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DOMESTIC CONSEQUENCES OF EXPORT INSTABILIT' 

By CLARK W. REYNOLDS 

Yale University 

At a time when general discussions of export Instz"ity. .ozrnd, ri 
terms of its nature, cause, effect, and possible correctives, it may be of 
interest to take an empirical look at the case of one country for the 
insights which it will provide. The example of Chile and its cop'jper
industry between 1925 and 1959 is presented to reveal some h:ey rea
tionships between stability of export earnings and economic growth .s 
seen through the structural ties between the res; of the economy and 
its major industry. 

The problem to be analyzed is the relationship:, betviennuctuaGons 
in export earnings and the stability and growth of the export economy. 
Fluctuations are confined to short-run (one year) phenomena whch 
are determined primarily by shifts in demand. if changes in the vaue 
of exports affect growth, it is mainly through their unstabilizing eLect 
on the capaciLy to import and domestic demand of the export econonny.
Therefore the key to the relationship between export inst aiy.nd
 
economic growth lies in the relationship between the ,utatn, vaUe 
of export earnings and the changing level and composition o its cdo
mestic share. 

This paper to how suci a, may beendeavors show :eaionshp
analyzed in order o determine the effect of instability in expor ea:n
ings in the economy. To do so, it traces the folloving reaction path he
tween the change in the value of export earnings and the change in the 
level of income: (1)change in the value of export earnings, (2) change
in the value of export earnings retained in the economy, (5) change in 
the value of domncstic expenditures for inventory .accumulation in the 
export sector, (4) change in the distributive shares in the exort in
dustry, (5) change in the value of local purchases on capital account 
by the export sector, (6) change in the value of domesfc foreign ex
change earnings derived from the export sector (arising from I to 5 
above), (7) change in domestic income, (8) implica:.ons of tle fore
going for economic growth.

The results of this analysis indicate that stabiliza'Hon pcl cy which 
deals only with compensation for changes in the vn:ue of e.:orts w2 
tend to destabilize the system unless very special conditLons hold for 
relationships 2 through 6 above. Stabilization policy, it will be shown 
must first isolate the differential effects of changes in the value of ex
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ernmenmay agreater' de'stalzngee '"~n oeta tes 

For polito effective t mutrspond to different sectoral .impacts 

of eprflcutostinuem imm-otwihStabi lity. 'here
- designied- to comrpnsate.___:fchrreso-ald4atmtc--iacn 

isf they are truly to_;prornoteexport er 
- countries fo hrtal 

ia in trms of5noafod4oeutraCethr"~~~~~~~* 

,i~ ' 

amtfcf iincngo"6n iio' n rh finacing w6uld'be madeae' 
avail able.1,In the p'rocess of reviewing~tbe Chilean case the argument 

~ uon hich'these c nclusi~ns rest will become clear. -. 

The ChileavCase 1925-59 
example of an e port economny, depen~ding'is a~well-knownSChile ,the proceeds' of its copperinrdustry, for over 50 per cent of its7 

,pon u.~ 
exch ange and 8 per cent ofits gross, geographic product. Data~ 

'jforeign 
on the ~alue of, copreprsa edsgrgtdit h op

the share, expatriated in thieforrmtof .pir..'':
nt retained iiChile~andCI ' and dereiation.goods1 aiid serv-es profits
chases ofintermediate 

''>

Figures on local expenditures in the export sector for~tcreation of; stocks 

j also available owing to recent reserchz2 
and capital' formation' are 
Withouit going into a detailed -discuissio'n of the industry and i 

on Chilean stability and growth, somerelevant magnituides will be pre

sented to illusrat-6points mentoe'ave 
he
Cppr' s'an~xprtindustry of fairly inelastic supply, due to 

-

an ees frm populationhigh ratio of fixed to Variable ~cs e '' 

1< centers which tend to.,fix' factor~supplies in the'short ruin. This miakes 
class of expdrt econ'omies~for ',hosen reresnt4ie of~a~ '~'~'~'1"-,~he -~ 

j which ~aalsis and polity must ;focus -upon certain rigidities in -the ''' 

p'::.~
factor markets. Other export economies uindoubtedly have relatively

:V j ! 

