts, furniture,
 
and rubber products. Consumption of these produ-.ts
 

wa.i computed by adjusting domestic production for I'.ports
 

and exports.
 

In calculiting the openness variable, dome:; Ic consumption
 

http:produ-.ts
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log linear form. Since the openness variable is negative 

for six of the 45 countries, 1.0 is zidded to each country's 

1 8
 

measure before the log is taken.


In all equations in which it appears, the index of 

openness (0) is pos tively related to manufactured export 

performance and significant in all cases at the 5 per cent 

level of pcobability. The variable representing average 

nominal protection (T) is negatively associated with
 

manufactured export perfc.rmance in the two equations in 

which it appears, significant at the 5 per .:ent level in 

equation 9 and at the 10 per cent level in equation !0.
 

The results of these two sets of regressions strcogly 

support tl:e nypot.esis that inward-lookirg po!icies, ir 

particular high tariff levels, have discouraged the 

development of manufactured exports in developing countries.
 

Since the equations are -Indouble-log form, the coeffi­

clents represent partial elasticities. 11,%e openne;s 

coefficient is greater than one in all six of the equations 

in which it appears. In a policy context, this result should 

be interpreted carefully since the openness variable reflects 

the consequences of policy actio-s, and not the actions 

themsL'ves. With this caveat in mind, the regre±ssion results 



indicate that across a sample of 45 countries a 10 per cent 

increase in the openness v.,riable is assocLiatd with an 11 

per cent increase in Xc and a 15 per cent increase in Xs 

The only other variable with a partial elasticity greater 

than one is Y.
 

The hypothesis concer.:ing the relationship between 

protection and ma nufactured exports should be regarded 

with caution since iL is possible tLat -he 

causation of this relationship is reversible. Countries 
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thus offsetting the "tax" which an overvaluvd exchan rat , a:,' . 

with protection places on these exporters.
 

If protectionism is employed primarily because of an espousal 

of the import-substitution strategy of industrialization, the
 

results of this study should encjurage a reappraisal of the allegecd 

benefits of import substitution as opposed to the negative effects 

on exportfthrough an overvl'.ued exchange rate. Although import 

substitution may produce noticeable results in shortthe run, it way
 

have a lasting harmful effect on the competitiveness of a country's
 

manufactured exports. rate
Not only does an ovLrvalu..d exchange 


discourage exports, but protection from foreign competition ray
 

encourage inefficiency and a high cost strt:cture which is difficult19
 

to change once in p.iace. Since the compobtion *-f trade depends
 

on relative costs, a high cost structure will not necessarily result
 

in a sm-lier share of manufactured exports in total exporLs. Protection 

in developing countries,however, is normally heaviest in the i~idustr'al 

*sertor and therc:'ore the high costs resulting from protection are likely 

to occur more i. the IndusL.rial than other sectors, thus making the 

relative cost structure of an economy biased against industria] export;.
 

6. InflatiGn
 

The variable for inflation used in the present study is thL
 

consumer price index for 1970 (1963 - 100). 
 DeVries used a similar
 



infldtion variable in a cross-conntry study explaining export 
20
 

performance finding a significantly negative coefficient. The
 

dependent variable, however, was "minor exports," which excluded 

any product accounting for more than five percent of merchandise 

exports of any one country. The variable, therefore, excludes in
 

many cases such important manutfctiires as textiles and clothing,
 

and includes many non-manufactures goods. ien DeVries excludes
 

non-manufactures from minor exports, the coefficient of inflation
 

is still negative .nd al:.:st significant at the 5 per cent probability 

level.
 

A "trotting peg" exchange rate system might mitigate some of
 

the problems caused by inflation, esiecially with r. gard to the 

uncertainty of exporters about the relationship between intLrn.l 

production costs and world export prices. The effects of the
 

experience of countries with the "trotting peg" on their manufactured 

exports was not reflected in the DeVries stud;. but should be
 

reflected in the present cross-country study. Various other types of 

incentives for oxporters have cor" . into more frequent use since the 

period of the Deries study which also may mitigate the adverse effects 

of inflation as reflected in the more recent data of the present study.
 

Manufactured export perfor.ince in negatively associated with
 

inflation in all equations except in those with a sample of 18 countries. 



The negat i,e coeff :cient of P is significant at tht.: 5 tvct 

level of probability only in equations 4, 7, and 81in whicih X.. I
 

used as the dependent variable. 
The variable X IsInflluL'd to
 

a greater extent than Xc by inflation, just as it also
was 


.influenced to a greater f Iat I tn and
extent by the index of openne;CSS.%affL.CLt opents ss 

mor.a directly the sha:re of manufactured output that is exported.
 

