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Substitution,_Growth, and the Balance 
of payments. Some CoMi~ariso ns 

In the literatur :of economic development, the image fcr the developing 

couitry as one whose pursuit of rapid>7economic growt .causes it to under

take a heavy investment program that leads to expanding income, a rising 

volume of imports, and soon or late, into balance of payments difficulties,, 

has become something of a stereotype'. Certainly this kind of experience has 

been commnon, as has also the method t responding to it. Most underdeveloped. 

conitries have experienced frequent or chronic balance of payments deficits 

over the past twenty to forty years; most dealt with them at ,,first by4. ...... 4+s + a + + t :.++ . r +a t . a + .+ a + 

haphazard increases in tariffs, by the inro duction of quantitative restri

ctions, or by exchange control. Although in most cases the creation of 

import substitute industries was not a deliberate objective, but,,an ini 

advertent result, as Lime went on the appeal of import substitution to 

planners and developers took root. Increasingly, import substitution has 

become an important part of national plans and of the drive for industriali

zation that has tended to dominate those plans. , 

The stritegy of import substitution has 'anatural appeal to planners, for 

'' 

.14, 

.+. 

+" 

+ 

it holjs out promise both of relief to the balance of payments and of the 

creation of domestic industry. As Brutonihas noted, the evidence shows that 

countries following this strategy can usually count on several ycaos of 
.. . , "-I 

satisfactory growth. But there is a catch: in many countries, a process 

of+ continuing growth is not started. There is progress for a while, but then 
retardation seems to set in.1 

I 

:4 . -+: 

Bruton, .J, "On the Role of Import Substitution in Development 
Planning," Phipine Economic Journal First Semester, 1965). 

4,.,,, .4.4 ' + . +. .... 4: 444 
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The difficulties of countries revorting to import substitution has
 

4"aroused 
 the interest of economists, and attempts have been made to construct 

arpat, odels.. Bruton's article,, justreferred_to, thoughit -doe not ' 

present a formal and complete model, calls attention to the tendency of im

port substitution to create a biased set of incentives that misdirect resources., 

Where import substitution is carried to extremes, itultimately checks'growth 

by leading inevitably vo inefficient production~and by bringing on a paralyzing 

shortage of foreign exchange. Celso Furtado has offered a rather elaborate 

model, relying heavily on institutional characteristics, to explain the growth 

and effects of inport substitution in Latin America. And Leff and Netto. , 

.Furtadu, Celso, Development and Stagnation in Latin America. A
 
Structuralist Approach, Economic Growth Center, Yale University (Apri1i 1965),
 
mimoograp),.ed. 

put forward for'Brazil a model that,contains more universal e..mnts and
 

t".t would appear to have broader application, as they themselves suggest.3 

23
Leff, N.H., ant Netto, A.D., "Import Substitution, Foreign Investment. 

and Inte'rntional Disequilibrium in Brazil," Journal of Development Studies 
(April 1966). 

TheLeff-Netto model stresses the income-multiplying effect of a high
 

value of the marginal propensity to spend, a value made high partly by the
 

lou, or negative leakage of income into taxation--since most underdeveloped 

countries run'a budge, deficit--and partly by the low value of the marginal 

propensity to import, which import substitution itself tends to keep low or 

to reduce. With a large multiplier, the income-creating effect of-investment

in import substitution offsets the substitution effect of the latter. 
The 

reslt is chronic balance of payments problems. 

U
 
' ,iQ i . - . 2~i 2. . .. 2. .2 . -. ' -:' 22 " : I -2.-. - . - . 1 ; , ., '1 . 
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ThinkinG it ,ould be int:eresting to see if any regular pattern is to be 

detected in the movements of grosonatl.onl product, exports, and imports of 

countries that cngage in inport subptitution, Y have gathered data on these 

enLtties fz'' nlatin ,.rnrican and nix Asian nations . It i not my purpose 

to uZder::ako a for,-a! t of av,, of the models mentioned above, but only to 

make use, in .nte of niy findings, of any ideas they contain thattheo:taL:icn 

may :prov ueu!. The genera.! conceptua! frameorlt from which the data are 

appracbecd is fo'.mulated in therxL'soc tion. 

