AIRGRAM DEPARTMENT OF STATE - ' )

DISTHI B TTON

AA/PPC 200!

UNCLASSIFIED

CLASSIFICATION

DATE (20000
For each address check one ACTION | INFC -

. 2228
TO ATIDTO CIRCULAR XA

/
v
0 -

AMP"
AS e e e+ s ———————
BUD P : ' Al LN
EXSEC | frow  AID/W R . 1-31-68
FPS ; ‘
GC | SUBJECT - PPC Research Program (Economic) ERP Summary No. 25
IDOS ' Study of Regional Economic Cooperation in South and Southeast Asia
SEC SRD XomoRENGE University of Wisconsin Contract AID/esd 355
PRR DF
ch ;Kﬁg REFERENCE: (A) AIDTO CIRCULAR {A 1343, ERP Summary No. 20, 10/25/67 7
AWOH (B) AIDTO CIRCULAR XA 2229, Abstracts of Research Papers (RPs),
AFR 30 1/31/68
RUA A. Introduction: Presentation of Research Results
EA EDH
EGC EI Results of the Wisconsin research program on Economic Interdependence
ENEA in Southeast Asia are available in several forms: research papers, conference
EPM papers, background materials and a final report. The main documents are
EARD Research Papers (RPs), so designated because they are suitable in scope
ESEA and content to warrant submission to and publication in professional journals.
ESWP These documents are listed in Appendix A and form the core of this Summary
]?TEEO of Research. Copies of all RPs are available from AID/Washington. Abstracts
ﬁé of RPs are included in a Supplemental Airgram, AIDTO CIRCULAR XA 2229 dated
January 31, 1968.
NEF
NEDP
NETEC Conference Papers (CPs) are similar in form and substance to research
SA papers, but have been listed separately because they were specifically
VCM prepared for the Wisconsin-AID Conference on Economic Interdependence in
vee _Southeast Asia held in Bangkok in January 1967, and will be published in
VN a separate volume by the University of Wisconsin Press, 1968. Brief
VND abstracts of the conference papers are included in Appendix B.
\ZPEP Certain other background materials have been prepared in connection
(%%EE55\ with the contract objectives., In this category are papers considered by
—ee their authors or the Director of Research as either (a) not having reached
BB the stage of research papers as defined above; (b) consisting of general
CIA surveys or background materials on a particular subject; or (c) representing
COMM rg&i'“””?ﬂE?‘“’”
DOD i . OF 15
DT ORAFTES B /5/,//.& OFFICE PHONE NO. | DATE APFROVEL BY: 3:/3;,{: Ttk A
%ggfg NSpoelsfré%%%Iake L’epc/m/pARD 3719 | 1-30-68 | PPC/Ts/PARD:GRMcClelland
Wi PRR;T;ﬁﬁ?“”“““’“T“‘?q;ﬁ?f4y NISH/ T Riard€Sub 7 TA/DF:CMovirie (Info)
FPELS :CFerderer (Tub o ) ot 2
o rm e fe 3 %/ VI/RCTIR:DLoubert (Sub yA7OH/RIG:HGranvy (Info)
iy R/.E".'.'",r.{'?'n" (DUQ o - - MP/PPP-J(‘!~apﬂwcrlaxrpa (o W
BA/TECH W ichaffrath (bub VYT — r S A
A1D-5-39 (11.65) (Do not type below this line} PRINTED 3.67

BEST AVAILABLE \


John M
Cover-Best Available


AIRGRAM UEPARTMENT oF STATE RIRGRAM .
CONTINUATION

POST NO. CLASSIFICATION PAGE PAGES |

ATDTO CIRCULAR XA UNCLASSTFIED - 2  oF 15

short reports on a specific contract topic. Where appropriate these materials have
been referred to in the following paragraphs, but they have not been abstracted.

A Final Project Report (IV-22*), now in progress, will systematically summarize
and integrate fndividual Research Papers, Conference Papers and Background Materials.

B. Interrelations of the Separate Studies

Since most of the papers address themselves to a relatively narrow range of
problems within the hroad framework of this research project, this brief summary
has been prepared to point out some of the most important inter-connections among
the various papers. Viewpoints of individual authors sometimes differ and the
University of Wisconsin itself dces not always concur with the viéws of the
individual authors. The five~{old division used during the project and outlined
in AIDTO Circular XA 1348 is followed here.

1. Selected Aspects of the Theory and Experience of Economic Growth in
Southeast Asia. -~ Several studies have been undertaken to attempt to improve our
general understanding of the develcopment process in Asia and thus to provide back-
ground information for determining the applicability of various forms of economic
cooperation and integraticn in Southeast Asia. At the most general level, Myint
(RP:+III-37) warns that the basic diversity among underdeveloped countries and
particularly those in Asia precludes applying automatically any single theory of
development. (ne implication of this position is that the more conventional
forms of cooperation based on a general or uniform set of rules applying equally
to all countries as in the European Econcmic Community (EEC) may be difficult to
achieve in Asia. Myint pursues this theme (RP:ITI~-38) by comparing the approaches
to planning and economic policy-making for Asia‘®s inward and outward looking
countries,

In a monograrh-length background paper (IIT-96), Higgins traces this
diversity in colonial backgrounds, postwar developmenis, and current plans and
policies for Indonesia, the Philippines, Ceylon, Malaysia, Burma, Taiwan, and
Thailand. Following summary chapters on the main features of economic develope
men* in Southeast Asia, and the role of trade in the region, Higgins concludes
with a proposal for a major multilateral program of ®reconstruction® in Southeast
Asia.

Other papers have focussed on selected long-term variables in the develop=-
ment process. Morgan {RP:7TI-35) has synthesized the theoretical and empirical
evidence on the fole cof investmeni in eccnomic growth, with particular emphasis
on the distinction between physical and human capital., Whereas Mcrgan's paper

*The document numbers used in this airgram refer to the ERP Document Numbers
€ego, RP:ITI=37 refers to ERP Document No. IIT-37 and CP:IV-2l-4 refers to
ERP Document No. CP:IV-2l-4,
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is a contribution to the traditional analysis of development from the supply side,
other papers prepared under this contract have focussed on the demand side.

Kelley (RP:III-B2) applied to Philippine data hypotheses about the role of demographic
change (age-structure, urban-rural migration, stc.) in determining the level and
composition of economic activity as reflected in consumer expenditure patterns.
Hawkins (RP:III~93) has indicated the possible relevance of these concepts for
Indonesia by identifying significant ®hollow® age cochorts followed by a population
boom in that country's population. Kelley and Williamson (RP:III-83) were able to
use Indonesian sample survey data to test some of their hypotheses about consumer
behavior,

Another group of papers deal with selected topics in the shorter-run
relationship between econcmic policies and economic performance. The role of
inflation in economic growth is an important question in itself, and rates and
causes of inflation may be a crucial determinant of success or failure in some
schemes for economic cooperation or integration. In a statistical study of this
issue, Sen (RP:III-87) has concluded that patterns and causes of inflation among
Asian countries illustrate considerable diversity, just as do the other structural
parameters and policy variables discussed above. A detailed study of Indian
inflation by Ramana is the subject of a Conference Paper (CP:IV-21-ll). The
implications of inflation c¢f a different kind--job inflation in Indonesia--have
been discussed by Hawkins (RP:III-26).

2. Patterns of Trade and Their Determinants. - Trade is basic to under-
standing economic growth performance and potential in individual Asian nations
as well as for evaluating the prospects for several major types of economic
cooperation and integration.

(a) Patterns and Prospects -~ Changes from 1956-57 to 1962-63 in
9 commodity groups of Asian exports werse statistically partitioned into
®compositional® and ®competitive® effects cor changes, and the resulis were
reported by Naya{RP:III~-39% The results indicated that the relatively poor
export performance of Asia as a whele may be atkributed to a significant extent
to competitive rather than compositional or structural change, and that individual
differences among commodities and countries deserve further study. HMore recent
data have been further disaggregated by countiry and commodity, with particular
emphasis on intraregional trade in Southeast Asia, and these results will appear
as RP:III=95.

Naya observes in a background paper that various export projections
for Asian countries generally do rot take into account these unfavorable competitive
shifts. Thus, existing projections unfavorable as they are, may s%ill be overly
optimistic,

Many of the Conference Papers (IV-21) described and analyzed the .
trade performance of individual countries, Suparb's study of Thailand (CP:IV=2le4)
documents the emergence of new export products and markets; Chou (CP:IV-21-6) traces
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a similar phenomencn for Hong Xong; Casiro {CP:IV-21-7) discusses ippi
perfoymance before and after devaluation: Lim Cp:Iv-21Zﬁ) loo::e;tP:;ilggggisizgg;t
and dlfection of West Malaysian trade; Lakdawala (CP:IV~21-9) evaluates the prospects
of Indian trade with Asia and speculates on the types of Poiicy measures that may

be necessary to bring about increased regional trade; and Panglaykim and Thomas'

(CP:IV~21-12) examire Indonesia’s export i i
) s prospects in terms of pr
of production and government policies. present. conditions

(b} Determinants of trade patterns. =- Principles of comparative
advantage play an important role in trade and growth. 1Ir a background paper
Mrs. rag EL Nour has tested, with disaggregated Philippine and Malysian data, the
hypothesis that there are many more types of industrial production in which LDCs
may show some genuine comparative advantage than has been previcusly imagined,
These industries are ones in which value-added per employee and wages are lower than
average in all industries, and in which the share of wages and salaries in value-
added in production is larger than average. Ellsworth's background paper examines
the experience of several Asian and non-Asian countries in attempting to modify
their apparent comparative advantage through various government policies. Naya in
RP:III-86 examines the role of natural rescurces in determining the pattern of
exports and imports for the U,S. and Japan.