Inflation, if it is higher than world
the market Inflation, will
 

encourage dc. cstic manufacturers 
 to sell more at hor.,e because of
 

the higher 
 price. On the demand side, inflation obviously makes 

a country'-; products less comptitive. The uncertainty cffecti 

of inflation also discourage exports on both the demand and supply 

sides.
 

rls predominance of negative coefficients for P does give
 

some support the hypoth-to chat inflation discourages manufactured 

exports. The fact that the negative relationship is n';t stronger 

calls for some explanation. One possibility is that there Is a
 

.orrelation bet,.'een inflation and the openness and prbtLction
 

variables which results in multicollineo-ity and cons.'quent
 

unrel'ability of the coefficients of the correlated v.,riables.
 

There is a negative relationship between P and 0 as revealed by
 

the regression equation in the previous section. 
A regression of P
 

on T results in a much closer relationship.
 

P - .87T + 2.0 
(4.5) (2.6)
 



R2V-ith an ratio of .55, this close corrt-Ltio'n iudirat,, th.1t 

mult.icollinearity is a problem. 

Tile positive coefficients of P is equations 9 and :0 /may
 

be accounted for by the fact that deviant cases can significantly
 

affect a regressL... with only 18 observations. Four of tile six
 

countries ranked hi,'st !n inflation (Argentina, Brazil, Colombi;,
 

and Korea) also have -elatively high levels of manufactured exports. 

Brazil and Colombia have, as mentioned earlier, offset to some
 

degree the effects of inflaticn on exports with their "ttotting peg" 

exchange rate systems. In addition, these four countries have the 

advan'ages of large domestic markets and 'elatively high levels of 

economic deveiopmen.
 

The experiences -" Brazil and Colombia ".aggest another reason
 

why inflation does not show a stronger negative relationship with 

manufactured exports in the present study. Since the time t;" the 

DeVries study, which did sh,.w a stronger negative coefficient fol
 

inflation, countrier.have begun to make more frequent use of various
 

exchange rate anti "ncentive -Ahenes which offset to some degree the 

adverse effects of inflation on exporters.
 

In tile previous section on the openness variable, the hypothesis 

was proposed and empirically tested that developing countries with 



higlh inflatiCon often turn to hi rher ".evcl.; of prot., fil :,t r
 

than devalue their rates. section on iufl it,
cxcliange This i o
 

proposes that the direction of causation between inf]aLitoo anid
 

protection may be rcver.;ed.

A 
Countries with high levels of prot oct ion
 

so insulate their domestic industric., from world cormpetition tlat
 

inefficiency and high 
costs prevail. Another argument supporting 

the same direction of causation is that openiwss is a kind of
 

safety valve allowing domestic inflationary pressure to spill over
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into the balance of payr,Lats. 

The casc is strong, thL:efore, for thor., being a sig.ifican tly 

positive relationship between protection and inflation. If it :s 

agreed that both discourage manufactun2d exports, the remedies 

euployed to lessen one problem may also serve to lessen the other. 

Bring inflation under control may eliminate one of the main reasons 

for high tariffs, and on thv"other hand, a reduction of tariff 

barriers may relieve some of the :nflationary prossr.s (if an ecoonomy. 

It should be noted, however, that success in n:inufactured exports 

does not require that inflation be brought under control, as indicatetd 

by the examples of Argentina, Brazil, Colombia, anid Korea. All four 

of these countries had multiple devalutUlons during the 1960 s, 

with Brazil and Colombia .nitiating "trotting peg" exchange rate 

systems in the late 1960 s. Thes. countries also used a varicty of 



export inctit'lV4 schemes to cor.pensate for the effects of JnflItion. 

Other Relevant Factors 

This section will analyze some of the relevant factor., affecting 

manufactured export performance that were not included in the 

regression analysis. One reason for not including these factors i.a 

the regression analysis is that they are not easily quantified. 

Another reason is that these factors (except possibly export promotion) 

tend not to have a general effect across countries, -n 

but to affect only a few countries significant],. 

Five factors u.ll be analyzed--export promotion, tarIff preferences, 

the presence ot multinational firms, labor costs, and proxiMLty to 

a larg., market. The section will conclude with an analysis of the 

countries whose manufactured exports were least explaineL" ty the 

regression analysis. 

