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Scparatuni iY',LOS Frc. 3, 1'65 

ON THE IMPORT INTENSITY OF IMPORT
 
S U BSTI'FU'Ti0 N
 

Import substitution plays a central rolc in the process of indus
trialization and it has receivcd considerablc attentioIi in the dvelop
ncnt literature. Given a rate ufgrowth for export procci ds, special
efforts to further import substitution are vicwed as a way to increase
the rate of growth ofan economy and to reduce balance of payments
difliculties. Recent experiences of several semi-industriadized coun
tries, especially in Latin America, have raised douLbts as to tlIC true
size of the impact ofimport substitution onl tile balance ofpa yments'.
New cmplnsis has been given to the fact that the domestic manufac
ture of man)' types of previously imported inishcd goods often 
requires substantial iml)Ortation of iaw materials and intermediate 
products, at least during the early stages oiindustrialization, so thatthe net import substitution (the value added domestically) is oftei a 
relatively small percentage of the value of the finished product.
Furthermore, before domestic production of previously imported
goods starts, large investmnts with high imliort components will be 
necessary, as the domestic capital goods industry Oill not become 
significant, as a rule, until the more advanced stages of industrial
ization are reached. Finally, it has been argued that as the process of

import substitution advances, and the valuc of imports fAlls relative
 
to the level of national product, the vulnerability of the domestic 
cconoiny to adverse external factors need not necessarily fall, as tie
remaining imports are of such strategic nature in the process ofpro
duction that a failure to maintain them at appropriate levels would 
cause severe dislocations in the economv. 

This paper will explore the nature of the im)ort intensiveness of
the process ofimport substitution, and some issues related to it. It 

* I would like to thali. Professors CHA;RLES P. Ki.DU:mnERcm:, Ev,APD
Fos'r:R,. Gro:io. L. lPr.Rav a m G:RAL) K. I IELEI.EER for reading a draft of this 
paper aand making useful C'murents. 

1.For example see ,.Y SEaRs, 'A Theory of Inflation and Growth in
Underdevelopcd Economies based on the Experience of Latin Amcica', Oxford
Econoaic Paniers, New Series, Volume 1, Number 2,Jtumc 1962, p. 19. 
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will be seen that the fact that investment in semi-industrialized 
countries has a high import componcnt does not by itselfexplain the 
severity of balance ofpayments Clificultics in these countrics..So long. 
as the rate of investment, whether high or low, and the (imported) 
capital-output ratio remain constant, the direct impact of this year's 
investnrent on thie demand for imports should be more thall offset by 

last year's investment in the import Substituting industry now 
coming to fruition. The problem arises when thesc countries attempt 
to step Ilp their rate ofinvcstinent in the import substituting sector in 
the face of a given growth of their exports, as the rate of growth of 
imports depcncds not only on the growth of the various sectors of the 
economy but also on the changes in those rates of growth. 

Part I will obtain an import function using a simplified model, 
from which the followinmg question will he asked : Under what condi
tions will an increase in invcstinen t in the import competing sector 
result in a decrease in the level of imports? The answer to this type of 
question will have an importan t l)earing in the economic planning of 
growth, as it will yield the maximum increase in investment coin
patible with given balance of payments constriints. 

Pal H will consider the limitation of the model presented and 
will discuss the importance ofvariables which have not.been explicitly 
taken into account in Part L 

The model consists of a national income identity, production rqla
tionships and demand equations. Prices Ztrc assumed to remain 
constant. The following symbols will be used: 

Y net national income 
C = total value of demand for all consumer goods 
I- total value of consumption of home goods, defined as those 

goods which do not enter into international trade 
1-- total value of investment in-home goods 
P total value of consumption ofimport competing goods, (pro

duced domestically) 
X = value of exports 
A" - value of total imports 
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.,'l 	 -value ofiliportecd finished consumer goods 
Ali -value ofrimported investMient goods 
All value of imported raw niatcrials 
K capital stock 
1 	 = zIJ-- xict investnrcnt 

For tie sake of sinplicity it is assumed that no value is addcd 
domestically to the goods imported to be consumed and invested 
directly. In reality, internal transport, merchandising and instal
lation costs add significant margins of wuc to importco fiiishcd 
goods. Alternatively one may think of parts of the home goods 
industry rcj)rcscnting this type of value added ClomCstically to im
ported goods. 