I 

In both the Latin Anerican countries to be surveyed as well as in the 

Asian naiJons: groWth -a:: p;:occeeded on an isolated national. basis, almost 

.t hiigh~iu versaU.nd.y ,.a,.ff st-.nC-1..e. for some tirme by various 

types of ,'uanti):.tx2 r7 ;tricti. , mucl " inof thero growth.-especially 

Ar entin : iBr,:i, Chile Colo-:,.[- a, t't' d !.exico-*.has been based on import 

suhstitu.:ioa. ;houih at: first <h.s oubstitutou of manufactures was haphazard,, 

ber:aro:o t2riffz a:,anci qunnti~,:ivc res ricti'ns vere introduced to protect 

a.c; ca ,; ja3.rC.ayFts- as ti,,e .'r.rvt on it bc ca-x more deliberate, notably 

in Brazii and . h 5n:*cc.ust-,_-i.es favored cc,,, to include increasingly 

ph J.:ctict ca it3.-;,r,., i..Au.:':ies .nrd those producing intermediates, in 

acdid .on vo 0Uu *a(.. ct.nd maoctl.y light consumer gcods industries 

that fo-,.j p-ri.;: ct . 

The': !",J-3.liii.'. t it racy be empirica-kly undefinable, to the range 

of . ui. f".-t , be producod eco wically in any country. Those 

in.dnitri,-t:''s a.' trzvi- .- tc :ifantindu' ry ;tegocy may, even on the 

basis of a 'k!veiy s iai. "at :at, ssu7C ecora ce:u:arativeJy efficient, 

'yo;:.d thi,: I u.:?ant" ca ;,':ty !h-:C axr n I-ir i.; ries thai. rnnge fzom 

thoso thit are naiC :i .-. <:i-:nthinli cly than, therit couute-parts abroad. 

http:ust-,_-i.es
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to those whose costs arp oeveral times av high. The fW:har along Ohio range 

of industry a country corries the policy of ipc:t 
 tnaton.: wi'ihe2w 

uneconomical becomes iNo 
use of resources. An i:0-:i:a, iltplicotio" i:s that
 

an app..nt rise of GN2 by a cart-ain percentage, caiu:z::ed as it i:. in
 

national values, may be to 
a concidernble extnt au:iour. Had the value
 

of production in protected industries been nypvcused at wwr3d pricesq, a
 

considerable downward adjustment would result. 4
i:djustm:nt
Such a dc.aar 


4It in 
true, of couri0, tl.at a concerted policy of ecunamic do-elupmcnt 
can steadily widen the range of 
 l.utrio, that UM .tnt'ia.ly coVO:n.icM). foL
 a country to underLake. This 10 
the :"eVI ii.of the gro..h f t:ainpurt, pcw.r,
and other forms of ':oci. oveRheW capital, of the st'ady inra.-e in the

skills of labor and msnagepant, Lud ef the growu:h K ,anu:ia. Lhilty.OW.Lntr, 

among other thinga. 
 Though thn range of indust;wn v!gii.ty utirenniec, the
basic point made in the te.n 
is ::.i __ vali: ti'r, re lim-it s, :hough expauding
ones, to the ucohomica! sp'.cvd of intbcutzies to prtdre .'ubs: itu :es to: :nport:.
 

would seem to be needed i.r iNprt substitution "nu gone far aid "L. 

Moreover, if :he 
rate of increase of a countryos CUP ahous a dcided tciudacy
 

to slow down, may this not be attributed, 
i p=rt at least, to the di.rccti.m 

of resources into ineificiont channels? 

Heavy reliance on inport substitution an a i:echaique of dev,:lorent ha,3 

another Important consequence: diversion Kf re, urce.u inut the :.nh: ficien: 

production of substitutes for iaports d:epr::vcs -)rc ci.icie.pt iROANt=,,, oW(
 

needed resou:cces. This is the quiVrlen. of a 
 oKi:a:: e::po-t in iratzi.es:. V: 

could wel.l help to exp!aicn a:i:udncy of 
 ports to irncra.s2 at a dinin:,hing 

rate or to s agnee, though there is 0i .o,,rso a.iLc: ton pou ibiloty that: 

exniort -arke::s lv e spte nthmselves .e 

Finally, unles.s iy:M sub'.iituon p rouci:n K a wides': rsu!ltsin the 

range of intriedi.te_ ;W napi:l:a:h gae,, farthe. it O carried, the more
 

are the imports 
that cctinue to eute: a ccu'i-ry conpresied into an irreducible 

http:intriedi.te
http:irncra.s2
http:iratzi.es
http:ci.icie.pt
http:v!gii.ty
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minimum of raw materials, spare parts, and replacementc for capital goods,
 

and certain consumer's essentials. Any interruption to eports can then
 

quiklyproucea severe foreign exchange crie io.
 