Transport costs are a factor given great emphasis by the cauntries
of the region as animportant determinant of their trading performance, Abrahamsson
(RP:I1T~92) presents a model that integrates features of market structure, insti-
tutional arrangements and technological factors to determine shipping rates for
conference lineZ's, independent liners, and tramp carriage. ‘

(c) Policy Variables. ~- The importance of competitive effects in
explaining the falling share of exports of Asian countries suggests that policy
variables deserve careful study. One important policy variable is national tariff
structure and any differences that might exist between nominal and effective
rates of tariff protection for particular industries. Leith (RP:III-84) catalogued
the difficulties of translating the theorstical concepts of effective protection
developed by Harry Johnson and others into meaningful and reliable empirical
terms, with illustrations from Taiwanese data. In a background paper, Leith shows
the results of medifying several of the crucial theoretical assumptions usually
employed in work on effective rates.

The importance of these thesoretical and empirical pitfalls was
demonstrated by Ellsworth {RP:III-6.b.) in his comment on the interpretaticn of
the rates of effective protection in Pakistani industry. Two of the Conference
Papers provided additicnal empirical estimates of effective rates of protection,
For Taiwan Sun (CP%IV-21<5) used convertional input-outiput techniques to estimate
effective rates for an economy that has had remarkable success in exporting new
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manufactured products. Nurul Islam {CP:IV-2l-3) reported on a study based on a new
source of Pakistani data, which allowed him to avoid scme of the difficulties described

by Leith and Ellsworth.

A comprehensive analysis of interactions of various types of policy
measures was made in a monograph-length background study by Sen. A case study of
the impact of exchange controls on trade patterns was documented for Ceylon by

Karunatilake in a Conference Paper {CP:IV~21-10).

3. Specific Measures for Increased Regional Cooperation. -- Specific
measures for further regional cooperation and intpgration fall into three broad
categories: relatively ®easy® measures involving informal or formal cooperation
that does not make significant demands on national sovereignty; intcgrative
measures emphasizing freer trade through greater reliance on the price mechanism;
and cooperation or integrative measures relying on harmonization of national plans,
Wu's Conference Paper (CP:IV-2l=l) surveys the possibilities and experience in
Southeast Asia for each of the three types. In a background note, Spoelstra and
McClellan have reviewed the activities of ECAFE and other regiocnal organizations
as forces in Asian regional cooperation. Spoelstra has prepared a background

. note on the implications of the newly formed Asian Development Bank (ADB) for
regional cooperatiori.

Cooperative measures based on freer trade are the familar "traditional®
forms of market integration--payments unions, free trade areas, customs unions,
common markets and full economic unions, However, the applicability to IDCs
of much of the theoretical discussion of these measures has been questioned both
by economists and policy-makers in LDCs. A survey of this literature by McClellan,
Spoelstra and Sen reveals a disappropréortionate emphasis on static welfare analysis
rather than questions of economic growth, as well as very litile discussion of the
important questicn of the distribution among participating countries of the gains
from cooperation. Leith's background survey of empirical estimates of trade creation
in the European Economic Community (EEC) suggests that even the static effects
appear to be quite small.

Kelley and Knowles (draft RP:IIT~94) integrate customs union theory
with a simple model of economic growth to indicate some of the ways in which
regional integration may conflict with the goals of industrialization and national
economic development, particularly for capital-short countries. Schmitt (RP:IIT-50)
provides an analysis of the experience of the EEC that employs a similar implicit
model.

In addition to these theoretical and comparative studies that help
clarify some of the issues atout econcmic integration, several specific studies
have been made for Asia. McClellan®s background paper discusses the possibilities
and problems of a payments union among six Southeast Asian countries. A back-
ground study by Naya and Richards notes that several countries in Asia have
recently moved toward greater reliance on the price mechanism for controlling
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trade and investment flows, and thus may be possible candidates for increased co-
operation through a free trade ares or customs union. In a background paper,

Huang identifies another group of countries that might be able to integrate because
of complementary comparative advantage patterns and similarities in economic
performance and political orientation. Leith estimates that revenue losses from

a customs union ameng Malaysia, the Philippines and Thailand would, in the short
run, be relatively small,

Finally, many economists would argue that the case for regional economic
cooperation is strong and that any difficuliies in achieving this objective owe
more to political problems than to economic ones. Spoelstra's backgronnd study
of various interdisciplinary hypotheses about the possibilities of regional
integration in Southeast Asia in light of the experiences of other regions will
be summarized in the Final Repcrt.

Bell observes that policies to promote small-scale industry employed
in most Asian countries contradicts their simultaneous emphasis on the econocmies
of large-scale production expected from economic integration. In RP:ITI-81 Bell
examines the logic of promoting small-scale industries and in RpP:III-6.a. he
studies the impact of these policies con entrepreneurship through a factor analysis
of socio-economic variables.

4. National Planning. -= One approach to regional cooperation would require
some degree of coordirnation or harmonization of national development plans. The
rationale for plan narmonization was set foirth by Kitamura and Bhagat in a
Conference Paper (CP:1V=2l-2). Lakdawala {CP:IV-21-9) indicates ways in which
policies of this type could be used to expand India‘s trade with ECAFE nations.

Actual possibilities for plan harmonization depend, however, on the
record of and prospects for meaningful planning among Asian countries. Sen notes
(RP:III=51) that even in some of the most thorough-going centrally-planned
economies, requirements of efficiency have led to decentralization and greater
use of the price mechanism, In two papers (RPsIIT-34 and III-36) Morgan notes
that all large-scale entersiises; including planning agencies, are prone to
built-in sources of bias and error. Aside from these difficulties in plan
execution, there may be, as Sen shows in RPF:ITI=52, conflicts of goals that may
maice national plan harwmonization gquite difficult. The paper by Myint (RP:III-38)
mentioned above notes that Asian countries approach planning in very different
ways. Outward-looking countries such 2s Malaysia, Thailand and the Philippines
that use indicative planning and rely on private enterprise and the market system,
might have difficuliy coordinating their policies with the inward-looking economic
policies of Burma, Cambodia, Ceylon, India and Pakistan.

5. Policy Implications, == Authors of research papers have in each case
been asked to indicate the policy implications of their studies, and in all of
the foregoing sections references have been made to policy implications. The
Final Report (IV-22)(now in progress) will attempt systematically to synthesize
these and to add a number of zdditional points growing out of the entire research
projects A few of the policy implications, which generally fall into two categories,
warnings and policy proposals, follow.

~
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As pointed out in Section 1, Myint (RP:III-37 and RP:III-38) warns
that the diversity among countries in the area has important policy implications.
Other warnings are sounded by Morgan. He has brought together a strong case
(RP:III-35) against neglecting human as opposed to conventional capital formation
in selecting development policies in Southeast Asia and other ILDCs. He also points
out the possible dangers of large errors in planned economies in his RPs (III-B%
and III-36. With Naya he also shows the large sources of error in the international
trade data of various Asian countries and warns that great care must be used by
policy-makers in interpreting these data. Naya also points out the difficulties
in evaluating trade projectionsrfor the reginon.

Sen (RP:III-52) urges policyemakers to be aware that in Asian countries
nation bullding frequently has priority over economic development and efficjiency.
Measures for economic integration and cooperation will, therefore, tend to/more
readily accepted if they can be shown to result in greater national strength. He
(RP:I1I-87) has also pointed to the dangers of inflation in Asian countries while
Hawkins in RP:III-26 shows how a possible run~away inflation has resulted in
Indonesia in a serious manpower problem--job inflation. Population booms also put
pressures of varying degrees of severity on all Southeast Asian countries.

Some of the specific proposals apply primarily to the countries in
Southeast Asia, others to the donor countries, including the United States, and
some to both. The Final Report (IV-22) will suggest that forms of economic
cooperation involving little or no interference with sovereignty will be more
readily accepted. It is not easy to have cooperation even among Ministers of
Higher Education in Southeast Asia., It would seem much more difficult, therefore,
to arrive at some common patterns of trade, customs regulations or finance. Even
if these problems were overcome, single programs might not be successful. For
example, a customs union would need to secure for the capital-short countries
either loans from the Asian Development Bank or assistance from the donor countries
(RP:III~94). Similar help would be needed for persistent debtor countries in a
paymentsunion. With the possible exception of India and Pakistan, most planning
in Southeast Asia has only been of an indicative nature. It seems premature,
therefore, to anticipate any early success with a formal type of ®plan harmonization®.

Trade expansion is still possible within the region and with the developed
world, although the experience among the Southeast Asian countries has differed widely,
as Naya shows in RP:III-95. Southeast Asian countries may also find that they have
a comparative advantage in certain manufacturing industries with low wage rates and
high labor intensities. Rising exports of manufactured goods from Southeast Asian
countries are widening the scope for regional specialization and cooperation, but
a regional cooperation program that does not provide for greater exchange of primary
commodities will be less successful than is possible. Abrahamsson (RP:III-92) suggests
that on the grounds of effectiveness, domestic employment and income effects, and
net foreign exchange earnings, countries of Southeast Asia working to obtain lower
water transportation costs should try to lower the 60% or more of freight costs
associated with non<water movements--i.e., port charges.
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In a separate background paper on "Human Resource Policy and the
Evaluation of Technical Assistance® Higgins offers a number of valuable policy
insights into the use and evaluation of technical assistance. Morgan believes
that the countries in Southeast Asia would be assisted by a carefully balanced
system of trade preferences by the developed countries for the less developed
countries (RP:III-85). While additional forms of U.S. and multilateral assistance
have been suggested, regional cooperation and development depends to a large
extent on the plans and programs of the Southeast Asian countries.