Tile value ofimported raw materials, At, will be split into those 
going into the production ofimport COmlpeting goods, Alip, and those 
going into the prodluction ofr home goods of all types, ill, 

Define: 1t= H' + 11' - Mtl 	 (1 

1)= 	 P"- Al (2) 

where Hand P represent the value added domestically for home and 
impo:t competing goods respectively. Net national income is made 
up ofthe value added domestically by the X, H, and P industries. 

If no other constraints existed, given the rate ofgrowtx ofrexpor'ts 
the growth of the economy could be chanlgCd by altering the growth 
of the home goods and import competing sectors. The constraints 
which limit the frecdom to change at will the latter variables arc: 

(I) 	 Limited factors of production. 
(2) 	 Thie need for balance of payments cquilibrium. 
(3) 	 Tie income elasticities of demand, which for a given set of 

relative prices require certain growth patterns. 

This paper will merge constraints one and two, by postulating 
supply conditions for the inputs of the production process in which 
only imported inputs have positive opportunity cost. 

The only inputs with positive Oplportunity costs for"the home goods 
industry are assumed to be imported raw materials. An increase in 
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tle net production of home goods will require (I/gj) of the value bfthat production in additional mrnpotis of raw materials (assuine
marginal and average requircncn ts are the same).

The import compCting inu(hlstry produces with 'free' inputs pluS
capital and imported raw materials. These two latter inputs must
be present in fixed proportioM: imported ra w n tterials worth (1/g2)
of the incrcase of net production of.l and aditional capital worth 
(p/z)of the ince, ase in the net output.


To simplif, the prescntation, it is assunmcd thai. 
 exports are pro
ducecd solely by 'free' inputs, and that their level is given exogenously.

It is assumed that the capital stock in industry I' isat all tinmes full y
utilized. Invostnme nt is umde up ofi l)ort.d capital goods and goods
produced by the 11 industry, (i. c.coistI uctioim), in fixed lprI)m 1tions 
of (1 -r) of holme investment goods and r ofihuported capital goods.

The demand conditions n:uty be written as follows, (assuming that
the average and marginal propensitics are icntical) 

G-= c 9), where 0 < C < I (3) 

1' b w,,e, 0 <wb < (4) 
The total value ofinternal demand for consumer goods which can

be either imlportcd or produced domestically will thereforc be equal
to (c -- b) , which will also be denoted by a. Thie level of imports
of consumer goods will then be determined by the diflecrnce be
tween domestic demand for and domestic Su)plv of'imlporablcs'2.

Thec demand for imports will be. the sun of the demands for
imported raw materials, consumer and thecapital go-ods. From 
assumptions made we obtainr: 

AlI:=JH(a +~~.--I-+P(a-- 1) + aA'T-rI1 (5) 

2. Import substitution is confined to the sector of finiiedcolmsumuer goods for
the sake of simplicity. The same general results would be 
 obtained if import
substitution wec extended to raw materials, intermediate and capital gnods.-Past dcvclopmcnt in thec sectors woutld be reflected in the values ofg, g and r.Also for time sake ofsimplicity, it is assumed that there is no domestic conumptionof exportables, vhich in any case are assumncd to have a perfectly elastic supply 
sched uhe. 
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Equation (5) yields th level ofimport demand as a function not 
only bfthe level ofactivity of the various sectors ofrhc economy, but 
also of invcstment-i the imlport Coulpeting SeCtor 3 , which may also 
be expressed as the chmUe in the level of production of '. 
The conditions under which JAf/I .<0 may now be explored. It 

All be useful to di.tingu ish two cascs: a sinip!er one wichI may be 
called the cedcris ,a;iebusresult and a nore Complicatcd m7,1/alisnmztandis 
case. The fiist one does not take ijito account tie re)ercussions which 
the investment ini twe import conpeting scctor will have on other 
sectors of the ecconoly; in terms of our model, this requires the 
assumption that AlI/.,II; 0, or that r-- and b 0. It sem.'s that 
very often analyscs of import suhstitution work with cc/ads PaCbs 
assumpt ions'. As it will be seen, such an approach grossly exaggerates 
the foreign exchange savings to be obtained fRom additional invest
nments in import substitution. 

Denoting by i the percentage change in investment in the import 
substituting sector (11/1), the conditions for AMI <0 are as 
follows : 

i<- (I-a) (6) 
r
 

i < (7) 

r( - ac) "+" -

I ind b =--It can easily be seen that wvhen r---- 0 condition (7) reduces 

to (6); and that for any set ofparameters, inequality (7) will yield a 
much more strict constraint on the permissible size of i, as the right 
hand side of (6) will always be greater than that of (7). 