Let us summarize the argument. Yf import substitution is exdeseive, it
 

should show in a retardation of the growth of national product, a siiilar 

slowing down of exports and imports, and perhaps even a declitie in the 

In a report of the United Nations
proportionof income exported and imported. 


Economic Commission for Latin America, these points are clearly stated: 

The countries that made most progress in import substitution, 
reducing their import and export coefficients, witnessed a slack

time went by, cnd have found themselvesening of this growth rate as 

faced with serious difficulties as they approach later stages of
 

development. This state of affairs has arisen in Argntina, Brazil,5 
Chile and Colombia, although in different circumstvnces and periods. .
 

5
United Nations, Economic Commission for Lat:in America, Eleventh Serii:on 

(14exico City, May 1965), A otibto to Economic lntjegration P~ 
Latin America, C/UN. 12/728, 10 April 1965, p. 8. 

If, on the other hand, import substitution is kc-pt within rearjable 

bounds, and limited to relatively efficient lineG of production, the rise in 

income should not be retarded, euport industries will not be searved, and 

foreign exchange will be available for the contLrnued rise o imports. 

1-1 

Let us look at the evidence, first with respect t, Latin America, then
 

with respect to Asian countries. The seven nations of atin America for which 

I have assemebled data on GDP, exports ard importif are Argentina, Brazil, 

Chile, Colombia, Mexico, Peru, and Venezuela. . sucmary of the relevant 

growth rates based in each case on constant p-'Ica data, is presented in 

Table 1.
 

With respect to gross domestic produo'., five of the seven countries
 

-
I. , 




turned in a f.irly c.reditabe performanec. with rates of growth ... kug frmL 

a m ximum of 6.5 parc2Oa Vt." zu:l; toc rniaimumi W 4.6(,e.cna: for 

Colombia. Calle Wmd ouly .L,e,'-er 3.4/ perceti: aver.,' :a.:,ou :: c n:e 

'
in her (OP, 1.,re;mt:i.nn's W2 th:an 2 perxu::nc. ELxp:u..: u! on.yU=..Thi.o 	 P 

WaS 	 ,.iil.y rapid for O:nly .iv:: *f WO-cc)LOii:0HLeV ,, Pk'U Utz 

ouLunding. w.,ith a 10.5 paccn z'mt:: ir.c''eas.. .. ±u:a, c:icoan and 

tU Inv.: thi .- ';.,:: . Cip .c'. i: . .'..; C, o co ,, wink , ,. n ,, 

thuhthin~f~~r wan; Hgy one 'i~onW: U .Zo th excayf. hig .~'ta U1 2 :::or:ts 

;;tined ., :in31 J -o 2.gti3,"162, 'T'E o;Jv on!"Wl..b zt ei t''/fl ,s ':h:,-.,3$ , ycnyr1 '.!,? the 

l:ate of co-n . 'S parcorn W:H O~::: axwop;.;t~s!ncr'eno, Ayonep;.l.:2 S e.np: ,'' VI only 4.[ . n 

zone atd an ntu.:.l not::e just: Uader t ';rec ppr'Cenq while.hnzlz. .101").d t~o :cca.c.h 

even 	 the 1 percen't :.ve. 

On imporitis , :bic.c pri.a: e ' acvzv . I .oxisul four: count.'iew.:;KUi.cb 

Of 	 e:sc, Chil- is uten.L.'-J n.ih'nauni, avl a :c;.,rcsa of :.11tpw OL' 

10 percent. This :, ].arg,,.y due, o:,,ever, to t \.h :", : 2,,b. - c: 

both priv,ate and public caW1. in thc y: ru 1960-6. Combi;, with a 3.4 

perceilt rat &2 i:ea~e, and Arge nand Venue., ,.th 3 [ercc t e.ach, 

arTe ,;ore typicul. 