1. Export Promotion
 

Althoug'h the difficulties encountered in trying to construct
 

an export pro.otion index for a large vample of countries prevetced 

this factor from being included in the regression analysis, there 

is no ,,oubt that it can be an important determinant of the manufactured 

export performance developing countries. Evidence can be cited
 



that virtually all of the successful exporter; Of m:-:f.acturs 

actively promote exports in a variety of ways.2-

An attempt was made to construct a cros.;-cotintrv t,,.ort 

promotion index from recent United ,atkins data that s;hows
 

which developing countries 
employ which of 1S differe.nt 

export promotion devices.23 This index mrely reflect.
 

the variety of devices used by countries. It; coeffichnt 

was positive but not significant wher used as a durmy 

variable in equation five of Table M. The varl-,ty of Jevices 

employed a. thc time of the survey misst : such Importan.
 

information as the length of tir.me each 
 has been in use and 

the differences in intensity with which each device was 

employed. For %r-mple, whereas two coL.tries giving income 

tax exemptions to new exporters would get the same weight 

in the above index, one -'.ay only be giving partial exc ,itions 

for one or two years 'ile the other may give total exemptl, is 

for 10 or 15 years. 

If a better cross-cou try measure of export promotL,.n could 

be constructed, it should be positively and significantly 

related to manufactured export perforr..,nce. This follows 

logically from the fact that ex:ort Incentives do o',e the 

opposte effect of inward-looking policies and overvalued
 

http:devices.23
http:differe.nt


exchange rateg which have been showrn to be negatively 

assoclated with manufactured c,.port performance. 

2. Tariff Preferences
 

There is a great amount of literat.re analyzing the extent 

to which import barriers in the dr-veloped countries have 

contributed to the poor performance of develr, Ing countrie; 

in exporting anufactures. 24 Although recognizing the 

impurtance of this issue, the present stud) does not include
 

this fact in tl. forrial analysis because these Import 

barriers affect all dec loping countries similarly, whereas 

this analysis is concerned with explainpng relative export 

performance -mong developing .'ountries. It may be atued 

that since developing countries have comparative advantLgen 

in different products, tariffs will affect developing countries 

differently. The products included In the pres -nt study, 

however, are not renource-based and therefore c .Ad by 

produced by most developing countries. 

There are two selective tariff p 2ference systems which 

are relevar. to the present study. Of the countries Included 

In the present study, the Commonwealth preference system 

contains Cyprus, Ceylon, Ghana, India, Jamaica, Kenya, 

http:literat.re


Malaysia, Malta, Nigeria, Pakistan, Singapore, Pganid.j. il*g 

Zambia. The European Economic Countnity (l:1:C) grants :;ptcial 

tariff preferences to Algeria, Morocco, Nigeria, and 

Tunisia. A durmy variablh for membership In each of Lhe.e 

systems wa. included In the equation with a country :;.ple 

of 73 ir Table W A dummy variable for the urmnonwealth 

system only was used in the equation,; with 45 countrles.
 

The cc.:ffit.ients were negative, but not significant, In
 

all of the equations in which the dummy variables were
 

included.
 

This resul;. in no way proves the ineffectiveness of
 

t4,ciff preferenc. s.25 Preferential access to --he Crr.mon­

wealth markets has almosL c,rtainly played a positive role
 

In the manufactured export succes.-es of Malta, Jamaica, 
.
 

India. The advantages of the EEC sys-tem are more doubtful,
 

with limit ' product coverage and liberal escapte cla'u;e.
 

havIn! caused uncertainty in application.
 

It is not advisable to generalizc from the effects of th.;e
 

two preference systems about the effectiveness of all possibhI.
 

tariff preferer.ce systems. There are a varity of systems
 

that have been propo:;ed, and each should be analyze.d and
 

judged with respect to the terms and coverage of the
 

http:preferer.ce


2 6 preferences in each case. There is ample theoretical liter­

ature dealing with the issue of the effectiveness of tariff 

preferences which can be referred to in analyzini individual 

cases.27
 

3. Multinational Firms 

The variables in the regression analysis of the previous 

chapter generally should explain the manufactured exports 

of foreigln owned firms as well as of domestically owne.' 

firms. The basic reason for treating multinational firrs 

as a special case is that they can dec;de in whi'h CUMuILL iCS 

to locate, export-oriented .. inufacturing plants, whereas the 

decision for .domestically owned firms in developing countries 

is almost always whether or not to build a plant in the 

home country. The location decision, therefore, takes on 

primary importance for a tu.ltinational firm. while a 

domestically owned firm normally accepts country location 

asi a given constraint. 