This User Summary is for your information and use. The opinions expressed
in this airgram and in the documents referred to in it are those of the authors
of the documents and do not purport to represent the views of the Agency for
International Development.

RUSK
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London 12
Bonn 6
Paris (Mission) 6
Paris (USRO) 17
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APPENDIX A
STUDY OF REGIONAIL COOPERATION
IN SOUTH AND SOUTHEAST ASIA
List of Research Papers and Research
of
University of Wisconsin
under
Contract AID/esd-355
ERP DOCUMENT
A. RESEARCH PAPERS AND RESEARCH REPORTS NUMBER
1. Bernhard Abrahamsson, Developing Nations and Ocean Transportation: III-92
An Analysis of Price and Cost of Ocean Transportation. The Balance
of Payments and the Case for National Merchant Marines with Special
Reference to Southeast Asia, September 1967.
2. Peter Bell, Small Industry, Socio-Economic Aspects of Its Promotion III-6-a
in Asia, September 1966.
3. Peter Bell, A Quantitative Study of Entrepreneurship and the Socio- III-81
Economic Determinants of Development in Asia, February 1967.
4, P, T. Ellsworth, Import Substitution in Pakistan, A Comment, III-6-b
June 1966
5. E. D. Hawkins, Job Inflation in Indonesia, October 1965. III-26
€. Allen C. Kelley, Regional Integration, Demographic Change, and III-82
Patterns of Industrial Growth, June 1967.
7. Allen C. Kelley and Jeffrey G. Williamson, The Prospects for Regional III-83
Economic Cooperation and the Rate of Household Savings in the LDCs,
March 1967.
8. J. Clark Leith, The Specification of Nominal Tariff Rates in Effective III-8k
Protection Estimates, October 1966.
9. Theodore Morgan, Economic Planning - Points of Success and Failure, III-34
February 1965.
10. Theodore Morgan, Investment Versus Economic Growth, August 1966. III-35
1l. Theodore Morgan, Theory of Error in Centrally-Directed Systems, III-36
August 1964,
12. Theodore Morgen, Trade Preferences as a United States Policy, With II1-85
Special Reference to Southeast Asia, August 1967.
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13. H. Myint, Economic Theory and the Underdeveloped Countrles, ITI-37
March 1965
1k, H. Myint, The Inward and the Onward Looking of Southeast Asia and III-38
the Economt Future of the Region, February 1966
15. Seiji Naya, The Commodity Pattern and Performance of Asia's Exports ITII-39
to the Developing Areas, May 1966.
16. Seiji Naya, Natural Resources, Factor Mix, and the Factor Reversal III-86
in International Trade, May 1967.
17. H. O, Schmitt, The Integration of Capital Markets in Europe: A Step IT1I-50
Toward Political Unification, January 1966,
18. K. C. Sen, Convergence in Planned Economics, June 1965. III-51
19. K. C. Sen, Nation-Building and Regional Integration, May 1966. ITI-52
20. K. C. Sen, Economic Growth and the Price Level--An Analysis of III-87

Some Asian Data, 1950-1963, March 1966.

21. E. D. Hawkins, Indonesia's Population Problem, July 1966 III-93

22. Benjamin Higgins, Trade Versus Aid in the Reconstruction and Develop- I11-96
ment of Southeast Asia, August 1967.

23. Allen C. Kelley and James C. Knowles, Trade Theory, Regional Integra- III-94
tion, and National Economic Development: The Case of Southeast
Asia, August 1967,

2k, Seiji Naya and Theodore Morgen, The Accuracy of International Trade ITI-95
Data: The Case of Southeast Asian Countries, August 1967.
' ERP DOCUMENT
B. REPORTS IN PROCESS DECEMBER 1, 1967 ‘ NUMBER

Theodore Morgen and N. Spoelstra, edse,, Economic Interdependence in Iv-21
Southeast Asia: Proceedings of the Bangkok Conference, January 1967
to be published by the University of Wisconsin Press.
C.P.#1 (CP:IV-21-1) Problems and Prospects of Economic Cooperation in IvV-21-1

Southeast Asia by Wu Ta-yeh (Adv1sor, Economic Development Board,
Singapore.)

9 C.P.#2 (CP:IV-21-2) Regionsl Harmonization of National Development Plans IvV-21-2
and Trade Cooperation: Approaches to Economic Integration in the
Development ECAFE Region by Dr. Hiroshi Kitamura and Dr. Ajit Bhagat.
(Planning and Research, ECAFE Secretariat, Bangkok)
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C.P.#3 (CP:IV-21-3) Tariff Protection, Comparative Costs and Industriali-
zation in Pakistan by Professor Nurul Islam (Director Pakistan
Institute of Development Economics, Karachi)

C.P.#4 (CP:IV-21-4) Trade Policies and Economic Development in Taiwan by
Dr. I-Shuan Sun (Secretary-General, Central Bank of China,Taipei)

C.P.#5 (CP:IV-21-5) Some Salient Aspects of Thailand's Trade, 1955-1964
by Mrs. Suparb Yossundara and Mr. Yune Huntrakoon (Research De-
partment, Bank of Thailand, Bangkok)

C.P.#6 (CP:IV-21-6) Hong Kong's Changing Pattern of Trade and Economic
Interdependence in Southeast Asia by K. R. Chou (Private Con-
sultant; formerly Chinese University of Hong Kong)

C.P.#7 (CP:IV-21-7) Philippine Export Development, 1950-1965 by Professor
Amada A. Castro (Dean, School of Economics, University of the
Philippines)

C.P.#8 (CP:IV-21-8) West Malaysian External Trade, 1947-1965 by Professor
Lim Chong-yah (Head, Department of Economics, University of
Malaya, Kuala Lumpur)

C.P.#9 (CP:IV-21-9) Prospects of India's Foreign Trade with ECAFE
Countries by Professor D. T. Lakdawala and Dr. R. M. Patil
(Director and Research Associate, respectively, Department of
Economics, University of Bombay)

C.P.#10 (CP:IV-21-10) The Impact of Import and Exchange Controls and
Bilaterel Trade Agreements on Trade and Production in Ceylon by
H.N.S. Karunatileke (Research Department, Central Bank of Ceylon)

C.P.#11 (CP:IV-21-11) ‘Deficit Financing and Import Substitution: India,
1951-1965 by Dr. D. V. Remana (Development Economist, Asian
Institute for Economic Development and Planning)

C.P.#12 (CP:IV-21-12) Indonesian Exports; Performance and Prospects by
Dr. J. Panglaykim and Mr. Kenneth D. Thomas (Senior Research
Fellow, Australian National University and Research Fellow,

La Trobe University, respectively.

' C, FINAL REPORT: In Process December 1, 1967

UNCLASSIFIED

AID -5-39A (9-62) CLASSIFICATION

PRINTED 10-86

CONTINUATION APPENDIX A

POST No. CLASSIFICATION PAGE PAGES
AID/W ATIDTO CIRCULAR XA UNCLASSIFIED 11 oF 15
B. Reports in Process December 1, 1967 (cont)

Iv-21-3

IV-21-4

Iv-21-5

Iv-21-6

Iv-21-7

Iv-21-8

IV-21-9

Iv-21-10

Iv-21-11

Iv-21-12

Iv-22

4

€

3
)



AIRGRAM DEPARTMENT OF STATE AIRGRAM

CONTINUATION
POST : NO. CLASSIFICATION PAGE PAGES
AID/W AIDTO CIRCULAR XA UNCLASSIFIED 12 . 15
APPENDIX B
B i Abstracts of Conference Papers
) of
University of Wisconsin
under

Contract AID/csd-355

C.P.#1 (CP:IV-21-1): "Problems and Prospects of Economic Cooperation in
Scutheast Asia" by Wu Ta-yeh (Advisor, Economic
Development Board, Singapore)

Wu's general survey of the development problems of Asian countries leads him to the
case for some form of regional cooperation. Existing trade patterns and production
structure, however, provide little hope for cooperation through a free trade area
or customs union. Similarly, nationalistic pressures may meke extensive agreed
specialization difficult to achieve. Experience with bilateral cooperation,
however, suggests that some steps are possible through sectoral coordination and
joint industrial ventures. Particularly promising joint ventures are the Asian
Development Bank (ADB), various plans of the Association for Southeast Asia (ASA)
for subregional joint shipping and airlines, tourist promotion and research.

Large numbers of countries might participate in cooperative ventures for manage-
ment training, research in technology, export standards and promotign, tourism

and agricultural development.

C.P.#2 (CP:IV-21-2): "Regional Harmonization of National Development Plans and
Trade Cooperation: Approaches to Economic Integration
in the Developing ECAFE Region" by Dr. Hiroshi Kitamura
and Dr. Ajit Bhagat (Planning and Research, ECAFE
Secretariat, Bangkok)

The euthorg:. review the major points of the theory of economic integration in relation
to trade and growth theory and to the experience of cooperative ventures in other
regions, and conclude that trade liberalization without a program of plan harmonization
will be unsuited to the needs and desires of developing ECAFE countries. The .
possibilities of this approach for Asia are then examined in the light of the ex-
perience of the Regional Cooperation for Development (RCD), the Mekong Committee

and the ASA.