Table 1 

Average e ,-f C'oss Domestic ruiuct, 
Eyport:, and 1m~oo.. of Seven i~A.n Amia Countrins 

GrGo $ 
Domest ic Exporto; Impor'ts 

?roduct 

Argentina 	 .9 7.0 3.0 
ra3i. 5.6 0.9 

Chile 3.4 2.9 0.0 
Colombia. 4.6 1.7 3.4 
1-eC. " i o 6. 1 5.8 
Nritu 5.3 10.5 
Venezuela 6.5 5.80 3.0 

Nateo All figu'es are in cons '.ont pvine,.u, w:itih :urs and Imports using 195
me the base yec: and grs '- .... .. propr' .. t, r 1958 or 960, ep for 

.:zi. (1941j, ie::.co (195; . W Va':r, ;e : (.i.957). Y:a,tes of change or:

atrti'thm,,etic nv ra,c s of .':n raw & .,,... 
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Mhe period covered fo gross aoestic product Is i951-1963 or 1964: ex
cept for Chile (1050-62) aid Colombia 1'950-63). ip a L940-63, 
exgcept for Peru 11950-6s) "Mnd VenezucL 1 9-64.), uiA:[w imports cover .949-63 
for Chile and Colombia, 1951-62 for Argntina, and .I40-64 for Venrvucla. 

Xt iRJ noteworthy th: on.v tor V,. and! Argc:'a :.s ch: :nto of increase 

of expor:s in excess of the rate of :ncr .c of gri Werstin p'roduct:, and 

of these tw;o countr'ies only T'er:u had c reasonably sat.,ci:o:y g'wt:,:s: .:no

of GDP 

ore important than averages for i:n to fift er yena: is the .;y the 

variou. summa,ary indicators move during thec peri ,s.. Such m ro.e' are 

best , ;: oi tat r yshown h hn........ts whic , rc.,... . the pa ; t: . G.a.'i 

will be cerved hy tak , upnc ccUry L a Me.,c. 

S,."or ao w'" 'eR,c ; j co f :sed A.m ch. rt. The.... 

increasing GT. show& ".WontW:;e ;.-. .... o 007 053 T:oughout t:he 

period NOW !1948 LO 16-: Lad NV As...... 

6 The charts begi"""h .... .. es earlier years willn,..... Lto 
have to hc~ token ou fQii;, or checked in th. owigiaa, taib!eu 

noted, exports showed a!nost no nov .mov,.l: bet.wea, I'48 ind 1961 The 

sharp increase in 19G2 a;d 1963 would scerm to reflect th effects of a 

devaulation cf some 40 percent in 19G2, R:rmts s;hc.ed nou nt: incease until 

after 1959.
 

Brami:;i- The country'..; rapid g.ouc h slowed do .; Lpreiably i 19.62 and 

1953, when the growth YC.&M:; for GAi.P wo. 5:rd.. orcc.r... I.6 , ,,r .. raspec

tivaiy. Exports slumrped W'm 1948 to 95., Chen i:szvcr..,d Ms1y 0o th initial 

level by 1963., Brai.l i.,nort". .tpicca :;iuw a slight iow.w. d 

trend from !922]-52. 

Chil. , we growth, Lhough s .. ov, wi,; fairly steady. The slow export 

growth rate (2.9 percent) would be only 1.5 percent if the peak year 1963 is 



2 . ..... 2+' ' " .... -" . . . + + + 2"' 

omitted.-Pi*A The sbarpriset of impot!7+, 1959 can be largely explained by 

the rise of government transfers and of,capital infloys f*ro around $70 million 

in 1957 an 1958 to an average of $134_mlli'nuii.te retfv.er 
--- -- - o - u -n hen xt. -y a 

2 2 L (Prior to 195, imports in stable prices increased at an annual rate of on 

0.6 percent.) 

Colombia: The income growth rate is fairly steady, and reflects Persia

tent import substitution based on high tariffs and quantitative restrictions, 

together with internal policies aimed at replacing imports. Except during 

the early years of the coffee boom of 1953-56, a period of shortages and 

high prices for that comodity, exports gave little support to the country's 

growth. As we have seen, exports exhibit little rot movement. 'Infact, thie 

level attained in 1953 was never reached thereafter. The chief feature of 

imports is the extreme cyclical boom during the period of high coffe prices. 

The volume of imports in 1963 was only 25 percent above its lev. 15 years 22 

earlier.V 

Mexico: Next to Venezuela, Mexico had the highe t rataL of growth of GDP 

of any country in the group, 6.1 percent. Although the average rate of in

crease of exports was good, at 5.8 percent, the years of increase were all 

before 1956; from then on the trend was perfectly .evel. (Imports in current 

values behaved similarly. From 1948 to 1956, iwport values rose by 14 percent 

a year; thereafter the rate of increase was only 2.7 percent.) Although Mexico 

ran a deficit on goods and services account throughout the period, it reached 

a peak in 1957 of nearly $300 million and declined thereafter to under $100 

million. These deficits were fully offset (and doubtless made possible 

because of ) a sizeable inflow of foreign capital. 

