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I, INTRODUCTION

In the 1960s there was a significant cihange in
many developlng countries from inward-looking, import
substitutlion policles to outward-looking, export
promotlion pollicles. Tﬁis change in government policies
occurred both from a cissatisfaction with phe results
of impor{ substitution and a reclization of the
inadequacy of most primary exports as bases of long-
run economic grewth. The brlef experience of the
countrlies which heve decided to oromote manufactured
exports has l.llustrated in some cases the remarkable
potential of this stratezy, but in most cases nas tended
to 1-2veal the considerable obsta:les wnich must be
hurdled before an expansion of manufac tured exports
can make a signi~icant contribution to economic
development.

The purpose of thils book is to Duf into perspective
the 1importance of manufactured exports to developing
countries in light of recent exoerience and realistic
future prospects which arc¢ constrained by both demand
and supply factors. Most of the literature on manufac-

tured exports from de.2loping countries has concentrated
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either on the demand or on the supply constraints,
with the supply constraints really only recoinized
in the late 1960s, |

Chapter 1I describes how, whereas exports in
general have long beeh emphasized by develooment
planners, the limitations of vrimary exports and im-
port substitution have recently led to more stress
being put on manufactured exports. It is concluded
that manufactured exoorts can be erpected to have a
favorable impact on economic growth, but that an
expanslon of manufacturcd exports will neot avtomatia
cally .mprove the 1ncome.distriout1,r and employment
situation without proper government policles.

Chapter ITI surveys the recent expericnce of
developing countries in exporting manufactures and
iilucstrates the great concentration of this trade by
origin, product, and destination. Part of this con-
centration is probably due to the fact that the
experlience of developing countries with manufactured
exports 1s still very recent. Nevertheless, som-
general patterns are discernible with respect to
manufactured export performance and stages of

developmenf.
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Chapter IV presents an overview of the varlous
demand constralnts facling the manufactured exports of
developing countrles. Since the developed countries
account for approximately 84 peé cent of the
manufactured exports of the develorplns countries,
the chabter 1s primarily concerned with how the actions
of the rich nations affect the manufactured exports
of the poor nations. The maln forum of discussion of
these issues 1s Lhe current Tokyo Round of multilateral
trade regutiations in Geneva where the toples of tariff
and non-tariff barriers, tariff prefereices, Subsidies
and countervalling duties{ and‘adJustmenc assistance
are the hil, )l lights. There hav.: also been ir..reasing
demands for an international code of conduct for
mul tinational corporations which are substrntially
involved in the manufactured export trade of many
developirp, countries.

Dev-loping countries have displayed a considerable
diversity of cxperience with manufactured exports.
This diversity indlcates that supply constraints may
also play a significant role in determin’ng manufactured
export performance. A lowering of import restrictlions

in developed countries will merely constitute a
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permissive influence on the manufactured exovorts of
developing countr:es. The response of developiny
countries to this opportunity would depend on their
ability to produce manufactures which are competitive
on the world market. |

Trade theory has traditionally identified
various factor endowments as the primary determinants
of ccmparative advantage. Clapter V discusses how
a country's endowments with respect to domestic market
sizc, level of econém;e development, natural resources,
é&nd labor skills influence its ability to export
effectively manufactured goods

Comparative advantage depends not only on static
relative raétor endowments, but also on more dynamic -
and consciously planned phenomena such as the level ol
prolcction, the valuation of the sxchange rate, and
export promotion policies. Chapter VI discusses how
these policy instrume:..s can be employed by developliny
conntries to enhance their manufactured export nrospects.
The relationship between inflatlon and manu(acturcd

export performance is also discussed.
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Chapter VII provlides an.emp;rical testing of the
hypotheses put forward in Chapter V and VI, Manufactured
e)port performance 1s shown to be positively associlated
with domestic market size, level of cconomic development,
and open trade policles, and nepatively associated
with naturesl rescurce endowment, level of orotectinn,
anc inflation, Chapter VII also discusses other factors
which are thought to be relevant to manufactured export
verforiance but are less quantifiable -- expcrt
prcmotion, tariff preferences, multinational firms.
labor costs, and proﬁimity to a larye market. The chaoter
concludes with an analysis of the resicualis ol the
cross-country regressions and discusse: the countrles
whose performance was least explained by the model.

The book thus ends where individual develnping
countries must begin, in attemoting to identif, their
relative strenpsths and weaknesses and'dnvelopln;
active pollicies to promote industrie« with th» most

dynamic prosnacta,
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II. TINPORTANCE OF MANUFACTURED EXFORTS

International discussicns of the problems of developlng
countries typically focus on topics such as food, health,
educaticn, population, employment. and income distribution.
How does the topic of manufactured exports relcte to

these problems and why havé many developing countr.es
decidea to shift their industrialization strategiec.,

toward a viporous promotion of manufactured exports?

After diZcussing why exports in gencral are important

to develcening countries, this chazter shows ho. the
inadequacy of alternatlve strategsies has led many cocuncries
to look tu manufactured exports as a basis for sustalinad

high rates of ~conomic growth.

Importance of Expeorts in General

Economic vulnera-ility has always been a
characteristic of the low income ~uvuntries. Recent
Lvents l.ave served to rcveal the exteint of this vulner-
ability and the inflexibility of most of these coun‘~les
in thelir attempts to adapt to external shocks. The most
serious recent shock, of course, has been the substantial
rise in the price of petroleum and its effect on the
price of other critical imperts such as fertllizer. Tn

addition, a more general acceleration o. world inflatlion,
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especially in foodisrains, has accentuated the rapidly
inereasing import bills of the develoolng countries,
The exports of the developinz countries, although exper-
lencing a brief spurt due tp the commodity boom of
1973-74, have not kept pace with the increased costs of
irorts. These problems have been compounded by the
world recession in recent years which has caused demand
sor many of the exports of the developing countries
to decline dramatically. Unfortunately, the more stand-
ard types of disasters'cqntinue to afflict the most
vulnerable developing countries == drought ir. the
Sahel, fioods in Bangladesh, earti.juakes in Nicaragzua,
Guatemala, and Honduras.

As a result of these recent adverse dcvelopments,
the total current account deficit of the oll-’npurting
deveioping countries approximately trebled in 1074 from
$9.4 billion to $30.5 billion.l Of this increase in the
current account deficit of $21.2 billion, $11,2 billion
was attributable to the oil price increase, $3.5 billion
to food and fertilizer price increases, and $6.7 b*llion
to other trade. The deficit was financed by heavy extevrnal

borrowing and record levels of forelzn assistance.
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There 1s still no long-run soiucion if'or the oll
crisis and the perennial vulnerabiliﬁy of developin;
countries to other external shocks. Developed count-
ries which are not importers of oil have found that a
.large share of 01l expanditures are naturally reccycled
back to them through the in;estment and import expen-
ditures of the ol -experting countries. The léw-income
countries, however, are not ahle to attrrect significont
shares of the recycled funds. Hardest hit by the
oil crisis have been the so calied "most seriously
affected" countrirs (MSA's) whose numbers have grown
from 23 to 42 since they were Iirst identiried in
late 1974, |

The only feasible long-run solution to the
current financial erisis in developing countries lies
in the expansion and stabilization of their export
earni~gs. This would require a reversal of the trcnd
which has shown the developing countries' share of world
trade decline from 35 per cent in 1950 to 22 per cent
in 1970, It will also require for many countries
diversification into export products with greater long-

run growth potential.
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Exports have, in fact, been identifled historically
as critical to the develooment process. Chenery and
Strout's development of gap analysis has highllghted the
foreipn exchange constralnt on econohic growth and has
led to the proliferation o; planning models designed
to close this gap.2 Fc:cigh exchange is primarily used
to purchase the capital and 1ntcrmediate-good'1moorts
necessary for industrial growth and to meet debt ser-
vice obligations which promise to be particularly
bheavy in the next Jecade.

It is debatable whether export expansion or import
substitution is the more affective stratesy in the
shorthun for earning foreign‘exchange. It is claimed
that import substitution saves roreign exchange, but
various studies ..ave shown that often an import sub=- -
stitution industry oi:ce established will spend more
foreign exchange on imported imputs than it saved 1in
the initial domestic product substitutiop, so that there
45 1ittle or no forelign exchange savings. On the other
hand, the extent to which exports can be increased in the
short run is .imited by the amourt of resources which
can be allocatzd to tae appropriate industries. There is
no way to say definitely which strategy 1s preferable
for closing thé foreign cxchange gap. Tndeed, the strategies

are not mutually exclusive and can be used simultaneously.
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It so happens, however, that countries do tend to cm-
phasize one or the other depending on Sheip overall

approaches to industrialization,

With respect to effects oa industrial growtl:, 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 bel.idind high tariff walls.5
In the short run, import svbstitution can provide for
shafp increases 1u growth, but this growth is limited by
the size of the domestie market. Tmport cubctituting
industries are generally notimmediately adaptable to
the export market, since the world markets are too come
petitive for the high costs a.d ineffeciency that often
breec benind protection. Hirschman thirks that the
domestic market exhaustio. argume:«.t can be overcome because
of the linkages that the import substitut;ng ipdustry
may crzate, but he points out that there will probably
-be built-in resistances to scme of these linkages, such
as an industry obJjecting to domestic takeover of the
production of an input because it is of lower qgality and

higher cost than the previously imported input.
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There 1s no lack cf historical evidence that sharp
increases in ecohomic growth are usualiy accomhanied by
sharp increases in cxports.7 The ouﬁstanding example in
the ninetcenth century was Great Britain, first because
exports of textliles, 1ron,_and coal stimulated economic
growth 1in Britailn itself, and second because Britain's
increasing demands Zor imports spread growth to other
countries, The United States relt this demand early
because of its abundance of cotton. Then Britain turned
to the "areas of recent sett]:ment{" as Hilgerdt called
them, for vheat, wc,l, meat, timber, and minerals. 7The
Netherl-nds 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. Sevecral
tropical countries also benefited from Britain's demand
rof tea, splces, tin, and rubber.

I°. has been argued that cotton exports were Lhe
leading scctor of economic growth in the United Stnates
during the first half of the nineteenth century.loThe West
depended on the South as the major market for its foodstuf(s.
The Northeast supplicd the South with finance, transpor-
tation, and manufactured goods. All three secsors were

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

cotton exports,
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The experience of Germany, Italy, and Japan durin;
the 1950's providrs more recent evidence of the positive
assoclation of exports and economic growth, Exoorts
contributed to the economic growth of these countrics
through beneficial effects on investment and technological
change.11

Recent econometric studies have confirmed tke export-
growth relati-nship for large samples of ccuntrics.12w1th
a sample of 50 countries, Erery fourd a high stacvistical
assouelatlion ﬂetween esports and economic growth, with a
2.5 per cent increase in exports associated on the average
with a 1 per cent increa:: 1n per car'tta GNP, Michalopoulos
and Jay found that the "residual" of income srowth not
explained by the growth of primary inputs (and usually
attributed to technological change or human resources
development) is significantly as -.clated with exprrt fgrowth,

The historical evidence, of course, does not pro.e
that increases 1n exprrts cause increases in national income.
There 1s a large quantity of literature on this sub ject,
with some arguing that exports are a leading sector, others
that exports are a lagging sector, and still others %hat
exports are merely a "balancing" scctor.13The oresent study

takes the position that exports can be any ol the above three,
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but that they can be encouraged to be a lcading 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 foKeign trade as an extension of the
domestic market.l Foreigﬂ trade not only expands the de-
ma.'1 for products which a éountry Is already.producing
for the home market, but also makes possible the produc-
t.on of othker products primarily to satisrx forelign
demand, The.obvious effect of such an extension of
the market 1is 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.oping
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 tlc exports
of developing countriegggrimary products, processed
primary products, or products intensive in unskille: labor,

Numerous efforts have becn 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
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generalization which cannot be rellably Inferred from
individual country cases., The generalization made
possible by the models, however, 1§ limited by the fact
that most of the models are based on individual countries'
experiences, .

There have been two types of models that have deplcted
.export-led growth in developiny countries, multiplier-
accelerator and lirkage models. A good example of a
multiplier-accelerator model of export-led _ rowth 1is
Thorbeck: and Condos' study of Po?u.lsThis tyi'a of model
is normally complex with reiard to the number and tyve
of equations involved, but ultimately reduces to the .imonle
Keynesian mulciplier with exportis acting as a spending
injection into the economy.'

The linkage model 1s an input-output t;:c of
analysis and is well described by Baldwin.loln tl.i5 model,
exports in.uce growth through the growlng export industry's
linkages to various sectors of the domestlc economy, such
as the hiring and training of domestic workers, locally
produced inputs used, and technology and managerial s«ills
transfer.

Besides the classical static benefits of traue from

producing according to comparative advantage, Haberler

stresses that there are imoortant dynamlc ways by which
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trade stimulates economlce development, such as lnecreased
efficlency due to the effects of world competition., It
has also been suzgzested that countries adapt outwarde
lookiing policles very early in te development process
not becaucse of the absolu;e magnitude of benefits to
be derived, but because cf the qualityaand direction
of the development thereby 1n1tiated.l High costs and
incfficiency that often develop behind protection are
difficult to chauge once in place. Keesing stresses the
learrn.ng effects and 1mprovement 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 = and early 19350 s, 1t was debated
whether a developing country coula rely on an expansion
of exports as a basis for susixined economie growth,

In this debate, the expurts under consideration were
prirary products, with apparently very little thou;ht
given to the possiblity of develooing manufactured exports.
The fact that many dev~loping countries were export
economics and were simultaneously stagnating econcmies

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

various theories supporting the view that primary c¢xports
are detrimental in the long run to the cconomic growtn

of developin;; countries.
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Nurkse discouraged heavy rellance on exvort-led
growth because of the poor outlook of world demand fopr
primary products.lgﬂe distiniguished between the
developing countries of today and the developing coun-
tries of the 19th century, saying that growth was trange
mitted from the center in the 19th century because
of Britain's dependence on a large volume of primary
product imports. Today the demand situaticn is
different, with doveloped countrics including 2 low raw-
material import content in tutal output, displaying;
low income elasticities of demand for many pri: ary
products, and developing syntheticec whenever possible,
Calrncross took insue with Nurkse, arguing that supply
inelasticity 6? developinz country exports heas been
the major problem, these supply problems stemmir - inalnly
from t'.» industrialization policics followed in
developinz countrles.20

Another argument put forward to explain w'y orimary
exports have not acted as an "engine of growth" in
developing countries 1s that the industries involved
were forcign-owned "enclaves," dﬁvelooing very few link-
ages to the rest of the cconomy.‘lBaldwin calls this the

"carry-over protlem," which involves a firm's activities

regarding technology transfer, training of native
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manaiement and labor, and including locally=-produced
inputs in the productlon process. Althouch the
"ecarry-over problem" still cxlists, many Jeveloplag
countrics are now more aware of their bargaining oower
in deallng with rorcign-oynod firms about the conditions
under which they are allowed to operate.

Primary products crc also subject to a considerablie
degree of instabllity with respect tou orices and
outout. Althourh the sub_cct has been debated .n the
1itccature, recent studies have 4enca2d to support the
fact that develoning countries experience greater
export inst-bility than deve;oped countrics.22The
instability of prices and outout rakes most orimary
nroducts unsuitable bases for long-run economic growth.
Instability of export earnings leads to serious disrup-
tions of import capaclty and investment planning. A
wide vartcsy of commodity apgreements, buffcr stocks,
and compcnsatory financing schemes have been devised
to deal with the export iastability oroblem, but none of
these have been able to improve the rather bleak long=-
run growth prospects of most primary products. In fact,
it has been extremely difficult cven to reach agreement
on operating rules between marticipants, much less to
implement the cchemes effectively with each particinant

having 1ts own distinct interests. Compensatory financing
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seusmes are easlvr to zct up and implemeat, but the
limitations imposed by compensation provisions of
exlsting schemes have proved to be quite restrictive
in op.ration.

An unprecedented degree of instability nas
characterized the perforaance of primary exports during
lthe 1970's. Mainly as a result of the simulta.:cous
ecounomic expanrcion of most of the developed countricc,
the aggrezate inuex nf commodity prices (cxcluding
prtro.eum prices) rose by 112 per ceat from mld-1972
to the beginninj of 1974, Crop failure in some parts
of the world and o;l-lnduc?d price increnses added to
the geheral upward pressure on commodity prices. The
record-high lcvels of commodity prices plus the
remarkablce suceess of the oil-exporting countries led
manv Third World spccialists to sp.zuiate that a new
"era had arrived in which the low-income countries woule
finally possess significant economic bargaining power
related to their control of supply of varlouc raw
matcrlals.23Devclop1ng countries have varying degrees
of control over raw materials such as copper, tin,
bauxite, and manganese, and tropical products suci: as

cofiee, cocoa, and sugar.
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The optimistic hopes for a "New Interanational
Economic Order" were short-lived, however, as it soon
became clear that the developing countrles were
genecrally the most scveﬁly affected by the oll price
boom and, in addition, the prices of otner commodities
deciined sharply toward the end of 1974 and by June 1475
were only 10 per cent above 1973 1evels.2 Countries
heavily dependent on one or more of thece commodlitles,
such as Zalre and Zambia with copper, are suffering
severe rinanéial crises as a result of the drop in pricec,

This recent ¢xperience witn the erratic behavior
of primar: exports should leave the developln; countries
more skeptical thon ever about relying on primary
commocitics for long-run economic growtn., Nevertheless,
ccmmodities promise to be the cdominant agenda icem for
the 1075 UNCTAD IV meetings in Nairobi., Commodity
trade has also been the subiect oi’ rec:nt initiatives
of the developed countries, with the LEC's new compen=-
satory linancing scheme (STABEX) initlated in February
1975 and the United States proposal at the UN Seventh
Special Scasion in late 1975 to significantly libera.ice
the IMF compensatory flnancing facllity. The fact that
primary products account for approximately 80 per cent

of the total exports of develepin;; countries requires
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some emphasis in international fora, but it siould
also be emphasized that mechanisms to Improve the
primary export performance of developin; countries
should be viewed as part of a gcreéal stratepy of
transition to more stable'and dyramic bases for long-
run economic growth,

The United Nations has projected that world demand
for manufactures in the ncxt dacade will grow by two
to three timer the demand for primary produc.;s,
Prospects for the primarv cxport.. of the poorust of the
developing countries which depend on apricultural exports
are even more pessimistic. During the 1950's, agricu.-
tural exports zrew by only 2.8 ter cent per Jear, 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 expor.s
rather thar. on minerals, fuecls, or manufacture:, alvere
sification must be une of the main develop::nt objectives
for most countries, Even those few developing countries
that are fortunate enough to be endowed with one or

more scarce resources must worry about the exhaustion of

thelir supplics and the development of synthetics,
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Limitations of Import Zubstitution

In the late 1950s, Nurkse was recommcnding a
"balanced growth” approach to industrialization based
on developling domestic markets and baying little
attention to exports.esTh{s type of growth implies a
certain amount of central planning, as industries
can develop only if a proper market exists so that
bottlencels are avolded. In practice, countries that
have concentrated on domestic markets have employed
more an import substlitution than « balanced growth
approach to markets, probably because the latter
is more a long-run strategy. wheréas the results of
import substitution can be realized in the short-run.
A major problem with this strategy, however, 1is that
the extent of the market in m&st developing countries
is e#~hausted also in the short-run.

If import subgstitution 1is a gr.dual process as
occurred in most industrialized couutries at earlier
stages of thelr development, it can be accompanied by
a healthy expansion of exports. The imnort substﬁglon
strategies used more recently in deveioping countriecs,

however, have attempted to acﬁagve more significant

results in the short-run behind high import barriers.
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Thls type of strategsy discriminates agalnst exports
and thereby limits the long-run potential of import=-
substitution based industrialization.

During the 1950s there was a significant change
in numerous developing countries from inward-looking,
inport substitution policies to outward-lookiiy;, export
promotion policjies. Tnis change was also evident in
the United Nations' orient-tion toward industrial
development. For example, a United¢ Natlons report in
1950.written by Raul Prébisc!. strongly advocated the
use of Import substitution and protectlion, while in
1954 a similar United Nations repért also written by
Prébisch -arned of the disaavantages of too much import
substitution and protection, and recommendedcxport
expansiogsand especially the promotion oi manufactured

exports,

Manufactured Exports and Economic Growth

The earlicr Jdiscussion in this chapﬁer of the
favorable influence of exports on economic growth did
not differentiate between product cateiories. 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 more favorable impact than primary exports on

economic growth,
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Syron and Walsh expanded Eﬁeryfs study by
showing that while total exports in developing countries
are positively related economic growth, agricultural
exports do not show a significant relationship.27
Johnson further disaggregdted exports and showed that
manufactured exports more often are leading sectors
of economic growth than primary exports.28

A recent UNCTAD publication presents data which
indicate that the only two groups of develcping; coun-
tries which had high rates of economic growth during the
1960s were the petroleuﬁ exporters and fast-growing
exporters of manptacturcs. ?he more recent growth
rates of these two groups have beea even mere
differentiated, as Table I shows annual average growth
rates of 3.8 and 5.4 per cent respectively of per capita
real product between 1958 and 1r "1,

The fact that manufactured exports a}e 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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Trgeee I

Growth rates of total and per capita real product, 1960-1972

-

A
Total real product Per capita real product b\.l
Populs ion . GNP 1970 Annual percentege chanze Per capita Annual percenzace change
197, {billans of GNP v - P
Category {millicas) dollars) 1960-1970 1368-1371 1:70-1977  I971-19730 (dollars) 1980-1920  156%-1971 1970-1371 197119720

Developed markct-ecconom_ countries . . . . 75 2112 4.9 3.7 3.6 54 2790 3.7 2.5 2.5 4.)
Socialist countries of Eastern Europe* . . . . 346 5007 6.7 . 6.5 6.4 49 1440 5.5 5.6 5.6 3.1
Dcseloping countries . C e e e s e e 1674 354 S.1 6.0 5.3 5.7 210 2.5 3.3 2.7 3.1

(Percentage of total
c- elup. g coumtries)

Devclo;\inzpc'.rolcumexponcfs’. e e e e 15.0 15.6 53 6.3 7.1 ‘6.7 220 24 38 4.1 37
Major dzveloping exporicrs of manufactures® .

(a) fastgroming. . . . . . e e s e e s e 10.9 24.3 6.9 8.5 8.0 8.5 470 9 54 5.0 5.4
Byotker . . . . ., ... .. e e e e 434 29.0 4.0 4.0 1.9 3.2 140 1.7 1.7 -0.4 0.9
Ozher developing countries . . . . . N 30.7 311 4.9 5.4 52 4.3 215 23 2.7 2.5 2.1
of vhih:

Hard.core least developed® . . . . . . .. 8.7 EX 3 3.5 4.0 29 3.1 " 90 1.1 1.5 0.8 0.6

wrer UNCTAD secrets-iat (%gures based on data from e Statistical Office of the Ubited Nutiors € Excluding Alhania.
gt anternatenal ard national ssurces). . @ AL 1948 “average” prices fxee Explanatary avtes, p. vi adbove).
s fed 10 rearest 38, ¢ For Jdetinitions, sce Exp'anatory nutes. . wi abave

¥ H- W
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more dynamlc forward linkages such as developing
better Luman skills and technology transfer,

The high rates of growth that are possible with
manufactured exports were amply demonstrated by
several developing couatries during the 1950s.
Korea's average annual gfgwth rate of manufactured
exports from 1952 o 1570 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 more have bzen malntainel by Brasil, dong Kong,
Israel, Pakistan, and Sinzaporz. Moxico's average
annual growth of manufactured exporis reached 23 per cent
frem 1967 to 1959, Several 6f the poorer developing
countries also had high growth rates starting from small
buses, such as Irar (/40%), Ghana (33%), Thailand and

Ecuador (32%), Ivory Coast, Malaysia, and Nicaragua (23%).