3. Similar terims would appcar fur industrics II and .X if it had been assumed 
that they utilized capital goods..As a inauer of fact, most investments in import 
sUbstitutming inlustics tcnd to have a higher import component and a lower 
marginal otutput-capital ratio than invcstments in agricultu,'al export industr'is. 
However, mining cxport would tend to have a highcr import component for 
invcstments.
 

4. For an exampk see Analisis y t'royccciones dcl Dcsarrollo Lconondco V; El 
Desarrollo Econodco de la Argentina, Naciones Unidas, Dcpartaneuto de Asuntos 
Economicos y Sociales, Mexico 1959, Patc 2, page 167. 
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Corrsidcr the folo~ving nutierical valuc for tbc paraZlctcrs: 

Case A Case B Case C 
Marginal output- -capitad ratio (z) 0.25 0.33 0.40Import component ofin'cstimcnt (r) 0.40 0.33 0.20 
Marginal propenlsity to consume 
'importables' (a) 0.55 0.45 0.35Marginal p, opeCnsit)' to consurne (c) 0.90 0.85 0.80 
Marginal raw material imnort
 
needs for 11 
 (1/gi) 0.10 0.05 0.02 

The rcsulting upper limits for the pcrmissiblc percentage
increase in Investment in tile irriport.comnpeting industry, if imports
cannot cxcced the existing level, arc as folio, ,'s: 

Case A Case B Case C 
Cetersparibus.... ......... 28% 
 45% 130%
Alutatis mulandis .... ........ 4 9 
 20 

These numcrcial examples clearly point out the iml)ortance oftaking into account all repercussionrs of inx'estmnent in the import
Competing sector, when coMIputing its impact oi the level ofiniports.

Denoting byp the ratc ofgrowth of the import strbstituntirng sector(A-''), whricl equals I/, tir relationrshi) between iarid the changes
in the rate ofgrowth of the import Competing sector is as follows: 

A (Al') .Ap - .. (8) 

It may be seen fiom (8) that the higher the rate of growth of theimport competing sector from which we start, the higher will be theabsolute change in that rate ofgrowth, for any given value ofi, and
that when P grows at a constant rate i 00. Assuming that at the 
startp =: 5% tie following changes inl that percentagc rate ofgrowth
(14p) wouid be obtained as a result of the maximum permnissible
increase in investment: 

Case A Case B Case C 
Ceteris Paribus ......... 1.4 2.3
Mulatis Aulandis ... ....... 0.2 

6.5 
0.5 1.0 
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Case A presents the more unfavorable circumstances from the 
Viewpoilt of gro.wthl compatible witl maintaining a given level of 
imports, and case C thel more favoroble conditions. The combination 
ofparamneters facing any particular COantry will depend cn a number 
.of factors, but cspcciaHly on tie stage of industrial. growth in which 
the country finds itself. h'lie import component of investment is 
likely to as proceeds, although this may befaIll industrialization 
offset by a falling of' the marginal outpnt-calpital ratio, as the 
country enters more difficult and cepital intelsive Sftagcs ofimip6irt 
substitution. The marginal propensity to consume goods whujlh are 
potentially importable may also tend to remain high, and )erhaps 
rise at the expense of h;aine goods, until a very high per capita in
come level is reached. Thc over-all marginal propensity to consume 
is likely to show a slight tendency to fall, while the imported raw 
material needs of home good industriCs will tend to show a sharper 
downward tremd in tile process ofildostriatlization. 

Although the numerical values and dcefinitions given to the para
meters mirror r itvonly in a very rough way, especiully in tie case 
of the critical parameter a, they tend to suggest tlhat for most semi
industrializd countries the combination of parameters is likely to 
be such that it will be difficult for the import commipet ing sector to 
'pull itself up by its own bootstraps', in the sense of being able to 
increase significantly its own rate f growth (say bymore than 1%) 
without going.over the existing level of imports. This consideration 
is strengthened by the fact that 'gestation periods' for the investments 
in the import competing industries have not been introduced and 
arc not taken into account by inequalities (6) and (7). Thus, it is 
quite likely that to be able to increase significantly the rate ofgrowth 
of the import competing sector, while maintaining balance of pay
ments cquilibriunn, a higher level of exports, a capital inflow, or a 
reduction in the spending propensities and in the growth of other 
sectors of tihe economy will be temporarily required. 