Venezuela: With gross domestic product growing at 6.5 percent per annum, 

Venezuela had the best general record on this score of any of our seven 

: countries, though there was some tendency for it to slow down after 1959. 



otskeptE~n cloce pace with GDP. Ott this score, Veula, ~AMajor exire 

of petroleum, was, in, a fortunate poitioan excports prvtded auffici,.-,t 

.---~momentum for 6 santisfactory' growth rate. (JApirts It (=Curan Values, 01). the 
ote4'ad moe1na4~z . a-pol n15 

then subsiding almost as fas to a level "not faray dihas of a daicade . 

earlier. Factor hthl oe~ thS p 1cu:it.ude heavy deo jyment 

okpenditures during the Perez Jimenaz pdriod,, with accrnipaay)*Ilg 1r imports, 

the others in this group. Its groiuth rate from 19.5i1 :G 1959 was only, 3A8 

percent per annum; from-then on, Ui acc. ere-ated sharoily, with an ave.ragc 

rate of increasc: "of GDP1 of 7.6 perce~nt. ExportS 81PO ratpidly 959,ro0se 1f~::

due partly at 1east to efforts' to stimulate b.oth tradiftia~ial exports (coipper, 

sugar, cotton) and new ones, notably fish ineal. Part: if tli rise v7,sq n_ jo 

utbedydue to devaluations of approxiiailely 25 pe-ceni and. 10 pircou!ar 

in 1.958 and 1959 respectively. 

SThus of the seven Latin American countrics surveyezd, it seems r 2&soana!1! 

E ~tosmumirize in the following manner: .. 

Four of''the countries share n def inilte tendency for their rate if griw.0 

(GDP) to decelerate dluring %hc lnst 3 or 4 yenrs of th,2 pe- od 1546. 

The one country that practiced itapt.rt rubs;Jit'u[ion to tho least exteit: in~i 

which made vigorous eff~orts to promiote exaal'e-no u~y had a trxwp-.- table 

rate of growth, but one that accelerated Sin the leryearm;. 

On the cide of exports, fiVe of our countries exhibit a patterv. tli f: -"s 

consistent with the thesis that resources were being. d~ver'.vd frorai cwport 

production into the production of I'Muort replacements-4 There was negligj,"1.le 

c.hnge in the level of Argentin's =xport bt~tweer 1943'and .961. 'The ;n 

creas ing. overvaluatin or twurrency wa ofst'R lre&v1.a~o 
44 i 
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For the 'five countries with a low value of, the average propensity to 

im~port, Leff ,andNetto's hypothesis would seem to a ly: thint the low value 

of this propensity, together with a probable low domestic leakage into taxation, 

a__ _-,oseunt-tnec, r-asermaeo..high.mu1tpIir 

'Fincome, 
 and-rising pressure on the balance of payments, with imports in

creasingly concentrated on those most essential to the functioiag of the
 

economy.
 

Now let us turn to certain Asian countries to see how the pattern of
 

relations between import subst-itution, income, and trade compares with that
 

observed for the Latin American countries. The countries chosen are Burmai,F
 

Ceylon, Pakistan. the Philippines, Taiwan, and Thailand. All these countries9
 

have imposed high tariffs on imports of manufactures; all have supplemented
 

these with exchange controls and quantitative restrictions, although except
 

for Burma they have been considerably relaxed since about 1960-61. AF with
 

the Latin American countries, orAsian nations have been pursuing a policy
 
'.FF, F F' . ..FF . {.7{ .': -7..- ' . -'.... . ... .. FL... . .. ... L-77 . ." 
 . .% " "
 

of industrinlization based on production for the home market via import sub 
-


atitution. Owing to. a comprehensive study undertaken by ECA2E, we have far
 

more evidence to show the direction and extent of this program than is avail

able for Latin America. The accompainying tables (our Table III), taken fromn
 

8United Nations, Economic Commission for Asi. 
and the Far East, Economic
 
Surveyof Asia and the Fa.r East, 163, Tables 11-3, 4, 5, 6, 8, and 10.
 

this study, vividly illustrate the progress of import substitution.
 