"Manufact-red Expcts and Employment

It is important to anzlyze 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 fcw relatively advanced,
small countrier, income redistribution in favor of
the poor will not occur automatically, cven in the
long run, as a side effcct of (outward-leoking
policies)." “With a consclous effort by governments,
however, a more equitable ircome distribution cun
accompany an expansion of manufactured exports,
primarily (hrough the vechizle of employmunt.

Riénis presented a stages~of-development model
in which he showed that manufactured exports can be
expected to provide the best long-run opportunity for
1ndu$zr1al labor absor.tlon for developing countries.3o
He deplcts courtries at early staces of dcvelopment
having to chbose technologles from more developed .
countrics which are generally too capital intensive
given the (actor endowments o° most poor countries,
Ranis implles the fact that many countrlea are stlil
at thls cstage 15 why industrial sector annual srowth
rates of 8 tc 10 per cent have been accompanied by
labor abscrption rates of only 2 to 3 per cent in the
19603, As countries move from an 1mport;subst1tution
stage to an export-substitution stape with factor
prices aporoaching thelr scarcity values, entreprencurs

are encouraged to adapt the borrowed technologies more
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to the country's endowments. In most cases, this
adaptation wlll take the form of labor-using inn-
ovations, or“bapital gtretching," such as increases
in the number of shifts and machine spcedups,

The examples which Ranis clites of successful
labor absorption in the'export—substitution stage
are of post-Restoration Japan (after 1838) a:d of
contemporary Korea and Taiwan. A variety of examples
of capltal stretching were cited, such as Japan's
cotton spinning industry substituulnssubstandard yari,
in the production process and upgradtng it t“roug;
the use of extra labor.

Korea began 1ts consciﬁus export-substitution phase
in 1964 by introducing a widevariety of export
incentives plus a 50 per cen. devaluation of the won.
Monear, and fiscal policies were used to reduce tie
rate of inflation and im-ort bar-iers were liberalized,
From 1954 to 1970, the average annual rate of rrowth
of manufactured exports was over 70 per cent, wiich
was accompanied by a rise of nonfarm employment of
1.5 million and a decline in unemployment from 7.7 per
cent to 4.5 per cent. Korea's manufactured exborcs have

been almost exclusively in labor-intensive industries,
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Taiwan Introducced outward-lookli, policles curlior
than Korea 1in 1390 and experienced a roectactular srowt:.
in manufactured exports which by the end of the decade
accounted for 80 per cent of totaf exports, Tie
industrial labor absorption rate doubled in the 19G0s
to over 6 per cent annually from 3 per cent in the
1350s. By the earlv 1970s, Taiwan's surplus labor supply
had dlsappeared as unemployment dropped from 5.3 per
cent in 1953 to 1.7 per cent.

It 1s doubtful to what ex.ent nther developing
countries can cory Korea and Taiwan's experiences., These
two cnuntries are similar in that both had poor nativral
resource endowments ang?gggplies of skilled labor and
entrepreneurs with which to hezla thelir cxport-substi-
tation phases. Not only do many other countries not
possess these characterlstics, but the extent of the
worlcd market for labor-intensive manufactured ;joocs such
as textlles, clothing, footwear, leather products, toys,
and sporting goods 1s certainly not larpe enough to
accomodate substantial increases in tne exports of these
products by many more countries. It is true, howecver,
that increases wnhich are substantial relative to the
economies of some developing countries may not be sub-

stantial in terms of the world maritet,
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Tyler recently estimated that approximately £1000
of manufacturad exports must be generated in order to
create one Job 1n developini countries.3lw1th this
estimate he calculates that developlng countries would
need to more than double their . tesent level of
manufactured exports to achieve instantaneous full
employmént. He further qalculates trnat, assuming a
3 per cent annuaal growth oo the labor force and
manul~cturcd exports creating half of the recuired
new Jobs, a-52 per cent lncrease in manufactured exports
would have been needed from 1970 to 1971 Jjust to main-
tajn ‘a 10 per cent unempluyment rate in developing
countries., Although these figures appear to be qulte
pessimistic, they are not too surprising when one remem-
bers the small shares which manufactured exports represent
1n‘hast developing countries. T er's calculatlions
support an argument that very large increases would h~
necessary 1n manufact.red exports in order to solve the
etwployment 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 countrles

by examining the cmployment effects of increased
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manufactured cxports due’Po trade liveralization n
the developed countries.ieHe showed that one d!splaced
worker in the EEC in 1975 would result in two add!tional
workers in countries with per cngiba output of $500 and
4,5 additional workers %n countrles witn per capltn
output of $100, Comparable figures for one displaced
United States worker are 2.£ and 6.5 respecti-ely,
Adding indirec* "multiplier" and "expenditurc" cffcects
leads to increcates of between two and flve times the
above factors,

The employment problems of develooing crintrios
cannot L~ solved by manufactured ~xports alone., In tiw
absence of bettcr alternatives, however, manufacturcd
exports can provide significant marzinal employment
benefits to many countries in the short run and probably

serv: as thc major source of additional employment in

the long run,
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Cuapter 111 - Recent Trends of Manuiactured Lxports
in Developing Countries

The General Situation

.

The manufactured exports of developing countries increased at
an average annual rate of 15.5 percent between 1962 and 1971.
Yearly performances varied from this average primarily with
. :e business cycles of the developcd countries. ror éxample,
the growth rate rose from the 1971 recession of 10 percent to
15 pevzent in 1972 and to 25 percent in 1973 vhen virtually the
sdeveloped world was in an
whole ‘expansionary phase of the economic cycle. In spite of
the developing countries' high growth rates during the last dccude
their share in world exports of manutaciures increasaed only from
4.1 percent in 1962 to 5.2 percent ia 371, The increase of Latin
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.

Many developing countries have succ:eded in effecting a
considerable change in the composition o. their exports. Manufactured
exports have risen from representing 7 percent of the total exports

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

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

countries contrasts with their growth of primary exports. The

developed courtrics increased their imports from developing countries
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of primary products (excluding petrolcumj 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,
rubbe;-, wool, hides, oilseeds, ang tobacco. It is Interesting'
to note that the developed countries' imports of Primary products
from thc world declined for only five producrs (tea, tin, rubter,
cotton, and wool), Exports from the “eveleping countries of each
of these five commodities accounted for more than 65 percent of
imports by the developed countries. These facts all serve to
support the a.piments of Chapter II wuich discourage'é heavy

reliance on Primary exports for future economic growth.

The Major Exporters of Hanufsctures

All developing countries have not taken part in the reccat
growth of m-nufactures c¢xports, as Table T indicates. Mainlv
responsible are a relatively few countries which have demonstrated
Spectacular growth rates duriqg the 1960's, such as Korea wich 77
Percent, Taiwan with 37 percenc, Singapore with 28 percent, Pakistan

with 24 percent, and Mexico and Hong Kong with 20 percent. In
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several of these countries, nanufactured 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 XX, in 1969 Hong Kong's manufactured exports accounted for

38.7 percent of total manufacturcd,exports of the 82 countries represented.
If the manufactured expor:s of India, Taiwan, Korea, and Yugoslavia

are added to those of Hong Kong, 72.8 percent of total manufactwred
exrorts aré represented. The top eleven countrics account for more

than 90 percent of “otal manufactured exports. Another aspect of the
conce-tration of oricin is thét almost. 60 percent of total manufactured

exports form developing countries come from the East Asian countries.

Hong Kong's major manufac-ured ekpotts ~re clothing, miscellancous
light manufactures,engineering and metal products, tex:iles, and
footwear. Since Hong Kong has been expsrting manufactures 10990; than
the other developing countries, it has not had to greatly diversify
its exports in recent years. At the thr: digit SITC- level, MHong Kong
exported 57 products in 1971 compared to 56 in 1965. It has beec.: able
to maintain an annual aversne 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 fustest recent growth has been to Adsttialia, Japan,

Singapore, and several other East Asian countries.
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TALGLFY IX
Rankinz of = sxporters of Manufac tures. 195

Manufactured

Couatry Exports (1,000 U.S.3)
1. Hong Kong 1 387,,70 b2, Zaire 2,557
2. India 355,595 43, ,Costa Rica 2,477
3. Taiwan 346,833 4i4, Liberia . 2,214
4, Korca 273,“23 5, Angola 1,735
5. Yugoslavia 239,644 b5, Cypruc 1,7?7
5. Mexico 205,051 L7, Bahrain 1,554
7. Pakistan : 130,104 42, Libya l 653
3. 1Iran 118,750 L4y, Syria 1,3uo
9. Isiael 78 528 50. Peru 1,175
10. Grecce 54,841 51. Cuba 1 150
11. Philippines N8,388 52. . Honduras 01)
12. Singapore 33,771 53. Ghana 986
13. B.azil . 31,075 54, Ecuador 330
14, Egypt 25,517 55. Gibraltar ThE
15. Argentina 21,551 53. X1 3alvador 102
15, Jamaica - 15,141 57. Guatemala 7oL
17. Turkey 14,519 58. Chile 035
18. Malta 14,358 59. lthicpic 529
10, Indonesia 13,128 50. Ivory Coast oy
20 Colombia 11,828 - 62 Senegal 602
21. Morccco 10,202 b2. Cexlon 559
22. Malaysia 10,02) 53. Dominican Rep. 321
23. Panama 9,931 54, Cameroon 385
24, Algeria 0,645 65. Jordan 328
25 Haiti 8,241 65, Bolivia 300
26. Lebanon 7,945 57. Sudan 297
27. Afghanistan 7,715 68. Uzanda 259
28. Nethr lands Ant. 6,765 69. Madarmnscar 237
29. ‘Thalland 6,514 79. MNicaracua 221
30. Kenya 4,072 7L, Guineca(iiqg.) 210
31. Tunisia 4,652 T2, Guiana 182
32. Trinidad/Tobaio 4,318 73. Sicrva Lecne 171
'33. Tanzania 3,614 Th. South Yemen 153
3., Zambia 3,353 75. S. Victnam 154
35. Venczuela 3,342 15. 3Somalia 137
35. Kuwals 3,154 Tf. DBurina 123
37. Urusuay . 2,957 73. Poraruany 35
33. MNiceria 2,092 79, Cambodin 50
39. 1Iraq 2,744 80. FRhodesia 4s
40. Morambigue 2,653 £1. Tovso 0
N1, Saudi Arabla 2,603 82. Mauritania 27

Source: The above figures rcprcuont Imports of manufactures of
Lhe 0XCD countrles from LDC's, less certaln resource-tased prodo
as specificd 1o Appendlx A,

: 2l
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India's total volume of manufactured exgorts are impressive,
but are mainly due to the large size of its economy and 1ndustr1a1
sector and not to a recent dynamic growth petzod “n fact, from
1965 to 1971, Indian manufactured exports grew at an 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 cxport
products of Taivan are engineering and mec-al products, cliothing,
and miscellancous light manufactures. Among the factors responsible
for Taiwan's impressive export performance, the ﬁost important has

. 4 @n extensive -xport promotion
probably been the s~vernment's adoption o 6‘ogram in the early 1960s.

Korea's annual avcrage rate of growth of manufactured exports
during \he 1960s of 77 pexceat was spectacular. In contrast to Hong
Kong, Korca's growth was accompanied by a considerable degree of
dir-rsificat'on, illus strated by the fact that 29 Froducts (three-
digit SITC) were exported ‘n 1965 comparcd to 61 in 197). The m jor
export products of Korea are Clothing, textiles, miscellancous light
manufactures, and engincering and metal pProducts. Japan replaced the
United States in 1973 as the largest market for Korea's manufactured
exports, and together 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 motal products, clothing and textiles. The
largest nanufactured exports of Mexico are eng{nccrinq and metal products,
chemicals , and miscellanecous light manufactures. The dominant share of both
Pakistan's and Iran's manufactured e:ports is textiles. For

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

important.

Som~ intercsting regional differences in manufactured export
pertormance emerge” during the 1960's. The manufactured exports of Asia snd
and Latin Ameri~a grew at approximatcly the came rate between 1965
and 1971 as world manufe~tured exports, as they: .ughly doubled for
both. Africa's manufactued exports in 1971, however, were unly 44

percent greater than they were in 1965.

Major Products

Of the manufacturcd exports frca developing countrics to the
developed countrics at the cen of the 1960s, clothing represcented the
larges’. product group, accounting for 25 percent of the total manufacturced
exports from developing countries. Exports of clothing from developing
countrics 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 countrics ,
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compared to 33.3 percent for the world. The dcveloping country share
of total ci.othing exports to the developed countries has grown from
19.1 percent in 1962 to 26.C 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 increqse of $143.6 million), and thn
United Kingdom (an incrcase of $80,0 million). 1In 1969, the United
States took more than 50 percent of all developing country cicthlng
expcrts to the developed countries. The developing countrie:z’

share of the total clothing import market in 1969 was highest in the
United States (49.4 percent), foiloyed "y the Un.ted Kingdom (47.7
percent) and Japan (41.8 peicent). Germany was the only member of the
Eur.pean Economi~ Community (EEC) with a substantial share {21.€ per
cent) of its total clothinrq imports coming from the de.eloping

countrics.

The next largest group of manufactured exports from devciopinq
countriecs at the end of the 196Us was textiles, with a total value of
$1,028 million and accounting for 24 percent of total manufacturcd
exports. These oxports grew at only 9.1 percent per annum ycon 1962 to
1959, slightly lower than the growth rate of these exports from the
world so that the sharc of developing countrice in world textiles evoorts
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 increasc of $80.8
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million), and Japan (an increcase of $49.3 millionj. In 1969 the United
States took 38 percent of textile exports to the dev: loped countrivs,
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 1960,

and even declined in 1969,

The next largest group of developing country manufactured
exports at the end of the 1960s was engincering and metal products,
with a total value ‘f $734.4 million and accounting for 17 per
cent of total developing country manufacturcd exports. Thesc exports
increased in value sevenfold between 1962 and 1969, with un average
annual rate of growth of 32.1 percent, and 53.0 percent in lécb. These
rates of growth ::ere more than double the corresponding growth rates
for world expor 3 of these products, so that the developing country
share of the total market was rising. In 1669, however, this share
was still only 1.4 percent. The largest increases of enginecring and
metal product exports between 1962 arnd 1969 were to the United States
(an increase of $448.9 million), Germany (an increase of 541.C rillion),
and the United Kingdom (an increase of $30.8 million). 1In 1969, the

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

which were mostly clectronic products. The developing
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country sharc of the United Stares total import market of these
products was 4.3 percent, while the developing country share of other
developed countries' inports of these products was almost always less
than 1 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 enginecering products during
the carly 1970s has enahled this produc. category to overtake textiles
as the seco:nd largest product group of manufactured exports. 1In
1972, almost 50 pe?gwnt of the trade in this product category was
accounted for by United 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, car-~ras, watches, and various metal manufacturcé.

The next largest gruup of developing c-. ntry manufactured
epxorts at the end of the 19665 wus miscellancous light manufactures,
of which the more important:items were travel goods and handbags, printed
matter, plastic products, toys and games, baskotwork, artificial
flowers and wigs. The total value of these exporis in 1969 was 5$651.4
million, more than five times ihe amount in 1962. The average annual
rate of increase of these imports from 1962 to 1969 was 26.6 percent,

and in 1969 was 32.7 percent. These growth rates were substantially
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higher than the growth rates for world cxports of these products, so
that the developing countries' share in world exports of miscellancous
light manufactues increased from 5.2 percent in 1962 to 9.6

percent in 1969. Of the total increase of devcloping 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 markct for thesc
exports, accounting for 63.5 percent in 1969, The developing countrics'
share of tie total import market of these products was highest in the
Unitea States (23.1 percent), followe. by th: United Kingdom (12.8 ner
cent), Australia (8.9 pcicent), Japan (7.7 percent), and Germany (6.4 per
cent). In most other Western European countries the corresponding
shaxes are less than 3 percent, indicating that th.re is considerable
scope for expansion of these exports. These are mostly labor~intensive
products in which developing countrice have a comparative advartage

becausc € ti:air abundance of cheap labor.

liong Xong has been the largest exporter of miscellancous light
manufactures, accounting for 36 percent of total developiny country
exports in this product category in 1972, Hong ¥ong cxported 61 percen?
of these cxports to the United States, and 59 percent of United “tates

imports of thesce products from develop ng countries came from Hong Konqg.
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Miscellarcous light manufactured exports from developing countries
arc morc concentrated by their destination to developed countries

than any other product catcgory.

The product categorics which have just teen identificd as being
the fastest growing manufactured exports of dcveloping countries
also tend to fall under the hcadiné of labor-intcnsive goods., Of
course, the sample is gomewhat biatced since resource-based products
were excluded from the manufactured cxports considered. Nevertheless.,
the absence of capital-intensive manufactured exports is gi.ll

conspicuous.

Destination of ManuTactured L-ports

The major markc. €or the manufacturcd c4ports of developing
countriecs at the end of the 19603 was the United States, accounting
for 42.5 percent followed by tae European Economic Comnunity (26.6 percent),
the United Kirgdom (13.5 percent), and Japan (5.1 percent). Amor., the
EEC countrics, the ‘argest importers were Germany (11.5 percent) and
France (7.1 percen.). Other *ajor markets for manufactured expores
from developing countries were Italy, Canada, the Nctherlands, Austrialia,
and Sweden,

The most rapidly orowing market for manufactured exj-orts from the
developing countrics during the 1960s was Japan, followed by Icola.d,
Ircland, the MNetherlands, Portugal, and Finland. All of these

markets, however, were relatively small in the carly 1960s. If only
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countrioss are considered which represented important markets in
the carly 19605 (taking a* least 3 percent of total manufactured
imports from developing countries), the most rapidly growing market

was the United States, followed by Germany and Itoly,

As is appirent from the above data, the developed countricg
represent the major market for manufactured experts from developing
councries, accounting for 68 pexrcent at the end of the 1960s.

This share has increasr.i from 59 percent in the carly 1960s.
Manufactyved exports to cther developing ountries increased at

an average annual rece of 10.3 percent during the 1960s, co.-siderably
lower than the 26.1 percent growtl rate to developed countrics.

Latin Am rica. is the only'exception to this trend, with intraregional
trade in manufactures having grown at an averade arnual rate of

31,9 percent. Th: Latir American rountries also export a large sharé
of their total manufact.:red ¢-ports to other dev-loping countries
than do other developing regions, This share is 49 percent for Latin
America, compared with 32 percent for Scuth and Last Asia, 3) percent
for Africa, and 29 percent for Western Asia, The trend in many of
the Latia American countries seems to be moving towards greater

¢ :pendence on intrarerional trade in manutactures, while developing
countries in other regions see. to be moving towards greater dependence

on markets in developed countries, Economic integration has undoubtedly
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played a role in forming this trend in Latin America.

Chservable Patterns

The above aggregate figures disquise a wide variety of
individual courtry expericnces at different stages of development.
Chenery and Hughes have attempted to depict patterns of manu®actured
expo:t growth of countrics at different stadcs of economic development.l/

They show that the patterns differ accorxding to the size and natural

resource cndowments of deveioping courtries,

Countr:es at very low levels of per capita income invaciably
sjrocialize heavily in primary preduction.  Siple ranufacturing teonds
to develop in products such as processed foods, textiles, and clothing
as per capita income approaches $i00, and countrics with {100 per canita
income will have an industrjal scctor which produces mainly Jor the

domestic m..ke? and on the average produces 20 percent of naticeal output,

As countries develop beyond the $100 per c.pita income level, the
rmanufactured export patterns vary primarily according to country size and
natural resource endowment. On the average,Chenery and Hughes have
shown that industrial output tends to equal primary output at

approximately $400 per capita income whercas manufactured exports tend


http:hoav:.ly

-47-

not to cqual primary exports until approximatqu $900 per capita
income. There is a wide variance around thig figure $£900, however,
with small industrial countrics poor in natural resources, such as
Korea and Taiwan, having reachnd.the stage at much lower levels of
per capita income, while countries better endowed with natural
resources, like Venezuels may never have manufactured exports cqual

their primary exports.

Chenery and Hughes further show that a country of average size
(X0 million populatior) will reach $10 per capita m-nufactured exports
at approximately $250 per capita income, at whic: stage manufactured
exports azc.unt for a little more than 20 percent of tot:o' exports,
They then show how this average pattern varies according to whether
a4 country is a small primary exporting country (ecg9., Jamaica, Malaysia,
and Ivory Coast), a small .ndustrial exporting country (e.g., Singapore,
Taiwan, and Tunisia), or a iarge country (e.g., Brazil and Colombia).
The small primary exporting countrics tend to reach 510 per capita
manufactured cxports at an income level of 5350_235 cxpita, srall
industiral exporting countries at $200 income per capita, and most larqe
developing countries also rea_. €10 per capita maautactured exports at

approx‘mately $200 income per capita,

Chenery and Hughes' study has also shown that there i

dis:ernible pattern to the product composition ¢f manufactur. .xports
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in ‘eveloping countries. The first manufactﬁred goods 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.
Onl} after the domestic market has beén developed can basic and
intercmediate goods be produced and ;xported on a large scale.

There has also tended to be an increasing sophistication of
manufactured exports as countries gain experience and develon
economically. Koreca and Taiwan are the outstanding examples of
developing countries which have Segun to export manufactures with
higher d. grees of technological sophistication. Some of the larger
countries, such as Brazil and India, have also bequn to export more

rophisticated manufactures, especially engineering gqoods,

The above observab.e patterns of manufactured export

performance in developing countri:s shed some light on tro composition

of the aggregate figures which are normally cited,
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NOTES

y/ H. Chenery and H. Hughes, "Industrialization ari Trade Trends:

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

Partnership (Johns Hopkins University Press: Baltimore, 1973, pp. 3-39,
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IV, RELATIONS WITH THY DEVELOPED COUNTRINS

The last several years have witnessed an unﬁrecendented
deiree of conrrontation between the deyelopcd and the
developinz countries, This spirit of confrontation reached
its peak at the United Nutlons Sixth Special Session 1in
April 197l wnich ended with a resolution procluiming a
"new international economic orde:" wnich would redress thne
1nequ1ties'of the world cconomic system.

The United Mations Seventh Special Session which met
in fall 1975 forturately was characterized by a greater
spirit of coopcration., U.,S. Secretary of State Kissinger's
speech on "Global Consensu< and Economic Development"” set
the tone for 2 more constructive dialogue by suggesting a
wide varlety of initiatives by the developed countries.
Since the Seventh ‘5pecial Session occurred at a time when
commoaity prices were rlummeting from their record hign
levels in 1974, attention tended to be focused on the prob-
lems of raw matcrlai exports of developing countries.,
Several issues were addressed and proposals made, how=-
ever, related to prcblems 1n manufactures trade, such as
an cxpanslon of' the Generalized System of Preferences and
B reduction of non-tari"f barriers and tariff escalation in

leveloped countr1e§.
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The overall procspects for the develop!l:u: countricﬁ
increasing thelr manufactured exports depends to 2 sip-
nificant desree on actions taken in developed countrics.
The developed market-cconomy countries account for approx-
imately 84 per cent of the manufactured exports of'dcvcloplng
countries. This chapter will survey and brlefly unalyze
the maln issues regarding the trade relationz be-.weern
devaloped and dev:lopins countries,

The currert lnternational forum for dlscussing shese
issues i1s the Tokyo Round of multilateral trade nc_oti-
ations 1in Geneva. Developln;; countrics are pla:ing a much
more active role at the Tokyo Round ‘nhan 1n previous trade
negotiations, The m2in lssuces discussed in thlsc chapter
are the 1ntcresta'of the developling couatries in MEN tanif'f
reductions, quantitative restrictions and other non-turiff
barrie ., the Generallzed System of Prefercnces, counter=-
vailing dutles, adjustment assistance, and tic actlivities

of mustinatlional corporations.