C.P.#3 (CP:IV-21-3): '"Tariff Protection, Comparative Costs and Industrialization
in Pakistan" by Professor Nurul Islam (Director, Pakistan
Institute of Development Economics, Karachi).

Professor Nurul Islam extends earlier work by Soligo and Stern and others in estimating
rates of effective tariff protection in Pakistan manufacturing. Islam uses new date
from the Pakistan Tariff Commission to provide direct estimates of c¢.i.f.-f.o0.b.
price differences for specific industries as well as for changes in levels of effective
protection over time. Islam also examines some of the criteria employed by the
Comnission in setting tariff rates and speculates on the proper role of tariff
protection in Pakistan. The relationship between effective protection, the exchange
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rate and various export-promotion schemzsis discussed.

C.P.#t (CP:IV-21-4): "Trade Policies end Economic Development in Taiwan"
by Dr. I=Shuan Sun (Secretary-Generzl, Central Bank
of China, Taipei)

After a brief survey of Taiwan's economy end postwar growth performance, Dr. Sun turns
to an analysis of changes in the commodity and geographical pattern of exports and
imports. Coefficients of trade concentration show shifts in the composition of trade
toward industrial exports and irmports of industrial raw materiels and in the direction
of trade toward high dependence on Japanese and U. S. markets. Exchange control seems
to have been the most important policy determinant of this pattern, with calculeted
rates of effective protection appearing to be less important. A discussion of trade
end growth prospects indicates that the need to export will be great in years to come.
The ending of U. S. aid may lead to greater Teivanese imports of raw materials from
Southeast Asia. :

C.P.#5 (CP:IV-215): "Some Salient Aspects of Thailand's Trede, 1955-1964"
by Mrs. Suparb Yossundara and Mr. Yune Huntrakoon
(Research Department, Bank of Thailaond, Bangkok)

Theilend's trade grew at an impressive rate in the ten years prior to 1964. Import
growth has involved a substantial shift in composition, reflecting a normal pattern

of industrislization through import-substitution. Accompanying the compositional

shift has been a shift in the source of imports to developed countries and particularly
Jepen. [Exports, while still concentrated in primary products, have shifted remerkably
from Thailend's traditional products to new exports, directed particularly to Japan.
The authors attribute this performence and current pattern of Thai trade to the
unification of the exchange rate in 1955 and to special commerciel arrangements with
Japen.

C.P.#6 (CP:IV-21-6): "Hong Kong's Changing Pattern of Trade and Economic
Interdependence in Southeast Asia" by K. R. Chou
(Private Consultant; formerly Chinese University of
Hong Kong)

Hong Kong is the most highly-industrialized country in Asia except for Japan. Chou
traces this achievement to & number of unique features: the influx of cepital and

skilled lebor from mainlend Chine; the expansion of markets in developed countries

for Hong Kong's products; the shift from an entrepot to a manufacturing center; and
a high avareness of the necessity coupled with favorable policies for trade.

C.P.#7 (CP:IV-21-7): "Philippine Export Development, 1950-1965" by Professor
Anndo A. Castro (Dean, School of Economics, University
of the Philippines)

Professor Castro deals with three propositions: (1) over-valuation was not
detrimentel to Philippine exports; (2) the pattern of Philippine exports differs
significantly from other Asien countries; and (3) this pattern mey facilitate
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Philippine participation in regional cooperation. Evidence offered in support of the
first point includes rates of export growth, relative price changes, direct estimates
of the relative over-valuation of the peso and profit levels in export industries.
With respect to the second point, Castro argues that compered with Hong Kong end
Taivan new and promsing Philippine exports tend to be those that appeared in response
to home rather than export demand. And third, because most of these exports also
correspond to Philippine comparative adventege, there will be possibilitizs for
greater trade with the region.

C.P.#8 (CP:IV-21-8): '"West Malaysian External Trade, 1947-1955" by Professor
Lim Chong-yah (Head, Department of Economics, University
of Maleya, Kuala Lumpur)

West Melaysie heas a very high ratio of export proceeds to gross domestic product,

even for an Asien country. Thus, the record of and prospects for West Malaysien

growth depend meinly on exports. The most significent feature of the export sector

has been the fall in rubber prices, which has meent elso e fall in the Maleysia's
commodity terms of trade and a reduction in the belance of trade surplus. The more
active role taken recently by the government has rzent greater insulation of nationel
income from exports and greater emphasis on import-substitution. However, Vest
Meleysia faces serious problems as foreign exchange reserves dwindle and as inflationary
pressures mount from increased development and defense expenditures and an increasing
burden of debt-service.

C.P.#9 (CP:IV-21-9): "Prospects of India's Foreign Trade with ECAFE Countries"
by Professor D. T. Lakdawele and Dr. R. H. Patil (Director
end Research Associate, respectively, Department of
Economics, University of Bombay).

After first examining the present composition and direction of India's exports to
developed and developing ECAFE countries, the authors use the global export target
of the Fourth Plan to indicate which export commodities could be expanded during the
Plan period. Major attention is given to the types of policies that would be
required for India to provide the exportable surplus and that would be necessary

to allow the various ECAFE countries to increase their purcheses from India. The
paper cancludes with some speculation about long-run trade and production patterns
in the region.

C.P.#10 (CP:IV-21-10): "The Impact of Import and Exchange Controls eand Bilateral
Trade Agreements on Trade and Production in Ceylon"
by H. N. S. Karunatileke (Research Department, Central
Bank of Ceylon)

Karunatileke traces the appearance and progressive tightening of trade and exchange
controls after the Second World War and Korean War through various methods used and
the impact on the pattern of trade and production. A number of bilateral trade
agreements vere negotiated in this period and details of the operation of these with
China, Burme, Indis and Egypt are given. Ceylon's prospects for entering some type
of regionel cooperation are explored.
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C.P.#11 (CP:IV-21-11): '"Deficit Financing and Import Substitution: India, 1951-1965"
by Dr. D. V. Ramana (Development Economist, Asian Institute
for Econonic Development and Planning)

Dr. Ramana makes an ingenious attempt to use aggregate Indian data to estimate the
impact of deficit financing on that country's growth. After a brief review of the
arguments offered for and against deficit financing, Ramana estimates regression
equations for alternative measures of income growth, money supply and price changes.
This evidence is then related to features of import dependence of major sectors to
arrive at some indicators of the extent of cost-push inflation in the economy.

C.P.#12 (CP:IV-21-12): '"Indonesian Exports: Performance and Prospects"” by
Dr. J. Panglaykim and Mr. Kenneth D. Thomas (Senior
Research Fellow, Autralian National University and
Research Fellow, La Trobe University, respectively)

The authors provide a detailed discussion of trends and fluctuations in major
Indonesian exports from 1950 to 196L4-65. Products covered are rubber, palm oil,
coffee, tea, tobacco, copra, petroleum, and minor exports. Particular emphasis

is given to the roleof investment policy on the government estates, the relationship
between plantation and #mall-holder production and government policies toward foreign
investment in the export sector. Indonesia's place in intra-regional trade of rubber
and rice is discussed separately.
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ERP No. ITI-92

Abstracts of Research Papers
University of Wisconsin
Under
Contract AID/csd 355

B. J. Abrahamsson, '‘Developing Nations and Ocean Trangportation: An Analysis
of Price and Cost of Ocean Transportation, the Balance of Payments and the
Case for National Merchant Marines with Special Reference to Southeast Asia

One of the problems of developing nations is their dependence on third
countries for shipping services. The two major grievances stemming from this
dependence are: (1) liner freight rates are unduly high and are discrimatory
against the exports of development countries; and (2) the balance of payments
is strained by large freight payments.

Available data indicate that liner freight rates have followcd an upward trend
in the post war period whereas tramp rates have generally fallen. ILiner
conferences cite rising costs of operating as the cause of the increased
freight rates. \

The steady increase of conference liner freight rates is considered by the
countries in Southeast Asia as a serious threat to the expansion of trade in
the area. ©Since the region is heavily dependent on foreign tonnage and the
trade is dominated by conference shipping, it may seem natural for a particular
country to view conference rates as discriminatory against its trade if the
rates on similar commodities are lower when applied to a neighboring country's
trade. Although a simple comparison of rates is not valid, the feeling of
discriminatory treatment has led to attempts to affect the rate structure by
developing national shipping.

Conferences maintain that the increased rates reflect the steadily increasing
costs of operations and that these costs must be the subject of corrective
actions if lower rates are to be obtained., Developing national shipping will
not influence operation costs and, in the present situation of "over-supply"
of tonnage, it may actually increase ‘these costs in particular trades by con-
tributing to port congestion. ‘

Although we do not dispute the claim that operation costs have increased,

we argue ‘that such increases explain only part of the total increase in con-
ference rates, DPart of the rise in the rates is due to compensatory increases
which result from the different market structures in the liner and tramp trades.
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The second and third sections of this paper present a shipping model that
integrates features of market structure, institutional arrangements, and tech-
nological factors to determine shipping rates for conference liners, independent
liners, and tramp carriage.

The shipping model indicates that policies aimed at securing lower conference
freight rates should try to affect compensatory increases or the cost structure
of conference liner shipping or, preferably, both. Compensatory increases can
be affected by changing the competitive environment. While legislation can

do this, effective administration will require international cooperation to an
extent not likely to come about the foreseeable future.