'elastic supply functions in the short run due t availability of alterna-'A-I 
temployment for factors-of production (egthe case of Indonesia t,'~~ 

f-ulbrad rice).'' 4K7+ ' .the, produc tion ~ wheelabor may shift between 
; >-'' copper mriin in, Chile is entirely, fore''n' 

~~ ~ .~, Fuithermre, largc-scale 
~~ 

owned, prmitting ust assumn that the~entire share of profits and de-,-
h te'vlue f ehor' ~rnings'is reinitted abroad wNhile local - P. 

* ~ 
' 

Autonatc fnancing schemes to comipensate for. fluctuations in export 6arniiigs have be, 
'~-~''-~. 

. 

~-urged a~mong other b'y th6Commiittee of Experts of theU11N; InternationalConpocinst}~ --.- New -Ycrk, 1961), Chaip;i4, and Joseph D.4i
oPit~ionsin Commodity7rade (U. N.,ua -- - -- J' Chap.' 7. -',*- 

"~~'- -~~ Coppocki Iniernationatl Econlomic Instability (New York, 11962), 
sub-~~ 

~1 {'.-:-~ :~This paper~is based primarly 'bn'~inormaItion presenlted in a doctoral dissertation~~yf;-.wk>'2~~~~ 
initted .by the' author to th& University, ofCalifornlia at Berkeley in i962: "Development

of the 
-~

' vt 4;;' Problems of aiiExportEcono~my:TheHistorcal~ and, Developmenta[ Relationship 
in~' ~ 

'r' 
4AV 

Copper Industry to the-Economy of Chile" Reseadrch for this study including residenc ........ 

Foundation Fellowship." v~ ~ , '' was financed by a Doherty~ ~~-. ''-'~-Chile 'Countries," >'? 

'R NKy e Quest, for a, Stabilization Policy, in Primary Producing
' ~g"~' ' se, 

i f . .oJ Vol XI 15% s. 
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dvsmnt treated as c"enous
nusta r 

gross in~vestmnt expen'ditures of the'in d~ryi e~tda xgnu~ 

Sonic' ofQ theimplications of relaxingthese speial'cotions~I Nvill be 
examindeow. : 

. Instizbilty1.ofExport-fan s 
Cn asmeasured by the value of copper sale-2s 

av sown,an average annual '4utato f2' per cent- between . 
'""' 

an15 his is'the 'resul f w3elI-~nown instability in~dm 
ffeasticity, supply+ (gross of inventory ,'In'g), 

txport e te economyin the 'h ownrs f factorsearngsof affectsproduction plush 

throuih payments to'local fatr 0'resoofpou~nputhe, 
government. Here the inventory policy of ; ' iidust, lp.... 

aiportant role 'in' the degree of~iitbl ~nc~taserQi~o~ 
domestic income streanm from- given~c&hnge inexprt earnings. 

raThus the first qualificatio'ito be niade~in attempting~ to assess the il 
pact.of a fluctuation in sales on the domestic, econmy is that the value 

of sales may not be the relevant determining variable. For that reason 
we use a figure representing the portioni of export earnings accruing to 

the Chilean economy plus payment to factors of production employed 
in the creation of 'stocks. 1-'-

Istability of Net Retlurned Vdle-

The share of sales plus value of net inventory change retained in the 
' o niure is nt beghi i.irued 


of localtfactors of 12:0an' 'atdoesldtinemploye incapital formation by the'export idustry,:Ths fig 

ureshoedn anua fuctatin o 202, ercent during the same 
period Lsomewhat, less than' fluc'tuations 4in the value of sales. More-' 

thirty-four years the direction of change in returned 

valuwasof opposite sign from the value of, sales.: This illustrates that 
the instability:f:.rtaned earnngs:: in:theexport: sector was less than 

th totl-vlu of sales: owing to two important factors- I{) the profit 
shae n hevalue of sales fluctuated more widely than any other corn-., 