For the Iractical purposes of economic planning, the impact of 
the increased level ofi nvestment in the import competing sector may 
be broken down into two stages: (a) the 'gestation period' of te net 
increase in invest ment, during which JP/i.-=0, and imports will 
rise unambiguously, and (b) when the net increase in investment 
comcs to f'uition, and the new level ofinvestment is maintained. In 
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the second stage imports wiI fall unambiguously. Thus, all of theprcssurc on the balancc of paynemts gencrated by the ti'ansitionperiod (which may be dcfinCd as the situation ilWhich i:/--
0) isconcentrat[cd in its first stage by this subdivision. It should be clear,however, that cvCn if the neLincrease in in\'estinnt started to produce additional P goods once,at tihlevel of imports would riseduring the transio1jn period if the percentalcg crease i i vestientwent above the mxinuin st I)),inequality (7). Once the new l'clelofinvestnint is reached and maintained, old i vstmcnts coinng tofruition N.vill more than offset the iniport requirements of the icwinvcstments, and givcn the assumptions of thimodel, ther will be along run tendency for the leve] of imports to 01l.In the planning ofthe growth ofthe iniport compet ing sector, it isa popular cxercisc to calculate the inln bcr of years recquircd torccuperatc the forcign exchange used up by tme import needs of agiven level of investment to be ca'ricd out in this secto'. As a rul,
this cxCrcise takes only into account the dirct import comnponcnt of
invcstmncnt, while the whole of the incrcasc in the value added of
the import compeii g sector 
 is taken as time future net saving of
foreign exclmllge. 'lis methodology tends to yield very optimistic
results. Assumning gestation periods of one 
 year, it will taK ("/z)years after the gestation period is over to recuperate the direct inipo Lcomnpomnt of invcstmcnt, if we consider zuJ as the net foreign
exchange saving arising from tbe given level of investment. T~ikiig
into account all repercussions, however, the.number ofyears needed
to i'ecuperatc all direct and indirect foreign exchange requirements
arising fiom the hgher level of activity'in tme import substituting
sector will be given by the inverse of the right hand side 6fiincquality
(7). Using the numerical values assumed for the parameters, thefollowing results arc obtained for the number of years required for

full recuperation:
 

Case A Case B Case CSimphle assumptions •.. 1.6 )cars 1.0 years 0.5 ycar~sAMutalis Ailutandis .. 25.1 10.4. 5.0 

The neglect of thc-secondary repercussions of investment in theimport substitting sector does not necessarily result in a bias in 
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favor ofinvesti l in this sector, so long as the neglect of these reper
cussions applies to inivestnents in all sectors of the cconomy. This may
be seen by comparing the fill impact of A' and of an exogenously
given AX on the balance of trade, (B -l). The compared 
impact on the brtlancc of trade will be: 

AB AB (10- 0c) "+aQ 

=if. A (9) 

fit had been assumed that AXrequired invcstnent wi thithe same 
characterstics as that in the 1)sector, there would be no diflerence 
between the degree of pressure exerted on the balance of trade by 
attempts to se) up the rate ofgrowth in either sector, as the secon
dary repercussion s are the same for aid AWAP. I ]cwever, the neth
oclology wh'ich neglects these rcpercussions by -,tressing foreign ex
change as tie key bottlencck, seriously u lidleiesthnatCs th role ofthe
 
propensity to save in Cleterinilning the dCgree of pressure ol the trade
 
balance.
 

Finally, it may be obscrved that the parameter g2, which shows
 
the relation between 
an increase in the value added domestically in
 
the import con peting i nstry and the corresponding increase in
 
the imported raw matcrials for this industry, does not appear in
 
inequalities (6) and (7), which deal directly withl net import substi
tution. TIhe high or low requirements of the import competing
industry- for imported raw materials affects the argument, up to this 
stage, only insofar as it calls for some care in the definition ofimport
substitution. It should be noted that g2 drops 6Ut because we have 
implicitly assumed that domestic factories are able to utilize raw 
materials with the same eficiency as foreign factories producing
importable goods. If the smallness of the domlestic market or any
similar cause leads to a higher use ofraw materials per unit ofaddi
tional importable goods l)'uduced at home as compared wvith abroad, 
the foreign exchange savings fro'n import substituting will be 
naturally reduced, and two parameters should, replace g2: one 
for domestic production and another embodied in the imported 
goods. 
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JI 
A possible way to stinulate a switch ofexpclditure from Jinportables
to H goods, as well as from those sectors of the 11 industry with 
relatively high import content to those with smaller import content, 
is through changcs in rcliltive prices, especially via changes in thc
exchange rate. The model presentl in Pad I has ignored this
mechanism of adjustment by assuming constant relative prices.