A more direct economic measure would be to encourage domestic operation of
tramps and non-conference liners. Alternative means of transportation would
become availlable through such operations. In case of retaliatory actions from
conferences, e.g., rate wars, it might be necessary for governments to provide
financial support. New tonnage would promote competition and innovation
leading to lower rates and, if pursued with that aim, to the breaking-up of the
conference system.

However, the massive development of national shipping that would be needed to
achieve these results 1s not necessarily the best course of action. TFirst,
large investments, usually in foreign exchange, would be required; against
these large outlays would be set relatively small returns in terms of gains to
the balance of payments. Second, freight rates would be reduced only to the
extent that compensatory increases have occurred. Rate increases caused by
rising costs would remain unaffected, Third, it is also questionable if the
breaking-up of the conference system is indeed desirable., Whatever the defects
of this system, its beneficial effects in providing reliable, stable liner
services seem to be well established.

An argument can be made for the development of ports before shipping on the
grounds that port development will at a later stage increase the potential
contribution of shipping to the balance of payments. However, port develop-
ments are part of a general program of economic development. Recent progress
in container, pallet and other shipping techniques, together with the technical
capacity for building increasingly larger cargo ships, makes the modern port
dependent on adequate internal transportation networks. The full benefits of
containers can only be realized if internal movement is facilitated. Large
ships require large ports in which it would be necessary to consolidate many
small cargo lots originating from numerous inland points. Port developments
must, therefore, be only one phase of a larger scheme of transportation develop-
ment which entails far larger capital expenditures than shipping alone.

0
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However, employment and income effects from port improvements would be

greater than they would be from investment in national shipping alone.

Social overhead would be created and freight rates would decline because of
decreased turn~around-time. The impact of forward looking port facilities

on shipping techniques and ship design would also tend to reduce freight rates.
Port costs as a proportion of total operation costs of shipping would decrease.

The long gestation period of port developments, nevertheless, may make it
desirable to develop some national tonnage concommitantly. This would provide
competition and leverage to pass on savings from port developments 1o shippers.
Although the long~run goal should be to utilize containers, pallets should be
extensively used in the early stages since they require small capital invest-
ments and few new facilities, and have a large impact on cargo handling costs.
In this context it is also important to improve procedures so as to minimize
documentary and administrative aspects of cargo movements.
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Peter F. Bell, Small Industry: Socio-Economic ERP No. IIL 62
Aspects of its Promotion in Asia

Policiss for economic development in Asia continue to stress the importance
of promoting small business enterprises for a variety of reasons--economic,
political. and social. The economic rationale of this promotion is based on
an assumption of theilr economic advantage in terms of capital-saving and
labor~intensity. Available statistical evidence, however, suggests that
these policles cannot be supported on economic grounds. There is, moreover,
a conflict between the various objectives of promotion which may invalidate
som= or all of them.

There is a need for more extensive studies of the operating conditions of
small units and an examination of the non-economic benefits which are alleged
to accrue from their promotion., It is also necessary that the role which
small units are to play in the overall development strategy be decided upon
and that their promotion, rather than be isolated into a separate category,
be integrated into the overall development plan. Efforts to arrive at an
overall optimum size of firm which includes all aspects bearing on firm size
are unlikely to be successful-~the statement of the factors bearing on this
optimum provide, however, a useful theoretical frame.

It may be that development policy should stress 'disability-removing" rather
than direct protection of small industry. Both in terms of individual
country plans and the need for an overall regional view, small industry pro-
motion must be based on sounder theoretical premises than hitherto.

Peter F. Bell, A Quantitative Study of Entrepreneurship ERP No, III 81
and Socio-Economic Determinants of Development in Asia

Development theory and development policy presume relationships among economic
and social variables that have, in many cases, not been subjected to any
quantitative tests. Such tests would help to clarify some of the areas of
dispute between theorists -- for example the response of the private sector to
economic disequilibria.

The theory of entrepreneurship is composed of a multitude of widely differing
generalizations, nearly all of which lack empirical support. This pilot study
uses the technique of factor analysis to attempt to shed some light on the
systematic relationships which have been assumed to exist between the supply‘of
entrepreneurs and certain social and economic characteristics.
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Two groups of countries were chosen for study. The first group, selected

on the basis of reliability and availability of data, were countries in
Southeast and South Asia: Pakistan, India, Burmae, Thailand, Japan, and the
Philippines. The second group comprised countries for which sample studies

of entrepreneurship have already been completed (two countries which fall into
this category are duplicated from group I); these are Pakistan, the Philip-
pines, Turkey, Lebanon, Greece, and Puerto Rico. The decade of the 1950's was
the period chosen for study although some figures used refer to slightly later
dates., ‘

The analysis suggested the following tentative results: (i) a large entre-
preneurial class appears to be associated with some of the generally accepted
characteristics of developing countries, namely, a decreasing agricultural
sector, increasing urbanization, literacy and contact with the outside world,
and a slowing down in the rate of population growth; (ii) the growth of such

a group might be related to a development pattern which favors capital formation,
an expanding government sector, stability of exports and of internal prices
coupled with improvements in wages; (iii) a vigorous group of entrepreneurs
may also be affected by an expanding export sector, and export-oriented
economy ("outward-looking"), with a degree of dependence in foreign trade.

In spite of the great heterogeneity between the two groups of countries,

and between the countries in each group, the results displayed a remarkable
degree of consistency and "significance" when judged by the standard tests.
Although the results are heuristic and tentative, the semi-quantitative
insights provided suggest useful hypotheses and delineate the areas to which
more detailed studies might be directed. More thorough-~going studies of the
inter-relations between social and economic variables would increase our under-
standing of the mechanisms by which growth may be promoted ~-- both nationally
and regionally -- and would assist in the selection of policies which would
more rapidly achieve this goal

B

UNCLASSIFIED

CLASSIFICATICON

PRINTED 10-66




RIRGRAM Deeartment of Sttt AIRGRAM

CONTINUATION
POST NO. CLASSIFICATION PAGE PAGES
AIDTO CIRCULAR XA UNCLASSIFIED 7 oF 26
ERP No.
P. T. Ellsworth, Import Substitution in Pakistan.-.-A Comment III-6.b,

The methodology and the results of a paper published in the Pakistan
Development Review (Summer 1965) by Soligo & Stern are stated briefly.

The authors, using a simplified input-output model, examined 48 industries

in Pakistan and found that in 23 of them, value added (at world prices for
inputs and outputs) was negative -- that is, the value of inter-industry

inputs alone exceeded the total value of output when world prices were used.,
Attrivution of this striking result to the respective industries B

being either (a) premature, or operating at too early a stage of their
increasing return phase, or (b) over-expanded, or operating beyond the

ninimum cost point, is criticized as resting on inaccurate diagrammatic
argament. It is contended instead that the results can be interpreted as
reflecting wasteful use of inputs, factor prices distortions, -r msthodological
difficulties due to improper assumptione about price relations, or to improper
weighting. Further, it is suggested that the "investment" industries shown

by 5oligo and Stern to have a comparative advantage are not investment industries
in the usual sense of producing heavy industrial goods, but rathzr the producers
of light manufactured goods almost exclusively.

UNCLASSIFIED f}b

AID-5-39A (9-62) CLASSIFICATION PRINTED 10-86



AIRGRAM Depanthent of Staie AIRGRAM

CONTINUATION
POST NO. CLASSIFICATION PAGE PAGES
AIDTO CIRCULAR XA UNCLASSIFIED 8 oF 26
TRPNos
E,D. Hawkins, Job Inflation in Indonesia III-?6

Tnflation has forced Indonesians to adopt many methods to increase family
incomes: (1) working longer hours to secure overtime pay; (2) having
additional menbers of the family work; (3) securing an extra jobv(mpnnlighting)
or, in Indonesia, several individual jobs; (4) asking for wage %ncrgases

or, if they are frozen, promotions to get more money; (5) engaging in §elf-
employment such as buying and selling; and (6) performing certain services for
fees outside the legal channels, The most important of these is to hold multiple
jobs. If only a few people take on multiple jobs, they will bring in more
income to their families, and such a small increase in income relativg to ’
aggregate income of all Indonesians would have so little effect on prlcgs,.no
matter what their additional output, that they would gain relatively by this
move. As more and more engage in multiple jobs, the individual gains in income
may be more and more offset by new price rises, especially if the net increase
in output demanded is low relative to added earnings.

Price inflation has encouraged job inflation as a means of avolding lowered
real income, but the widespread extension of job inflation is probably leading

to further price inflation, which may encourage more job infiation. Other
methods are needed to halt the spiral of inflation. The.1963 stabilization

efforts were abortive, largely because the government failed to consider the
political implications of the measures and as a result did not receive the
support of any of the major power groups. Any new attempt should have a more
solid political base,
ERP No.
E. D. Hawkins, Indonesia's Population Problem _ IIT-ok

The 1961 Census and other sources present a demographic picture of Indonesia
that shows a baby boom during the 1950's following a "hollow" generation in

the 1940's, This increase has led to urgent problems in schooling, labor force
and urbanization. Twice as many young people are entering the labor market

now as compared to about five years ago. They are also reaching the marriagable
age, with a new baby boom in sight. All of the population projections point

to large increases in Indonesia, including overcrowded Java ‘:@ven with a
substantial number of transmigrants to the less crowded islands.