IntbltyIsmeasured in tem-ftecag i't6'au fthe evatarbl 

tesoft 


between te present' year and the past ycar divided by the value of the vairiable whiZ-s 
th geaesfr hetwo years. An average is thntknof all percentage changes ove t'he 
peidcnieedisregarding sign,;;and this' gives the "avcrage' degree ofintbiy"he'b 

fluctuation and do es not correct fr trend.Never-.mesrt usedisthe a downwardam ntbias to fail hcow ncn . pde.hess givesgurestie r is t o se co.relio uaterest 
for~ particularly ,when .the'values ofthis pup all variables show'proportio nal secular 

S chang ere negative in twelve of. the thirty four years for total salcs, and in four

tenof tthirty-four years fornet returne v, g 
industry. ,;..revnu coppfthcopper .-

Bi rt arets.United Nations-Department f Economic AffairIn bi 
Mlarket -Filuctua- ' j and Countries (New, York, 1952), RW. Baflmer, "Copper 

tions-ai"Industrial :Dynamiics Stuidy,"' M. S. dissertation,' MITJ, 1960, 0. C. Herfindahi"'--l 
Cop~e Costs andPriccs: 1870-1957 (Jhn Hokis 1959) 

, 

-: 

'~"" 

'5-'- ' 

1 A.4. 

' - '" 
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ponntanprfit proiareits i ae ntntl retained earnings be usofb cadse 

foe-
tasreogsow~i2pl

oweshpa 2stb hin enejf~ 
pl
p i~cy o! 

export t
Inex~inustry was 

Se 
P x 

voaniizlanven 

essentmedmI
portan trcone o 

o coropper. Tforegoing- ains in m
iteii 

absolute erms %sinceiet rturi ed value 
4--,.' ,,.every "Iv, 

'which large stocksab Werngeaccumuiae).;y:.. 
he,importance ofpinventory po icyn s a ,st o0 

~ -- {~ ~ 
l thanpe etol -reurndof Iaues.-for:ie~elocal As.ppliers of~labor intrmediate 'goods, Mid rzw materials is re

vealed by'looking t fluctuatin in loa pra gependiture. This 
. . . . . . . .. fi (taxes form the remainder)

Soenpoa 'returnpdvn
Sshowed smialler variations averaging 15.1 per,'cent over the period.. 4 

Since operating expeniditures'including W'ages and salaries~ rcepresente& 
'from 83 per cent ofeturned value (1925 -31) to 45 per dent (9.56

59), the stabilizing influence of inventory, policy cannot
Furthermore, in ten of the thirty-four years for which da 

b- ovor
ee avail

, able, the"direction of change in operating expenditures was of op osite 
sign. from, the change in the value of exports. This illustrates that 
em.".fluctuations in the value of exports are unreliable as a predictor of 
fluctuations in domestic factor returns. Y . 

StabWleisity oj DistributiveSharesin NetRe',t'.ned 7a e 

~#<'~"w 

r ietuns s not possible fully to'disaggregate reurned, value into 
rtrs'olocal land, labor, and capital, it is possible to divide returii dI 

value into'its tax and nontax: components. In this respect, operating e-, 
penitursrepeset'the private share of the'returned value of &cport, 

and miscellaneous charges. In earlie'r years' (1925-31) the governmen t 
.~tj:.'.share of returned value was only 17 per cdent while op'erating expendi-

F 

Vthe 
~tures accounted for, 83, per cent of/.ie total. In recent yea-:s, ho-wever2, 

balance has shifted to 55 per cent taxes and 45 pcr cent operatilng 
expenditures (19'5659). . '-- ' saiiyo~epr 

Under these circumstances, the transfer. 'of' insaityoepr 
earnings to instability in domestic iricom6.depends 'to a'large extent4 
on "the instability of governmient income~ from the~expoi t sector and -

~resulting government expenditure policy. Total' govenret revenue 
fromthecopper industry ,(measured -by year of p'ayment) fluctuated -;-

~ ~>i.~ 
.. 