In Simle-modclsoftheimpact ofdclvluation on thd trade balance,
it is taken for granted that devaluation will lpovide symmetrical
stimuli to the export and the iniport coinpeting sectors. Yet in many
semi-industrialized countries, existing mllanUlCtlring firm s inl the 
import comnpctiig sector utilizing imprtecd raw materials and inter
mediate goods comsidr dcvaumon a disaster only comparable to
crecdit restriction. Two sinple partial cq uililrium situations will be
presented, one showing conditions under which the impact effect of
devaluation does indeed provide symmetrical stiluli to the export
and the import competing scctors and another in which dcevaluation, 
or any other policy which raises the prices of all imported goods, is 
hlarmfil to the cxistilng firms ill the latter sector. 

Figure I considers a situation in which there are only two types of 
imports: AI and lt. There is no domestic production which can 
compete with it,althoughi th.erv is domestic production ofJ' which 
competes withlM. At a givn exchange rate (and a level ofad valorem 
tariff duties, trans)ort costs, etc.), the domestic price ofgood Pis 0:1,
while the schedules for total domestic demen!nd and world and
domestic supp b are given by D,,S,, aild Sip, rcspectively. Domestic 
production of amount OB will generate a demand schedule for

imported raw materials, Q, which is assumed 
 to be perfectly in
elastic clue to lack of substitutes, in the range c. of prices, falhifhg to 
zemo for higher prices. S,a denotes the world SUpply scheCdlle for li. 
Net import substitution valued in domestic currency will be equal
to OAEB ninus OGED. A devaluation of the exchange rate, NWich
raises the domestic price of foreign exchange by 50%, will raise Sp
and S to Q, and S,',t, respectively. Itwill also raise Sip to Sop, cluc 
to the increve cost of the imported raw material. ]n spite of this 
gross domestic production of good P will increase by BII, while 
imports ofgood 1'will fall, in addition to BII, by Icluc to the nega
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Fig. I 
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7 1) 0 ,I iI I C 1, 

tive slope of D,. The demand for ilmportcd raw materials will shift 
to D', Iut net import substitution will expand, as it may best be seen 
in a diagran which expreses prices in terms of freign currency. 

The dcfinition of nct import substitution as the value added 
domestically, not as the gross domestic production of good ]), makes 
it clear under the conditions ofFigureI that the s:i milus ofdevaluation 
will be symmetrical, regardless of the imported raw rateial needs 
of the import competing and expoi t sectors., 

Figure2 presents a situation in which prohibitive ad valorem tariffs 
on imports of finished good ' have sifted S,,.upward in such a way 
that all goods P)arc domestically produced, under domestic Competi
tive conditions, at price 0.1 and in quantity 01B. Imports are fully 
made up ofraw materials in quantity O, which enter free duties, and 
for which domestic manufacture is very dificult, as shown by supply 
'schedule Sdt. Under these circumstances a devaluation similar in 
magnitude to that shown in Figure 1 will fail to stimulate domestic 
production of raw materials, and will resut in an upward shift in the 
domestic supply of good P from SdV to Sip. Thus, domestic produc
tion ofl'will fall by amount DIR, bringing about a fall ofraw material 
imports of 7E. In this case, the import competing sector will be 
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Mg.*2 

PriceS 

S, 

in imports will be due to a fall in domestlc production and not to an 

<' ----I-- - -

T C E DB p 

adversely affected by the impact effect of'devaluation, and the fall 

expansion of output as ill the case of l"igure 1. Of course, it is possiblethat an expansion of the export sector (and of the home good sector')arising from the devaluation will shift D, to the right, thus offietting
the impact cflect t lc:st ill part.

The two cases presented represent Cxtrcmc situations and combinations of the two could yield moec complex cases. B) lowering SdIin Figure2 one could create cases in whicl the fall in out pt of thesector )roducin I' could be less or more than oflset by an increase inthe domestic production of prcviously imported raw materials.Further situations would be presented changing tle nature of therestrictions imposed against imports in ]"igure2, as well as the assu np- tions regarding internal conpetition, but with little gain in insight
into the problenl.