An analysis of the possibilities for decreasing fertility and increasing

the tempo of economic activity indicates that, unlike the development pattern
in Western countries, even greater urbanization and education and faster
agricultural and industrial development will not be sufficient to limit the
expansion of population in Indonesia. Positive measures to reduce births such
as "Guided Parenthood" are proposed.

gl
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A, C. Kelley, Regional Integration, Demographic Change, ERP No. III 82
and Patterns of Industrial Growth

Any realistic analysis of the probable success of regional cooperation must be
couched in terms of its impact on both the economic growth and the rate of
industrialization of each individual member of the union. The prospects of
successful economic cooperation increase in so far as the results of integration
further the joint national goals of economic growth and industrialization.

An important problem is to identify the factors explaining differential rates
of industrialization as economic development takes place. The present study
focuses on demographic change and its relationship to the structure of economic
growth and development. The nature and significance of the impact of family
size, total population growth and rural-urban migration on industrial patterns
is developed in detail., A model is presented which provides a technique for
isolating the influence of selected elements of demographic change on the level
and composition of demand. The Philippine experience in the 1960's is used as
a case study to illustrate the properties of the theoretical framework.

A principle finding of the study is that many forms of demographic change, in
particular total population growth and an expansion of average family size, may
operate to diminish the rate of industrialization. It is shown that systematic
trends tend not only to counter Engel's Law (i.e., the shift in demand away from
agricultural products as per capitafd income advances ) , but also that demographic
factors constitute, in the Philippine case, the major demand-originating
influence changing broad industrial patterns. In fact, the net influence of
income and demographic demand elasticities creates a pressure toward a relative
expansion of agricultural production,.

The implications of the theoretical model and empirical findings are 1) examined
with respect to Chenery's finding on the relative unimportance of demand factors
in explaining industrial patterns, 2) compared with the implications of the
Leibenstein 'population trap' framework, and 3) used as a basis for formulating
selected population and development policies,

v,
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A.C. Kelley & J.G. Williamson, The Prospects for Regional ERP No. IITF 83
Economic Cooperation and the Rate of Household Savings in
LDC's

One of the principal obstacles to international economic integration, whether
it tekes the form of trade expaunsion, factor market integration, or a com-
bination of the two, is the danger that some members of the union will enjoy,
as a result of the integration process, more rapid growth than others.

The theme is a simple one. Differential growth rates arising out of the integra-
tion process are based in part on the behavior of factor prices in the face of
trade expansion, as well as on the possibility of adverse capital flows resulting
from a liberalization of factor movements. Even partial factor price equalization
will result in a lower rate of return to capital in those countries which are

the relatively capital-poor members of a union. It is reasonable to expect that
a lower rate of return in these countries will exert a downward force on the rate
of return in the capital stock. If, in addition, trade expansion is coupled
with the development of integrated factor markets, and if this latter aspect of
integration gives rise to adverse capital flows, the supply of capital in
capital-poor members will be seriously curtailed.

Capital may flow to those countries which already enjoy a concentration of capital
and technology in order to take advantage of what Hans Schmitt has called,
"economies of agglomeration" (see, "The Integration of Capital Markets in Europe:

A Step Towards Political Unification," BRP Document No. III-50). Or alternatively,
as Kelley and Knowles argue, in a study "Regional Integration and National

Economic Development: The Case of Southeast Asia,} (ERP No. III-94), differences
between real rates of return as derived from production functions, and those
actually received by owners of capital when appropriately discounted for such
factors as risk of confiscation, taxes, and exchange rate fluctuations, may also
result in adverse capital movements.

The supply of savings and the demand for investable resources thus become crucial
factors in the degree of success experienced by any integration scheme. An

inquiry into the determinants of the supply of savings constitutes the subject

of the present study, which attempts to identify the determinants of household
savings behavior in the Daerah Istimewa Jogjakarta Region of Indonesia. The data
consist of a 1959 household survey of 490 families. While several non-linear

models are explored, the analysis and findings relate to linear per capita functions.
The variables considered include income, occupation (farmer, trader and craftsman,
owner of business, government employee, other wage earner), degree of asset owner-
Bhip, education, location (urban, rural), and age.

Two models of savings behavior are explored. The first examines the influence of
source of income and occupation. We conclude that the development hypotheses
which stress source of income (e.g., Lewis model) might better be formulated by
stressing the ownership of earning assets. This approach was found very useful in
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interpreting differential savings behavior by income source. Access to an
efficient capital market may emerge as a significant element in determining

average household savings levels, given household income.

The second model is a straight forward representation of the life-cycle
hypothesis. The empirical results, constrained by the relatively small sample
size, are somewhat neutral regarding the applicability of life-cycle formu-

lations in Indoneaia.
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J.C. Leith, The Specification of Nominal Tariff Rates in ERP No. III-8k
Effective Protection Estimates

A number of economists have called attention to the significance of a tariff
structure that distinguishes between intermediate inputs and final goods.
Estimates of effective rates of protection can be useful guides to policy
makers concerned with the impact of naticnal protective structure on domestic
resource allocation. However, this paper shows that estimates of protection
are sensitive to any misstatement of nominal tariff rates. Furthermore,
obtaining more accurate specification of nominal tariff rates may be very
difficult. Problems include converting rates from specific to ad valorem basis
and from an f.o.b. to c.i.f. valuation. Because the detail of tariff rates is
much greater than the available information on the industries involved, there
is also a problem of weighting individual tariff rates. Finally, the nominal
tariff rate may not in fact reflect accurately the divergence between world and
domestic prices.

Although the analysis of effective rates may provide considerable insight into
the process of economic growth, users should realize that the analysis rests on
certain restrictive assumptions and that the estimates are sensitive to errors
in the specification of actual nominal tariff rates. The sources of potential
error in nominal tariff data are numerous and important, and, data necessary for
adequate adjustment are not ordinarily available.
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Theodore Morgan, "Economic Planning -- Points of
Success and Failure ERP No. III-3k

Failures of economic planning originate both in (a) government instability, with

its context of maneuvering for political power and shifts of persons and policies,
and in (b) the nationalist and one-party policies that governing groups use to keep
themselves in power. They originate also in (c) centralized large organizations
that attempt to control economic life in detail, with their tendencies to substitute
ideology for reality; to alienate the people of the villeges and farms for whom

the plenning is done; and to delay and to be rigid.

Successes of planning, actual and potential, originate in (a) influencing the economic
enrivonment in which private individuals make their decisions, and in trying to
supplement those decisions; (b) in evoking expression of felt wants for improvement
from the people in the villages and fields, and hence stimulating their ideas and
energy, which the government can then assist. Finally, planning is in our time a
popular word,like democracy: Hypocrisy being the homege vice pays to virtue,
dictatorships proclaim they are democracies, and governments that have no intention
of serious planning go through the motions. Even so, planning (c) keeps alive the
hope of economic advance, which mekes more likely its eventual reality.

Theodore Morgan, Investment versus Economic Growth

ERP No. III-35

Often investment in a national income accounting sense is identified with those
resource uses that add future potential income. The identification is fallacious.
Human resource development and non-material capital formation, often served by
resource uses normally labelled "consumption" are significant contributors to
growth. The empirical marginal-capital-output=-ratio, often used to measure the
efféct of capital input, is in fact a conglomerate whose main significance is that
of being an inverse measure of the rate of growth. Economic growth is a complex
phenomenon which may be correlated with a rise or decline in the quantity of
capital, and is frequently associated with the need for increased consumption.

The policy implication is that in Southeast Asia as in other areas the international
flow of investment goods should be much less a preoccupation of AID and domestic
developers than it has been. The evaluation of resource uses directed toward
improving human productivity and organization is a candidate for regional cooperative
activity.
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Theodore Morgan, The Theory of Error in Centrally-Directed ERP No. III-36
Economic Systems

The article analyzes the nature and sources of consistent administrative error in
centrally-directed economic systems. The division is not between government and
private economic units, but between large and small ones.

There is reason to be (A) a tendency toward fewer-but-bigger errors than in decentralized
systems. Bookkeeping and other checkable mistakes -- that is; little mistakes -- can

be avoided; but there will be drift toward kinds of errors not readily checked for

three reasons.

(B) There are tendencies toward delay, excessive optimism, and multiplication of
controls. Delay and excessive optimism derive from the normal psychology of the chief
and his estimate of his own policies, coupled with political pressures on him, the
tact of subordinates, and the nature of bureaucratic work. Well-documented military
catastrophies of World War II suggest a dependable pattern of bureaucratic error
originating in wish-fulfillment bias and a tendency to pay attention to informetion -
that supports current expectations. Then, when something goes wrong, the normal
administrative reaction is to impose laws and regulations and/or extend them.

(C) Adequate incentives to the top leaders contrast with modest incentives or the
treadmill for the many. Central authorities, in their quest for general approbation,
tend to rely on what their communities regard as the highest motives; but work gets
dore best when reliance is on the strongest motives.

(D) The divergence between highest motives and strongest motives, and between public
policies and private interests, leads to hypocrisy and on to avallance, evasion, and
corruption. Hypocrisy is plainly a social loss but the latter resorts can at times
be socially useful, offering the only way that woodenheaded or unlucky policies

can be made consistent with economic survival or progress.

Some implications for policy are drawn.