4 

Sby 

,' 

32.8 per cent per year over ,the period I Furthermore) in ten'of thU7 
.thirty-four years, percentage, changest in government receipts 'were of 

-opposite sign from changes in the value or exports 'That is because in-
come taxes constitute the bulk of copper tax, revenues and tax legisla

, 

'

' '-.-V - '. on is subject to frequent 'change, altering the incidenco of,direct taxa,.; 
- - 44 ~ I T 

- ' r' 4 'r~~~~ 44 
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tion independent of changes in the value of sales. There was also :an 
approximate one-year lag between incidence and payment of taxa
tion prior to 1946. 

Since copper tax revenues fluctuate much more wid.-ely than operat
ing expenditures in the export industry, one mgit expect to Ind t'e 
main source of instability in income to be the government. This would 
be particularly true if government expenditure policy were such ti.t' 
expenditures moved in parallel with taxation over the course of the 
export cycle or expenditures equaled tax receipts in boom years w:h 
deficits being run during declines in export earnings. For this to be 
true, of course, other tax receipts must remair. co3stan: :r ,cte 
in the same direction as copper taxes. In the -:st c .e, 3

would be transmitted directly from the export sector "o tac 
economy via destabilizing government expenditure po;icy--ris g "-.h','
full capacity and declining with excess capacity over tue course :ire 
trade cycle. In the second case, there would be an indirect transrais

sion of instability via the foreign trade sector as government failed to 
maintain buffer funds of foreign exchange during peak years waich 
could be drawn upon to support a sustained demand for import.s dur
ing periods of decline in exports-this irport dAnd suki-j ro:z 
sustained high levels of government spending thrCa rca.i, , o 
deficit. 

To determine whether fluctuations in export ea'nin.s mig-, have 
affected the stability of Chilean income and product via taxes a;nd ex
penditure policy, let us examine (1) the relationship between flucLtua.
tions in taxation and fluctuations in gross geographic product and'" (2) 

the relationship between changes in copper revenues and changes in 
government expenditure. In only nine of the thirty-five years (25
59) did Chilean gross product (measured in U.S. dollars) change "n 
the opposite direction from changes in copper tax revenues, and i., 
only two of these years (1927 and 1942) did copper tax recipts in
crease as gross product declined tending to stabilize the system. This 
information strongly suggests that there may be a relationship between 
the stability of copper revenues and Chilean income via governme-,t 
expenditure policy. The other relationship, between government copper 
revenues and government expenditure, reveals that in twenty of the 
thirty-one years for which estimates are available (1928-58) govern
ment expenditures moved in the same direction as copper revenu.es 
transmitting instability to the rest of the system, especially as revenues 
moved in the same direction as operatilg expenditures for all bu 
five of those years. For eight of the other eleven years government ex
penditures rose while copper revenues declined. 

http:revenu.es
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Had the government engaged in a conscious stabilization policy, it 

would have attempted to offset fluctuations in domestic income created 

by changes in operating expenditures of the export sector by running 

a surplus during periods of increasing 	 revenue and a deficit during 

to a "bulfer fund" of coppar
declines (this would amount, in effect, 


revenues in the form of foreign exchange). Yet in only eight of the
 

thirty-one years do the statistics suggest such a policy.
 

Stability of CapitalFormationin tha Ex.ort Sector 

have still not arrived at a figu'e whici adequatelyNevertheless, we 
represents the impact of the export sector on t'.e dorAnestic econonr-y. To 

must add to net returned value all local purchases y tihe
do this we 

e:xcapital account. This represents tihe tozal foreignexport sector on 
the system from the export Iindustry durin.g

change made available to 
is termed "gross returned value." is, therefore,1ta given year and 


important to determine whether or not capital formation in the export
 

sector tends to further destabilize the system.
 
in thle export sector
The relationship between capital expenditures 

and value of exports depends "pon
(exclusive of capital goods imports) 
the role of profits and sales in capital formation, ircucung relevant
 

cases lags may be inALueced by

lags. It is recognized that in many 

hai.S
are 
case in recent years. 