As one would expect from a policy of protection aimed at luxuries, at
 

non-essentials, and especially at manu~factures, imports of finished goods
 

FL 
 ~Fdeclined between 1953-54 and 1960-61 as a percent of private consumption
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expenditure in five Of Our countries. 
 (N~o date on Pakistan are available,

Where doubtless this decline also occurred, since the same policy vas 
in
 
force.) Th.
e decline was quite moderate in Taiwan (where such imports were'
 

I , initially less than 5 percent of consumpt-oni
The Philippines cut their imports (as a proportion of consuner expenditure) 
to less than half; in that country, too, the initial proportion was low, at
 
only 6.6 percent. 
The reduction was sub3tantial in Burma and Ceylon, but
 
for special reasons. 
 In Burma, tightened import: restrictions alone must b,2
 
held mainly responsible, while in Ceylon there was a marked increase in Moe
 
domestic production of food. which displaced imports.
 

In only two countries did import of capital goods become a notipeably
 
larger ingredient in gross domestic fixed capital formacion. 
 In Tawain
 
the proportion of capital goods imports rose from 28 to 38 perc:int, in the
 
Philippines from 38 to 52 percent. 
For Burma the increase wrs unimportant,
 
while in Ceylon, because the emphasis in capital formation ,as 
on investment
 
in food production, the share of capital goods imports fell from 47 to 40
 
percent. 
 In Thailand. too, the proportion fell--43 to 
$6 percent--because
 
capital formation was predominantly in increased construction, whose needs
 
were to a large extent met by a large increase in thte domestic output of 

cement.
 

A growing trend toward imports of materials is evident in all countries,
 
where such imports became from 2 to 6 times as 
i.mportant as 
imports of finished
 
consumer goods in three countries, and rose sh-irply in relative importance in
 

the rest.
 

Since one of the objects of the drive for import substitution was to
 
release foreign exchange for the purchase of scarce capital goods, the large
 
increase in imports of capital goods 
as a proportion of consumer goods imports*.. attests to the success of the program in this respect. 
 In Taiwan in 1953-.54,
 
capital goods imports were already twice the value of consumer goods imports;
 

:h a4e 
4osi~rs ili! 

http:1953-.54


Table iT7 
Some Data Relating to Import Substitution 

import Substitution 
 import Content of

of Constmcr Goods Gross Domestic 

Fixed Capital

imports of Formation 
Finished 

Consumer Goods Imports of Capi-
as a % of tal Goods as a % 

Private Consum.p- of GDFCF 
tiot, Expenditure 

1953,-54 1960-61 1953-54 
 1960-61 

Burma 16 U! 30 32 

Ceylon 28 23 
 47 40 

Taiwan 4.3 4.5 28 38 

Philippines 6.6 3.2 38 52 

Thailand 10.3 9.8 
 43 36 

'Nalaya-Singapore 
Pakistan 


Average Annua! Grow:h 
of incomle, !53-54 

95C-61, in the: 

Priiiary Sector industrial Sector 

Burma .28.43.

Ceylon !.7 5.6 
Ta5Lan5.0 7
Philippines 1.0 
 .8
Thailand 4.6 b. 

Malaya-Singapore 2.9 5. 

Pakistan 1.2 8.0 

(Source of data: United Nations, Economic Coiraission for Asi.he ~~at ~ - ~ ,T~ Fab~z .-3, 4, 5, 6, 3, atir_ 1.0.)the Par Ea-st Taband , 4s 


in Souhes As.Jn Co es 

S" i"i...... of 
cots fnr !h"PorE of Imports o4 rie-> 

Finished Manufactured Goods for xmoortu of 
Consu,0- Goods

imports o2? teria s 
as a Z or Imports of TrmortL o4 Capital

Finished Consumer 
 Goods as a
 

Coods 
 7wnoorts cC
 
Consumer Goods
 

J.953-54 1960.-61 ,1953-54 -. ?
 
43 60 63 
 39
 
41 65 
 70
 

374 660 
 22 5C7 
56 2: 446
 
25 45 
 89
 

64 
 4!) 89
A5 
119 1C93 212 505
 

Percent 14.rnuufa C ureF 

Total --- o-t in: 

1955 "961 

0.8 0.8 

-. 35.4. 
2.2 6.3
 
3.5 

.
 
6.8 . 

and the Paz &st. E-c-onomic Survev of Asia and" ............ . -".. .
he- Ecn6i uveaf *"i 
L4 



by 1960-61 they were five times as important In the ,e-ne inter.al they roli 

from 71 percent to 446 percent in che n oth er cun.Ihiipin.:. 


the rise was less draaintic but still irnpre11ive.
 