Theodore Morgan, Trade Preferences as a United States Policy,
With Special Reference to Southeast Asia ERP No. III-85

IDCs should be generally well fitted to compete internationally in those commodities
that are relatively lasbor intensive in low level kinds of skills. These can normally
be identified statistically as commodities in which the wages component of value-added
is relatively large. Among LD(Cs of thé world in general, these include among
menufacturers: textiles and apparel, wood products, furniture, leather, and
"miscellaneous manufactures”". TFrom our study of six Asian countries, we would add to
the list metallic products, and machinery and transport equipment. Sample calculations
for the United States suggest that these are subject to very high effective rates of
duty. (For example, plywood is subject to 16% nominal duty; but 99% effective duty;
metal manfactures 199 versus 75%; clothing 27% versus 136%).
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LDCs are being hendicapped in their effort to modernize by DC protectionism--which is
much higher then it appeers to be, vhich is erratic, and which handiceps especially
exports of LDC manufactures, and so exports of those LDCs that have been most energetic
in expanding their menufactures. These manufectures markets are of special interest
to LDCs since basic world demend for manufactures is relatively expansive, and since
manufactures growth is, for right reesons and wrong, much emphasized in LDC development
policy. Among the right reasons, the feedback and dynemic effects of menufactures
growth offer especially hopeful vistes.,

The extension of trade preferences for menufactures by DCs, especially the United States,
to ILDCs, specifically to the LDCs of Southeast Asia, would be an offset to the present
invidious teriff duties levied ageinst them. A general high tariff duty could be

offset by the LDCs through currency depreciation; but a differential impost against
manufactures can be offset only through a special reduction of that impost, assuming
that the ZDCs do not set up dual, or even multiple exchenge rates.

The extension of such trade preferences to LDCs would satisfy their official and
emphatic wish, vhich is more firmly rooted in fact and anlysis than their usual
erguments heve conveyed. The United States could well seriously explore the
precticelities of preferences, as a mejor step towerd lower trade barriers generally,
rather then remain conspicuous in opposition. The extension of such preferences could
be made conditimal on a substantial lovering by LDCs of teriffs and related trade
barriersto other ILDCs, perhaps within regional grow ings such as Southeast Asia.

Such & policy cerries with it o double gain: The present U. S. differentielly high
barriers against LDC manufactures exports are lovered, et the same time that trade
flows among IDCs for all types of commodities are encouraged.

This recommended policy is consistent with the long run U, S policy maintained since
1934 toward lowering world trade restrictions. It is in the obvious interest of world
efficiency of production statically and still more dynamically.
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Hla Myint, Economic Theory and the Underdeveloped Countries ERP No. III-37

There is no reason to suppose that economic policies considered appropriate for the
advanced countries will prove to be equally appropriate to the underdeveloped
countries. But this "realistic" objection to generalizations should apply not only

to the laissez-faire but also to the planning policies in the underdeveloped countries.
Further, given the wide differences which exist among the underdeveloped countries
themselves with respect, say, to the degree of population pressure, the overall

size of the economy, the general level of administrative efficiency and the coherence
of the institutional framework, etc., it is highly unlikely that any single standard
model of development planning will be appropriate for all of them.
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Seiji Naya, The Commodity Pattern and Performance of Southeast ERP No. III-39
Asia's Exports to the Developed Areas

As en enalysis of the export performance of Southeast Asia, this report aims to find
those commodities responsible for the region?s slow expansion of exports to the
developed areas. The exports of 15 Asian countries to 20 developed nations are
compared with the latter's imports from the world for two periods, the averages of
1956 and 1957 (Period I) and 1962 and 1963 (Period II). The comparison is made in
terms ofrnine commodity groups, five of primary and four of manufactured goods, which
are re-arranged from the three-digit Standard International Trade Classification.

Although the export trade of Southeast Asia to the developed countries (DCs) increased
13.89% (from $4 billion in Period I to $4.5 billion in Period II), the total imports of
the DCs from the world rose 39.77%, a difference of -25.88%. Of this total difference,
-17.99% is explained by the import pattern of the DCs which moved against the

region's export commodity composition (compositional effect). The remaining -7.89%

is due to the region's inability to maintain its share in the exports of individual
commodity groups (competitive effect). In other words, the export lag has been
considerably affected by the region's poor performance even in exporting primary
products, as compared to the rest of the world.

In contrast to the stagnant exports of primary products, manufactured exports have
grovn rapidly, even faster than the import growth of similar products in the DCs.
Within the manufactured exports, however, only Light Industrial Goods can be singled
out for its export contribution. This is the only manufactured group which has a
reletively large share in total exports and constitutes a relatively large proportion
of the DC's imports (5.8% in Period I and 7.7% in Period II). The increase in exports
of this group alone accounts for more than 90% of the region's over-all increase,

the export share of other manufactured groups being too small to affect appreciably
the region's total exports.

The four major DC areas, the U. S., the U. K., the E,E.C., and Japan absorbed
approximately 90% of the region's exports to the 20 DCs while the remaining 10% is
accounted for by exports to Australia, Canada, and Other Europe. The exports to the
four major areas grew far less than the import growth rate of these areas, especially
with respect to the E.E.C., and Japan. Although an unfavorable compositional effect

is shown for all four areas, a weakened competitive effect is found to explain a large
pert of the region's export lag with the U. K., the E.E.C., and Japan.

[Zizough this paper considers Southeast Asia as a group, much variation is found in
the export performance of individual Asian countries. Hong Korg, Formosa, Thailand,
and the Philippines increased their exports very rapidly, compared to the relative
export stagnation of Indonesia, Vietnam-Cambodia-Laos, Pakistan, India, and Ceylon.
It is not clearly evident that those countries with a high export concentration in
primary products always performed poorly. Thailand and the Philippines, for example,
have done well even with a high degree of specialization in primary exports.
Examination of specific commodity items reveals that these countries were able to
offset the decline of some primary exports with increases in other primary goods, such es
maisSe (Thailand) and copra (Philippines).
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It is likely that the region's exports will continue to be concentrated in primary
goods in the near future, emplying that the export lag is also likely to persist.
As indicated above, hovever, the performance of some Asian countries suggests that
the gaep can be narrowed. Menufactured exports should be encouraged in order to
reduce the export lag by lessening the unfavorable compositional effect.

Seiji Naya, Natural Resources, Factor Mix, and the Factor ERP No. III-86
Reversal in International Trade

The peradoxical finding of Professor Leontief that American exports are, on the
average, lebor-intensive and imports capital-intensive is known as the Leontief
Peradox. Some crities of this controversial finding have pointed to the methodological
problem or the seriousness of omitting factors other than capitel and labor, e.g.,
natural resource factor. Others have argued that the resulting Paradox is due to the
invalidity of the factor proportions theory of comparative adveantage which Leontief
tested.

Thet the Paradox is due to the natural resource factor is implied by Leontief himself
in one of his computations. Only in this computation, which exiudes natural resource
sectors, was the Paradox reversed. More recently, Vanek has empirically shown that the
U. S. foreign trade pattern reflects a relative scarcity of natural resources., In

his attempt to explain away the Paradox, Vanek reacons that capital and natursl
resources eare a pair of complementary factors and, hence, although capital may be an
abundant factor, more of it is needed to replace U S. imports than is needed for
exports.

In order to compare the factor structure of U. S. foreign trade with that of Japan,

the natural resource products as well as capital and labor structure of Japan's

foreign trade have been computed. The result reflects the generally accepted scarcity
of natural resources of Japan's economy-~the resource content of its imports is more
than three times that of its exports. The computation of capital-labor requirements,
hoiever, reveals that its exports are capital-intensive and its imports labor-intensive.

If natural resources and capital are complementary, exclusion of the natural resource
sectors should increase the capital-intensity of Japan's exports relative to its
imports. But the result of the computation excluding the resource sectors shows that
the capital intensity of exports is no longer larger then its import, implying that the
complementeary argument does not adequately explain the case for Japen as it appears

to for the U. S.

Separate studies of India and Canada, both employing Leontief's technique, add to the
evidence of the influence of natural resources on the capital-labor structure of trade.
Bharadwaj's study shows that Indian exports to the U. S, tend to be capital=mintensive
relative to its imports from the U. S. A similar result is shown in Wahl's study of
Canada. Both writers point out that the relatively large share of primary products

in the commodity composition of their country's trade mzht have influenced the

peradoxical finding. ?}XR
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Whet then is the implication ot the above analysis for the C-L structure of the foreign

rcde of a given country? For a country such as Canada, the C-L requirements of its
composite exports tend to be capital-intensive since exports are raw material-oriented
and its import requirements labor-intensive because of large imports of manufactured
goods. On the other hand, for a country like Japan, exports are also likely to be
capital-intensive not simply because the country is capital-rich but because it is
land-scarce and imports large amounts of agricultural products which are extremely
labor-intensive (in contrast to the capital intensity in the U. S. and Camda). This
reasoning can similarly be applied to explain both the Leontief Paradox and the Indian
bilateral trade with the U. S.

We have so far proceeded within the framework of the factor proportions theory; let us
go back now to the question of validity. Are the assumptions of this theory, and
consequently its applicability, valid? One of the assumptions that has been criticized
is that of "strong facjor intensity", i.e., a given product remains relatively capital
(or labor) intensive at any relative factor price ratio. If this assumption does not
hold true (i.e., a machine product could be more capital-intensive than a textile
oroduct in the U. S. and vice-versa in, say, the Philippines), the relative price
ratios of products and the pattern of comparative advantage may not be in accordance
with the relative factor endowments of the two countries. The possibility of such a
phenomenon (called factor reversal) has been theoretically and empirically demonstrated
by Minhas.

One of Minhas' tests to show the occurrence of factor reversal is based on the ccxparison
of the rankings of comparable U. S. and Japan industries by capital-labor ratios.

The significantly dissimilar rankings of the two countries are given as evidence of
factor-reversal. However, this writer finds that the dissimilarity is largely due

to the large difference in the capital-intensity of agriculture and agriculture-related
sectors. Since efficient production of agricultural products is dictated by a "land"
factor and not solely by capital and labor, a ranking comparison exiuding these sectors
vwas made. This comparison raises the degree of similarity between the U. S. and Japan
renliings significantly enough to question the generality of the factor-reversal

zrgument as applied to the ranking test.