expectations which directly related 	 to po?,cai. cCtors. 71is 

been particularly true in the Chilean 
a furnctior ofIn case where investment in the export industry is 


profits and/or sales (the latter showed fair results in the Chilean case),
 

one would expect capital expenditures to increase instability in inct-,oe
 

This would be particularly true
resulting from fluctuations in sales. 

were a stable proportion of
if local expenditures on capital account 


total investment expenditures in the export industry (a case which
 

does not hold for the Chilean copper industry).
 
in gross returned value did not signix-

Nevertheless, fluctuations 

cantly exceed those of net returned value in our example, vrying o.
 

only 20.9 per cent per year. Moreover, in only two of
 
an average of 

returned value fluctuate in a cifferent
the thirty-four years did gross 

and 1928). We see, then, tha.t
direction from net returned value (1927 

not serve further destabilize over-all do
capital expenditures did to 

did they operate to in, stability. 	Thiscreasemestic demand. Neither 
only a smaii

is partly because local capital expenditures represented 


net value (6.9 per cent between 1950 and
 
percentage of returned 

role o4 capital fo.mation in the e:1959). One must not disregard 'he 	
,ectits potentiai unstabilizin,port sector, however, when weighing 


on income. As economies develop, increasing their producers' gcoos
 

production, the share of local expenditure in total capital formation of 
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theexport industr Wilrl tendto rise, increasing the effect of this factor 

Staby eForeignExchangeRc Is--Th bestmeasure of___Re tL
The U''t _F6-f_~~g eCLi- provied by fheexpot'Sk~ci 

L; & 

7 
o 6r ovaesr net returiied.ValUe but g r vl 

'.~~~i~This hasb en shown~ to de'pend u.pon sah~s plus'inventory chanle plus; 
local capiial exenditures, It has been shown' that gross returned valu 
va~ries with net r~tuned value, in 'the. Chilean case, but that the latter,.j-'
does not .closely follow, the yalue of sales because of stabilizing inven-. 
tory policy. ,In cases, in which. governments des ,re to: stabiiz~e the 

. ,,, foreign exchange available it iriiporters through the creationo bufe -

funds during teboom periodis which may be drawn upon Qurng down
swings in export earnings, !the relevant variable should be gross re
turned value-and government revenues should be set aside to offset 
swings in this variable. Indeed, the government may even attempt to~ 
encourage stabilizing investment policy in ,the-export sector for the,4)
for~eign exchange which it would provide, by ericouraging cptlfru i capitalfr 

mation during down swings in export demand. it should be noted here 
that the imp'ortant variable is domestic expendituie on capital account, 
which could, include construct 'ion of new:,housing for workers and otber 4 
social overhead facilities which have a low import*coefficient and eM-_~ 
ploy labor displaced by cutbacks in.production. , , 

.. Stabilizationand Growth ,' 

. e question of whether or not a stable doestic income stream and, 
stable imports will roduce an optimal rate of growth is yet unsettled. 
The answer depends upon the effect of instability in domestic and 
foreign demand on investment by the export industry, other industry 
and agriculture, and the government, and the effect of instability in the 
capacity to import on the price level, import requirements for growth, 
and the ability of the government and business to engage in long-range 
develomont plans which require a steady rate of capital formation. 
Inthe export sector, some feel that a steady!income stream will in- ~; ;e' 

crease the share of income devoted, to productive capital formation; . -

others argue that short periods of very high' Iprofits will induce a 
greater share of income invested and that downswing!; will not causej 

* , ,~this share to fall proportionally! This Would imply.' a, ratchet mecha-, , ~ ~ , 

is Important to'noteherethatforign echange earningsshould bedefl ted by anindex of import prices. to provide a capacity to'.inport measure. similar to the "incoMe 
terms of trade," For astable import stream,:.the buffer fund, should in fact be related to ~Q"
fluctuations 'in.this variable since it more accurately represents real purchasing power of'-

Sir Sidney Caine, "Instability, of Primar. 
Econ ., Sept.1954, and comment3, Kykos 

Product Prices:'A ProLest and a Proposal
1958, op .i ,'''ci. 