Multilateral Trade Megofilations -« The Tokvo Round

The Tokyo Round of multilateral trade nepotiatic s
(MTN) begzan in September 1973, but substantive negotlatlons
have only been in process since early 1375 with the pussape
of the U,S, Trade Reform Act which authorized negeotlations

by the United Utstes. Developing countrics in general
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contend that tiiclr interests were ignored In past trade
negotiations, Including the Kennedy Round and arc pressing
for ground rules to be established at the Tokyo :.ound
which provide for their differential treatment,

There are sour d reason§ for establishin; differcntial
treatment for developing countries at the MTXN. The MTN
would naturally reduce to negotiations between the malor
trading countrics unless speclal provicions are made for
the participaticn cf esuntrics which represe.t small
shares of world trade, Moreover, the developing countries
have unisue trade problems whici on eyuity rrounds should
be addressed at the I.N. .

The r.adustrialized zountries also have an Interest
in the full participation of developing countries in the MTN,
For example, develering countrics as a group account for
approiimztely one thir: of the total exports of the
United States, A lowering of the trade barriers in devel-
oying countriecs, which often are Guite high, could yiecld
substantial benefits fc-~ the developed countries,

Tariffs have been the major item of past trade negoti-
ations, The present world structurc of tariff protection
discriminates against the manufactured exports of acveloping
countries., First, since tariffs generally tend to escalate

with the stages of production, developing countries are
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encouruazed to export thelr locally produced ruw mater!als
in an unprocessed form. Second, tariffs !n developed
countries tend to be highest on gocds intenclve in unskilled
labor. These are precisely the goods in whilch many devel-
oplng countries have comparagive advantages. The result s
that the average tariff on the imports of manuficturcd
goods into industrialized countrius is 5.5 rer ceant for
the developed countries and 11.% per cent for tic
developing ccuntri. s,

Mcsec of the'devcloped countri2s are participating in
the Generalized System of Preflerences (G3P), incladin:
very recently the United St=tes, whereby prererenviul tuarifi
rates .re granted to‘the developing countrics. The devel-
opling countries are approaching the MTﬂ with concern that
their gains from GI? not be eroded by MFN tariff cuts od
the same precducts which are granted to -1l countries.
Erosion of the preference marsin could be avolded clther
by agreeing not to lower IMFK rates on GoP products or Ly
agreeing to lower both IMFN and GSP rates. JSince MEN tariff
cuts are binding (i.e., cannot te raised), they arc in a
sense preferable So GSP tariff cuts which are not binding:,

To the extent that the c:ports of developin;; countrics com-

pete with the exports of developed countries, however,
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the concern with preference margln crosion 1s legitimate,
On the other hand, when the main benefit of a GSP rate
is to make developing countriqs; exports morc competitive
11th domestic production in the protected markets, a
binding MFN cut mig:it be prefer.abvle,

There are other arcas in tiie tariff negotlatlons
wnere developing countrlzs are reouesting speclal
treatment, For eiamplc, they would llk:e deeper-than-
formula tariff cuts on products not covered by the GSP,

1¢ 15 probably safe to assume, nowever,
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that the reasons why a product was ¢xeladed from GOP will
also be cause for a country not to grant significant tarisre
concessions with respect to that prcduct in the MTN,

Developing countries have also aslied for advance
staging of MFN tariff cuts for products in wnich the, have
a special interest. Such a provision would in effect pro=-
vide temporary preferential tarif® rates on the affected
products,

Wherca: pirevious trade nejotia‘.lonrs nave coi:centrated
on tariff reductions, indications arc that non=tuarifr
barriers will also be on the table at the Tokyo Round,

Since non~-tarifi’ barrlers are not :.cluded in the GSPp,
developins, countries should be especlally irterested in tidds
aspect ¢l the MIN. The non-tariff barrlers of ..c devel-
oped ccuritries present significant obstucles to the uxports
of the develoring countrles. A recent UNCTAD rcport
doﬁumcnts that $1.7 b.llion of the dcveﬁbing countrica’
exports in 1958 were subject ¢o one or more of the followin,
non-tariff barriers: discrctionary and -uaspcecificd
licensing, quotas, statec-traulng practices, v;riﬁblc levies,
export restraints, and prohibition of certain 1mport;.u

In the same report, estimates are calculated for the effcet
on exports of certaln product catezorles of non=tarif!

barriers, For cxample, 1t was shown that non-toriff barrlers
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reduced developins countrics' exports of woven cotton
fabrics in 1569 by 47.2 per cent to Germany, by 18.5
per cent tc Sweden, and by 21,6 per cent to the United
Kingzdom,

Other non=tariff barrirrs which may be negotiated at
the MTN include customs valuation and ¢lassification, safe-
cuards, and standards related to pachka;ing, health, and
industry specificatiors, It may be difficult to devise
techniques of different?al treatment for developing
countrics with respect to some of these non-tarlff barricrc.
For example, 1t 1s difficult te imagine how preferential
treatment might be granced to one proup of exporters with
reapect to custoas practlces or standards.

It is probable tr.t the developing countrics can hone -
to yain much morc from the MTH if they are prcpared to
offer some degsree of reciprocity. Full reciprocity is not
expected, but partial concesalons cranted by the developin
countric:s may in some caszes oc the differcnce between
fallure or success to achieve cipnificant ;alns 1n the NMNTH.
Chupter VI will sugrest that a reduction of protection

levels may be healthy for :.ome developing countrics,.



Tarif! Profevences aad toe GNP

There is a history of preferential tarlff arrancc-
ments for developins countrics. The Commonweanlth
Prefcrence Seheme was the first to be established fn ) .30,
After VWorld War II, the United States aireed to 2 prefor-
ential arranzement with the Philippines, The Yaounde
agreement in 1763 instituted a preferential trading arranc-
ment oetween the European iconomlc Community (E:C) angd )4
developinz countries wnich was preceded I zome cn.ceon by
preferentlial bilatceral arraryements,

The United states arrangement with the Philippines
expired in 19,4 and was not reneved,  1nc (ormonweslth
Prefercnece Scheme heg substantinlly craded wit: many of
the /frican countrics havin; cecased to grant reverice
prefercnces, The £iC scheme, however, expanded f'tep 1ts
inception to include more African countrin~g plus some
Mediterrancan and Caribbean countrices, 11 of th-ie scheanes
have been superceded by the Generalized lystea of Preterens
ces (GSP) which is cradually bein: implemented Ly mout of
the develoned countries,

GSP was proposed at the fipst United Natiens Confore
ence on Trade and Developaent (UNCTAD) at Geneva in 1.4,
It was not until the 19705 that the develorned countrles

began to actually implement GSP achemes, The EHC countrles

-
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were tihe irst to acsree to Gi2 in 1571 followed 1in tne
same year by Japan and lorway, Austrla, bDenmark, Finland,
Ireland, New Zealand, Oweden, Sultzerland, and the United
Kingdon implemented GOP schemes in 1972, follouwed by Cunada
in 1974, The Unlted States -dntroduced Lta GOP scheme iu
carly 1y7YH.

GSP was first proposed as a schome whereby all manu-
facturced exports of developing countries would be ranted
preferential access to the mariets of -he developed
countries, In practice, developed countries nave designed
their own indtvidual GOP scacmes with ecach having its own
provisions with respect to product coverage, saseguuard
measures, rules of origin, prelercence margirs, and bence
ficlary countries,

G5P 15 primarily for manufactured cxports, ulthou,h a
few , rimary -nd agricultural produets are covered in varlous
schermes,  LEven vhe coverage of ranufactures is quite
limited, however. as demonsirated by the fuact that approxli-
matcely -2 per cent of dutlable manufacturci imports by
GSP donors were excluded fron thelr seremes. Esamples of
import-sensitive products which have been excluded from GSP
are textlles, footwear, and leather products, all of which

arc products in which many developing countrles are llkely
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to have a comparative a<vantaze because of tneir Intenstity
in unskilled labor. The developing countrics have exe
pressed the desire to negotlate at the MTH for better
product coveraze in GSP schemes, but the developed countries
 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 G5P product list may become
even more restrictive If developed countries choose to
apply the various saflcguard provisions in their sehemes,.
The most commcn éf these provisilons are eccape clauses
whereby prefercnces can be witidrawun when covered lmports
cause or threaten serious in'ury to domestic producers,
In most cases serious injury is not preciselv defined, An
exception is the United States which applics a “ecompetitive
need" formula whilech sta%es that a cour sy can lose Jt=
preferentlal access 1f it supplies more than %0 per cent
of the imports of a particular product or I the imported
product exceeds $25 million Ir one ycar.

The exports of developins countries wnich gualify for
GSP are also limited by rules of ori;in provlsloné which
differ among the various schemes, These provisions are in
general meant to incurc that the exports covered b:- GSP
are substantially produced in the beneficlary country and

N [%4
are not "re-expurts" or exports with a low val e-added
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component, Two baslic criterlia are uscd by preferences
granting countries to determine rules of ori;in., aAustria,
the EFC countries, Japan, the Nordie countrics, and
Switrerland inslist that the transformation of imported
inputs must be sufflclent to chanse the Bruscels Tariff
Nomenclature (BTH) classification of tie product,
Aust:alla, Canada, New Yealand, and the Unlted Utates re:uire
a minimun chare of valuceadded by the exporting country
which 1o penerally 50 per cent,

The rate of prefercence margin cranted varles ac-
cordin; to precduct and donor country. Preferonce mar:-inc
are generally hiczher on mam factured joods- and lower on
rav materials and processed products close to the primary
stare of production, The EXC. Japan, Nordic countries,
and Unitcd OStates grant duty-{ree trcatmont on GSP mani-
facturcd ite. 3, except that Jupan cnly pgraats a 50 per cent
rcduction of tiie MFN rate on conc tentile items, clothuing,
a~d footvwear, Australia, Austria, Canada, sSwltrerland.
and New Yealand offer varying rates of partial rcductions
on manufactured products,

The Unlted sStates is the only developed country which
systematlically excluded certalin sroups of dcvelbplng
countries from its GSP scheme, Excluded countrics include

rnost comnunist countriey, members of the QOrganization of
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Petroleum =Zuport!in: Countrles (CPC), 2ny othes countrto
wnlch withhold vitul comuodity resources from interunt'on:)
trade or raise the price of such cemmoditics to unircasonatle
levels, countries granting reverse prefere:ces to cthep
developed countrics, countrics which rave exproprlad
United Gcates prorerty without fair componsatlion, and
countrics witich do not cooperate to rrevent narcot!c dracn
from enterin: the United States unlavfully, Tie United
States ean exercise dizeretlon in ~onlyling thesc orovistions:,
butvtheir presence in the scheme represents a serious
digerepancy with the basic philosophy of GSP as 24 wag
oririnally pro,secd.

Tae experience with C°P 1s too recent to Judpe the
economlc benefits to vcclplent countries. It 3 doubl-
ful houwcver, that tl.e benefits will be very signlfi-ant
given the exsluslions and exceptlions deserived above and
the fact thcots quantitative restrictlons such ag cuotas
still apply to some important GSP products, It has been
estimated that the trade ereation offzct of G3P (1lncresue
in exports of beneficlary countrics minus the decrease in
exports of developed countrics) using 1971 data is
$1,005 milllon, or ~bout four per cent of tie developed
countr103.2 The estimate of the increase I1n exports of the

developing countries was $1,385 miliion.
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If the above cctimat: of trade creaztion take: Into
account the quantitative import restrictlons of develped
countries, the estimate decllines to $233 million, which
is less tha:n one per cent of developed couantries! imports
covered by GSP and less than five per cent of thelr
total foreipn assistance. GSP in its present form will
obviously have to be liberalized if it is to nave a
slgniflicant impact on tl.e exports of developing countries,
In t'e meantime, developliag countries may find the MTN a
useful4E::;nin which to bress for binding reductions of

both tariff and non-tariff barriers.

§pbsid1es and Countervailing Duties

In rccent years many developing counteles have begun
to use a variety of export promotion devices, Tue.role of
export promotion in the context of iovernment pclicy for
manufactured exports will be discussed in Chaptiur VI. Thic
section Qill discuss wny and how export rromotidn by the.
developing countries will probably be d!ficussed ot the MTi.

Developling countries will be seeking to achiecve an
agreement for differential trecatment with respect to export
subsldies, At present, GATT rules discourage cxport suo-
sidles on manufactured goods without any mention of the

special problems of developing countries. Morcover, countrics
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may impose countervalllug dutles if they can demonstrate
that imports which were subsidized by forelgn cxporter:s
are causing or thrcatening injury to demesiic Industry,

The United States is the only developed country wihter
has appliecd countervailing dutics to developing countites,
Recent complaints against developing countries i:ave been
receivec by the U,S,., Department of Treasury conccruing
footwear imports from Argentina, Korea, and Tulwan, steel
and processed asparazus imports from Mexlco, leather
imports from Brazil, and cotton tex.illes and man=made
fibers from India, The United States has indicated, how-
ever, tnat it desires to ne;otiate;an invernational ecode
on su’isidies z11 countervailing d.tles and, In tils context,
would be willing to consider the possibility of
differential treatmen% for developiny countrie.,

There are sound rezsons for differential tocatment
of developins countries with respect to export subsldies,
Theorctical argument: have been advanced that subsidles
are the optimum policy instrument to correct for domestlic
distortions or externalities wihlca afrﬁct international
trade, rather than tariff iastruments, The hases for tl.euse
argumcnts are that maximum economic welfare can thareby
be achieved and that subsidies can be applled to the cause

of the distortions-and not to the effects. Although these
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theorctlical arpuments do net differeatlate between devel-
oped and developing countries, it can probably be safely
assumed that morc cconomic distortions exist in developing
countries,

The outstanding examplo of a distortion whicn is
more cormon in developing codntries is an overvalued
exchange rate, Exporters are disc. iminated against by
an overvalued exchange rate in several ways. First, import-
ed 1nputs will often Lave to be purchased zt above world
prices because of high protection levels, Second,
exporters receive less domestic currency for u given
volume of erpoi'ts than they would under Lree trade, Morce
over, d-rmestic prices will often be above world prices
which by 1tself ...courages production for the domestic
market rather than f-r export. The bias against exports
of an overvalued exchangr rate can be reduced or completely
offsct by export subsidies,

Developing countries have other market imperfections
] which can cause their manuractured exports not to be
competitive., For example, an underdeveloped infrastructure
can ralse the costs of transportation, communication,
marketing, and utilities “o prohibitive levels. The high
cost and limited availlability of financing restricts the
flexibility of firms in developing coJkries besides raising
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their costs, Lubor training costs are also often nipgher
in developing countries, The most common ratlonale for
subsidies has probably been ‘the "infant indusin” case.
which presumably occurs more frequently 1in developdn,,
- countries, In order for a firm to overcome the above
obstacles, subsidies can be used which often will probably
only s.icceed in bringing them up to a minimum acceptable
level of compe ltiveness,

Althou;t‘the case Jor differential treatment with
respect to fxbsidies can be made fairlv clearly in the
abstract, 1t is difflcult to envision the exact lScri
such differential tocatuzas it Lake in terms or actual
pProvisions accepted by the developed count.es at the MTN.
Perhaps certain kinds of export subsidies by developing
countries could be sanctioned, or export subsidier on
goods which are not extremely import-sensitive. Piroduct

coda ot on d mAnner aiday T Then 00
lists anu escape clauses may well bev thie GSP sSchemes wiiich
have been implemented. Hopefully the MTN will praclude
the necessity of countervailling actions agalnst the
CGereloping countries in the future,

Preferential treatment in the area of export subsi les
should, as in the case of tariffr preferences, be on a
temporary basis since it 1is meant to help countrics even-
tually to reach a level of competitiveness in world trade

where subsidies are no longer necessary,
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Adjustnent Assistance

Althou_h tiie cconcmles literature nas produced a
long 1list of arguments in favor of free trade and opposing
protection, there still exist many and varied trade barrlers
in the developed countries., Tne primury reason for the
persistence of these barrier:s to free tracde is the pres-
sure exertced by labor and business groups which are ine
Jured or threatened by increuased imports, There may in
tihe short run be a conflict between the goals of free trade
and full—emploqunt. Increased 1mports can caus. injury
to a firm wihich may have to lay off wurkers and keep capl-
tal idle, In the longer run,'these displaced workers find
other employment and businesa capital moves into more
efficlent llnes of production, It 15 in the adjustment
period where costs to workers and businessmen occur.

These adjustment costs are the basic rationaie for
keeping cxisting trade barriers or erecting new ones.
An nlternative vo trade buarriers which makes possible even
in the short-run the stiaultancous achievement of free tradce
and full-cmployment 1s adjustment assistance, Adjustment
assistance broadly defined 13 any action taken by a
government to assist workers or firms in adjusting to
increcased import competition, Its purpose is to help co
reallocate affected labor and capital on the basis of economic

efficlency and comparative advantage,



-66-

Tne concept of udJUStFCnt asclstance v of particulur
importance when considering tie prospects for Iuercased
manufactured exportz from developl:s countries, Tils 1o
becauce the most import-cseasitive and Yiphly protected
industries 1 the develeped countrics tend to be ti.ose
in which the develop!:; count;les have a comparative
advantage (e.g., industries intens . ve 1 tie use of
unskilled labor),

Studies which bhave estimiied Inpors scasitivities
and labor displacement from ircreased import compctition
have tended to verify the fact that imports from the
developing countries are Farticulurly iroublesome Lo Certal,,
labor ard business graaps in dcveioped countrices, The
most commonly identificd import-sensitive dndustries are
leatier products and. to a lesser extent, elecetrical
macninery and basic m:ta) manufacturing, Little, scltoveky,
and Scoti showed the leather and clotning tndustrics to
be the most import 3ensit1ve.5 In thelr study, a 744
million increase in import. from t:.c developli:; countries
caused 7 2,1 per cent labor d’cplacement in the leathier
idustry in the United States, a one per cent labor dis-

placement in clothing, anf a less t':an one per cent labor

dicplacement in all other industries,
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A recent UNCTAD ctudy lmproves on the votimatlon of
iabor displaccment caused by imporis from developing
countrles by estimating an adjustment pcriod6of sceveral
years rather than a once-and-for-all impuact., Doubllug
the increaces and halving thg decline in manufacturcd
imports from developing countries over four-year periods
typically resulted in yearly rates of labor displacerent
of less than one per cent in West Germany, the Unlited
Kingdom, and the United Stutes. Tne footweur and clotning
industries auain.showed tre niphest rates of labor dise
placement, with 4,2 pepr c.nt and 2.4 per cont rezpectively.
Ad Justment asslstance to worgers disnlaced bronue.
of incrcased import: can serve two distinct pucposes. Flrst,
there i1s often a need for income support over and above
that covered by unemployment compeonsntion pro.srams,
Sceeond, sinen cisplaced workers will normally be frem
de~1lining industries, they will vsually have to learn
new skills if tiey arc to find otuer cmpioymcnt. Rutner
than providing training facilitics for displucu’workcrs,
which would be ratner difficult to implement, adjustment
assistance can be used to finance trainiug costs in already
established institutionas, Taere are, unfortunately, psy-
choloi;ical and social costs related to labor displacement

which adjustment assistance cannot alleviate,
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Altiougt. lubor displacement 1s tiwe malor aducinent
cost, buslness firms may experle:nce decllnss susn and
profits and somctimes be forced out of business by jn-
ereased Imports, Therc are two forms of adjustiment
assistance for firms, First, firms that are forced out
of business can be assisted or even subsldlzed in dic-
posin;; of their asset.., In tie 13308, tie Uanited Hinidon
eatabliched a realization company to purchas, tihe saesels
of the declinlng cotton Industry so that tiese assots
couid be sold over time ratner unan dep.essing the market
witl a large amount o~ sales at one time.

Secor:!, some firms may be capable of competing; wilth
incrcased importz, but only if they are subsidized to
some ecxtent., This type of assistance ean be Justifled
economlcally but is diffizult to implement in practice,
Even within a very narrowly defincd Industry, tne compet-
ivencas o: firms can differ greatly. The determinants
of competitiveness are often intangibles and difficuls
characteristics to mcasure suel as management skills,
Overusc of tnis type of adJjustment assistance could result
in a very expcnsive program wnlern s subsidizin, lnerfi-

cient firms and merely postponin: the costs of adjustment,
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Exrerience wity ad’ustme:t acslstunce prosrans :as
heen quite varied, A recent OZCD publication surveys
the experience of a number of countrles and industries,
The United States and Canada ase the only couatrics wriica
have development assistance Jrogram3 wiicn are directly
agssociated wit!: trade liberallzation, Moreover, adjuste
ment assistance prosrams in all tle developed countrices
arc more for the nurpote of protection of domestic ine
dustry and lYobor from imnorts, and not for ti.e purpose of
facilitatins increaccd exports from the developlng countries,

Two bausic problems nave frequently piagued the opers
ation of & Justment assi.tance programs, Flrst, the
application procedurc for adJustment assistance Is of'ten
qulite complicated and tie qualification criteria quite strict,
The adjustment assistunce c-iteria in the United States
have been culte restrictive In the past for both workers
and irms, but receatly tiacese criteria have been liber-
alized, The sceond most common prodblem with adjustaent
asslustance prosrams has been the tendency for them to be
adin'nistered in a harhazard and plecemeal manner, A
centrally coordlanted prosr: 1 1s preferable to tne programs
which now often divide responsibllities between different
agencles witidin the jovernment and bzeween national and

local gevernments,
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It 15 imporiant for the developinis countrtes ooy
adJustment ansistance pro;rams not only prove to Le adee
quate within the existing structures of protection in
developed countries, buat that they also prove ade quate
to soften somewhat the ruture_pressurc of lubor and
business rroups to eep or ralse the extinting levels of
protection, 1In -thc latter case, adjustment nussistance
becones 1 truc trade coucesslon to developin.: countslcs
by in c¢ffect replacing tiie safeyuard and csenpe cluuses
which often accompany prefercntial treatment with Cop.ey

to protcetion,

Maltinationad Corpcr"thnx and Intornaticnnd Justontraetin e

Discussions of tue trade rclations between developed
and developing countries tend to be reiated to coverunent
policles. It hi.3 beeome quite appareat in recent times,
kowever, that another actor on the Internatinal scene
has assumed u'ainnlflcaut role, Multinational corporie
tions (:2C's). for the most part indcpcnd:nt of governe
ment., and national boundaries, were recponsivle by the
end of 1973 for over $5.5 bllllon of investment in thre
veveloping countries, by far the largest source of ine
vestuent for these countrices, Tals scé:ion wlil exzmine
how the actions of MiC's influence tho manufactured ex.ports
of developing countrles, and zlso Low governmont policies

in developed countries can affect ti.e actlions of Wwe's,
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Durin;: tic 19,03 the rapld ;rowtn of overseay Investa
ment Ly MNC's made them a domlinant factor in world trade,
Since approximately one-third of the bnpk value of total
foreipn investment by MIC's 15 in developing countries,
there 13 undoubtedly a sicnlr;cant impact on the munufuc-
turcd cxporus of these countries, f1lthough no comprehen=
sive source of information exists concerning thie manufac-
turcd experts of MIC's from developing countrles, scattered
facts guppeast thut these Cirmc account 1or laric shures
in at lecast a few of these countries,