As a result of a multint,,nal firm-; flexibility with 

respect to location, instead of determining whether the 

given combination of factors in a t;ingle country can provide 

the climate for profitable industrial exports, it can scan 

http:cases.27


the globe seeking the optimal set of factors for a 

prospective plant location.2 8 Political stal. I itv ana a 

government's attitude toward direct forevi-,n Iinve:z.tr.nt 

will obviously affect multinational firms to a grvater 

extent than, donceticatlly owned firms. A result of this 

search for the optimal set ot fin tars is that only a 

relatively few developing countries have attracted sut,,i­

tial -a;houris of direct foreign investment fi export-oriented 

manufacturing Industrivs, although many more could support 

such indt.,trieg competitively. Moreover, the fact that once 

established, multinational firms can often expand manuifac­

tured exports rtzatly without sub.,rantlal]y Vail'ing costs 

is another factor indicating that these firm:i may have 

contributed to the unevenness (across countrfes) in the 

development of these ex;orts. 

What can developing countr'es do to attrav. m.-.e export­

oriented subsidiaries of multlnational firrms? Among the 

more successful countries. Hong Yong, Korea, Singapore, 

and Taiwan offer the advantage of very low lahor costs, 

and the influence of distance costs can be seen in the 

capacity of Hexici t-. attract export-orlentcd industry 

despite relatively high labo costs.29 Although d:i;tance 

http:costs.29
http:Iinve:z.tr.nt
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costs must be accepted as given constaints, countries can 

make an effort to keep labor costs competitive by keeping 

the pres;ure ef trade unions and minimum wage legislation 

in 	 line with productivity increases. The practice of 

"taxing" foreign firms by making then: pay igher-than­

.verage wa.I.L can penalize nwoufactt ,,d ex.purts by 

discouraging firms from locating in a given country. 

There Is a long lis;t of export incentivc,, that can be 

employed to attrart subsidiaries of multinational firms, 

although the high costs of these Incentives may in 

many catses not be worth the bc'-efits of the additional 

invertment attracted.
 

4. 	 Labor Costs 

If the comparative advantage of developing countries is 

in 	 manufactured products intensive in unskilled labor, It 

seems reascnab' • that labor costs should be an importarnt 

factor determining relative success in .. '2.portinF .hcs 

productn. There Is evidence that wage differentials N-twevn 

Levvloping countcles are not merely due to precx~tivity 

differences, but also to market imperfection' and inst tu­

tional pressures from trade unions and t.nitirmn wagk. 
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legislation. There is also evidence Lhilt the wagi' d ifftrt­

tial between skilled and unskilled labor has Ucen .whinarr t, 

In rece'nt years in the more industrial Iz.d dcvelopi i. 

countries. 30 Lary thinks that th1CC non-market prL,:rt.. 

on wages "may help explain why it Is that ;ome of tilte 

less developed cnuntries, notably those with ;,n earl (r 

start or industrializtton, have fared so poorly In exporting 

manufactures and why, in constrast, somc other:;, particularly 

some of the countries ef Souithist Asia, have made suwh 

rapid headway."31 
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A 10bC't *o.- ai~ lJot, c.dd 0L~ c. 

Zion of.;~the p'ct.u: bec.' dlat" 1:11! Ii1 

avai2ltbleoiOl nvocvaft-ko~ In rratC3 maxf~t2il,;i'2ck; 

adiu. £i',r productivit- differences. Adc-1-man and :I.~~ 

h:1wc c-n n3truc Lcd a It3tA-c,fl;~ 0of labor '.',~ 

fo - lavr-/ numbox- of co-ontric:; vuiich a::y c:q~)tijIre:.'~ '-f 

th~!1'i*:~a~C :.'~a: .r~on Z,ecs .Thiz vailable i.. a*aa 

aspuc tn- of l3!)cwF-unon iClt the Cn Lcjit Of' tie.i p 

pol~ tiaIpo~erthel.r f;-Qedom f)'romP'~c1'*;,.1.~~C3' .. : 

~; indec tiendcc of' roen:ntinfluciice, and tlie L:*:te-jt 

of theIr populai, zuppor't. ' 32 The vwiriablQ1 L', colotvioc tea 

in thc form;i of ~nindcx 1!cientica'1 to t "ab-ind3ance of 

natur'al. :rcoo' ca; Index of Adelman and 1.1,i 1.,ragn 

from **y to 11. 1.1hi;t variable waQO added to th 1c:;eou 

cqUat'.o0na with uamplea of' 110 countvieat and yielded coe)cffi­

c ienita ulith uiro Tih.,-a re;ul t C.licloeac';o o~gifi1cancc. 

be dV to the facl(t that the(re ailc 0'thcz' nou-mar-!:et p ;r. 