Several sCmi-industriallzecd countries in Latin America seem tobe passing through conditions similar to those described in Figure2.A dcevluation will then be painful to the cxisting manuc,turingsector, as it will not be able to reduce imports without reducing alsothe output of cxisting firms. It can be scen that under these circumstances existing firms will tcnd to oppose further imnport substitution, 

506 



ON THE IMPORT INTENSITY OF IMPORT' SUBSTITUTION 

unless tile)' can Lc assured that it will not increase the prices of their 
inputs. Clearly the best of all pos. ible worlds for firms producing 
good Pin Figure2 is one with proI iiitivc ducIcs or rest eti ons against 
imports of good P,coupled with an overvalued exchange rate, or 
other types of subsidies, for the importatioi of raw.' materials. J'his 
snag in 'backward lihn age' could become fij]ly important in slowing 
down the growth of Ile more SO]ph isticated ]),ainche sofma nu faCturinrg 
in semi-i IIdlustrial ized cou ti'ies. 

"7he case describe(] in Figure2 suCgests why for inai y countries 
changes in relative prices are likely to have a relatively smnall effect 
on the demand for imports, C5l eciaHly in the short run.Such inelasti
city 	will be greater, tile more valid arc the following assuinpt ions: 

(1) 	A high proportion of the imports is made up ofraw materials, 
.,ih in turn represent small prcmitages of the gross value of 
their respective products. 

(2) 	 Imporied raw materials are ofsuclm a nature that they may not 
be easily substituted foi other inputs available dlomestically. 

(3) 	 Domestic manu fbctu ic ofi mporI cd raw materials is di flicult, and 
possible only aftcr sibstantial investments wih long gestation 
periods have been carried out. 

Furthermore,. for the new sectors of import competing industry, 
changes in relativ," plices which mutke imported capital goods more 
expensivc, also tcmd to increase the profital' Iit) ofiivstmient. Thus, 
with a weak domestic capital goods industry, the change in relative 
priceS could result ina greater demand for imported capital goods, 
unless there is a compensating fall in investment in other sectors of 
the economy. 

If relative prices cannot be expected to provide a speedy mcchia
nism of adjustment for the transition period, and if the structure of 
imports becomes more unfavorable to price elasticity as timno goes. 
by (at least until a well diversified industrial structure is Cstablished), 
a situation develops'in which even a small and falling average pro
pensity to imiport cloes not assure us that very serious dimiCUiCs will 
not arise in the economy as a result of exter'nal factors. To maintain 
a given rate of growth of income in the face of a decrease in export 
carnings would require an increasc in the growth of the import 
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competing scc'tor which is likely to increase the level ofimports in the 
transition period. 1.he only sol ution may be to dccreasc the ratc of 
grov'th of the economy unless new policics again increasC the lCvel of 
exports, and/or the domestic propensity to savc. 

The case with wich marginal domestic sdivings can be turncd into 
additional foreign exchinge will dcpcd on 'hc nature of the goods 
relcasecd from domestic consumption by time higher lcvel of sa\i mgs. 
The most favorable situation will be one whrc the goods f'cecl fiom 
domestic con sumption ar exportables facing a pcrfcctly elastic 
world demand or are importablcs for which the world offers a per
fectly inelastic supply. In this fortunate sitiation, neglccting interinal 
transport andima'c! ian disi g costs, the increase in saviln-s will be 
fully converted into forcig n cxch a ugc while the real incoine of the 
country will increase duc to tile improvcme1nt in the terms of trade. 
At the other extrcme, if the marginal savimi. s are realized at the 
expense of consumption of lionim gonds with very low indirect import 
componcnt, the efficiency with wlmhi savimgs call be translated into 
foreign exchange will be considcral ly reduced. At existing rclative 
prices, in the second situation tie gain in foreign exchange arising 
from the marginal savings will not. o dy be smaller than in the first 
case, but it will also be acconq)anied with a higher drop in the level 
of domcstic output. 

Ifit becomnes necessary to reduce the growth of the economy for 
the sake ofreducing imports, the policy maker will be fAced with a 
tempting but shortsiged way out. A reduction in the rate ofgrcwth 
of the import competing sector will reci,ce tile growth. of imports 
during the transition period, although it will teid to incrcasc it in 
the long run. Looked at from another point ofvin.w, a reduction of 
investment scems the most 'efficient' way to reduce the growth of 
imports, as a reduction of investment by one unit (in value terms) 
will result in a greater fEll of imports than a similar cut in consumap
tion expenditures. frto this is added that a possible cut in consump
tion would affect the existing plants and their workers, while a Cut on 
investment would only affect potltial plants and workers yet to be 
employed, the temptations to the policymnaker become irresistible. 