In Latin America, subsidiaries of U.S., firmc accountec
for G5 per cent of “he increase ($504 n1llion) of
manufactured esports between 1957 and 1955, By 1935,
exports of =munufactured guods by U.S. owned susidi.rics
in Latin America rose above 3750 million, more than 40
per cene of all Tatin American exports of manufacwures in
that year., In 1336, Unicod States affiliates accounted
for LY pcr cent of thesmunufncturcd exports of Mexico and
L2 per cent of Brazil, International Business Machines
15 sald to be the largest single experter of man.factures
from both Brazil and Argentina, In East Asla, it i3
estimated that in 1971 forelgn firms accounted for at least
15 per cent of Korea's maniafactured cxports, at least 20

10
per cent ol Tafwan's, and over 50 per cent of Singaporets,
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These facts indicate tﬂat the lﬁpnct of" MNC's on
manufacturecd exports 1s substantiai In at least g fow
countriecs, Whether this lmpact 15 favorable to the overall
dqvelopment interests of thesc'countrics i1s a debatable
question., It i3 probabuice thag the absolute level of
manufac tured eéxports in these countries is higheq as a
result of tre presence of MNC's, Achieving hirher levels
of manufacturad ex,; orts, however, must be measurad apsainst
the oprortunity cost, of other possible development paths
and the direct cosig which some economists have atvtributed
to the activities of MNCt's 4. developing countries,

A rccent phenbmenon that hags already yielden signia-
ficant manufactured export dividends fcp developing courtrics
Ssuch as Hong Kong, singapore, Korea, Taiwan, and McXico,
is the location of speciulized labor-  ntungive actlivities
or procesgses which are vertlcally integrated in the inter-
national production systems of MNC'S.IISInce éhe second
half of the 19505, this type of trade l.as orown remarkably,
This rapid Erowth 1s partly due to the fact that subeon-
Lracting with MnCt s often offers che opportunity'to avolid
the high tarifcr barriers .n some developed countriecs,

Items 805,30 and 807,00 of the U.S, Tariff Schedules
permit import duticy to be levied only upon the value
added abroad where inputs originated In the United States,

Imports of this type from the developing countries to the
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U.5. have rizes from $51 milllon i- 1965 and $539 miillo:,
10 1970 to 31.4 blllion in 1973. The :lLare of U.., :ub-
contracted imports 1 total U.l. manufactured imports from
developing countrics rosc Froﬁ 6.4 per cent 1in 1965 to
22 pur cent in 1972, J.M. Finger hac recently shown that
in 1972 U.S. imports from developing coustries under items
805,30 and 507.00 increased export earnings 1in devéloping
couutries uy approximately the same amount ($107 militon)
as did the Luropean kconomlc Community's Gereraliz.d
System of Prcferencqs, and tlat giVeﬁ current trends U,3,
subcortractcd imports by now arc probably cisniflcantly
grcater.12

There are several factors responsible fop the recent
rapid srowth of international subcontracting to the devel-
oping countrieys, Probably the mo:zt important factor i.as
been the locreusing awarennss amon;; MNC's of tre opportu-
nities in cne international integration of proluction . ..o
marketing operations., For the most¢ part these opport.unitivs,
such ar substantial labor cost differentials, exlsted for
years before tne recent boom in ianternational subeontractingg.
Chonges in tarifs legislation favorable to Internatioan.

subcontractlng have been more recent,
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It Is 1nterostiag to note thut tiie locatton avelnton:
of multinational f{irms wit:. respect to Interaationul
subcontracting do not appear to dicerinminate in rgvor of
the larger or more wealthy dévelopli; countricu.ljln
fact, the opposite may often be the case, The speelal
subsidies and mere open policies in many small countries
discussed above is one example, In addition, the vury
reasons why firms decid2 to subcontract in « devrlopln s
ratner tran a developed country may cousc them to r'is-
criminate in favor of the'pqorest developin; ecountrles,
The ratio of unit labor costs in developin,: countrics to
that in the Unltcd States averages 27 percent and 1 .nfes
from 7 percentu(baseballs) to 45 pereent (scientific
instruments).l This wlde range has enabled a coun’.ry like
Haiti, one of the U.N. 25 "least developed countrics," to
capture through subcontructing arrangements agproxlmucely
half of the U.S, import market in baseball:,

Labor cost differentlal is probably tiec major fuctor
in most location decisions for interaational subcontract-
ing. DBecause of thelr signifi-antly lower wagern, many
of the puorest deweloping countries should i.ave an advine-
tage with respect to this factor. The low labor skills
content of many subcontracted processes also sults the

endowments of the poorest countrics, For cxample, by far
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the most important item subcontracted to ddevelopl.,; count-
ries, the assembly of semlconductors (sce Table W), iz
quite intensive in 1ts use of low-skilled labor. Most of
the other major subcontracted ltems listed in Table IO are
also intenslive in low-sklilled labor,

Mexico, a relatively larce and wealthy developling
country, 1s the leading subcontracting country for thne
United States, Mexico has relatlvely high wages. in some
subcontracting industries 2 to 3 times that 1n other devel-
oping;.countries, but ras the advantages of practicalliy
zero distance costs to the U,&, markec and a goverament-
sponsored Berder Induatrialization Program wlhiich provides
subsidies to subcontracting firms, Neither of these two
advantages, however, are pe aliar to large or wealthy
developing countries, There are many small developing
countries which enjoy proximity to a large market and
all dev oping countries can offer a varicty of incentlve
packages to subcontracting :-iltinatlonal firm;. Even a
small developing country which is not near a large markét
should be able to attract its share of internationzl sub-
contracting since many items which are assembled for re-
expoft have high value-to-weight ratlios (e.g., semicon-
ductors) which result in minimal freight costs, For examplc,
the larygest subcontracting market for Hong Kong, Korea, and

Taiwan 1s the United States, hardly a neighbor to any of

them,
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If 1t 15 true thnat developling countrlcx may Lave
somewhat of an advantage 1in attractinz international
subcontracting, why are these operations 5t111 concen-
trated in so few countries? Onc possible explanation is
that the multinational firms ?ave tended to locate first
in successful exporting countries witi whom they already
have strong trade ties, Another is that the remarkablc
increase in international subcontracting has been very
recent and that its further deve}opment will certalnly
include a wider assortment of countries, 1In audition,
many of thn developing countfics hise barely had time to
assess the Subcontracting phenomenon and integrate 1ts
implications into tieir development prozrams. At present
it 1is appropriut: not so mucl: to rccount past successes
as to Ilndicate an area of potential for countries wkich
have bern largely unsuccessful exporters of manufactures
in the past,

Even 1if a good case can be made that developlng
countries can 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 diversiiication for
small, commodity-producing countries and thereby aid in

stabilizing thelr export earnini;s, In addition, subcou-
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tacting in a given country can increase dramatically in
a very snort time since MNC's often provide the required
capital, technol gy, and marketing network. Furthermore,
once a few firms are successfully operating 1 a country,
there seems to be a demonstvaﬁion effect 1in attracting
more firms,

The employment effects of intc¢ "national Subcontracting
can also be substantial, Unemployment is an especlally
eritical problem in the very po§r developinz countries,
and the low-skill labor intensity of most International
subcontracting processes corresponds well with the factor
endowments in t.ese countries.léﬁlthougn 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 a2 very poor country. Chenery and Hughes' study of
the pattcrns of export growth in developing countries
shows that the first stage in experting manufactures is
generally in producss intensive in lowe-skilled labor and
simple technology.17

There have been several obJections to international
subcontracting based on tho quality of development it
engenders, Examples of the pPossible disadvantaces of intepr-
national subcontracting have been related to such issues as
the reliability of demand, excessive competition for

contracts, dependence on foreisn interests, accentuation
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of urban coucentratlion, and tie fear that subcontracting
firms will merely be another foreign enclave. An issue
which has recently gained incrcased attention concerns
the existence of restraints by MNC's on the eroht act-
ivities of their subsidlaries and arriliates.laTncsc
restraints relate ia particular to the allocation of ex-
port ..arkets within the MNC and, 1n certaln cases, between
MNC's, They also relate to the prices for export: within
the struciure of the MNC which are set according to the
intercsts of the firm's profitability as a whole., Other
restrictive business practices which can affeect the manu-
factured exports of developing countries pertain to tl:e
use of pateats and crademarks by MNC's which may contain
inherent export restrictions,

Restrictive business practlces are of isreat c;nccrn
to developing countries who can paint to the. fuct that
the proportion of total sales which is cxported by U.S,
manufacturing affiliates in developing ountries is
significantly smaller than the proportion exported by
affiliates in the developed cocuntries. For example, U.S.
manufacturing affiliates in Latin America and several
other selected developing countries exported only about
.10 percent of their total sales in 1938 comparcd to 25

to 30 percent for affiliates in Cahada and Europe, This
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difference 15 not necesscarily due to export restrictlons,
however, and may be attributable to the fact that one of
the main recasong why MNC's locate in §ome developiney
countries i1s to avold the high import hairiers 1n selling
to the domestic markets. It 1s also possible tnat the
manfactured exports of affiliates Iin developlng countr!=2s
would be less competitive on the world markets because of
higher costs caused by factors such as lnadequate ancillary
services and a lack of skilled labor,

With the above reservations in miad, the preveslent
view certalnly 1s that MNC's and international subcontract-
ing represent a favorable opportunlty for developing
countries. 'These {1lrm= can provide t.:e necessary capltal,
tehnolosy, and marketing expertise that are so often lacking.
Although scveral studies have concluded that the ;:otentlal
beneflits from lnternational subcontracting cutwelgh ti-:
potential dange:s (e.g., sce Sharpston), it must be admitted
that the rapid ;rowth oi this sector has been too recent
and experlenced by too few countries to make a final judge-
ment, It must also be admitted, however, that many developing
countries do not Lave the altesnatives in expor'ing manu-

factures to permit the luxury of a wilde range of optlo.s.
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Comparative Advantave {n Manufacturcd Ivports

Most of the literature on the manufactured exports of developtng
countrics has, with a fow exceptions, followed the argunient s of
the previous chapter and emphastzed demand of the developed
countries as the critical factor in deterning success or faflure,
There has been, however, a considerable diversity of experience
among developing countries in exporting manufoctures. In 1972,
the value of manufactvred exports te the developed countrics
ranged from $2.4 billfon in long Kong and $1.1 billion in Vorea
to practic.lly 7ero in some predoninantly agr.cultural countrics
with Qcty low manufacturing capabilitics. This wide range o
experience in developing ceuntries ‘~dicates that supply factors
also play uﬁ important role in dctermining manufactured excort
pesformance. A lowering of import restrictions :in developed
countrics will merely const{tute a pemaissive influence for the
expansfon of manufactured exposts, The respr .ic of develeping
countries to this opportunity woull still depend on their own
abilitics and efforts to produce ranufactures which are competitive

on the world markets,

Supply considerations relate to the principle of comparative
advantage and its relevance for develeping countries trying to
develop manufactured exports, Yow §s it determined which products

a developing country 1s best equipped to manufacturc for export?
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Trade theory has traditionally fdentiffcd the reluative factoer
endovments of land, labor and capital as the prizary detoninures

of the couposition of trade. Recopnizing the proving frportance

of manufactures in world trade, wore recent theorfes have

emphasized criterfa such as ccononies of scale, skfll  Intenntete:,

and tcchnical !nnovntlon.l/ Theéc various theorfes on the deternfnant s
of comparative costs and the commod ity composition of trade .ontafn

certain implicatfons rcparding whichdevelopiug countries are lHkely

to have a cormparative adv&ntnuc in exporting eanufacturesn.

This chapter will discuss the following country characteristicsn
vhich various trade theories have ﬁtﬁtcd are favorable to fncreasing
meaufactured exp res: market size, lcevel of e ononic development,
abundance of natural resourc s, and labor skills. It should
be remembered that traditional trude theory fs static by sature
ard that, thercfore, the country characteristics conrnidered a e
given endos: Lents unchangeable in the short run, Chapter VI diznvusnes
the dvnanic deterninants of manufactured expart perfornance over

which developtng countrics have some control in the short run.

Dozestic iarket Size

The underlying theory of the rarket (ize hypothcesis is that

econoaics of scale give a country a comparative advantape in exporting
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eanufacturced poods ofth fncreasing returns to scale, Linder

1o

took this arpument to the extrere, stating that a country cannot

3/
succensfully export manufactures witheut a larpe domestic rarket,
Yeeainy and Sherk have provided empirical sopport for the market

4/

afze hypothvutu.-

The market size hypothesis of tic prescnt ntudy is not that
a8 large donestic =arket is a pricondiifon for muccessful perfomance
fn exporting manufactured poods, DBesides constituting a p ssimfutic
forecast since most developing countrics tave small deomestic markets,
a precondition hypothesis would contradict the evidence that sese
acall countries have provided .0 increcaning sipnificantly thelir
panufactured expe.ts {(c.p., Iorael, Sinpapore, Wong Keng, Jaaaica,
Mn)t&. Panama, and Mafei). Indeed, manufactured exports are in a
vay rven core ioportant for rmall countrics, since forefpn trade s
'A ncans by wideh they can effectively incrcase the size of thelr

earkets and obtain the fzportant scale and competitive bencfitn,

There are several vays in which seall countrics can overcoae
thedr stze hardicap tn exporting manufacturces, One solution is to
concentrate on manufactured goods with constant returns to scale,

A rocd example shilch has vielded substantfal veturns in recent yecars
for scme developing countrics {s the asscezbly and processing

opcratfons sutcontracted froa multinational corporatieons, The major
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subcontract inp developing countries er the Unfted Stares are
Mexico, Tafvan, Hong Konp, Singapore, Forea, Jamaica, Fhilipianes,
and llattt. Most of thene countrica have small donest{c narkvts.il
The matn Jdcterminants of corpurative advantape In Inteenat topy)

Iubcontract!ng. low labor costs and proxinity to a larpe market

do not discrimtnate in favor of iarge countrics,

A policy recoemendat {on emanating from thin part of the
study might be to encourape small counifes to conalder rectong)
fnteprat fon. Through regional integration they can {ncrease the
size of their “domercic markets” and be eore capable of exp-riing
manufactured goocs which exhibit scale econonmices, Unfortunatc;y,
efforts at repional integation 1n developing countrics have not
been very succedsful, making laposaiblc an empirical confirmat fon
of this policy recoemendation. Perhaps cthe mout successful
effort at regional integration of develeping countrten to date f4
the Cenzr! American Coreon Markes (cnoprlstuu Fl Salvador, Couzta
Rica, Hondurasx, Guatemala, and Ricarapua). Manufactures trade
betveen these five couritries ha:r {ncreased Rreatly durfng the late
15608 and early 1970s zaking the'r recent rroveh rates of manu-
factured exports to all countries (as reported by the Unfted Nations

Coentodity Trade Statistics) very fepressive, Their exports of

mazufactures to the OZCD countries, hewever, have rot vet reflected
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the beneficial scale effects of the market intepration.

Another consideration is that the size of the domestic
markets in some of the larger countries has encouraped {mport
substitution stratepies of industrialization which discriminate
againat exports. The67nscs of Brazil, Chile, India, and Pakistan

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

normally more dcpendent on foreign trade and have viore open policies,

The hypothesis of this study is that, other things equal, a
larpe domestic market will be helpful in increasing manufactured
exports which exhibit increasing returns to scale. A iarge domeutic
market is not a precondition for increasing mantf..ctured exports,
however, and indecd may in some cases’cncouragc policies which

discriminate against exports.

Level of Teonor’ - Dovelopment

The hipher the level of cconomic deveiopment of a country,
ot.er things equal, the greater should be its capability of prolucing
manufsctured products that are competitive on the world market. The
degree of industrialization, technolopy, cfficient infrastructure,
rd levels of skills and organization cembirn: to pive 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 trade,

Just as with the market size factor, however, a high level
of economic development 1s not a preconditioq for success in
exporting manufactures, The relacionship 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 Hughes have shown that the first
stages In exporting manufactures is gcneralsg in products intensive
in low-skilled labor and simple technology. Laler strges
normally exhibit fncreased .>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 technolopy of that product
has over time become standardizcd.gj

Although most of the developing countries which huve sub-
stantially increo~ed their ~anufactured exports arc the relatively
more developed, there sre a few examples which demonstrate that there
are also possibilitices for the poorer countrics., A brief consideration
of Hait!l's recent experience will i:lustrate this point.gl Hafvi, on.
of the Un.ited nations 25 "least developed" countries, mainly thr.-izh

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

growth {n nmanufactured 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, Fmployment 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 components (usually frum the U.8.).

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

méjor items are tcxtiles and baseballs. Unfortunately, further
expansion of the textile industry is limited by a new U.S.-Haitlan
apgreement. Elcctronic and mechanical assembly is another area of
recent rapid growth, This area is particularly promising because
of recert growth in che ..ssembly of more complex electr.nic
components, including semiconductor devices and integrated circuits,

which require larger fixed investment and greater technology tranfer.

The futurr >rospects of light manufactured exports in Haici
are very encouraging., With the excepti 1 of bas halis the products
exnorted represcnt small shares in the U.S. marlkets. Even in the
case of softballs, with Haitil supplying approximately half of the
U.S. import market, the share in the total U.S. bascball market is
very small, Another favorable fact for future growth is that there

is an almort perfectly elastic supply of the factors of production.
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Unskilled labor is available in virtually unlimited supply,
while capital and many physical inputs can be imported. Morcover,
Haiti's recent experience encourages further similar investment
through a "demonstration effect." Kotberg 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 prol of skilled
labor, and other economies of agglomeration.lg/

There are several factors which have helped Haiti to over-
come th: obstacles to exporting manufactives resulting from its
low level of cconcmic develr-ment. Its proximity to the U.S.
market has been helpful in attracting sutcontracting 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 laber costz, with the
average dailly 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. uﬁit labor cosis is
- seven percent. Haiti's labor costs are low even in comparison to

11/
many otheyr developing countries.
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A final factor involved in Haiti's recent performance has

been the fact that theegevermmentiesvecont=prrfvrmence—hae-linen
~therdmeesrtrtt—the government's policies have been quite favorable
to the establishment of new manufagturing industries for export.
Import tax cxemptions are granted for building materiais

and capital goods required for prodr.:tion. There is also an
exeaption from export taxes for mapufacturcd gouds. 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 rh;; exemption during the second €ive years. The
Haitian government also pruvides plant sites, including land and/

or bulldings, 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 substitution, Haiti's ind - trialization
program docs not require high levels of protection. High import
barriers are associated with overvalued exchange rates which are
direct disincentives to export. 1In 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 1s 27.72 per cent. There has been a decline in recent
years in the ratio of import duties to imports. The issuc of
how inward-looking policies discriminate against manufactured

exports 1s analyzed in more detail in Chapter VI.

flaiti's expericnce ijlustrates that a very pocr country
can t= successful in exporting manufactured goods. The range of
manufactured products in whith a very poor country can have a
comparative advantage, hOWeveg,is much smaller than the range for
a relatively more developed country such as Taiwan, Israel, Mexico,

or Brazil.

Natural Resources Endowdment

There are several ways ir which a developing country's endowment
of aatural 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
exporis. Following directly from the Hec:.scher-0Ok: in Lactor endowment
theory of comparative advantage, it is expected that a ceuntry rfch
. In natural resources will tend to speclalize in producing primary
products or goods intensive in primary factors. On the other hand,

@ country poor in natural resources is expected to specialize in

manufactured products. A cursory look at the lcading 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 rnatural resources
does not, hnwever, by itself confer a comparative advantage in
manufactures. Since the country 1s 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 givern endowments. As the next chapter discusses,
a country can deelop a compa;ative advantage in manufactures Ly
working to develop certain factors which can be changed cver the

short and medium-run,

Just as a lack of natural resour;es does not by itself constitute
a comparative advantage in .anufactures, an abundunce of natural
resources does not necessarily mean that a country will never be a
guccessful expcrter of manufactures. To the extent that industr-al-
ization and diversification are synonomous with econémic develpment,
this asser~ion would jm;ly that countries rich in natural resouices
sre thereby handicappea in their vfforts to develop their economies.
The experience of some of the developed countries obviously

refutes this assertion,



When discussing only the developing countrics, however, it
is valid to apply the Heckscher-Ohlin theory to cxtent that
countries are expected to deprad at least in the f{irst stages of
development on their abundant natural resources fer export. When
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 u good example which, while possessing a variety of agricultural
and mineral products, har in recent yeacs also developed an

impress’ve array of manufactured products for export,

Abundanre of naturw.l resources can, in fact, provide a basis
for the expansion of manufactured exéorts in developing countries
through the ‘urther processing of the locally produced raw materials.,
For a varlety of reasons, this avenue for increasiﬁg manufactured
exports has not been extens:vely used in developing count;ics. The
processing industrics, particularly tue 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 nffset the tariff obstacle through export

subsidies to their processing ind.stries, they still risk (and have,



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 exports from Brazil. There are cases of processing industrics,
howuver, where the oLstsclcs are related to ignorance of technologies

»nd marketing techniques,which can be cvercome.

An hypothesis of this study is that the above obstacles hav..
proved to be effective constraints on the ability of developing
countries to successfully preccess for export locally produced
raw materials, thus reenforci&g the prediction of the Heckscher-
Ohlin theory that countries rich in natural resources will mot

be surcessful exporters of manufactures.
Labor Skills

Several empirical studies have shown th.t differences in
dabor skills pl.y a major role in determining comparative advantage
and trade patccrns.lg/v Countries well-- \dowed wi*h s.illed 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



~95-

skill intensities. In order to measure the different skill
Intensities of industries, Kenen, Kravis, Waehrer, and Yudin
used differences in average wape rates as ptéxies. Keesing used
the actual share requirements of skilled labor man years by
indusiry. Baldwin's variiable foé’skilled intensity measured the

differences in the education of labor in various industfies.

It seems reasonable to assumc that developing countries as
a whole should have a comparative advantage in products intensive
in the use of unskilled labor. The "product cycle" theory of
Vernon provides a theory in support of this p:oposition.léi Lary
devises a 1ist of "labo--intensiv manufactues" and finds that in
1965 developing cour”ry exports of such items represented le;s than
10 percent of their to;:} exports and about 30 percent of total

manufactured exports. Most of the remaining 70 percent of

manufactured enports consists of nrtural resource-based products,

Since most developing countries have more than ennugh
unskilled labor, this particular ‘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 i.ibel "unskilled," inrlying

no cross-countiy differences. There are significant degrees of
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differences in the quality of 1aborlexisting in thg varicus
developing countries, and there are even sizable pools of skilled
labor in some of these countries. For ecxample, some of the East
Asian countries, notably Korea, Taiwan, and llong 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. Based on a factor erdovment theory of

trade, the hypothesis is that a country with a skilled labor
force will have a comparative advantage in manufactured goods

w.sse production is intensive in skilled labor.

This study L., pothesizes that a skilled labor force should be
positively related to manufactured export performance 1ﬁ develping
countries. Skilled labor enat.c: a country to produce a greater
variety of products with the quality ::acessary to be comraotitive on
the world market. Countries such as Taiwan, India, Korea, Hong Kong,
L:azi), and Mexico are able to achieve levels of diversification in
their manufactured exports which arenot possible for countries lacking
in skilled labor. For example, there are some developing countries

lacking 1. skilled labor whic* 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 unfavorable growth
prospccts.lﬁ, For example, countries such as Egyrt, India, Tran,
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
pu.cent respectively of the toial manufactured exports of these
countries., Other leading developing country exporters of manufactures
generally show much less concentration of product ccmposition and
significantly higher rates‘of literary. It is desirable to have a
wide base of ¢ :port products both for reasons of sta®ility and
because the growth prospects for 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 success 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 2ndowments 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 'aples 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 Developing Countrics

Even 1f the Tokyo Round produces substantial trade concessiens
for the developing countries, this will scill.mcrc]y constitute a
permissive influence for the expansion of manufactured exports.
Improved performance in manufactured exports will in the final
analysis depend on the strenpth of efforts of the devclop}np
countries themselwves and on their willingness to adopt more outward-
looking trade policies. VWhile acknowledging the fact that the demand
obstacles are significant, 1t must also be recognized that there are

serious supply constraints to increasing manufactured exzporis in -any

developing countries.

c ‘\.’; .."I'c’
This r

will analyze some of the more serious supply obstacles
and attempt to det(gin¢ how government nolicies are involved. Three
arecs are identified where government actions may have some {mpact on
the abilicy of countries to produze manufactured poods which are
competitive on the world markets. F’rst, many developinp countries

have chosen import substitution stratezies of industrialization which
ore characterized by hipgh levels of protection and overvalued cxchanpe
rates which discriminate against e.po:ts. Second, and often at the

basis of the first point, inflationary fiscal and monctary policies often

result in a blas apainst exports by overvaluing the cxchange rate.