The growth indus,:ry c withiompn..r
of as ,roccu

pations is also indicated. The nvernge annual g?:cU..;;th .c.n::ured stable
 

price of 1960> of the industrial sector n.owhere fi!l ,:E!ow 5) percent, and
 

was well in ce:Css o.: this iiln
,-r! i--


scmewhat misleaiing. -;ounh n
Rapid in ,rsia.! eto,--...bc .m&.i in aboltute
 

terms. It should ,e rec. !ed. thL:; t .'cturing.cuc,O .. r oir(- a n
 .. n 

ten percent of NP in al seven oE tio cu;-:ie, ". ;h., tab!u 

it should be iLntc4-t . ,. ; . ,:' r.sn,., of v.g ,ros 

import subtitution acivity int.," Ac ."z:r, t, co:,p,'.rene" t:hi:
 

'performance in tea1ms of N , tr! exrp Cs, and -:,! . r;2.i2 tha 

Latin A.,:erican countries. SYmni:!ary :"o -. .iverx dan; ar.. 

in Table IV. Out of the six ecouratrIcs, -fourh: "esuec:b e r11-ta o incren.C 

Ttb"e IV 
Average Rates of Change of Gross Natioa! "roduct, 

Exports, and Irnports of Six Asian Countr:ies 

Gross
 
Rational Exports Imports
 
Product
 

Burma 5.25 4.34 
Ceylon 3.01 3.62 2.72 
Pakistan 3.52 1.19 
Philippines 5.42 11.70 8.60 
Taiwan 7.8 24.8 20.30 
Thailand 6.8 6.4 3.1 

are i:t e ofn
Note: GIP figures fo1 ).eiod 0 .,' .Cevl .. 4i.960'.6r onl.y)
and Thailaud '1957-65). and zr-e ere'ed in tvei. .... :.cet.. ( Ouree: 
U,3,AD, Crori iat.ion.,3. .. . {:-crt" rrce computed
 

' fr:om ,nLatin th.. Uni.e' i tir [e:i;h¢o,. ot nL&.:-, , I i.-le S ;;*'tic
exprcssed in tennt; f 3.953 pr,~ice. "
 n t s.. 
of 1962 pf.-l-ces oita.ucd .-'om ,L i o. . tEvonai .'. u m 

of GNP, r,girg from 7.3 or'wnt f;o: '2r'i.o n 5- :, c 5AMO Ori:. (Ceylon5.25 B 

and Pakistan showed up wo:: ,:.'izh grorh ;:.es of 3.01 and 3.52 percent 

http:co:,p,'.re
http:inter.al


4r e, 
he average 


...." "'''-' ' " I' 

o ore significant, hoever, than overallce nt i veages of gowth 

4; rates are the trends of t:hese rates. Thus although Burma has a creditable

5.25 p. --rae, of rti,fr ncre25S 5 ean herate,.but ths egry:Iucreasy-ofCN Eveduring- ethe- decade-offi -

I, was highly erratic, varying from -3.8percent to s12.7 Moreover,
percent. 


:a. most important, f'rom 1960-65 
he growth rate slowed down; the average 

for this imost recent period was only 3.3 percent. The~se features of the 

mov-ment of GNP, was well as of exports and imports, are shown in the 

accompanying charts. 

-Bur, ma exports in.conLant prices exhibit a slower average rate of in

crease than her GNP, but this increasetws fairly steady. Even in current 

-prices, imports exhibit only a moderate upward trend of some 6-7 pereent a 

year.
 

Cyoshoshows slow growthl,in both the domestic and 
 foreign sectors, with 

rates of increase har
GNP, exports, and imports all in the neighborhood of
 

3 percent.o 

The performances both teecountries is cositent with a "slowdown 

caused by import subs titution" hypothesis. Burman's growth slowed down after. 

.en years of continuing i.port substitution, while Ceylon's never amounted 

to much. There was little inflation in either country. The price level 

showed no trend in Burma, only rregular variations, while in Ceylon prices 

moved upward at the very moderate pace of 1percent a yearnv Thus currency 

overvaluation could not have ken a serious deterrent to trade or growth, 

unless the w&irrencies were'' overvalued tit the s tart. 

Stagnant zarkets for e:*Tports doubtless explains, to same extent, Ceylon's 

relative sagn'aticin, Her principnl exports--tea, rubber, and coconut products-

. ~ , -have certaiinly not'enjoyc&dI:aj'id market' expansion. As for Burma, her rice 

and cotton have azeine K~atcmvements both in volume and price, which 

. are isttnctly,,rab .,,,for rapid growth. 