Finally, it may be noticed that the model of Part I would yield 
income elasticities in the demand for imports which are much higher 
for transition periods than for the long run. If 'gestation periods' 
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wcrc taken into account this difhIrcncc would cvein bc Stronger. 
Associating transition periods with cyclical movements and thc lon g 
run with th1e trend, this r6sult, which summarizes the difficulties of 
foreign trade bottleuncks, could be tested enpirically. For the range 
of growth in which a countiy has dlrvclopc(l consumer and inter
mediate goods industries but has not yet developcd significantly its 
capital goods industry, the greater the per calit income the more 
likely it will be that its short iun marginalpropenity to import will 
be proportion: l1y greater than its average propensity to import, duc 
to its dependence on imported capital goods and the cyclical nature of 
the demand for these items 5. 

Economic Groxth Center, CARLOS F. DIA.Z-AJ ANDRIO 
Yale Universit , 

SUM MAI~Y 

This paper deals with several issues related to the impact of import substitution 
on a country's demand fo, imports. With the help ofa simple model, it points out 
that once a gih-n ,ate of growth has been reachcd and is main htned through 
the, the fact that investment cxpcnlitures havc a high nimport comipontt will 
not give rise to balance ofpaymcts difficnltis, as the diclct impact of this year's 
invcstment on the dvmand for inports should be more than oflset by last year's 
investnnit in the ituport substituting iustry now coiniog to fruition. TIe pies
surcs on tWe balancc of payments will a r e during the transition period when a 
country isattelptig to stc, up capital formnationi inllthe import substLitut ing sector. 

tThe paper also cmphasizCs the need to t:m:c into account all direct and indirect 
rcpcrcussionms of an increase in investment on the dcenmand for imports when 
estimating the formig;n exchange savings to he realized from a gi'en investment 
project. 

Ihe second part of the paper cunsidu rs the likely cficts of a change in the 
relative prices of imports on the mnufacturing sector producing goods prc%iously 
imported, but which still relics on importcd raw niatcrials and intermediate 
products, and on the demand for imports. Seveal reasons are given for a pre
sumption against a high price elasticity in the demand for imports, based on tie 
derived nature of a large component of such demand. Given these structural 
conditions tie alte'natives open to a policy maker in a scmi-industrialized country 
facing the nCCd to cut back imports are likely to be quite grim. 

5. This should not be confused with a difference between short run and long 
run income elasticities in the demand for imports which arises because tle first 
assumes a given productive capacity in the country, while the latter allows changes 
in both domestic demand and supply conditions. 
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ZUSAMIIE NFASSUN G 

Der vorlicgcndc Arikei bciiaiduli cie Atiswr it iiic 'a dci- Imiporsuiistitition atif
dic Nachirge nacli Imnportcn. NMit I lilfc cities ciiifaicien Mocicils wiid gezCigt,
dass -suhaki ciinnmi cine bcstinltC XVaCIiSturii)Sralc CITiiect 1.cidic Ci- eNZcitkonstant gcliaihtv~ii i - keinc aicigbiizciveilcu ciitstcei, auch
wennh bivestiticln ci je holic IlflI))Y07ikcii(Miltt. I~lael. DJ Eilf]Li~S. clet' Ill
vcstitioncn ciiis bestimiiiiniiires alfciic INaclifiage nlach lipci tell soilte ii1iin
licli durcli (lie in) cicmiJah ln isanlicii ietztji iiieii lim sthtiolien ill (lie Iinpoit
subshiiiideii Inclustiien micii als ausscgiicihei weicn. 7ZatiliiciVnilhjiii?. 