4 ,- j, '~ ~ 



Ias4j 
ffcln 

sumcn 
pon OuS 

-mofst ortarr 
i.sItot not posibager .. . 

dr a any- con t ' 44ve" 74Sa Lo 

artori to~. n Ccuslons.,Ih;!hW @!Jet:' 
,h ,t 0>srehieshvolig rsf anie~n-run'ptofinvsmen frthe -sectr1< 

consstentem.flt ] in~'i.4 of7h hleans. ;:; 

taken Aftd6 aon tdr iery'idefluction nprofits ands 

arestinvestments weore commencedfd riodsf 
.7',~uin pe orising ,*,~*''~'~'4' 

profits and-favorable market outlooks'(1911:43, 1926727; 1941, 19 4~8  ~ ~ '' 

52 955-56). Thi implies that investors in the export ind 
:upswings as beginnings of trends rather ihan as temporary phenomena 

and behave accordingly; downswings, ont]:e other hand, are app arently 
considered short-run phenomenasince no* 'major disinvestment cc- < 
curred -for any'of the'companies even during the severe depression of 
the thirties.' The result of this behaior 4is that net'inv'estmentj n the 
Chileani copper industry has represented 52 per'cent of net profits be- :., 
tween 1,930 and, 1959. 2 "' ~ 

In th Chilean 
stability of exor 

case' there is no clearielationship bet een the 
earnings and growth. Altho'gh these did fluctuate -

4~~ 2~. widely'between 1925 and 1959 and although'the rate of growth of per ,. 

capita income 'was very modest (cumulative a~nnual rate of 1.per~cent' 4<, 
or les), this was perhaps less the result of instability in 'export earn
ings than of failure by the government to invest a steady or growing : :: -: 

share of copper revenues in productive ca~ital formation. Althoug' 7 ' '' 

4,", copper revenues rose by 255 per cent over the period 1940-59, direct4 
and indirect government investment expenditures increased by' only, 4" 

- 116 per cent." Furthermore, the share of total government revenue de- 4j' 
' voted to investment fell from 21 per cent in1940 to 17 per cent in 
1957.1 Annual government support' of its 'mxajor development instit,:
tion,' the Corporacion de Fomento de la, Produccion, (CORlFO), onlyL 
increased by 28 per cent in real terms between'1940 and 1958. . ': 

~~v~w:.. -> ~~Polcy Implications of the Chilean Case ~ '', '~4~ 

One learns from the Chilean case that ifthe goal, ofcommodity 
stabiliifation policy is domestic' stability and maimmn growth aiti,

neiherappopratenor sufficient' to stabilize; the value of export carn-, 
ings (re ardless of the difficulty of such an undertaking) That is be", 
cause the net returned value and gross returned value derived from the' 
export''1sector, which have a 
necessrily depend directly 

direct effect on domestic stability, do not 
alef: export, earnings More-'' 

~ ~ i~~4i 
i 

-~During the 
period '1932-37, the average annual net investment was m 

nua c twa iu.1 
m 

ilo. "' 

Snco 'the depreciated value of assets 
is not considered major disinvestment., 

approximated.$235 million duing that period, this 

711 

~' ~j ~*V',-' ~ 4 



POLICY AND INTERNATIONAL COMMODITY STAMILIZATION'111 O 

ove, uctuations are transferred to teI rst' fhe economy through.'
 
gesin'evenue accompaenie by parallel changes m goverment
 

iture (destabii omestic de an or steady expendiureeq
 
topeakyearen (rafti bli f- e1bms
tending to destabilize' real ncome).. , , : : @ ! <i ! 

,;Iti suggested, tht it is this kind of behavior by. government vhi l
introduces instability i'itoethe export ieconomy, particularly wher. 