Third, & variety of export promotion devices arz available,
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Level of Protection

Most developing countries after World Var II embarked on
industrializ:tion proprams based on import substitution. Hiph levels
of protection were employed to enable domestic production to replace
impe -ts of certain products for Uh;ch there already existed a demonstrated

demand. In mos. cases, consumer goods were the impurts which were

limited in favor of domestic production.

Another reason why developing countries have imposed import
barriers is to correct for overvalued exchang2? rates. Governments‘
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. The most common cause of a currency becoming
overvalued is that the inflation which plagues :0 many developing
countries is not c.interacted by appropriate devaluations of the
exchang,e rate. Another possible cause of -urrency cvervaluation is
that a country's export growth does not xeep 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



payments positions. There is a tendencv in poor countries which

do not produce a large variety of goods to import more than they can
afford given their ability :o earu and nftract 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 emplouying import restriptions,
high levels of protection are invariably associated with overvalued
exchange rates. The exchange rate is overvalued relative to what it
would be under free trade. An overvalued exchange rate discourages
exports in severa’ ways. First, imported inputs or domestically
produced import~competing inputs must be purcﬁascd by the export
industries at above wofld prices, wvhile the érices of tha exports are
still determined by world pricés. The export industries are thus at
a disadvantage with respect to foreign competitors vlio do not

have to pay such high import duties on inputs.

A second adveirse effect of protection on the competitiveness of
exporting industries is that their costs may be higher due to inefficiencic:
which develop behind hipgh import barrie:s. Industries which are highly
protected are not necessarily inefficicent 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

Vdbiimw WS Atk

=4
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would under free trade. This aspect combined with the other
disincentives mentioncd above serve to place exporters at a
sezéus disadvantage compared to foreign competitors with exchange rates

closer to free-trade rates.

"here have been other criticisms of é:‘:égkgubstjtution besides
the fact that it discriminates apainst exports. TFor example, it has
been stated tF. t import substitution has been chnrlcteri;ed by excessive
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 donestic econony.

A oumber of empirical studies have been completed which show the
effects of import substitution policies and overvalued cxcuange
rates in individuzl developing countries. For example, Sheahan has
shown that the depree of overvaluation of the ~xchanpe ratc does
have an important impact on the export earnings (exports other than
coffeec and o0il) of Colombia.l/

Bela Balassa and his associates have analyzed the systems oi
protection existing in the mid-1960s in seven developing countric52
(Brazil, Chile, Mexico, Pakisthn, Philippines, and West Malaysia).
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 countrics

except Pakistan, Exporters of manufacturcs in Pakistan recelve special
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treatment under the Export Bonus Scheme. CErazil, Chile, and the
Philippines were also shown to exhibit substantial biases apainst
exports, while the bias was less in Mexico and West Malaysia due to
offsetting incentives for exporters, Balassn.stntes that the "Lias
excceds 100 percent in most manufaqturing industries of these
countries; i.e., to compete on cxé;rt markets, producers would have .
to operateywith a value added of less than one-half of thaf ovtainable
in producing for domestic markets. There are also cases where

protection raises the cost of inputs to such an extent that evporting

at world market prices would require negativ: value added dorestically.”

Little, Scitovsky, and Scott, and Associates completed a ‘eries
of studies similar to Balassa's on Argentina, Brazil, Inc¢ia, Mexicu,
Pakistan, Philippines, anu Taiwan, except that t! 'se studies were not
focused only on the protection sttuctures.but on the overall
industrializatios policies of the countries.a They did recach vory
similar conclusions to Balassa's,however, with respect to thie bias
against exports of impr=t substitution policies and overvalued exchanye
rates. All the countries were siawn to have a substantial bias apainst
exports until the late 1950's and early 1960s when India, Pakistan, Ta.wan,
and to a lesser extent, the Philippines, adopted export incentive measures

to reduce the bilas. Brazil and Argentin. did not adopt export promotion

measures until 1967.
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An important aspect of both Balassa's aad Little, Scitovsky,
and Scott's studies is that effective rates of protection wvhore
estimated for all of the countrics. The calculation of effective
protection indicates what .ffect vrotection has on the value added
of an industry, whereas nominal protection indicates nerely the
effect on the price of the protcct?d preduct. 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 develnping,
countries. Examples of device: which affect prices are tariffs,
import surcharges nultiple exchunge rates, export taxes and subsidies,
and advance deposits for imports. Developing countrics have also used
a varicty of devices which restrict the quantity of imports rather
than affecting thebprice, such ns.import licensing, quotas, and
exchange control. All of these devices, both price and qunnt{tativc,
hive the effcet of overvaluing .ae exchange rate and thereby discriminating

against exports, .

Maizel has produced some figures on the manufactured exports
~f =everal Furopcan countrics (plus Jap.un) at carly stages 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,
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75 percent for Switzerland, and 42 percent for Japan. The overall
share of manufactured exports in total exports in developing countries
k' s risen from approvimately seven percent in 1953 to slipghtly over

20 percent today.

Various rcasons can be piven‘for the difference i{n manufuactured
expoit pcrfofmancc between the newly industrialized countries of today
and those of 190¢. Some developing countries undoubiedly have
ifceived 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 éountrics and Japan had rcached
uy 1900. The countries which are more difficult to explain are today's
semi-industrialized countries, such as Argentina, Brazil, Chile, Colombia,
and Turkey. These countrids are technically capable of produclnn a
nmucl- larger volume of manufactures for export. There are today, howuver,
many more industialized countries with which to compete in world
manufactures trade. In 1900, the European countries had to worry ahout
only a few more advanced countries. Moreover, the technological gap

between thue 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 manufactureces is their trade policy
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oricentation toward import substitution nnﬁ hiph levels of

protection. The Furopean countries in their early stapes of develop-
ment employed import substituticn with much lower protection level.:,
_Little, Scitovsky, and Scott give average neminal tariff data for

17 of todays developed countrics for the years 1902, 1913, and 1925?
Average tariff data are provided for the following countries, with
1902 data in parcutheses: Spain (76), United States (75), Portuyal
(71), France (34), Italy (27), Geimany (25), Sweden (23), Denmark
(18), Canada (17), Belgium (13), Norway (12), New Zealand (97,

Japan (9), Switzerland (7), Australia (6), und the Retherlands (3).
When these figures are compareé to the protection levels of 18 of
today's developing countries (sev Tablelgs, it becomes clear that
most of today's dev-:loped countries'have never employed the levels of

;rotection now employed in developing countries.

Even if it is finally agrecd that the hiph levels of brotc.tion
prevalent in developing countries do indecd discriwinnte apainat exp.rts,
no single straightforvrd policy prescription emerpes from this
conclusion. The deveioping couscries have a valid point when they
state that it is not easy for them to lower tariff barriers. Rot
only do they have the same political difficulties with domestic industry
as do developed countries, but many als. depend on import tares for
large shares of their public revenues. Many developing countries al-»
have administrative prcblems in colleccing tax revenucs, and inmport

taxes are the easiest to collect.
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Table T
Average Nominal Rates of Protection

Argentina . 74
Bolivia .20
Brazil .96
Chile " 1.6L
Colombia .49
Ecuador .81
Israel .32
Korea 35
:lalaysia .10
Mexino .24
Pakistan 85
Peru '.63
Philippines 25
Taiwan .30
Tanzania .26
Turkey A
Uruguay 1.84%
Venezucla 45

Sources:

—-B. Balassa, The Structure of Protectfon in Developing Countries,
Baltimore, 1971, (for Brazil, Mexico, Pakistan, and the Phillppines);

—1. Little, T. Scitovsky, and M. Scott, Industry and Trade in Some
Developine Countries, London, 1970, (for Taiwan);

-=if. Bell, Taviif Profiles in Latin Aperica, 1971, (for Arpentina,
Bolivia, Chile, Colombia, Lcuador, Peru, Urupuay, and Venczuela);

- B. Cohen, "Mhe Use of Effective Tariffs," Journal of Political

—— A

==Korcan beveloprnent Association, Elfcctive Frotective Rates of Korean
Industries, 1967, (for Korea);

~=D. Ressel, "LEftective Protection of Industry i{n Tanzania,"
Fastern Alrica Peononfe Review, July, 1908, (for Tanzania)

—wA, Krueper, "Sope Leonomic Costs of Exchanpe Centrol: The
Turkish Case.* Journzl of Political Eeonomy, Qctober, 1966,
(for Turkey). )
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Given these constraints, developing countries can still bepin
to move toward more liberal trade policies. Many countrics have
already indicated awarencss of their trddc policy problems by
{nstituting export promotion programs. The more difficult tasks of
lowering protective barriers and realigning exchange rates lies ahead
for most of these countries. Hopefully, some progress in these areas
can be achieved at the Tokyo Round of multilateral trade nepotiations

accompunied by concessions of the developed countries.

Policy prescriptions on how import barriers migitreasonably be
lovered in duseloping countries have been advanced by many economists.
Since most of the cconomic arguments for protection have been related
to temporary protection (e.g., the "infant industry" arpument), cconemists
have sugpgestec that there be a graduAI phasing down of protection
levels in deveioping countries. This allows indurtries in
these countries to adjust to the caanges in import competition which
occur over time. Tariff reductions in the MTK arc staped over iime
even for the developed countries, and one arca of differential tresurent
of developing couatries which has been discussed ;s the staging of tariff

reductions.

If the lowering of tariff barriers puts a strain on public revenues,
governments might consider taxing traditional or primary exports for
which there 15 an inelastic demand. In addition, as countries develop,

the domestic tax base pencrally becomes larper in relation to the trade
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scctor tax base so that dependence on the trade sector for public
revenues should pgradually shift toward the domestic tax base. In order
to of f{set possible detrimentul cffects of trade liberalization on

the balance of trade, governments can follow Ehe example of some of

the developing countries which have initiated effective export

promotion programs.

Inflation has been a problem in m.ay developing countries which
have made efforts to grow qickly and invest heavily, especially when
the central government has played a major role in investment. Besiues
its undesirable redistributive effects and the uncertainty it
causes with respect to investment, inflation also discourages exports

in scveral ways.

Inflation is intimately related to protection and exchange rate
issues in developing countries. When inflation occurs and is
accompanicd only by infrequent large devaluations, the exchange rate
invariably becomes overvalued. For reasons mentioned carlicr, governments
are generally reluctant to devalue frrquently. 1In o;dor to offset the
adverse $ffect of the overvalued exchanpe rate on the balance of trade,
governments instead tend to impose import restricticas., Inflation,
thercfore,is often the cause of the high leve's of protection and

overvalued exchanpe rates which discriminate against exports.
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inflation also often causes ‘serious pr-blems vithin the Cxport
industries. If significant shares of the inputs are domestic, the
export industries in an inflationary economy must contend with the
situation where production cos;s arce increasing at o faster rate than
the sales price which is determined by the world market. Inflation
alsocreates problems for exporters with respect to medium and long~
term contracts and credit arrangements, These problems could

be solved if the government would consiuer more frequent devaluations.

Countries with high vates of inflation will also hesitate to
participate in rehional integ.ation. A high rate of inflation, If
it is not compersated for by frequent devaluatic:.s, will make a country
very vulnerable to the competition qf other countries in the
regional group.zy

Infrequent and large devaluations cause serious adjustment
problems for both exporters and importers. Countries experiencing
high rates of inflation shouid consider the expericnces of Brazil and
éolombia with the "ecrawling peg" exchiange rate sys: 1 (sometimes
referred to as a "trotting peg" or a "sliding peg").8 Chile also
emrloyed this technique from 1962 to 1970, but its experience is

difficult to analyze because of the frequent politizal disturbances

during the 1960's. A "trotting peg" system consists of frequent and
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anticipated sma+l dewnward adjustnents in the exchanpe rate to

compeasate for rising domestic costs.

Brazil has devalued the Cruzeiro on the averape of every 45 days
by 1.62 percent since Aupust 27, 1968, which has mecant a cumulatlive
devaluation of 36.1 per cent i::: 1968 to the end of 1970. This
technique has provided the exporter with the prospect of a relatively
firm re:atjonship betweea internal production costs and wvorld market
prices, and is probably responsible in part for the 54.3 percent
average annual growth rate of manufactured exports from 1968 to
1970. The share of manufactures in total exports in Brazil rose fron

9.: percent in 1968 to 12 percent in 1969 and 18 percent in 1970.

Colombia began carly in the 1960's to gradually develor a systen
of ~xport pro.otion for maw."actures based on exchange ra*2 policy and
fiscal incentives. This gradual develnpment culminated in the passape
of Decrece-law No. 444 in March, 1967, which established the lepal basis
for a "trotting pep" exchange rate system and a varicty of other export
tncontives, During ¢ @ perjod 1967-1971, the Colombian peso was devalued
(often at daily intervals) at an average annuc. rate of 7.3 percent.
Since t!.. carly 1960's, Colombia's manufictured 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 manu-

factures in total exports has grown from 11 percent in 1960 to nearly
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35 percent in 1971. The experiences of both Brasil ond Colorbin can
be used to encourage more {requent use of exchanye rate
adjustment and cxport promotion as preferable ways to deal with the

effects of inflation on a country's balance of payrents.

Export Pronotion

Rather than lower import barriers and/or more frequently adjust
their exchange rates, most of the developing countries which have
faced the problem of anti-export bias have done so with a variety of
export promotion devices. Although this solution does not attuck the
problem at its roots, it does at least partially compencate for
overvalued exchange rates and it also appe&ls to plannces iu developing
countries since export promotion cevices can be directed to specific

gectors and industries in the economy.

Export promotion devices are, in effect, subsidies to exporters,
although some devices are more dircet subsidies than otrers. Fo o example,
devices which reduce exporters' production or tax oasts arc move dirc. t
subsidies than devices which provide marketing information or export

credits.

The choice of purticular promotion devices should be determined
by the needs of the {ndividual countries concerned and in view of what
are considereu to be acceptable trading practices by the fnternational

community. The GATT rules do not prohibit export subsidies, but they
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do enjoin countries employing export subsides to so inform the GATT

and to discuss the subsidies with trading partners. According to

CATT rules, importing countries can rectaliate vith countervailing

duties if actual or threatened injury can be demonstrated. The GATT
does however, encourage develeped countries not to apply countervailing
duties on the imports of developing countries,

Export promction devices are used not only to compensate for
overvalued exchange rates, but also to stimulate the exports of
ind@stries that are not yet competitive for other rensous.

Successful exjorters can also be encouraged to iner-zasc thelr exports

through various promotion techr.iques.

Luc de Wulf has zecently providcd'a useful ca.cgorization of
fiscal export promotion devices:

(1) devices that increase gross receipts from exports;

(2) devices that reduce tax or production costs;

(3) dev:ves that reduce the profit tax liability.

Devices that directly increase gross export rcceipts include er-mptions
from export taxcs and direct export subsides. Many developing countrics
allow exporters of industrial products not to pay export taxes. The most
commonly cited oxample of a direct export subsidy program is the Pakis:an
ixpott Bonus Scheme in which certain exporters receive negotiable

bonus vouchers equal to?ccrtain percentage of their export sales which

10
they can use to purchase imported inputs.,
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There are also a varicty of devices that reduce exporters' tax
and production costs. The most comron tax measure that is pronted
by developing countries to exporters is a total or partial drawvback
of import taxes on inputs. Ixamples of measures which have been used
to reduce production input costs include interest rate subsidies,
investment allowances, payroll tax exemptions, and subsidized freight

and public utilities.

The income taxes of exporters can be reduced by granting tax
holidays, income tax rebates, and inceme tax deductions relate! to
specified expenditu:es. Examﬁles of the latter .casure include
the granting of income tax deductions for export promotional expenditures
and domestically produced inputs. Accelerated depreciation and investmert

allowances are also very tommon in developing countries.

Besides fiscal incentives for exporters, government funds can also
he used to help close the inform:-ion gap by organizing the collection
and dissemination of forcign market information and surveys. Export

publicity and exhibitions might likewise be sponsored by the government.

There is ample evidence of how the more successful exporters of
manufactures have used various export incentive schemes. Various types
of tax exemptions are popular ways to eacourape exports. Mexico
grants rcbates of up to 50 percent of the tax on income derived from
exports, while Taiwan and India grant similar rebates of a smaller

amount. In both Mexico and India, there is widespread
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exerption for manufacturers from export taxes. In India,

Iran, Mexico, Taiwvan, and Yugoslavia, cxpurt—briancd industries may
apply for duty drawbacks on all imported raw materials subsequently

used in goods exported. Tax holidays are used to encourage
"export-oricnted industricg in Taivan and Jamaica. TFree trade zones

ané free ports also encourage exports and exist in Panama, Mexico,
Taiwan, and India. India and Mexico both help directly in the

firancing of promotional costs for exports abroad. These tuwo countrics,
and also Taiwan, have official organizations tc collect and disseminate

foreign market information to export industries.

A proper appraisal of export promotion proprams must be carried
out in specific contexts. The benefits from export promotion are not
easily meast ‘ed. Besides the obvious benefats to the exporting
firms, often cited are the balance of payments effects and employment
creation. There are substa-tial costs associated with most® export
promotion proprams, however, whirch must be compared to the alleged
benefits. Many export promotion devices result in t;x revenue
forcoone or increased fiscal expenditures. In addition, there may
be a misallocation of resources duc to the manipulation of market
forces. Thure are certainly more direct costs associated with export

prowotion programs than with the alternative of lowering import barricrs

and more frequent cxchange rate o.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 varicbles are used to represent performance 1
exporting m:aufictures: manufactured exf.rts per capita (X.)
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 larpe dirferences
in the sizes of devecloping countries. The analysis can thercby
focus or factors irflucncing the propensity to export m.caufacturecs.
Adjusting manufactured exports for population also makes.
possible the 1-clusion of population as an independent variable
intended to rcyresent th: influence of economics 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 cxport. Unfortunately, it is probably less
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reliable statistirally tlan per_capita manuiactured exports.,
The idcal measure would be exports of hanufacturod value-
added output. Value-added datr, however, are not availible
for manufactured exports, .Since the numerator (manufactured
exports) is in gross terms and the denorinator (manufactured
output) is in value-added terms, there is a bias apainst
countries that have larger value-added components in toral
mauufactured output, Furthermore, the share of manufactured
experts in mauufactured output is available for a smaller
sample of countries than manufactured exports per capita.
Severcl cross~country studic; hove used as th¢ dependent
variable the share of manufactured exports in tctal cxports.l
These studies were primarily concerned with why some countries
have more of a comparative advantage in manufactures than
others, and therefore a composition of tra - measure was
appropriate. The purpose of the present study, however, is
not to identify comparative alvantages. 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
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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 Appendax A, There are two reasons for excluding these
products. First, a measure of manufacturcd export performance
should ideally include on}y value-added data. Since these
data are .ot available, an effort will at least Ye uade to exclude
those products whose value “argely consists of raw materials.
Tl.2 second reason for excluding resource-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 avallability of a scarce raw materiel. The exclusion
of resource-hasc:? products from this analysis in no way
implices disapproval of the further processing of a country's
rav materials as one way of expanding manufactured cxports.

The definition of manufactured exports ordinarily used
in studies of this type consists of commodity cliisses 5 to 8
of the Standard International Trade Classification(SITC).2

Table & shows how the ranking of 51 countries by manufactured
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exports is affected when resource-based products are excluded
from SITC 5-8 according to thc cr!tcrla developed in Appendis
A. The Spearman coefficient of rank corrclation is .664,
Mainly responsible for this somawhat low rank correlation

are the countries which drop in rank, Out of 51 countries,
only 14 drop in rank, indf-atine that the average drop in rank
is significantly larger than the averaye increasc. Of the
countries exhibiting a notable drop in rank, SITC product
category 68 (unworked non-ferrous metals) is primarily
responsible in the cases of Zawbia, Chile, Zairve, Malavsia,
Peru, Migeria, and Uganda, whéreas SITC 63 and 82 (wood
products and furniiure) are responsible 1n the cases of

Burma and Ghana. The significant differences in the levels
of manufacturced exports of these countries when resource-
based products are excluded indicate that the determinants
of success in i(aese products are not the same as the deter-
minants of success in products that are not rcsource-based,
It is the availability of a scarce raw material that
contributes most to & country's comparative advantage in

a resource-based prcduct. It is appropriate, therefovce, that

resource-based products be excluded from the present study.
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Iraq
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Dominican Rep.
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a4
TABLE . (continued)

Less Rescurce- Chan;-e
Country $I7C 5-8 Rased Products in Rany
Ethiopia Iy -l 0
Syria 46 37 .9
Honduras 47 39 8
Ecuador 48 1 7
Bolivia kg 4o 0
El .3alvador ‘50 42 8
Jordan 51 48 3

Duc to the incomplete avallabilicy of data, there arce
five different sets of regressiens corresponding ta five
dilferent country samples. The larzest set employs data
from 73 countries, and as variables are added to t.u~ analysis
the country sample declines from 73 to 52, U5, 49, and 18.
The only country excluded from the analysla for reasons
othe» than'data availability is Hong Konzj, because. its manu .
facturcd cfports arc exceptlonally lar:c and would donminate
the regression estimates., Although Mon: Xongs Lo exclude’
from tic cross-country analysis, its experience In manufoc-
tured ciports 1s an Interesting case and coan be explained
in terms of the factors used in the resression equations
(1.c.. low natural resource base. skilled labor force, and

low levels of protectlon and inflaticn).
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The manufactured export data represent exports of indivi-
dual developing countrie; 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 Statistics,

but for a cmaller sample of countries and with more than a
few significant exporters of manufactures missing (i.e.,
Algeria, Co}ombia, Iran, Jamaica, Kenyi, Malaysia, Morocco,
Pakistan, Panama, Peru, Uruguay, and Zaire). Since there
are only a few countries whose exports of manufactures

to non-OECD countries repr.sent a significant share of

their total canufactured exports (e.g., the Central American
Common Market countries), this study must be content to

point out these instanccs where appropriate in the analysis.

The Model
In order to t~s5t the hypotheses of chapters V and VI, cross-
country data wc-c¢ assembl.id for six different variables
alleged to cxplain manufactured export performance:
(1) domestic market size
(2) 1level of economic dev.lopment

(3) natural resource :ndownent
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(4) 1labor skills

(5) 1level of protection

(6) inflation '
The first three vaiables.can be considered as given endewments
which are suited to the tradiiioral statie appr;nch of
comparative advantage, whereas the latter three variables
are suhject to some degree of control and manipulation
by policy-makers. It ..ould be pointed out, however, that
inflatior 1s normally le:s controllable i developing
countries than in develuped countrivs, and leveis of protect ton
are often difficult to changé in the short run because of
the larg. share of governuent revenues that import taxes
represent. It has also been pointed ~w: that évcn if
inflation and protcct%or cannot be controlled in the short
run, there are other means available to policy-r.kers to
offsct 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 investment and vocational
training can produce results in the short run.