Schwcrigcilel Nv%heirlde f-icial''speod Ca lc isst sola uge citsiicil1111. 

bis (lie KapIialbikinnl) iii m)0tSistteleii 
 Sektoi einnial inl Ganggcebiacht Nvoidcnci ist. lDcr A\n [r ietOiit CHUiNotWveiici l'.i i, bci c ci*Ieciiing der
ZUhfinlftiMcn EiisiiiH gcnlLll'(lti) \Wiiirciiigq1Siesereei c 1-Crl c bcStiiinittcS Jnve.CStiticiispiojek ta IIciek d ircm im e:i. siL H"gen 7c.SiZli hCi I iVeSt it innlen 
auf die lNachi'age, ita1cit Iiap)0 Ortgie 1) Yznbliici~sicliuigeii.


liill zweitenl Teii des A\rt 
 iesilxlw i liieisueiit, weiCcite Aciswiiiniigen cinle tdICI'ung (liiit' ie ]PFtieikia d117(ie
if IinpuitiatCIiri gc sciwic auf (lie 1Picdiii ionl
vonl (;utciii, dce flOl ili wui'dCi,Jiinrt. \% 111d dicica JIl'iStcAiniv; jrtZ. iioCii VOn
atisiancii.sclicil lRohllatcriiil ud ,'wkie! i)(.Iod uiktiili ~bhiicij iL, 11)I izeikn
Da es sicli be'i CilICiii to(J"SCI 'eil dieSciJ 111i1iigcii c abi ccilt Naeii.rag
hauiccl, kariii f(_IliLgcZei",t eicia, cia.s die Aiiiaiinic ciiiel. iiiieii ]Pieiseilistizi-
Oiil dcit ljuoi nlacifiage Diclit Z1.tiicfieii d161ftC. Be)6-iCtiit man11clieSe Sticukl
turclin ]Iesolidcllei leii1, So i-1omrnt ii1ian Zunll SCWIInS, clatSs diC' cininI 1bii (ii'i-
Stdiisieieii ld UNkiist'Atueu kIcI~uaitelliTlleu Nj6;liiChl;CitCll Z1.i1 EilnSChl1iinklnnl

der linpoite Lanai schi viclveisIpieclicnd siiud.g
 

Cet expos5l tiaitc les r~pcrccissioni de la substitution c'inipolation 'I ]a dcliancc

d'itziportations d'cun pays. 
 A i'aicie d'Luui simplieI 111ci , i'auitV1.cii nuontrc, quc 
&s qu'cin Maux dC cioissauice dacrmiii est atucint ct. 11na11intiu COnStaiit ci uuanIt
la p~riocic (asIC-- il nt'y aiS cliiiUit6S aTC lia haine, dc's I)y1iuueiS, iui61ne
Si Ics iiivcstisseuiecits oait ineC coiiii)c-.Saiite d'inpotatioui 8:vt~e. L~a icpeicLISSIOuIdirccteccdes invcitissciieuus de ceuce anriu~e t a cmciaiici cI'iuuup)ouiatiOi.S cicviaici
ifte Iargciicit c6galisL~ pa Ics invlsCiitk(lenltS clnS ICS iicicuStliCS AScibsticutiOii 
d'imlportationl dc I'analc dCiii ii~c. Drcs d ifijeul tcs clans ia balaiice des paycinclits
s'instailcuit iUrin des p'i iocies de tiansit ion c'est-it-dirc jcuS(I1ccn qu(pe It- pays
ait fOl-11 dciLcap1ital cia111S ICSee tetir Cie la ScibStitUtioll dC iiiulipOr-tion. 11 facit
tenlir Coinipte dCe ton tes ICS it~cricissiofis ciiuectes et idiuectcS cl'iii-cstisseiecits
suppkientaiies5 i la deiuauicic d'inpoitatins, lots dC Iestilluat ion dies i pargiucs
futures des rtsci-cs iiiouictaires par tin piojet. d'investisserc'it dlonn6. 
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La domikmcn panti cmnidhw is nrpcicnsimns d'nnI chaingenicen-t dcs 1wix 
McANif cicsimportation sui Ic scctcui incinSLricIfpoduisan des mnarchiii.s 
atitrefoi muor tm~s, intais don i. fabrica ion &cji d en core inmain Liin, de i 
ti~rcs brnutes cL Inodunits in tcrn iia ires iinpor t5, et sn r hta cinns d c 'iinortq
tationls. Vu (pne Inl pltipartlt dc cet tc delianide Consistv en clemnanide clcrive&(, Onl 
petit ell dednirc cjn'nn1c acceptation Willie grimde Istc dies prix dc it dc
rnnc d'imporuitios n'c stfS adX~uiatc Si i'n considbre ces conditions strnc
turelis donnees, onl se rrnd conptc cJUC ics dtlternatiVCS 1po.'silheS p)Onr un pays 
scmni-iindustriiis6 de restiici as inportations soist pen proneuttenss. 
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