Onl 'aaF.(:0 .3 tr'adc 1ii11io. Ouc h ;13i .. a~i ~g C., 1 

lat,!oil Nomo'vo P, .bdclman and EvviJ.a ' vri~al; c of' I.'~ 

unionw :;tem~ rfl( o OC ;io;pec t:.; c rd.uvo 

thii ::ClA\.IY it'~aence VII 

CGOvc'I)n'"n pWiiY tutward- 1-:1r,0 shoul2]d nut,. of' ecour;C2 
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at greater distances from the final market. Kravis and
 

Lipsey have recentlv inve.'zigatcdthe influence of 
33
 

distance costs on manufactured exports. They found 

that on the average freight'and insurance charges account 

for about 9 to 10 per cent of the import value of 

manufactures. The range, however, was from I per cent 

on watches and precious metals to 30 to 40 per cent 

for aircraft and plc..sure boats. Some cf the other 

products for which transport costs were low include 

tool (2 per cLnt), office machines (4 per cent), 

photographic equipment and supplies (3 per cent), and 

other machinery of various types. 

A country close to a large market, therefore, can export
 

a wider variety of rroducts than a distant country.
 

The East Asian countries have shown, however, that a
 

sufficiently wide variety of products with >,w Lransport
 

costs exists for a distant ccuntry to reach a high
 

level of manufactured exports.
 

6. Analysis of residuals
 

The set of regressions with 45 countries Qas the
 

maximum sample size includinr all t'e relevant explanatory
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which accounts foT 97 per cent of its Tranufactured exports. 

Almost all of these textiles arc rugs which are pro luced 

by traditional methods. The regression equation of the 

present study .s not de;Igned to explain the exports of 

such a product. 

Hex co's main advantag, that Is not tal:vn into account 

in the regression equation is probably its proximity 

to :he United £tates market. Distance costs are minimal 

for may of Mexico's exports. Moreover, the government's 

policies have been very favorable to export-oriented 

industrict and in particular to forcign direct investment, 

so that in 1S'.6 United States manufacturinj affiliates
 

accounted for 87 per cen- of Mexico's manufactured
 

35
exports. 


Singapore is the only country that has a significantly 

large h' ,,.atIve residual. 3 6 A possible reason for thin 

rc;ult is the fact that only 18 per cent of Singapore's 

go the thatmanufactured exports to OEC) countries, so 

82 per cent were not included in the regression analysir. 

The major markets for these exports are Malaysia and a 

wide variety of Asian, African, and Middle Lastern countries. 

Another possible reason for Singapore's large negative 



-l6O­

residual is the fact that its traditional entrVlpOt function 

cf shipping the raw materials of the region gives It a 

comparative advantage in these products, even though 

Singapore itself is endowed'with very few natural resources 

(its population density is 3471). For example, although 

it produces practically no rubber itself, Singapore is the
 

world's largest rubber market and exporter. Singapore also
 

has good refining capacity for petroleun, which it e:.ports
 

in large amounts. Rubber and petroleum together account
 

for over 30 per cent of total exports. Singapore's
 

entrepot function has dL'.eloped to such a great extent
 

because of its strategic location and excellent port
 

which is the largest in Souateast Asia.
 



NOTES 

S/ B.t I lassa, "Cutintry Size and Trade Platterns: C,:".mr'nt , " '%1.r 1i..
Fcon -'i ei c (_v.iw(-!arch 1969); 1). 'eeshig and I). Shcirk, ''i' i'o-
Density In itterns of Trade and levelopment," A-.'rican Ecnc:nonic
Review (Decebrer 1971); R. flaner.il, "hijor Determinants of th. 
Share of Manufactures in Exports: A Cross-Country Analysis an'd 
Case Study on India," We tlrt.sla;:ft i.ci; Archivs (1972). 

2/ Ibid., all three references in the previous footnote empljy this
 
measure, besides C. 
 llufbauer,. "Factor Endowments, National Size
and Changing Technology: Their Irppac* on the Cormnodity Compor1 tion
of Trade in Y.anifactured Goods," it. T .chnolo.v racter in
International 'l'rde, ed. R. Vernon (New 'Aork: Co.lombia University
i'res, 197U) . 'he SIfC product cateories are defined In Uniteid
Nation:, i)epartr:ent of Economic and Social Aff-irs, Standard
Internatonal Trade Classification. Revlsed, (ST/STAT/Ser. M/34), 1961. 