-
________,_____, .,4",5/44 ,______ 



So far as concorns move-irent, of GNP., C1.3. OuII 17 ir-;I cout-rirc 

Cithl-r 	 shoic- a creditable F;V:ge~O-Yth rate 0-i-, c-, in Lhe case of Paki.Oz.:an, 

th-cre is cans iderableirov:n in 'cho hntcir Yodr.s C~f ow:'. p(erioD. T-! 

I)llo.at, C3,1P ~icI:cc' zl QRC , II a UrIa: :c0:~Oor ly 2 3. ,c ce.n': un-(i. 1958; 

durin~g 	 thc rmain1ing yeazji . avetc-1.-d 33 cre 

Enf lation .mas veuy -m';dratc in :iUn -zn J 2 pez-rtit pm:c 

ovca3uo f or as woc havc: oeen, a 1tLlivo c!" r . uL-)J.Sh.l iind -1his -,'- ith 

fneie o-' 	 Vigorotis -ffort, tc Proxmot' th'ii') throu011I- 'd)-t: c
 

iTi a~ Ih1.3)J.pp i nIec , cl,ca --- i c'! . cL C!',1 
 eIwa-rd Movel-nCnt IlU 

aftor .:.959; f:m1 the"~ to ifN3 JA: Vant:n~c 	 nrouu2: o ,- about 4 pox

6- i~v8i int z 


0V~c~izig ay cur-rency O~ auCion Li t.; 4ra 


en 1: p'cen v an 196'2 I~iz-vrr c e cv e 

11 	 is ?-x 'dfr~IT%i 

11, for 	excrts respondod igr.sIyin thL ol .n cr 

exports 	 iiucrensd at: 6.4 pc:ct- a year .at abort tli s1-.ie- rc i. as GMP'p f:11(27t 

would appe-:r1 toc be !itlc 1raasoa to bei;eve t;he bah-*. t,-asoveaucee 

with a virtually, stable c:-chlange rate. 

Finally, -?e come to waxinhore J~i.uf7a3Con wz su ~n~n n £a.2y 

continioons, avera-e of pQ:WI 'cIiaL ,,r 02t sMe- 9 yY23:. rc:towv, 

were Muroyaut, pcrtlIy becanzse any 7icerc oveuai- tc'fo rv ion a Pcar a 

quickly oficu; lby recuirnt at d susan:a ~vcluati.:t1 (1953, 1953, -~54, 

1957,P 8,cr atvIcueimr bAu~c~ 2Yl~i~o, 

Succeeed lk.n op!:1tig up lne of p:ir-,ucion Wc xp2jd -oM iinporL s;ub

stitution into c:ori, lteik(s. ((As Tdbt.e 1.Iss ncue :r n. 

7.8 Pecceni: of ~:~a.cz..t 5,as ngia:7 L 36.4 t'cir O iaIn1961. 

Considering the Asian countrier, -,s a groujp. the ovev-mce indicaicc tlOat 

imaporl: subs titmtlion, though vry activcly pursued i~n motof themn, had 

http:I)llo.at


possible adverse effects on growth--as reflected in GNPq exports, and iports.

in only two, Burma arnd Ceylon., And in these countries, it appears likely 

that relatively stagnant markets for their principal exports were at least
 

ass 
 uo as a cause of slow growth. As for the 

other four countries, there seems' to be little evidence that import 6ubsti

tution caused a slowing of the growth rate or that it seriously dIverted
 

resources from exports. E~xcept for Pakistan,. the growth rate has beon fairly
 

satisfnctory and steady, and. exports have been rising, from moderately to
 

very rapidly, with Taiwan greatly increasing the share of manufactures in 

exports. Pakistan alone had a rather Blow rise, of GN~P, while its exports 

have been relatively stagnant. Yet Pakistan, too, has seen manufactures as 

a share of total exports risq sharply, from 6.8 percent (1955) to 27.1 per

cent (1961). And national income rose appreciably faster after 1958. The
 

picture in this countr~y is very mixed. Extensive use of export promotio'
 

- schemes: -. have: :,. succeededJ :¢ . in -pushing.. i manufactures but not in raisingI. -. ' aprrcialbly:7 - ! I: '" : ,:i' 

the level of total exports. 
 And this withi 42 percent of imForts pr.svided out
 

of foreign resources through loans and grants. Currency overvali,ation indu.::ed 

perhaps by the pressures flowing from import.substitution, coeainly is 
an
 

important element in explaining the sluggishness of exports, probably the 

mst important.
 