Table :-ndcfincs the variables uscd in the regression analysis,

The variables N and C are usec alternately to represent market
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TARLY 4§

Dafinitlon of de+<ression Yarlavles
El

KXo = manulactured expsris per capita, 1053-1979

~
|

hare of manufactured enports In nantfecbured walue-
added output, 17353-1970

Independent Jarinbles

Y = Gross Dccctic Praduct per capisa. 13350

N = . total population, 1339

C = consumption of wanulactured seods (1139), calenlated
by adjustin; manulazturec ouatpus (value-zdded) fop
eAporis and imporis

D = popusation densi-y (population divided by Lot~1 land
area) Lo be used as a proxy for natural resources
per head (laverse)

R = index «f abundance of natural resources (Adelman aa
Morris)

P = ‘consumcr pri~e index for 1570 (1153 = 190)

t-!

per et of the populaticen thng g literate, to be
ased as o proxy Cor labor s%ills

0 = olenness inde: {share 1a the Inereasc of ceastptlon
WU finiahod o weriTizlared Coads ron 11:3 to 1207
that is ivporied)

T = average nomlinal taviif level
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size, and similarly D and R for natural resource cndowment,
and T and O for level of protection. In order to esrimate
the separate effects of each of the independent variables

on manufactured export performance, the following two

equations were formulated:

lan = a, + allnN + azlnY + a31nD + ahlnT + nslnP + aolnL +u

InXg = v, + bllnN + bzlnY + b31nD + balnT + bslnP + belnl + u
The number of vaiables included in an equation as well rs their
definitions -.ary according to data availabi.ity for a

given sample size.

The log lineas form of regression equation (witu both
dependent and indu-endent variables in 1¢ 7 form) has histe i~
cally provided the best fits for a variety of cross-country
studies.“ Preliminary tests indicated that in “his study
also the double log linzar (or constant elasticity) form is
prefer able. Tt secems more rcasonable that the clasticities
would be const~nt than th%at the slopes would be constant.

One would not expect variables such as market size, level

of economic development, and natural re.ource c¢ndowment

to be lincarly rclated to manufc. tured export performance.
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Due to the incomplete availability of data for many

developing countries, five different scts of regressions

were run with di{ferent sample sizes,

The set having the

largest sample of countries (73) used X. (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,

includes the following '3 countries:

Afhanlistan
Alrerla
An;oln
Arsenting
Bolivia
Lraz il
B

Cuans ronn
Coylon
Chile
Celaombia
Costa Rieca
Cuba

Cyprius
Domlinican Rep.
praadar

iy p.

L)oo salvador

Bthiepia
Ghana
Greece
Guat.mala
Haild
"Tonduras .
India
Indoncsia
Irun

I an
Isracl
Ivory Coast
Jamaica
Jordan
Kangan
Kovea

RAT S N o
Lebanon

Liberia
Libya

Maca- o
walousl

tal e

Mozambiague

Hevherlands ant.

Nlicaranua
Hlzerin
Paitistan
Panaaa
Paraalr
Por
Philippinns
Saudi Aravin
Sene, 0l

Set I

Sierra Lowne
singapore
Somnlin

3. Yeuon
Sudan

Syria

Taivan
Tansanin
Trailand
Tene

AL AT RTAES I V] A A
Tanisin
Turicey
Usnaan
Jrucraay
voucoizla
Yupaslavia
Lalre

Zanblia
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If eleven of the above countrics are excluded, the
independent variables P (1Qflation) and 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.,

3

IT 17 1orz countries are excluded, tae depeadent
variable X, (mﬁwnfactured eiPOrLs as a snarc of manufocturcd
valuc-added output) and the Indepondent variables € (con-
Ssumption o. manufactures) and.O (onenness index) can be
added to the analysis. Ti.e 17 countrics RYus c.zlided are
3nllvia, Caneradn, Costa Rica, Guatecmala, Haiti. Ivory
Coast, Lebaron, Liberic, Hada;nschr, Hetherlands Antilloes,
Nicaragua, Parajuay. Siérra Leane, 3. Yzmen, Sudan, Tanzania,
and Trlnldad/Tobago. The cxclusion of.thcsc countrics leaves
Set III with 4% ceountrics.

. If Adclwan and Morris' natvral rosouive Ladox (R)
15 to be used, five more couniries hLave %o be cxeluded
(Malcysie, Malta. dezanplgae, 3ingapore, and Yugosletia),

leavins a sample of 40 countries comprising Set IV.
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.

or which averace

Set V contains tho 18 countrics
\ noainal tariry levels are avail:

‘ 11 M
Brazil, Chile, Cclombia, ccuador, Isracl

ible (Ar;cntiua, Bolivy

LR EEIN

» Korea, iMalaysia,

41 4 Yl v . .

lexico, Palddstan, Pou, Phuilippines, Taiwon,'Tawrwnia
o ! X E P PRY I}

furicey, Urapuay, and Venczuela)

Repression Results

—

Tanle WMousmdrizes Lhe main findin s of whe resocanlion

.

-

analysis.  In wost o0 the cauations, roardloss of samnl
sizo, the manulfastured export pérlormuncc var..ablos

are positlvely and significantly related to market size
(populatlon), level of development (EEE caplta inceme),

d
populatlicn density (the inver:e of natural resources per

head), and de;rec of openness. HManufactured export per-
formance 1s negatively associated with inflation in all
cquations except those with a sample of 19 countrics,
but in only three equations is the nciative relationship
sizalt lcant at the 5 per cent probability level, Labor
slkills. (literacy) surprisin;ly exhibits a negative

coceffllcicnt in nmost of the equatlions, si; nificaatly
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nesative at the 5 per cent probabllity, level in two enua-
tions. Averase level of nominal protectlon 1s negatively
associated with manufacturced export performance in the

-

two cquaticns in which it appears, signl?icnnt at tie

5 por cent probability level In equaticn ) and at the

10 per cent level in eguation 10, The index of nat&ral

resource cudowaent (R) is nccatively reloted to manufac-
.

turcd cuport parferaanze in tie tuo cquatians in witich -

1t avpcars, lu both cases signlficant at tie 10 per cent

probabillty lovel, but not at the 5 per cent level,

Bafore asalyazing caca of the tndependent variabtles,
one faprtiier item is wort.: of note rejardin_  tne dependen’
variagbles.  In order Qo detoraine he ¢ffect of the detailed
exrlasion of rcn.avéc-bascd prouuncts {roa the weasurcs- e’
ranufaclared expart perfzmanee, the voriable K, was
readtusied o reprosent product categorles SIITC §-&

less 5% (wnworked nen Terrous sctals).  This 15 Lhe more
comtiua mrasure of nanuafactuarcd caporis when on cf%&rt

5 . . -
1s wade to cuclude prliary piroduzts, squation 3 (see
Table V) was run anain witin XCy Gefined as the adjusted

dependent variable.
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XCy = 44N + 1.3y + .9 -
(1.8) (2.3) (3.2)

.The independent variables in tle fquation above explain
51 per cont of the variation in manufacturecd expart

performance, compared to 5% per cent in cq:atlion 3 when
a aorc deteiled cexelasion of resource-vased sroducts was

- \a]

conducted. The inferior £it obtained with She use of 3G
=3 the depondent variable 315 aceasunted for LY a lesaenine
B v N “

[

the significance of 2ll six coefficicnie This rosuly

sbe . e

W 3 expected. since on: of the reasons for Sie deblailed
exclusion of resource-bascd preadets was b clit jhanbe
those producls whcg: performance 13 nnt thoushit to be
influencceg Sisniflcantly,. . o, explanatery variables of the

p!.,..:,sc nt S'tlldy .

& 1. Domestic Market Size
Populatien is used as the primary variatle for dorestic
market size. An alteruate variuble, domestic consumption
of manufuctures, was calculated by adding imports to and
ebtracting exports from manufacturad output. The data for
this latter variable, however, are available only for ;

significantly smaller sample of countries. Hufbaucr used
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output of manufactures as his variable for country size in
trying to explain the composition of trade across countrics.
Adjusting this variable for exports and imports more direcctly
reflects the size éf the domestic market, Both population
and consumption of manufaccures arc used in the cross-country
analysis in order to conduct a more complcte iest of the
market size hypothesis.

In order to compute consumption of manufactured coods,
imports ol manufactures (SITC 5-8 less 68) were addad to
and exports of manufactures (SITC 5-8 less 68) were
subtracted from manufactured output. Data limitations
required that the manufactured importe and exports consist
only of trad; data with OECD countries, The manufactured
output data were obtained from various editions of the

United Nations Crowth of World Industry and are in value~

added form. Value-added data, besides being available for
a larger sample of countries, are preferable to pross
manufactured output because many products are inputs to
other products in the sample. Value-added data thercby
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 closcst year available. The products 1included
in the manufactured output dats are roughly similar to
categories 5-8 less 68 of the Standard International Trade
Classification.

Population (N) is positively and significantly related
to manufaciured 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 samnic sizes of
73, 62, and 18, the coefficient of population is positive
but not significant. Since equations 3 to 8 of Table 1N
are the moast compl :te in terms of sample .ize and explana-
tory variables included, the regression results can be
said to give some support o the hypothesis that the sizr
of the domestic market, reficcting the benefits of cconomies
of scalc 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 cquations, the
cocffic’ents were not as significant, There also was not a

notable cffect on the other cocfficients of an equation
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when consumption of manufagtures was used as the market size variable,
A simple regression of population (N) on consumption of

manufactures (C) yields an RZ of .41 with the coefficient of

C rositive and significant Sf the 1 per cent level of

probability. The equation is in dnuble log linear ‘form and

is for 45 obscrvgtions.

The fact that population yiclded better statistical results
does ot necessarily meczw that it is a tatter indicator of
market siz than consumption of manufacturcs. There are
nurierous examples of countries with large populations which
do not provide significant markets €or manufactured goods
(e.g., Inconesia, Nigeria, Egypt, Burma, Ethiopia, and
Zairc). These are countries which have also had poor
records with manufacturecd exports. The inclusion of tlese
countries in the regresgion ar-.lysis decreases th~ signi-
ficance of the N coefficient, but the main hypoihesis 1is
still supported when it is noted that the markets for
manufactures in these countries are actually small, even

though their populations are relati:cly large.

it
.

2. Level of Economic Development

Other things equal, the hipgher the level of economic
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development of a country, the greater should be its cnpublli}y
of producing manufactured products that are competitive on the
world market. The degree of industrialization, an efficicent
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 represenfing level of development and it

is expected to be positivel, related to manufactured

exnort performance,

The coefficients of per capita GDP (Y) arc positive and
significant at the 5 per cent probability level in all
equations except number 10 in Table XX Tn the equations
where Xg is 1sci, the coefficients of Y are less significant,
The inferior rclationship of Y with Ny can be explained
by the fact that as Y increases, absolute mapniti-les such
as X, tend te Increase, but of course not all shares
(e.p., Xg) can increase.

The regresuice results support the hypothesis that tevel

of economic development is an important determinant of
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namfactared cxnort perfornance.  Lovel +of develapae.t

reflecis meny facters - - indasérial

loation, Infrastouctare

sitills, orimal=ation --- 211 of whloh are foverable

ey
.

Lo tie
develepment of aanuflactured cRports. Mere arin, beowcenns,

L'is atudy docs a0t wish o inply that Shds detovaisnat

15 a neccessury preconditicn.  Pha

lou pLr oenniia Incomes that have el lapod St sniffiannt
manuinetuevsd enpoerts. suns), s Indie ond Polelnton, B ae

Luo conutrics, Bowevar, Lave hnd Sio Faveprrole ¢

X ¢ ai"laeae

of lar;e JQcaiie narteus

.y . - . M M
" satlie LG, morcover, Lhc predoninoat

vy

srares of bolh count.oics' mamfactured euporLls conslst

of p:oducts fniensive in the uze of Aanskillad lobew

. - . ‘ '
(tensiles and eloihing).

summarlziag the effects of level of develojuaent

(per capita Income) or mamsfoctured ciport perforeance, the

Stativefeud roealls suppert the hopothesis Saad there is

2 siron; pusitive relationshiin botween Lo Lun varishlos

3
——

across countrices. 7Tiae cxpericuce of several eountries in-

dicates, nwwever, that a low level of developrmeont does not
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prevent the production of competitive manufactured exports,
Factors such as products intensive in unskilled labor and
investment by multinational firms make feasible the

development of manufactured cxports in low-income countries.

3, Natural Rescurce Endowment

As chsin; and Sherie have pzainted out in thelr Slendy
of the determInants ~»° vhe composiuion of exports, potrila-
tion not onuy reflecis tieo effvets of mariel sinse, bat also
of populaticn dens.ty (pepulaiisn divided by total 'and
arca). Postulating that population density 1s a proxy for
the inver .c of nztural cescurzes rer head since LU is
"highly zorrclated (nezatively) with the comicined availab {1,
of mincral wealtn, arable land, and other ceonomically wuscfal
endowaents frum nature,” Kacslngland Chbr? crpect dersely
populated countries to specialize In manufaclares  and
1izhtly populated comtries in primary prodicts aseomlin:
to the land-labor version of the Heckscher-Chlin tiwory.

In order té_distin;uish the Cuy positive Jnf'lucences of
pogalation on manuf-clared <xporis, both popilation and

populavlion denslity should ‘2 fngluded in the recression

r
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cquation and bnath arc expecled to have positive ccoefficlents,

Toe postulate of Keeslng and Sheric that there is a hish
neggative correlation betvegn populasion density and nataral
resources is debatable, An alternnte variable ror natural
rctources can be used in order Lo test its relationsiip
with manufac sared cxports.  Adelmun and Horeis bhave con-

[al

stracted an index of "abundonce of natural resources. '’
This index Jo defingd "primarily in terms of three broad
classes of resoarces: 2gricultural land, fuel, and

rmineral resources ciher than fuel,” Countrics arse placed
on the follecuing simplg ilnecar scale: 97,99,73,07.59.00 i1,
35.29,1:,10, and 4. Such a scale measure is approp.!ate

rather than a more detailed index since Adelman's mearuring techniques

are not designed for precise differentiation.

Both variaoles represcutlag netaral resourees, D and
., indicase a sisnilicantly negative relatlonst:ip tetween

atural resocurce cadoument and manufuasiured euport
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perfernaace. thas supportlng e hypothesis o g Sy,

Tie eaefficients are more Significant when X, fo goed oo

the dependent varlable than when KS Is uced.,  hic reanlt
i3 reasonabls consldering the fact thot abundanee of
natural resources should have a negative ef'fect on bty
the numerator (manufactured exports) and the deneminator
(output of manufuctuvés) of.the Xg ratic.

The coefficlents of the varlab%c D are in all ecases
significant at the § p2r cent level o{ probaibility, vhercas
the coefficients of R are sinificant only at the 10 per
cent level. This result is difficult “o cxplaln, lLecause
R i5 a more Sophistlicated measure of natural resourd.s than
D and was axpectcd Lo perfora bestter, IL order to deweraling
how closcely 1D and B are correlated, a simple resression

was rua o wilh these Swo variavles.

Tne Rﬁ ratio of Chis squotlen i5 .35, which .l not ve ey
high considering that he two varlakles are neant Lo be
close substltates. The siin of Lhe coelfiziconl aud Jus
gl

tcaace ot the 1 per cent level Indizate Lhat vhe

rcla‘lwnship Letueen Lhe varlueiles Lo as eopected.  Thidg
study 5 left with tiie tentative and tenaous coneluslon
that. assuming voth D wnd R are valld measures el u country's

natural resource eadoument, D scems to be a slishily betler
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measure, at least for the purposes of the present study,
Both variables support the hypothesis that an abundance
of natural resources aormally acts as a discouraging factor
with regard to mandfacturqd exports,

This negative relaticonship between natural resources
and m“nuf;cturcd exports follows straightforwardly from
the Hecksclier-Ohlin theory of comparative advantage.
If this study rucommends that it is a good general policy
for all developing cohnt;ics to develop manufactured exports,
would it not thereby be rccommending‘that some countries
act contrary to their comparative advantage? The answer
to this question is that dynamic, rather ihan st::ic,
comparative hdvantage is che 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 loné-run growth
potential of manufactures is much greater than for raw
materlals. For these reasons, it wonld be shortsighted
policy to rely on a temporary comp. vative advantage in

natural resources and ignore manufactures.,
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4., Labor Skills

There are a variety of measures that have been computed to
indicate relative quality of the labor force in developing
countries., Although most of these draw heavily on cducational
data, Mufbauer and Wachrer both use data on the composition
of the labor force.8 For a labor skills index, they used
category "0" of the International Labor Organization
statistics (professional, technical, an® related workers)
as a percentage of the total labor force. Hufbaner himself
criticizes toese data Jor being "internationally inconsistent"
and the -ategories for not capturing exactly the relevant
information,

Harbison and Myers constructed a "composite index of levels
of human resource d:ve!spment" from school enrollment data.’
An extent of literacy v&riable is alsz available for a large
sample of countries.lo Although these two measures are very
highly correlated, tk2 'iterucy rate measurce 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
quality of the population over and above what formal

education statistics 1nd1cate.11
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Table Wshows that literacy is not statistically significant
in support of the labor skills hypothesis, and in fact displays
nepative coefficients in most of the equations, There are
scveral reasons why an empirical test of the rciationship
between labor skills and manufactured cxport performance
1s difficult. Literacy is an admittedly imperfect proxy for
labor skills. 1t is very closely associated with school
enrollments, aud neiviner of these may be correlated with
how wel;—traiged is an industrial labor force.12 An example
is Korea which, although having a relatively high rate of
literacy and a large supply of iiberally educated college
graduaces, may well havé a shortage of properly trained
skilled labor. The methods of collecting and computing
literacy data also va.y from country to country, and these
data are only available for a varlety of samp’2 years.

Another statistical problem with the variable L is the
probable presence of multicollinearity. Several cross-
country studics have yiclded consistent evidence of a
positive relationship between level of economic development
and the rate of add:itions to the stock of educated people
(measured by school enrollm:-at tatios).13 In the present
study, L was found to be positivcly related to Y (per_capita

GDP), D (population density), and P (inflation), with all
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three cocfflcients sisnificant at the 4 per ¢

level of probability,

L= ,33Y + 27D + .
- (5.9; (3.2) (
1

Tie 2bove cquatlon wan ecn

tries ane resulied in an R” ratio of .u7y., ir Lhe

¥, D, and P are excluded Crom canatiion 2 of Table

coclflicicat of L Leconos Pasivive and sicnificant

1 per cont rrobabilicy lewe).  ha varichles Y, D,

were also cunl zied fron the sglow couaticons ui Tabl

with Lhe sin

.
.

[N
Sl

variabl o

o

33, Lthe

1S resadh tian the coelficionc: of I, became

siionilicantly posisive. Thesoe resilis di e 5opport

a pasleive

e - — 1o b — o -

perforaance and literacy, but merel:; pzing Ls the phssibl.

lity of milticellincarity and thereby cast devbt o

nesative coofficicnts of L in Tzl 0.

5. Level of frotection

relaiionship betweon mannfiol ned euport

n Lhe

In order to coxamine capirically the effoeets of tieor
J

Inuard-looking

policles wn the monufuatarad captrl perlorm

»
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of developing countries.'a variable wmust be constructed which
indicates for each country the extent of protection given to
domestic Iindustry., The most obvious variuble would be an
average tariff level for éach country. Unfortunately, the
considerable cffort neceded to compute such averaécs and the
variety of empirical metheds create difficulty in collecting
an adequate sample of countries with ccmparable data. Roughly
comparable average nominal tariff levels are available
(from various sources) for only 18 counti-es. In the
regressions, this protection variable is expected to be
negatively related to manufactured export performance.
Appendix B lists the various sources used for obtaining
the average nominal protection levels for the 18 countries:
Argentina, Bolivia, Brazii, Chile, Colombia, Ecuador, I-zael,
Korea, Malaysia, Mexic;, Pakistan, Peru, Ph!lippines, Taiwan,
Tanzania, Turk:y, Uruguay, and Venezuela. Average nominal
tariff levels :rere avail-bie for all 18 countries, whereas
average cffective 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 averane effective rates of protection

are highly correlated across countries.}4 For this reason,

alon;; with the lorgoer sample sloe available, overase nentond
.

rates will be used in the present study. '

A problem in using this sample of 135 countrics rea

different sources is that there were a varlely o guerne

.
Voo
1135

P S

weiphting, and scmpling techniares used., Tanlir and L)1
haJc shovn ‘that the miethads used . make a diffuruncc}s
Alth:ougn the mensures arc nol comparable in a precisce encash
manner to predict changes in Lne patiern of trade or duoica-
tic allocations betuaen industrics, perlaps the raking of
countries will stlll glve a2 rcasonable certilmate ¢ the
relative dezrees of protection in the countries involvad,
Cohen has made a similar assunmption in a siudy iavelvin:

~. 16

roatec of SULoLion Lanen Drum AICo renis anureos,

The various estiantes of protectlon are alse mude for
differeat ycars, althoue;., all ave for Lhe early c nldile
1959's. Thls fact should ant puse much of a probicm, siuce
structurcs of protestlon normally o notl chaane sionttioontl:
over shorbt-periads cf time.

The small sampl: of countries tojether with Lt ques-

tionable comparability of the protection data cnuaura e 2

——e -
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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 measurc of openness, but this variable is affected
by too many factors besides the degree of protection for

17 For example, some %ery

the purposes of this stuly.
proteci.onist countries may have relatively high import/
income ratios because of the nccessity to imbort large
amoun.s of food, critical raw materials, or capital poods,
Furtherrmore, forefgn exchange availabilities -nd stage of
industrialization influence the import/income ratio.

In the present study, an incremental import/consunption
ratio is constructed as an openness variable using rnly
manufactured consumer goods, Resides avoiding the problem
of large nccessity Imports, concentrating on marufactured
consumer goods differentiates countries more clearly with
respect to openness since protection tends to escalate with
the stapes of processing of a product. Morcover, since ti
ratio is incremental, the effects of foreign exchange
avallabilities and levels of industrialization are
minimized.

The openness varfable was constructed for the years



-152-

1963 to 1969 for 45 counirics. It 1s an improver..nt over
the tariff variable not only because of the larger

sample size and more comparable data, but because
non-tariff barriers should also be reflected in the
measure. The manufactured consurmer goods in the

openness variable consisi of tne following preducts:
textiles, clothing, footwear, wood pro'ucts, furniture,
and rubber products. Consumption of these produ-ts

was computed by adjusting domestic productien for fnports
and exports,

In calculating the openness variable, domescic consunp* fon
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of Cinicned wnasfactares was computed by oaddin: Cigtzhag

—

viunvtfleenarcd Tuports Lo oand suablracting Civisiod =nvilnsigeed
erports Frow [inal oatput ef finished manufactures.  i‘ipal
6uLplt of Cfinished sansfaztaes uas calzalated by adding
tojether the value-added Cizures "or Uhe 'proldict cotegories
conécvncd. Value-added Jdata are more appraprlate thia
pross talite bocaase the variaoble beding comaputed is Cinal
consvapllion and hense double counting of Inputs should be
avoided.,  In nest of Che product cabesorles ~f Cinished
nanufacoures (sce TableWTII), inpuis werld e emintod
Ltwice or more 1f sross value :ere used.