3/ 	 The data arc taken from OECD, Foreign Trade, Series C, Trade by

Cormiodities (Imports), 190:,-1970 
 issues. 

4/ 	 The folltwinp, seven cross-country studies all used the double 
lol-arithmic fo' .i of equation: 11. Ilouthakl:er, 'An International
Coomparis-on oi iiouselhold EUxlp tu.l'v o-=,cmar... ting, t!1.
Centenary of Enngels Law," Econorietrlca (October 1957); II. Chonet:!. 
"Patterns of Industrial. Growth," American Economic :leview (Selterber
1960); II. Chenery and I.. Taylor, "[level. pment ':,tterns: Among
Countries and Over-Tie," lIevie-w of lcon.,mic Statti:;t. :. (ov'r'ber 196F.),D. Reesing, ";',.pulation and fila'istrIal. )eveloprient: Some Evidencee
from Trade Patterns," American Economic Reviw (June 1968); laiast.r 
(1969); Keesing and Sherk (1971); banerji (1972). 

5/ 	 The num' crous United Nations .ublications dealing with manufactured 
exports often exclude SITC 68.
 

6/ 	 Keesinig and Shrrk, pp. 956-957. Another reason I- en why po'atl:itlon
density should lie positively rolated to nanufactured export perferr.ance
Is th.t densely populated counrtes "might be expected as a 	matter of
fitti;tcal likelihood --- to enjoy advantagcs in manufacturing
comopared to lightly settled countrie'" in terms of costs of (ar.d 
access to transportetion, communication, distribution systems, and 
the like. 

7/ I. Adelman and C. Morris, Societv Pollrlcsq, and Economic Development
(Balt:.aore: .,ohn Hopkins Press, 1967), pp. 90-93. 

http:flaner.il
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Although there are serIcti, demand constrain,. to cpandling 

manufactured exports in developing countrhi. as pointed out in 

Chapter IV. the main focus of this haIs been on thebook supply 

constraintr and explaining why some countries have been rimre 

succebsfui than others in exporting manufactures. It may be 

useful to review the malt conclusions of the discussion and 

cross-country analysis of thc determinants of manufactured 

exports pcrformance. EThen these, deterraiiants are more clearly 

underL.ood, policy-makers I- dcveloping countries will be 

better equipped to make deci.-ions which affect manufactured 

exports. 

The btatistical analysis supported the hypothesis that 

market nize (represented by either population oi con~tor - cn 

of manufactures) is an advantage for a country wanting to develop 

manufactured exports. Countries such as India. Pakistan, Thalr-id,
 

Korea, Mexico, avid the Philippines have uadoubts-dly benefitted 

from the econo:..ies of scale tade possible by large donestic markets. 

On the other hand, other countries such as Hong Kong. Israel, 

M;.ita. Singapore. and Jamaica have successfully developed ntanu­

factu-ed exports without large domestic markets. If a country
 

does not ha%,- a large domestic market. it can export manufactures
 

for which ecotnomies of scale are not i..porta.'.t. It is also possible 



to use exports as a means to broaden the do:':stic r;rktt, 

provided that Irmediate successful entry Into the market is 

possible. Multinational firms can be a positive factor in 

this area. A third alternative for a small country would ,, to 

increase its effective market size through regional intc-,rat ictk, 

although efforts to regionally integrate developing countries 

have thus far been tomewhat disappointing. 

Level o. economic development (per ._npita income) was also 

tested and found to be positively associated with "nnu factLirtd 

export perform.ance. This factor reflects items such as dsgice of 

industrialization, efficiency of itifrastructu.'e, and manai,e cnt 

and labor skills. It should be pointed out, however, .iwt a 

relatively high level of economic development is nc-" a necessary 

preconditior: tor tb; successful development of manufactured exor-rts. 

The example of Haiti cited in Chapter V is a case In point. Such 

a country can compete in products intensive in unskilled labor, 

especially If government pol'cies are favorable to exports.
 

Foreiljn-owned firms can also play a po.;itlv- role litlow-Income 

countries. especially with regard to the provision of the neces:ary 

capital, technology, and a-ce:.s to markets. Low-income countrie:. 

can attract these firms by being the source of a raw materilal input. 

by being strategically located for export, by providing low-wage 
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labor, and by offering various f 4 sca. and pronotional Incent v ,s 

for exporrrs of manufactures.
 