~$1W I~,profits ,are, remitted abroad 'either because the industry is foreign 
owned or ~bhcauseadomestic"owners hve a high marginal propensity t0 
impr. The detblzn behavior of the govern~ment sectornmay well. 
result from political pressures of powerful interest groups which hav c 

" no 	 direct concern'for domestic stabicity or'growth. Under th ese ci 

the 	 type of stabilization policy necessary to achieve' these ends. It is 

here that, international stabilization policy may operate in conjunctionI 
with the government to permit compensatory fiscal policy in the follow-'~ 
ing 	manner: (1) an international lending agency (such as the IMF) 
could provide funds during the decline in export tax revenues equal to 
apercentage of the deviation the longrun trend, (2)-around the. 

agency would require an agreement by the government that the share 

export revenues, (3) the international agency would obtain an agree-,~< 

ment from: the government to repay its borrowings during an upswing. 

i export revenues. The proposal would; in effect, permit the govern
engage inmenttoi the kind of compensatory fisc'al policy which is mnost 

consistent with stability and growth while transf rrng te domesic 
Spolial pressure against such policy from the government, to the inter-

This proposal differs from current policy of the IM.F in that (1) ,'t 
is designed to meet the problem of instability at its source (fluctuatinI 

S in government revenue and expenditure) rather than at the point o'l 
decline in over-all export earnings or when balance-of-payments deficits 
'arise, (2) tt is-designed to be used as a tool of the government to 

j,,:,'' -' . transfer political responsibility for stabilization'pohcy from itself to 
-the international Iending'agency, (3). it' isto.. plcfiitlf aue ts 

toofenomict evlopmin as well as stabilization by permtting the 
g 	 rnsteady rate of capital formation 

!opled with this policy, which deals' with instability produced by 
luctuations in government spending, couldbe a'policy. to cope with 

ingtabiity arising from private payments in tli ' export sector. Here' 
financing'could be made available to permit the'export industry which 

orsi a destabilizing government xpenditurec Malaya, 

'In'-" Sir'Sidney Caine references, op. cit. 	 ~*' 
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has inelastic factor supplies to engage in the formatol of buffrer stoc'k' 
~~vhk thispohcyi~ii&already being undren ritely.>~ 

'' 

I .4~>~n~abiityisprimarily trans ferred fo exot ernings,,to th e-.

~ ~~Aj~~kkport ciibiii iii the ,Chilean case~by ,vay of ds~iiiie tax, and<~~~ 

~ ~> ~ .. 23expenditulre~ policy ofth& Verm,. h fet~ 
ofg& IerInax~ and ~x~diture policy in the -export economy Is 

likely to,incr~ease as one or more of the following factors gain in im

portance:, 1l ,thie 'export~industry is fdroign' ow~ned, (2) the snare of :' 

prfits'of th~e export industry which' are expatriated rises, (3 13 ~ 
profits' share of the export sector. grows, (4) tlie governm~ent shi1, ts : -

t. J from, inidirect to direct taxation of the export industry,. (5) the rate< 

and degree of progressiveness of 4direct taxation. rises in the expoft 

4 ~ industry,, (6) the, elasticity of substitution between factors employed* 

by the export sector and -factors employed by the rest of the economy ,. 

<declinies, (7) the natural .resource intensity of the export industry rises,' 
-A,~ (8) government expenditure tends to equal government revenue, (9) 

gover niiet, i fiestment expenditure is a fixed share of government. 

i revenue, from the exports industry, (10) the'local expenditures share 

ofx~6t idustry in'etmn dcines, (11) the~local etet 

expenditures of the export industry show a greater lag as .fuAncmionl. 

of profits and/or sales. u' 

'y Whenever the main source of instability is fraced to the. goverraint,4 

44 sector, international stabilization policy should bedirected toar-d the. 

~ "'Y ~ encouragement of compensatory fiscal4 policy related to fluctuations in 

,.,export revenues and designed to insure not only stability buti growth.,., 

4 ~Here the international agency, should be consciouslyr designed to bear. ~ 

the---reposi or-~- such poiyilt when it engenders political friction. 
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