LTabloZITT s nol niesnt Lo Include a complete )iz

rcprcv'ntative

af Cinmin ol nrvin i sy Coaariiremed smmende .-\.-v\"’ R e
L hanvaced oonz -

produc 3 should be sufflelient in order te caleulate the
medsure of conucern.,  Siuce the Internaticacl Jtandar:
Industirial Classification (ISIC) is used in calculating
oulput of finisticd manulactures, wille the Standa:d Inter-
natienn? Trade Classification (SITC) is ased in calculating
imp?rtu and cxdports of fintshed manefoectures. a . oncerdiance
of the prodactis nsed fronm the Cwo clissificntion syslens
i Jlver fa Pable¥IXI,

The Jmpert and cxport data for Lhe openness variable
are takea from the years 1953 and 1253, and tie productlon
data froa 1953 and 17292, or the closwst year avellable, The

trade data comprise only imports froa and exporis to the
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PABLE P

Concordiance of Prediocs oo

in Calculating Ozennas

. 1
vr » v LS, 1
TANMUCER | e el

Vaplatile

L
d

Textiles y Textile wom. Shbpicen
up ortlicles and poelatod
prodicets

earinsg apparel, Clothini;

cxaept fcotwear X

Foutwear Footweanr

‘iood prodicts, viood! ond covli monufas tures

L S

cxcept fupnliture (cxeluding furniinre)

Fuarniture and fi:tur-es. - Mmiiture
cexcept motal

mabber products Rubbzr nmanufaciires
!

OLCD countries, vhich makes the measure of domestle CeNSNPL Lo

e
lcss accurate than if imports from and exports to the world
were uscd. These world data, however, as cxzplained caplicr,
are available for fewer countrics (1n United lations Camiod Ly

Trade statistlcs) mad would excliude a aaber of dnposstant

countries.

For a cmcller sample of countrics (22). the openness
variable could be calculated for the Jears 1050 Lo 1957,
The seven year o Nsod tlic sample of 45 countrics,
however, should be lon:: ciiough to reflcet to what cxtent
imports were restricted over time.

The reprnession cquations of the puisent study are
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log lincar form. Since the openness variable is negative
for six of the 45 countries, 1.0 1s added to each country's
measure before the log is tukcn.l8

In all equations in which 1t appears, the index of
openness (0) is positively related to manufactured export
performance and significant in all cases at the 5 per cent
level of preobability. The variable representing average
nominal profoction (T) 1is ncgatively associated with
manufactured export perfcrmance in the two equations in
which it appears, significant at the 5 per cent level in
equation 9 and at the 10 per ‘cent level in equation 10,
The results of these two sets of regressions streagly
support the nypoti-esis that inward-lookire policies, 1ir
particular high tariff levels, have discouraged the
development of manufactured exports in developing countrics.

Since the equations are In double-log form, the coeffi-
cients represent partial clasticities. The openness
coefficient 1s greater than one in all six of the equations
in which it appears. 1In a policy context, this result should
be interpreted carefully since the openncess variable reflects
the consequences of poliéy actiors, and not the actions

themse ves.  With this caveat in nind, the regression results



indicate that across a sample of 45 countries a 10 per cent
incrcase in the opernness vorlable is assoclated with an 11
per cent increase in Xc and a 15 per cent increase in XS.
The only other variable wffh a partial elasticity greater
than one is Y.

The hypothesis concer.:ing the relationship between
protection and ma nufactured exports should be reparded
with caution since it is possible that rhe

causation of this relationship is reversible, Countries
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uinieh have diffficulty cxzporuing noy turs Lo wrstiestion fop
balance o7 paymeais reascus.  Linewlocs, countrlos uhienh o
nore successful expurters can laport more and afford %o Lo
more open in thelr pslizies. ‘When the variable T s used,
she dircetica of cauvsatlon cannot be distin uishied. The
vartable O, houever, osing only a small sample of finisted
consumer »eads. should uvoi{ the provlem of reflecting
merelyr that successful exporters ulll L~port :'rc, sinnce
this partizsular sample of zoods is likely o bue hoavily
protected even by an {nward-looking csuntry with a larse
aricunt of total imporls.

Thg cacflizfencs of “he apenness variable (C) are
more Sionificnnt when Mo iz used as he deopondent varleb!

S rosult is reaszuable beecaus.:

than vhen X, 15 used. Th

{5 shouuad mssve Jdlre:tly »eflect the iaflucace of 0 on
L]

manulactarers ! decloions

auont whether Lo produce for

.

export op the home marizot.,  The vardable . s, in foct,

(Y]

a neasure of hou mieh 15 produced [op expart ralative Lo

nodw en Luoproaazed oy Lie home murtiet, The dleve) of

pirotectlon clearly affeets Shis Guelston because Lic

Peliviive petecs of oods prodaced for oxpoprt Lo Leoas

prodaned o tle home marikel are affected.

.

The coeClizizats of P are lczs 3t ni“teant than

Lthose of 0, probably because of the dat:. liairaltens nnd

ealealation couplications of the forrer. The number of

.
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are 13 compured Lo B9 rur 0, a0
reflec's bLoth Laricr and non-tariff rositricyioy, L L
variable C is also calculated Crom the same sets of dnun
for all countrios, unercas 1T is obtuined fran o warto vy
of sources. Coalrary to Lhe varlabl. é, Lhe coerffieiongy
of T V5 511.;htly lezs sisndflcant whien . s nsed as Lhe

dependent variable Lhan uhen kc s wed.,  iils resalt
may als¢ bz due to the daba Jiatbaticss CHA I

There are sixcteen countrics with data for buin 0
and T. A resrescion of ™ on T (in double le:-linens ')

»

yields the-foilouing caquaticn:

0 = -4

v V(‘I‘V
The fit as wzasared by the R ratio is .29, nouleloge

considering the Lws var'ables are SNPPane o Ll e grahiad
tates, but not bad considering the data 1iattations and
th= wrtad differeezes inr the Lwo neasures. A expeet d,
the relationchiip bebue~r the two arlables in e ative, ane
the cualflazieas e D i3 Sttt Gl Lhe 1 por econt
level ef precoabitity

Slnce the statistical results support Wic hepothests
that opennccahins o Cavorablo ' laeace on waaaiacLured
cxports, tie next losical questlon so.scere WLt L. el
coatry tends to be open Jn LEs trade prlicices. Countrles
shich have problems with inftlallion eiften Laen to nmore

Loy,
oy
TRl A S B S '
« 7 , R N TS b
SHORE RS N , T e v e P
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proteciion radhe i Whan devalae thelr earrensies, o dare

doacolic anreet provides She tcmptatinn Lo

[

MAGNC fmpert
substituctlon pslicics via higher pro Lcction. A small
endoumeat of natural resources encouraies a country
toward open trade volicies, since a larje ancunt of

‘ras materials and natural resenrce-based prodiets amast

he inpuartcl.  The abtove three factors can be related to

cpeaness Ca & regiession equation usingg varlables aiready

defined in this chapter, with inflation (P), market size

(H), and natural rescurces (D) as the independent wvariables.

0 = -.¢

-

i Lp 4+ 12.5
ST NS R T

(

The signe of the three coelfliclents are as predicted by
the thirce hyrnotheses abvove., The ceelCliciente = all three
indepeadent varinblcs are significant at the 10 por cent
level of probabilid y, vith ;hc cocefficicnse of Noand D
very close U2 being sinnificant at ¢the 5 ner cent lewvel,
The RS ratio is .12, whici. is reasonable cénsﬁdcrinﬁ that
nrol abliy the nain doetormainant of whethor o country Huprsags
open Lrade weliclies i the cccnoumic philos phy of the
counuey,

Policy recoamendatlions follouing Lhe aclbeve resulis
voald, of courae. eacoturase a redieticon of pretectioniun

devcloping countries,

ul an alteraavive s to offset come of Ve negative

effecis of protectlonisn by means of various cupert pro-

3

Jdon sehealuvhich are h54c411" Subsidies Cooenporters,

3
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thus offsetting the "tax" which an overvalued exchanpe rate assocs gt ed

with protection places on these exporters.

If protectionism is cmpioyed primarily because of an espousal
of the import-substitution strategy of industrialization, the
results of this study should encuurage a reappraisal of the alleped
banefits of import substitution as opposed to the negative effects
on exports through an overv: ued exchanpe rate. Although import
substitution may produce noticeable results in the short run, it mayv
have a lasting harmful effect on the comperitiveness of a country's
manufactured cxéorts. Not only does an overvaluod exchange rate
discourage exports, tut protection from foreign competition may
encourage inefficiency and a high cost structure which is difficult
to change once in p.mce.l9 Since the compthion af trade depends
on relative costs, a high cost structure will not necessarily result
in a sm-lier share of manufactured exports in total exporis., Pratection
in developing countries,however, is normally heaviest in the industr!lal
-sector and therc:ore the high costs resulting from protection are llkely
to occur more in the indusirial rthan other scctors, thus making the

relative cost structure of an cconomy biased against industrial exports,

6. Inflaticn

The variable for inflation used in the present study is the

consuner price index for 1970 (1963 = 100), DeVries used a similar
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inflation variable in a creoss-country study explaining oxunrt
performance {inding a significantly negative cocfficicnt.ho The
dependent variable, however, was "minor exports,” which excluded
any product accounting for mor; than five percent of merchandise
exports of any one country. The variable, therefore, excludes in
many cases such important manuf.ctures as textiles and clothing,
and includes many non—mgnufacturcd goods. When DeVries excludes
non-manufuactures from minor exports, the coefficient of inflation

is still ncpative and al:->st significant at the 5 per cent probabllity

level.

A "trotting peg" exchange rate system might mitigate some of
the problems caused by inflation, especially with r.gard to the
uncertainty of exporters about the relationship between intcrn-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 exporters have core into more frequent use since the
period of the DeVries 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 countrices,
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The nepative coeflf:clent of P iy slpgnificant at the 5 prreent
et '
level of probability only in cquations 4, 7, and 8!in whth Ns i
used as the dependent variable. The variable Xg is Influenced to
a greater extent than Xc by inflation, just as it was also
.Influenced to a preater extent by the index of openncggfeﬂ?gsgldnd apenness
mor-: directly the shore of manufactured output that is exported,
Inflation, if it is higher than the world market inflation, will
encourage dr.iestic manufacturers to sell more at home because of
the higher price. O0n the demand side, inflation obviously makes
a country’'-: products less competitive. The uncertainty effecte

of inflation also discourage cxports on both the demand and supply

sides.

The predominance of negative cocfficients for P does gpive
some support to the hypoth- “- chat inflation discourapes manufactured
exports, The fact that the negative relationship is not stronger
calls for some explanation. One possibility is that there s a
correlation between inflation and the openncs; and protection
variables which results in multicollincarity and cons.quent
unreliability of the coefficients of the correlated variables,
There is a negative relationship between P and O as revealed by
the rcgression 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)
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2 . :
With an R™ ratio of .55, this close correlation indicates that

multicollincarity is a problem.

The positive cocfficients of P is cquations 9 and :O,mny
be accounted for hy the fact that deviant cases can significantly
affect a repressiu . with only 18 observations. Four of the six
countries ranked hi, -~:st in infintion (Argentira, Brazil, Colombi:,
and Korea) also have -elatively high levels of manufacturcd exports.
Brazil and Colombia have, as mentioned earlier, offsct to some
degree the effects of inflaticn on exports with their "trotting pep"
exchange rate systems, In addition, these four countries have the
advantages of large domestic markets and relatively high levels of

economic deveiopmenc.

The expericnces ~” Brazil and Colombia Lupgest another reason
why inflation does not show a stronger nepative relationship with
manufactured exporis in the present study. Since the timc'uf the
DeVrices study, which did shew a stronger negative cocfficient for
inflation, countries have begun to make more frequent use of varlous

exchange rate and ‘ncentive :chemes which offscet to some depree the

adverse cffeets of inflation on exporters.,

In the previous section on the openness variable, the hypothesis

was proposed and empirically tested that developing countries with
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high inflatfon often turn to highcr Ievels of pretection rather
than devalue their cxchnngc rates, This section on {nflation
proposes that the dircction of causation between inflation and
protection may be rever-ed, i
Countriqs with bigh levels of protection

s0 Insulate their domestic industric.: from world competition that
inefficiency and high costs prevail. Another arpument supporting
the same direction of causation is that openr-ss is a kind of
safety valve allowing domestic inflationary pressure to spill over
into the balance of pn)nLuts.ZI

The casc 1s stronp, thiecefore, for there being a significantly
positive rclationship between protection and inflation. If it -s
agreed that both discouragc manufactui 2d exports, the remedies
cuployed to lcésen one ptoblcﬁ may also serve to lessen the other,
Br:lng;'ngnflation under control may eliminate one of'the main reasons
for high tariffs, and on th: other hand, a reduction of tariff
barricrs may relieve some of the :nflationary pressvres of an cconomy .
It should be noted, however, that success in manufactured cxports
does not rcquire that inflation be brought under contrel, as {ndlcated
by the examples of Argentina, Brazil, Colombia, and Korea. All four
of these countries had multiple devaluations durlng the 1960 S,

with Brazil and Colombia ‘nitfating "trottinyg peg" exchanpe rate

gsystens in the late 1960 s. Thes countries also used a varicty of
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export incentive schemes to compensate for the effects of Inflation,

Other Relevant Factors

This section will analyze some of the relevant factors affecting
manufactured cxport performance that were not included in the
regression analysie. One recason for not including these factors {a
the regression analysis is that they are not easily quantificd.

Another reason is that these factors (except possibly export promotion)
tend not to have a gencral effect across countrios,“;ﬂ

c —_—

vt to affect only a few countries significantl,.

Five factors w. 11 be analyzed--export promotion, tariff preferences,
the presence ot multinational fivms, labor costs, and proximity to
a larg- market. The section will co;c]udc with an analysis of the
countrics whose manufactured exports were least explainec hy the

regression analysis.,
1. Export Promotion

Althouph the difficulties encountered In trying to construct
an export promotion index for a large sample of countries prevensed
this factor from being included in the regression analysis, there
{8 no Joubt that it can be an important determinant of the manufactured

o
export performance developing countries, Evidence can be cited
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that virtually all of the successful exporters of manufactures
actively promote cxports in a varlety of ways.zz

An attempt was made to construct a cross—country o ort
promotion index from recent United Natfons data that shows
which developing countries employ which of 18 different
export promotion dcviccs.23 This index merely reflects
the variety of devices used by countries. Its coefficient
was positive but not significant wher used as a durmy
variable in equation fivé of Table . The varfoty of Jlevices
employed at the time of the survey missc @ such importan.
information as the length of time cach has been in usc and
the differences in intensity with which each device was
employed. For .y-mple, whercas two cou-.trics fiving income
tax exemptions to new exporters would pet the same dblnht
in the above index, one :ay only be giving partfal exc ptions
for one or two years vhile the other ray glve total exemptiag
for 10 or 15 vears.

If a better cross-coustry measure of cxport promoticn could
be constructed, it should be positively and significantly
related to manufactured export performunce. This follows
logically from the fact that ex:ort incentives do have the

oppos.te effect of tnward-looking policies and overvalued
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exchange rates which have been shown to be nepgatively

associated with manufactured evport performance.

2., Tariff Prefercences '

There {8 a great amount of literature analvzing the oxtent
to which {nmport barriers in the drveloped countries have
contriluted to the poor performance of develce. inp countrics
in exportling munufncturcs.za Althouph foconnlzinn the
importance of this issue, the present study does not include
this fact in the formal analysis because these import
barriers affect all devi loping countries similarly, whercas
this analysis 15 concerned with explaining relative export
performance ~mong developing countries. It may be ar ucd
that since developing countrics have comparative advantiapes
in different products, tariffs will affect developlnp countrics
differently. The products included in the present study,
hiowever, are not resvurce-based aud therefore o uld be
produced by most developing countries.

There are two selective tariff p aference systems which
arc relevars to the present study. Of the countries included
in the present study, the Commonwecalth preference system

contains Cyprus, Ceylon, Ghana, India, Jamalca, YKenya,
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Malaysia, Malta, Nigeria, Pakistan, Sinpapore, Uganda, and
Zambia, The Europcan Economic Community (LEC) grants special
tarif{ preferences to Algeria, Morocco, Niperia, and
Tunisia. A durmy varinﬁlu for membership in cach of these
systems was included in the equation with a ceuntry sample
of 73 ir Table I A dummy variable for the “ommonwealth
system only was used in the equations with 45 countrics,
The cc:fficients vere negative, but not significant, in
all of the equations in which the dummy variables were
included.

This resuli in no way proves the ineffectivencss of
tuciff prvforcnc-s.25 Preferential access to the Conmon-
wealth markets has almost e<rtainly played a positive role
in the manufactured export succes.cs of Malta, Jnmnlcul and
India. The advantages of the EFC system are more doubtful,
with limit ° product coverape and liberal cscapte clauses
havine caused uncertainty in application.

It 13 not advisable to generalize from the effects of these
two preference systems about the effcectiveness of all possible
tariff prefererce systems, There are a varicty of systems

that have been propused, and eich should be analyzced and

Judged with respect to the terms and coverape of the
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preferences in each casc.26 There is ample theoretical liter-~
ature dealing with the 1ssue of the effvctiveness of tariff
prefercences which can be referred to in analyzing individual

cascs., 2

3. Multinational Firms

The variables in the regression analysis of the previous
chapter generally should explain the manufactured exports
of foreipn owned firms as well as of domestically owne!'
firms. The bastic reason for treating multinational firms
as a special case is that they can decide 1n which couniifes
to locate export-oriented .anufacturing plants, whercas the
decision for -lomestically 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 multinational firm, while a
domestically owned firm normally accepts country location
as a given constraint.,

As a result of a multinational firm's flexibility with
respect to location, instead of determining whether the
given combination of factors in a sinple country can provide

the climate for profitable industrial exports, it can scan
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the globe secking the optimal sct of factors for i

28
prospective plant location,

Political stability and a
governnient's attitude toward direct forefpn fnvestrment

will obviously affcet multinational firms to a preater
extent thau domestically owned firms. A result of this
search for the optimal set ot fa.tors is that nnlf a
relatively few developing countrics have attracted substan-
tial aimourts of direct foreipn Investment in export-oricented
manufacturing industrics, although many more could suppore
such industries competitively. Morcover, the fact that once
established, multinational firms can often expand manufac-
tured exports preatly without subLrtantlally Yaising costs

is another factor 1nd1catinx that these firns may have
contributed to the unevenness (across countrfes) in the
developricnt of these ex;orts.

What can developing countr:es do to attrae* me-re export-
oriented subsidiaries of multinarional firms? Amonp the
more successful countries, long Konp, kKorea, Sinpapore,
and Taiwan offer the advantape of very low labor costs,
and the influcnce of distance costs can be secen in the
capacity of Mexico t.- attract export-orfented Industry

despite relatively high laboxr cost:;.29 Althouph distunce


http:costs.29
http:Iinve:z.tr.nt

-171~

costs nust be accepted as given constaints, countries can
make an effort te keep labor costs competitive by keeping
the pressure ¢f trade undons and minimum wage legislation
in linc with productivity increascs. The practice of
"taxing" forelgn firms by making them pay hipher-than-
average wapes can penalize mauufacty «d exports by
discouraping firms from locating in a piven country.
There 1s a long list of export incentives that can be
enployed to attrart subsidiaries of multinational firms,
althouph the hinh costs of thesce incentives may in

many cases not be worth the berefits of the additional

investment attracted.

4. Labor Costs

If the comparative advantage of developing ccuntries is
in manufactured products intensive In unskilied labor, {t
seens reascnab’ - that labor costs should be an important
faciur determiniag relative success in cuporting Lhese
products. There 1s evidence that wape differentials between
Ueveloping countiies are not merely due to productivity
diffcrences, but also to market imperfecticns and fnstituy-

tional pressurces from trade unfons and miniram wape
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legislation. There is also evidence that the wape diffcren-
tial between skilled and unskilled labor has Leen narrowing
in recent years in the more industrialfzed developing
countrics. 30 Lary thinks that these non-market pressures

on wvages "may help explain why it is that some of the

less developed countries, notably these with an carlicr

start on industrializtion, have faved so poorly {n exporting
manufactures and why, in constrast, some others, particularly
some of the countries ¢f Southeast Avia, have made such

rapid headuay,"31
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A 1abory cosia sartiable is aol Incliuded In the pecron-

30 of Lhe prosent study beenuase data are o
avallable on average waise rates In manufacturing, mack less
adjusucd Cor productlivity differences., Adelman and Moprrls
have conatructed a "strength of labor movement" vaplanle
for » large nunber of countries wiileh may capture some aof
tne noa-maricet orods e on wazes. This variable is a
"primarily eandisative comnsite that scombincs several
aspectls of labor-union ctrenizth:  the extend of their
political nouwcr, thelr frocedom from pelitical rosiriationg,
Ehelr indcpgndcndc of governaent Influeace, and the cxtent

Or L}lC..l.r pOD‘J.Lﬂl‘ SUPPOI‘{L." 32 ,l‘

he varlable 1s construocted
in the form of nn index identical to ¢z “"abundance of
naturac resources” index of Adelman and iim ris, rangin:
from 7 to . whis variable was added te the rerression

in Tatue i
cquations with samples of ho countries' and viclded cocoffi-
cients with cloze “o zero signiflcoance. '‘his result ¢: ald
be "due Lo the fact thal there are clher non-mariet prossairen

on wages Ltesides trade uwalons. such as miniaum wanc e i~
lation. lorcover, Adelmun and Herrls' varlaLle of "Miabopr
union ustrensth’ vefleets nore aspeets of Lrade uaions

Lhan merely Lineldr elfeets on wases,

Governzent pollcey toward wares shonld not, of course,
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badetarmined sl 1 11;,: LHudn offeat an man ifaa oo S ;
nedfther
penfonnanse, pye N st ld Shiin aupoel o R
be Ipnered §f a country 15 scnlons about dovel: RN
manufacturcd cxports.
5. Proximity o a Lance ilantet )
The importance of prodimity to the Unltod Stales
mariket can be cited as a positive factor in Mexicols Suc -
cess in manufactured exparvs. IL 45 obwlais Lrom nurenrans .

otner countnics' experienccs. however, that ppoximity Lo
a lange nawitet Is by no 1cans a necessary or saffliciont
precoundition for snccess »in manafaciuved exports, i
Central Awmerican und Caribibonn countrics, w ile ald o
the United Stetes market. contain only Soree ralabivoly
‘3uccessful cxzportens of maniifactures --- Jamaica. Datti,
and Pahama --- two of which, Jamaica and Pandng, expsnt

nificant amonnts of marufaztiires Lo tho Unttod [ o,

51 -
< Furthermore,  the Unltetd statas sas pliyed an fmpoi-

Lant pale dn the successh off Lhe Coap sns Asian conntid o
of dlonyg Kons, Korea, Taluns, and tho Phi]¢[w;::-u. Lokl
more than halfl of ‘cach countiry!'s manufactarcd cxporbis.
“The cxlont of Influanece of dishianne Goslis on s tae -
Cared cﬁpvvts depzads on the natare aff Sle pasd et Pordusts
vhichihave o nishovalue polative o thedzy b aad sene.s
have Soanshopu consts witlel pepresent o small share off theda

total valuc, ape the mast sedeable fap pradecin;
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at greater distances from the final market. Kravis and
Lipscy have recentlv in\'e;;:lf,ntcd the influcnce of
distance costs on manufactured cxports.33 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 1 per cent
on watches and precious metals to 30 to 40 per cent
for aircraft and ple.sure boats, Some cf the other
products for which transport costs were low include
tool. (2 per cunt), 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 expor:
a wider variefy of rroducts than a distant counctry.
The East Asian countries have shown, however, that a
sufficiently wide varfety of products with T.ow rransport
costs exists for a distant ccuntry to reach a high

level of manufactured exports.