The regression results showed abundance of natural
 

resources to be negatively associated with manufac.ured export
 

performance. This result should be considered descriptively
 

correct, without implying a 
 recou~mendation that countries rich In 

natural resources ignore manufactured exports. Even though a 

country has a comparative advantage in natural resource
 

products, the future growth potential and instability ol many
 

of these pruducts should 
 encourage such countries to investigate 

the possibilities for developing non-resource-based manufactured
 

exports.
 

The cross-country study gave some support (although
 

admittedly, i.ot very ccnvincing support) 
to the hypothesis that
 

inflation discourages maaufactured exports. 
Some countries
 

have learned better how to deal with the adverse effects of
 

inflation on exports by means of various exchange rate and inc ntive 

schemeL It was tested and confirmed that protection (and openness) 

iF negatively (positively) associated with manufactured export
 

performance. The effects of andinflation protection on manufactured 

exports and their policy implications are best discussed together
 

because of the close interrelationship between these two variab:es.
 

Countries expariencing high rates of 
:nflation often turn to higher
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protection as a mneAns to save foreign exchange. 

The first and obvious policy implications are to better
 
control inflation and to lower import restrictions. 
 Each of
 
these recommendations is difficult to implement In practice.
 

Even the developed countries are frequently not able to control 
inflation satisfactorily, and' they do not have thce supply 
fnelasticity and public finance probiems common in developing 

countries. 
Assuming that inflation cannot b4 
adequately
 

controlled in developing countries, the adverse effects on
 
manufactured exports can be partly offset through greater
 

exchange rate flexibility (i.e., 
more frequent deva.',ations 
or
 

a "trotting p'!g" arrangement such as 
e'-:Ioyed by Chile, Brazil,
 
and Colombia) and by various export incentives. Lowering tariff
 
barriers is also difficult to accomplish since import taxes are by
 
far the edsies' taxes to collect and i:;ny governments of developing
 
countries depend on thcse taxes for substantial shares of their
 
revenues. 
Until a country is able to lower its tarif 3, greater
 
exchange rate flexibility and export promotion policies cat 
be
 
used to partly offset the adverse effects of overvalued exchange
 

rates associated with bigh protection levels.
 

Various other factors were analyzed on the basis of more
 
qualitative evidence and were found to have some degree of
 
influence on manufactured export performance. 
It is reasonable
 



to believe that gover..met-sponsored export promotioii policies 

encourage export activity. Tariff preference should "also 

encourage manufactured exports, but much depends on the 

particular terms (e.g., product coveroge) of a given system. 

Multinational firms, a controversial subject even with respect 

to manufactured exports, should on balance be a favorable 

factor especially with regard to the recent surge in plant 

locations in developing countries for the manufacture of special 

components and processes within vertically integrated international 

production systems. A factor that has undoubtedly helped the 

manufactured exports of some countries (i.e., Korea, Taiwan, and
 

Hong Kong) has been the .act that urban wages have been kept 

from being :,ushed above whi-" productivity i;.creases warrant. A 

final factor that was identified as inflc;-icing manufactured 

exports was geographical location. Proximity to a large market
 

has been ai, advantage for some countries (e.g., Mexico), but is
 

not enough by itself to stimulate manufactured export activity,
 

as evidenced by many of t a Caribbean countries. Moreover, the
 

East Asian countries have demo.'strated that dista:' -e costs are 

a barrier that can bc overccmne.
 

The diversity of factors discussed above makes it clear 

that there is no one "type" of developing country that has been 

successful in exporting manufactures. Azong the list of successful 

exporters of manufactures there are large countries (e.g., India 

Pakistan, and Mexico) and small countries (e.g., Hong Kong, 

Singapore, and lsrael), more developed countries (e.g., Mexico 
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and Yugoslrvia) and relatively less developt-d cOlunLriL'% (i.g. 

Pakistan and Haiti), countries with open economics (e.g., Taiwan 

and Korea) and countries employing relatively high levels of 

protection (e.g., Pakistan and India), countries with
 

inflation problems (e.g., Korea and India) and countries with
 

relatively stable prices (e.g., Mexico and Taiwan), countries 

with relatively skilled labor forces (e.g., Hong Kong and Taiwan) 

and -.ountries with relatively unskilled labor (e.g., Pakistan
 

with low labor costs (e.g., Korea and Taiwan) and countries With 

h gh labor costs (e.g., Mexico and Israel), countries belonging 

to a tariff preference system (e.g., India and Malta) ant
 

,-ountries not belonging (e.g., Taiwan and Korea), and countries
 

located zlose to a large market (e.g., Mexico, and Jamai' a) and
 

countries d. ;tant from a lrge market (e.... , Korea and Taiwan). 

The only generalization that seems to be without exception is
 

that no developing countries abundant in natural res-urces are
 

large exporters of manufactures. A possible exception i-
, Mexico
 

which .3 a special case hpcausr of its border with the United 

States. This is not to say th.. it is i:possible for countries 

rich in natural resources to develop manufactured exports. The 

obvious direction for these countries, however, has been in the 

further processing of their raw materials, which products are not 



included in the s;ample of the pre:;eut study. 

It is possible, therefore, to conclude on an optimistic
 

note. It has been shown that most developing cou.itries are
 

capable of successfully exporting manufactures. Each developing 

country must identify its own comparative advantage in waanufac.ured 

exports and plan for how an expansion of manufactured exports
 

can con'ribute to economic growth and increased employmet.
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APP-'iI A
 
Product:; 
 ,.. ]u(&d f':lk'.. ,.'J:'U .e01 

For the reasons listed in Chapter -t, an effort ismade in the present stud- to exclude proucff w arch i:'co; , 

far from the Primary siaj-e of I)roductlio There is,unfortunately, no Prepared lis; of th-ese f'tu,-a resource 
based products. In order to CoI1struct suc! a list, two
 
separate 
 criteria were used.
 

First, t!.ee is 
 a list prepacd by G,o!,re p,,-z'jzic..which catogorizes pro,;'' a1ccording to t., .atio of
 
transpo,,t 
costs to the value of the prcduct. 1w';i~n rcj. tively Pv-oduchigi transport costs should be alg.:ufca.,.

influenced 
 as to location of Production by the source ofthe base 
raw material. 
 EOcause o" their high tran:;port c3.;t:;,
these products are also not likely to be lmPrted for

processin' and re-exported by counltrie otiler thtan thz,-s 
very close to the final market. Althou.,h ad. :.tedl.y
Imperfect, thl.s transiport Costs Comp)o0n(1t tfe's-ure snould
reflect roughly the degree to which prod icts are I:2Iiueti(;,
 
by sources 
of base raw materla s. On the basis .f, this
reaOri:1g, the followin: SITC categories are excluded fr'om
the analysis because their ratio of transport, costs to 

1 . Para 1Jch, Th " or Trid'itriel(Wash iington, D.C. ;i. j .o .- i.,:.: f.- 'ij.j). 



the val (ifo the produc t i!: -rtce than 3 p r cent 

to G. Parnz,:.ih). 

51 Cheilcal Ic:.-,en'ts and comourds 
52 -inerral tar and crudt.e chemicals from coal, 

petroleum, and natural gas53 Dycin:;, tannlnjL and colouri:v. materials 
55 Esseiti.al and .. --.. ; toilet,oils terfu,erfumc iit-crals o 

po1i3.l-in; and ckaip. pc',"aratlons
5' F,,rli.]zers. manufa- t'u'rd
 
57 Explosives and pyrotechnic products

59 Chemical materia1s a,)d products, n.e.s.
 
67 Iron and steel
 
6.3 IUon-fcrr'ous metals
 
82 Furnit.re
 

Even aftor excl.uding these SITC rroups, there are obvlu,.jsly 
still some products raining "hich are significantly 

influcnced oy whct-hci- a country is endowed w~t!: a particularv 

natural resou'ce. In order to help identify thcse, a Uniltcd 

Nations study, Claosificatl~r of Co:::ccii~es by Inc,.str"!l 

OrigLn (1971), was uscd. This study links a product (.ITC) 

with it.; corrcopondintv industry of origin (ISIC). On this 

basis , severa]l more product Groups were elinmlnated fromn the 

analysis. 

611 Lath-­
613 Pu: si:tn3, tanned cr dressed (includil.,; dyed) 

52 Hubber ""n.e.. 
S3 W'!ood and cork :na nafac t;:* (ex,-. '11dln " . I, i t we)
611 Paper, papun,board, and ma:u'f'ct,.noe:, t .c'o 
66 lNon-&c tallic mlioeral :nan:fact.. .eo, 1.C.0. 

665 O1a'....
 
656 1'ot te;y
)93 1.ire producto (excluding electiric) and 'ecnir:- I is 

691 Nlails, scrcii-., n.ts, bolts, rivet.;, and :;im lar
articles of iron, steel or -f copper 

http:Furnit.re
http:Esseiti.al
http:Parnz,:.ih
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