6. Anulysis of residuals
The set of regressions with 45 countries was the

maximum sample size includine all the relevant explanatory
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vaviables,  In cquabioas 3 and & o Table 7o

caitaliions accowat o 34 and 44 per cend ORI AT SRR B

cf the variallon of the observed data. The variation :

not accounted for by the variables incladed in She ¢ i o
WG e astributed to othern factors, In order to Gramine
which countries werc loast ezplained ba the respession
equatlions, it Is userul Lo aﬁalyzc che diftfierences botween
the actual values of tie dependent variablos un; Li.¢
values pradicted by the estimatod cauatlens. These
H Tt " . m - .
‘residuals® are listed ia Table TI. Tie pincing of pe-
slduals according to Lot!, dependent variables, X, aad
Ao, 15 fni}ly similar.
Halta's larsc positive residual may ve paptly due
somewhzt :
to its | special relationsnip with Great Britain ovorn
the years. #Malta has taken advantase of §ts preferentlal
access Lo the Commonwealth, wdith lifoper 2one of 44 mani-
factured cxports zolng to Great LBritain in MR % L0
next laviest asrkets awe Italy, Goanunze i inane s,
Maltas has been Brdtaln's chief Moditerranosa naval b,
ACter granting Malta indepondence in LOoN, Beitadn arecd
to plve S140 million In aid from 12548 to 150 i relunn o
retaliing miditary tases on the dsland. The Tafrasteebaie

is highly developed, witi cocd atrporis and ag cxcedlent

road syiten.  Located 60 milos souti: of Sleilys lalta

Is an important intcrcontiniental routeway and stratc;;ic : -



http:vqp:j.yx
http:mct.___.rr
http:7-1W--.'ui11,1.t1
http:l-11v4..jg

) ST

Pl X

Mol tan
Taitan
Inan
||"\' Yen

Yusoslotie

1500 0]l
Korca
Panama
Jamalea

Connbtaicoss Ranlied Aesondits
? 5 A 4 i
e ailapnig: et ama ] g A RO
] Lo

510
124

115
195
93
20
63

=0
<O

Cyprns LS
Unangy )
Grecce 5
Tunicia 5
Indio !
2 S 4
Mzeria {
Kenya i 4
Colunliiz 3
Hnnasen 3
Hamedneno 2
Brazi) 1
vlosambiicne 1
eundon 0
BUhicpin S80
Syrin )
U_,t.'ll]\]el 0
Jordan -1
|16 10 o) DRI -1
1""'1 L.:: -1
Ieim = |
Zanmbin iz =
T -2
Caelon -3
Ghann -3
UG B IO S =N

Daniniann
Areionbises
L::.\ il

(PP G ar0

Tnai)ond

Phild i ppines

Linyn
Vinesiaala
[hvsassin

!llil-l.t S0

hepitblide =5

Taluan
Halta
loroocen
Alireria
Jannten
Keraon
Heico
Panama
India
Iran
Kenazn
Yuzosloslia
Lib:a
C"'JI 15
Boeynl
Tuuisla
;\1"'0'11,7.1;1
Palatistan
Philippines
Uiz
”ﬂﬂdnrJu
Colzmbria
Beaador
Ird _
13!‘..:»‘i
Lthiosia

.r‘?"|4.‘

Cn:‘:.‘
Jowdan
Per:
Bynin

Hiopia
Dominican iiopublic
LY salstad o

Grcuco

Vensiaelan

canbhia
Tusiie:r \
Igracd
Hozunbue
Thniland
ilalowain
Sincnrans

)
bt

-

102 2 lae

(el e B T K

P COOL O S SN

=



http:k-j%.q..Fj
http:tm,.1.11
http:l,-,,",;Ik-;I.ql
http:lgfeq!n.QL
http:xj:.,.4,:'p-.Ki
http:4,,Fi,.11

e § :
¥ 178
’ point for ¢l o cuntip:! Mo adai ;.vr' Banean, o -:::;:!"-;.'11 i A ORI
i PO3sCesses a pood dovpenten LanBan L it a G Introgiieny
in: the Mediterranean., T
Taivwan's accual performance 1s also maeh belton
than predicted by Yhe regrassion cquation, In bho lulor
1?50'3, the Victnam yan *n:";ugcd the demand fon same of
Taiwan's manufaciured o Avorls, such as rachinery an
34
build}ng naterlials, Also, the larse amountas of ajd
recelived in the 1)50's aad carly 195)'; siren Lheinod
Taiwan's infra wiriictuve,  The most Iaportaal factor nol
Q included In the'rcurosslcn analyzis watel favored Taiwan,
*  howtver. was prouably the sovernment!'s carly adeption
' of cxport prouotion Rolicies, In the lai‘or half of
7 the 1959!'s aud carly 1950's, the sovernanent fean
rebating import dutics and avrer indircet taxes on
o imported mat r,a]u. reforned the system of allccating

impont liccnsca So as Lo favar exporters, mode more: fre.
auent nse of devaluatlon and simplificd £he cxchane rate
system, Lmproved the Cerms abdd availabt ity of exponrt
finansc and IMSipance, and dizseminaied Lareisn narket
Lallormatiion.

Iran's unprodicied Saccess In maneaz il capants

15 duc to the fact Lhat 1t has been able Lo cxploit a

comparative advantage in a traditiona) proguct, textiles.
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which accounts for 97 per cent of its manufactured exports.
Almost all of these textiles arce vupgs which are proluced
by traditional methods. The regression equation of the
present study s not designed to explain the exports of
such a product,

Mexn:co's main advantag. that is not takon into account
in the repression equation is probably its proximity
to the United States market. Distance costs are minimal
for may of Mexico's exports. Morcover, the goverament's
policics have been very favorable to export-oriented
industrics and in particular to forcign direct investmen:,
so that in 166 United States manufacturin, affiliates
accounted for 87 per cent of Mexico's manufactured
exports.35

Singapore is the only country that has a significantly

36 A possible reason for this

large u pative residual,
result is the fact that only 18 per cent of Singapore's
manufactured exports go to the OECD countries, so that

82 per cent were not included in the regression analysis,
The major markets for these exports are Malaysfa and a

wide variety of Asian, African, and Middle Eastern countries,

Another possible reason for Sinpapore's large nepative
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residual 1s the fact that its traditional entrepot function
cf shipping the raw matcrigls of the repion plves §¢ a
comparative advantape in these products, even though
Sinpapore itself is endowed’ with very few natural resources
(its population density is 3471). For example, although

it produces practically no rubber itsclf, Sinpapore is the
world's largest rubber ﬁntket and exporter. Singapore also
has good refining capacity for petroleun, which it c:.ports
in large amounts. Rubber and petroleum together account
for over 30 per cent of total exports. Sinpapore's
entrepot function has du.cloped to such a great extent
because of its stratepic location and excelle-~t port

which s the largest in Souateast Asia.
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NOTES

1/ B, RBalassa, "Couuntry Size and Trade Patterns: Cerment " Arerican

- Economic Review (March 1569); D, Feesing and D. Sherk, "Population
Densfty in Patterns of Trade and Development,” Arerfean Feononmie
Review (December 1971); R, Fanerii, "ajor Deternminants of the
Share of Manufactures in Exports: A Cross~Country Analysis and
Case Study on India," Ve'ltwirtschaftliches Archives (1972).

2/ 1bid., all three references in the previous footnote employ this
measure, besides G, Hufbauer, "Factor Fondownents, Natfonal Size
and Cnanping Technology: Their Impact on the Commodity Comporition
of Trade 1in Manufacturcd Goods," ip The Technolopy Factoer in
International Trade, ed. R, Vernon (New sork: Colombia Univers{ty
Press, 19706). ‘the SITC product cateporics are defined in United
Natiens, Department of Fconomic and Social Aff-irs, Standard
International Trade Clussification, Revised, (ST/STAT/Ser, M/34), 1661,

g/ The data are taken from OECD, Forceign Trade, Scries C, Trade by
Cormoditices (Imports), 196,-1970 issucs.

4/  The follewing seven cross-country studies all used the double
loparithmic fo'n of equatfon: H, Houthakker, "An International
Comparison vi iouschold Expe wditure Pattes, Commemorating the
Centenary of Engel's Law,” Fconometrica (October 1957); H. Chene: v,
"Patterns of Industrial Growth," american Economic_Review (September
1960); M. Chenery and L. Taylor, "Devel. pment Fottornss Armong:
Countrics and Over-Tlme," Review of Econ.mic Statistic:. (November 1968);
D. Keesing, "i»pulation and Incustrial Developrnent:  Some Fvidence

* from Trade Patterns,” American Economic Review (June 1968); Bulussa
(1969); Keesing and Sherk (1971); Banerji (1972).

5/  The nurlerous United Nations rublications dealing with manufactured
exports often exclude SITC 68.

6/ Keesfny and Sherk, pp. 956-957. Anorher reason ' en why population
density should be positively related to manufiactured export perfermance
is that densely populated countries "mipht be expected as a matter ot
statistical li{kelihood --- to enjov advantapes in manufacturing
campared to lightly settled countrie in terms of costs of (and
access tol transportstion, communication, distribution systems, and
the like.

1/ I. Adelman and C. Morris, Sccictv, Polirfca, and Fcononic Development
(Baltluore: John Hopkins Fress, 1967), pp. 90-93,
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Hufbauer; W, Wachrer, "IntcersIndustry SEill Difforences,  Labor
Farniizis and Unfted States Peredpn Trade! (Fh.D. dissertation,
Columbia University, 1966).

+. larbison and C. Myers, Pducation, Munpower, . Feononic
Growth: "Stratepies of Human Kesource! Dievid o ment ( v Yorh
McCraw-H111 Book Company, 1964),

B. Russett, ct. al,, World Handbook of Political and Social
Indicators (New laven, Conn.: Yale University: Pross, 1964)

Table ho, G4e.

R. Thomas, ’Litcracy Without Fornnl Fducation: A Case Sty

in Pakistony’ FEconomic Development and Cultural Chanpe (April 19745,

T. Balogh, "Education Must Comec Down to Earth" Ceres (FAO Review),
(March-April 1968), pp. 15-18. Baloph thinks the elassical
western arts education is often harmful to cconomic doveloprient,
with people learning to despise manual and technical jobs, e
lays heavy emphasis on vccational and technical training.

Sce for example, United Nacions, Report on the World Sucial
Situation, with Special Reiference to tlhie l'roblem or Balincod
Social and Economic P;\(lnrhcut (Gicw Yoir l“hl); Marhison and
oA, e, (RPREn 6 B odeeg. His Aumndes of ittt BT
Economic Develapnient in Certain Countrivs(Gevena:” Intoernaticiil
Labor Office, 1964).

S. Guisinger and D, Schydlowsky, "The Enmpiricial Relationship
Between Nominal and Effective Rates of Protection’ in Effective
TJariff Protcecgion, eds. H. Grubel and H. Johnson (Genevas "GATL, 1971).

J. Tumlir and L, Till, “Tariff Averaping iu Intcrnational
Comparisons,' in Effcctive Tariff Protcction, cus, Grubel and
Johnson',

B. Colicn, "The Use of Effective Tariffs, "“Journal uf Polirical
Economy (January/February 1971),

M. lyoha, "Inflation and 'Openness! in Less Developed) Economies:
A Cross-Country Analysis,' Economic Development and Cultural
Chrape (October 1973).

The siX countries for which 0 is negative are Colombia, India,
Iraq, Peru, Turkey, and Uruguay.
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Sce Keesing (1967) on the effccts of inward=looking and outwird-—
looking policids,

B, DeVries, The Export Expericnce of Develeping Countrics,
vorld Bank Stalf Ocassional Papers humber Three (Malvinore:
Jahn Hopkins Press, 1967), p. 36. ‘fThis analysis covered the
tirze period 1950-1963,

1yoha, pp. 31-37, tests and confirms this arpument copirically.
United Bations, Incentives for Indeereinl pivports (YD/R/CL2/89/Roev, 1)

1970,  Sec pp. 27-647 1oy a country-by-country dusicription of the
exporc promotion devices used by cach,

Tbhid,, sece p. 24.

The United nations Confecrence on Trade and levelopment has
viewed this issue as the major obstacle to the expansion of
the manufactured cxports of deistlepting corTrivs.

UNCTAD, Study on World Demand _for and _Supply of Mapufactures
and Semi=tanufactures of igport Intercst ta the Developing

Cnuntriéﬁ. (/B 2/91), 19649, This study found significantly
posivive cocfficients for the same two dummy variables when
repressced on pericapira manufactured exporss of 33 countriuvs,
The other indcpendint variables used in this study were azable
land per capita, per cent of population cnpaped in maaufacturing,
and foreipn afd per capita. The results of this study

have been usicd tofsupport UNCTAD's Uencralized Systen of Pre-
ferences proposal,

Lary, pp. 127-137. |lle gives a bricf description of several
propoced systems and an analysis of thedr diffcerences,

H. Johnson, Cconomic Policiva Toward Less Developed Countric::
(New York: Frederick AL Pracper, 1967).0 See Chipter 6 for

a concise survey of the arguments pro and con concerning tariff
preferences,

Sce G. K. llellediner, "Manufactured xports from Less Developed
Countries and Multinational Firms, “Lconomic Journal (March 1973),
rp. 35-36.

1bid, p. &5.

K. Taira, “"Wape Differentials in: Developinp Countries: A
Survey of Findings, International Labor Revefw, (March 1965).

Lary, pp. 113,
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Adelman and! Morris, Pp. 69-71,

.

1. Kravis and R, Lipsey, 13}}:;J§guggjji\}3§3u: i Yorld Teado

Hational Burcau of Economic Hesvarch, tuw York, 197000 Awisa
Little, Scitovsky, and Scott, pp. 254-255,

United Nations, Multiniational Corporations. in World Develonment,

Department of Economiss and social Aifairs (ST;Fﬁh/IU(ﬂi'ﬁlf?f; (Pl

Equations #3 and 4 of Table Yowore calculated apain without R
Singapore in order to determine wvhether such a larpe residual

would have a sipgnificant cffect on the results,  MNone of tlie \
cocfficicents or R: ratios woere different vhen rounded to the

decimal places as given in Table .
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Conclunion

Although there are sericus demand constraints to expanding
manufactured exports {n developing countrics as pointed out in
Chapter 1V, the main focus of this book has been on the supply
constrajnts and explaining why some countries have been more
successful than others in exporting monufactures. It may be
useful to review the maft conclusions of the discussion and
cross-country analysis of the determinants of manufactured
exports performance.  When these deterninants are more clearly
unders.ood, policy-makers in developing countries will Le
better cquipped to make deel: fons which affect manufactured

exports.

The statistical analysis supported the hypothesis that
market sfze (represcuted by cither populntion'or consti »*{cn
of manufactures) is an advantage for a country wanting to develop
manufactured exports. Countrics such as India, Pakistan, Thaflsnd,
Korca, Mexico, and the Philippines have uadoubtedly benefitted
from the ccononies of scale made possible by large domestic narkets,
On the otﬂur hand, other countries such as Nonp Kong. Isracl,
Mi.ita, Singapore, and Jamafca have successfully developed manu-
factured exports without larpe domestic markets, 1If a country
docs not have a larpe domestic market, it can cxrport manufactures

for which ccononmles of scale are not irmportast. It is also possible
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to use exports as a means to broaden the domestic market,
provided that i{mncdfate successful entry Into the market fs
possible. Multinational firms can be a positive factor in

this arca. A third alternative for a small country would he to
Increase its ceffective market size throuph repional intepraticn,
although cefforts to rcg!onulli integrate developing countries

have thus far been somewhat disappointing.

Level ¢ economic development (REE géﬂi&g income) was also
tested and found to be positively associated with manufactured
export performa;cc. This factor reflects {tems such as depree of
industrialization, cfficiency of infrastructuce, and manapement
and labor skills., It should be pointed out, however, that a
relatively high level of cconomic development is nc: a necessary
preconditior tur th~ successful development of manufactured exparts.,
*he example of Uaiti cited in Chapter V is a case In pofnt, Such
a country can compete in products intensive in unskilled labor,

- especially {f govcrhmcnt pol:cies are favorable to cxports.
Foreign-owned firms can also play a positive role Iu low-incore
countries, cspecially with repard to the provision of the necessary
capital, technology, and acceuns to markets. Low-income countrice
can attract these firms by being the source of a raw matcertal Input,

by being strategically located for cxport, by providing low-wage
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labor, and by offering various fiscal and vromotional incentives

for exportors of manufactures.

The regression results showed abundance of natural
resources to be negatively associated with manufactured export
performance. This result shoﬁld be considered descriptively
correct, without implying a ;ccommcndation that countries rich in
natural resources ignore manufactured exports, EveA though a
country has a comparative advantage in natural resource
products, the future growth potential and instability of many
of these pruducts should .encourage such countries to investipate
the possibilities for develéping non-resource~based manufactured

exports,

The cross-country study gave some support (although
admittedly, hot'very cenvincing support) to the bypothesis that
inflation discourages muaufactured exports, Some countgies
have learned better how to deal wich the adverse effects of
inflation on exports by means of various exchange rate and incentive
schemes It was tested and confirmed tﬂat protection (anq openness)
is negatively (positively) associated.with manufactured export
verformance. The effects of inflation and protection on manufactured
exports and their policy implications are best discussed together

because of the close interrelationship becween these two variables,

Countries expariencing high rates of ‘nflation often turn to higher
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pProtection as a meuns to save foreign exchange,

The first and obvious pclicy 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 abla to contraol
inflation satisfactorily, and'thcy do =m0t have the supply
Jnelasticity and public finance probiems common in deVeloping
countries. Assuming that inflation cannot he adequately
controlled in developing countries, the adverse effccts on
manufactured exports can be partly offset chrough greater
exchange rate flexibiiity (i.e., more frequent deval-.ations or
a "trotting pog" arrangement such as e=nloyed by Chile, brazil,
and Colombia) and by various export iIncentives, wowering tariff
barriers 1; also difficult to accomplish since import taxes are by
far the eusies. taxes to collect and 1 :ny governments of developing
couctries depend on thcse taxes for substantial shares of thelir
revenues. Until a country is able to lower its tarif 3, greater
'exchange rate flexibility and export promotion policies cai be
used to partly offset the adverse effects of overvalued exchange

rates associated with high protection lecvels,

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
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to believe that gover.ment-sponsored export promotion policies
encourage export activity. Tafiff preferences should also
encourapge manufactured exports, but much depends on the
particular terms (e.g., product coverage) of a given system.
Multinational firms, a controversial subject even with respect
to manufactured exports, shoul? on balance be a favorable

factof especially with regard to the recent surge in plant
Iscations 1n developing countries for the manufacture of special
components and processes within Qertically integrated international
production systems, A factor that has undoubtedly helped the
manufactured exﬁorts of some countries (i.e., Korea, Taiwan, and
Hong Kong) has been the .act that urban wages hove been kept
from being ushed above whet productivity i.creases warrant. A
final factor that was identified as influvcicing manufactured
exports was geographical location. Proximity to a large market
has been au advantage for séme countries (e.g., Mexico), but is
not ecnough by itself to stimulate manufactured egport activity,
_as evidenced by many of t"e Caribbean countries. Morcover, tﬁe

East Asian countries have demoistrated that distar:e costs are

a barrier that can be overccine,

The diversity of factors discussed above makes it clear
that there is no onc "type" of developing country that has been
gsuccessful in exporting manufactures. Among the list of successful
exporters of manufactures there are large countries (e.g...Indin
Pakistan, and Mexico) and small countrics (e.g., llong Kong,

Sinpapore, and lsrael), more developed countries (e.g., Mexico
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and Yugoslsvia) and relatively less developed countries (c.gp.,
Pakistan and Haitil), countries with open economies (e.g., Taiwan
and Korea) and countries emplﬁying rclatively high levels of
protection (e.g., Pakistan and India), countrics with

inflation problens (e.g., Korca and India) and countries with
rclatively stable prices (e.g., Mexico and Taiwan), countries
with relatively skilled labor forces (e.g., Hong Kong and Tafwan)
and 2ountries with relatively unskilled labor (e.g., Pakistan
with low labor costs (e.g., Korea and Taiwan) and countrics with
h zh labor costs (e.g., Mexico and Israel), countries belongingp
to a tariff preference system (e.g., India and Malta) and
countries not belonging (e.g., Taiwan and Korea), and countrics
located :lose to a large market (e.g., Mexico and JamaZ-a) and
countries d. stant from a lerge market (e. ., Korea and Taiwan).
The only generalizatior 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 because of its border with the United
States. This 18 not to say thac it is iupossible for countrics
rich in natural resources to develop manufactured experts, The
obvious direction for these countries, however, has been in the

further processing of their raw materials, which products are not
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included in the sample of the present study,

It i1s possible, therefere, to conclude on an optimistic
note., Tt has been shown that most develcping cou:trics are
capable of successfully exporting maoufactures. Each developing
count;y must identify its own comparative advantage inhmanufac;urcd
exports and plan for how an éxpansion of manufactured cxports

can con‘ribute to economic growth and increased employme .t.
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APDSHIDI A

Products Broluded from deasure o
Manufastured IXDOrLS

For the rcasons listed in Chaptcrlgg, an effory i
made in the Present stud: o exclude prounects wiiich are nos
.far from the primary stage of broduction, There s,
unfortunately, N0 prepared lis* of these natural resource-
baszad Products. In orderp Lo construct suep a list, two
S¢parate criteria v2re used.

‘First, tiere 1is a last prepoxcd by Georgse Paraziehn
which categorlizes pro u~‘g according to tho wtio of
transport costs to the valuec or the preducy. 1 Producis
with relttively high transport costs should be uifw‘FiLﬁwtl'
influenced as to location of production by the ssurce of
the base raw material. Eccause or their highy transport coastLy,
these products are also not likely to be Imparced for
processing and re-cyx ‘ported by countries other than those
very closc.to the final market. Although admluted)y
impcrfect, thlis transporg CO5Ls component mcgunve snrould
reflect roushly the degree to which produets are Influenced

‘by Sources of basc raw materlal!s. On the bas)s of Lhisz
reasching, the following 3I1¢ catesories are cxcluded fionm

the analysig because their ratio of transport cogty to
—_——
1 G. Par*“ich, Tho Muazuruﬂgnt of Indx*tr1"1 Connasise

40y
.—. —

(Was shington, D.c.: | 2ONOMLE AssocTates, [ne. » LU035)7
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Lhe valuae of Lhe product s greater than 3 ver cont acserdia.
< & "

to G. Par-zlchy.

51 Chenmical ¢lements and compounds

52 lilneral tar and crude chemiccls from coal,
petroleum, and natural gas

53 Dycing, tannini and colourins materlals

5% Essential oils and rerfume materials; tollet,
polisain: and cleansing preparations

53 Ferlilizers, manufactured

5T Explesives and pyrctecihmle products

52 Chemlcal materials and products, n.e.s.

07 Iron and stcel .

63 lNon-forrous metals

82 FPurniture

Even after ecxcluding these SITC groups, there are obviously
5till some products remaining which are siznlficantly
influcnced vy whether a country is endowed wit!: a particular
natural resource. In order to help identify these, a Ualted

Nations study, Classificatlcqa of Commcd;ticsixﬂigmmstn{gl

Origin (1971), was uscd. Thls study links a product (SITC)
 w1th its corresponding industry of origin (ISIC). Op this
basis, scveral more product groups were eliminated from Lhe
analysis,

11 Leathe~

13 Fur skinz, tanned cr dressed (Including dyed)

32 Rubber manufactuses. n.¢.s.

53 Yood and cork manufactiarcs (exzlndin: furnitare)

Sh o Paper, papervoard, and manaraclares tiereoy

60 Non-metallie mineral manifaclures, n.e.s,
SXCLEPT:
66% Glass:
035 Pottery

93 Uire producis (excluding clectric) and fenciny srtlls

59U Mails, scercus, nets, bolts, rivels;, and stmilar

articles of iron, stcel or «f copper

CrN
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The felloving; two SPOUDS are creluded beeine Loy ape

largely scecond-hand items beins reidirned {fon pepnins

resale, or srapsing.

711

Povern generating machincry, othor than clectrie

735 Shins and boats

These eiclusions leave -the following SITC groups to be
g

included in the study.

54

53

512
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