The outright refutation of the theory on the basis of the two-factor paradoxes

of the U. S and other countries does not appear justified, since the inclusion of
natural resources tends to explain these paradoxes. However, more research is needed
on such topics as the nature of the production function and complementarity and/or
mubstitutebility of different factors as well as the role of the factors not treated
in this paper. Such research would further clarify the real status of the Heckscher-
Ohlin theory.
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Hans O. Schmitt, The Integration of Capitcl Perkets in ERP No. III=%0

Europe: A Step Towards Political Unification

zhe expectation that a customs union in Burepe will ulti

imately lead to political
unification is based on the so-called “spill-over® effect. This effect operates

vhencver any step towards integration creates new needs znd fresh demands to

proceed further in the same direction. Thus a customs union may create pressures

©o iuntegréte not only commedity, but capital markets as well. An integration of
cazplial markets in turn may necessitate currency unification for its effective
fvncticning,; and a unified currency area finally may imply 2 poollng of sovereignties

suriiciently complete to destroy the separate identiities of the participating nation
states.

?‘:s popzsr argues that a sequence of that sort is in fzet one of the mechanisms at -
wori in the European integration process. Trade integration is not likely to prove
acceptable except within a context of full-scale cconcmiic integration. For freer
trade will strengthen tendencies towards factor price equalization. As the
distribution of income shifts against capital in the poorer regions, the propensity
to save will decline there, anmd the growth rate fall if financial stability is
meintained. Thus ®core arecas® -- where capital and tochnology are already plentie
ful -« would gain at the expense of the periphery. Entrepreneurs and workers at
the periphery cannot rationally accept this consequence unless they are themselves
CrLe Lo nove to the center to partlclpate in its gains. One of the requirements

A close intermingling of claims and liabilities in a single capital market requires
2 single currency to eliminate exchange risks. The political significance of
wonicy derives from the fact that it cannot esist without a set of individual
producers accepting a collective identity. TFor if each prcducer issues his own
curiensy, in terms of which he prices his preduct,; ths distinction between a
currency depreciation and an individual price fall disappears. Money itself would
then have given way to barter. But once several producers have joined in a single
renty arrangement, they may, by a depreciation of thzs e:xchange rate, respond
cciively to a fall in the external demand for any one of their products.

iz option of such a collective response to eccnemic adversity wvould be destroyed
common currency. Producers would henceforth have to meet in the Common

:ct as individuals only, assuming a national identiily only toward third

eovntries. If in fact this fusion of national identities is not intended, the
suseiis union must alse be called in question. For i itcclf, it clearly creates

ten51ons that cannot bs resolved except by moving foirueard in the direction of

political union -- or else by giving up the enterprise altogether. For no ine

o itcbility can be ascribad to the "spilleover® proczso.  Precisely at the point

vwhere the creation of a common currency comes to threzten the foundations of

sovereignty, the impulse to withdraw may be strongest.

-

,
£
i

. prefatory section to this paper explores the implications of the European
cuporience for prospects for economic cooperation in Southeast Asia. Any dis-
cuscion must first make clear to whom such cooperation is likely to yield politlcal,?}g
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advantages. Arguments based on economic welfare -- even if they can be consistently
formulated -- are not likely to carry decisive weight in actual decision making.

The major interest groups, that just now might have a political stake in regional
solidarity, are business communities in the various countries under consideration.
Hard pressed as they are in Burma and Indonesia as well as in Vietnam, they would
do well to cooperate for the mutual strengthening throughout the region.

The closest form of cooperation would be in a currency union. A common currency
in Southeast Asia, if one is to develop, must be based on business communities
indigenous to the region. Is it realistic to expect them to draw together on the

European pattern?

Economic dntegration is a®nuclear process® in the sense that larger communities
tend to crystallize around ¥core areas® where capital and technology are plentiful.
In Burope, this process currently centers on the Ruhr. What core area could
fulfill a similar function in Southeast Asia? Singapore as a commercial, financial,
and also progressively industrial center, seemed for a while to be a candidate.

In fact, it could have been argued that the Malaysian Federation was the first
visible evidence that a ¥nuclear process® focussed on Singapore had begun. The
Indonesian “confrontation® campaign can still be seen as a defensive reaction to
that possibility.

But was the Malaysian Federation ever viable, independent of the British presence?
The fact that the "entrepreneurial® elite on which it was based is ethnically
mainly Chinese, makes “his a questionable proposition for an otherwise predominantly
Malay region.

Abandoning any hope for an agglomerative process in Southeast Asia, then, is it
perkaps still possible to advocate a widening of Southeast Asian markets through
- lowered barriers to regional commodity trade? Through restrictions on capital

. -gccount would continue, such an arrangement could still aim to realize economies

of scale that wiould otherwise create barriers to investment even on a national
basis.

But unfortunately, as argued above, trade ®integration® is not likely to prove
acceptable except within a context of full scale economic integration.

Neither a ®free trade area® or a common market, therefore, let alone a common
currency, seem likely prospects in Southeast Asia. There remains a last pos-
sibility, something on the pattern of the 0.E.E.C. in Europe, similarly based

on large-scale foreign aid from abroad. The organizational form such aid should
take must be carefully adapted to the positive goal of strengthening business
communities in the region. Most worth investigating perhaps is the creation of

a regional development bank on the pattern of the International Finance Corporation
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rather than of the World Bank itself. The I.F.C. grants loans and participates
in the capital specifically ot private enterprises, without so much as a govern-
ment guarantees.,

We‘have defined four possible ways of organizing cooperation in Southeast Asia:
a common currency, a common market characterized by a free flow of resources,
a free trade arrangement with continuing barriers on capital account, and a

regional development bank. The problems encountered in Europe in the effort of
moving from the last of these to the first suggest that at this stage only the
last offers sufficient hope of success to be seriously considered in Southeast
Asia. But that is only a hypothesis to be investigated at this stage, not a
conclusion based on a completed investigation.
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K. C. Sen, Convergence in Planned E® nomies ERP No. III-51

It is the thesis of this paper that, regardless of the ideological commitments of the
planners or the degree of plan comprehensiveness, certain basic tendencies to

converge emerge in all forms of economic planning. Five such areas have been isolated
and illustrations presented from the experience with widely different types of planning
in a number of countries-- Yugoslavia, China, the U. 8. S. R., Czechoslovekia, Mexico,
France, Scandanavia, and the ECAFE countries. There is increasing recognition of the
roles played in the process of economic growth by: (1) the price mechanism, interest
rates, cost-profit relationships, tnd productivity, with a view toward improving
allocative efficiency, minimizing waste, and rationalizing the cost structure;

(2) material incentives, in order to foster work effort; (3) economic pluralism,

to mobilize public participation and support; (L4) functional banking, with a view
toward catering to and increasing the financial viability of firms; and (5) flexibility
in planning, in order to provide against administrative bottlenecks.

Hence: (1) If not the market rate of interest, then at least some kind of rate-of-
return-equalization criterion must be applied by the planners, in order to avoid
misallocation of resources. (2) '"Enterprises" must be operated not merely on the
basis of "output maximization". (3) "Average-costiplus" policy does not necessarily
lead to maximization of returns from investment, as the cost structure itself may

not be optimal. (4) "Financial responsibility"' requires that '"enterprises" be
subjected to various forms of charges, like depreciation and amortization charges.

(5) To arouse active enthusiasm among workers towards increased efficiency, aid

must be sought from "differential wage'" payments, non-economic incentives being
insufficient. (6) It is necessary to have many centers of decision-making and
implementation of policy (though within the over-all framework of plan strategy),

and some sort of "economic pluralism" is essential in bringing the plan to the people.
(7) Both the strategy and the implementation of planning must be flexible in order

to lend resilience to the plan. (8) "Functional banking" is a potent factor of
accelerated growth rates, (9) Once the economy gets going and the dimensions of
various economic issues get unwieldy, central or monolithic management leads to
definite errors; the state must consider a phased and graduated withdrawal through
delegation of authority; '"target planning” or "indicative planning" with guidelines

of policy, rather than crippling the market through multifarious controls, is desirable.
(19 Though the empirical evidence is not conclusive, the tendency towards decentraliza-
tion is associated with fewer bottlenecks, greater efficiency, and higher growth rates.

K. C. Sen, Nation-building and Regional Integration ERP No. III-52

The central objective of all economic policy-making in emerging nations of Southeast
Asia seems to be nation-building or "national coherence" through economic nationalism
or autarkical policies. Accordingly, their planning documents include a multiplicity
of collateral objectives, each designed to promote the central objectives, but often
conflicting among themselves. This gives rise to what may be called a "goal index" -
a composite of economic goels which is the closest possible approximation of the
central objective, with a marginal trade-off among the goals. In addition, the
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permissible means of policy are chosen within the range of the "goal index".

If these nations participate in a regional integration program, there is implied a
compromise on the central objective itself. The burden of adjustment is likely

to fall most heavily on two collateral objectives, economic self-sufficiency and
diversified industrialization. 2lso, both the certainty and the range of permissible
policy means are further reduced, especially when the particular advantage of this

or that group within countries needs to be explicitly emphasized.

The success of any regional integration program among emerging nations depends, there-
fore, upon the effectiveness with which the economic benefits resulting from
participation can offset the losses arising from the necessary compromises. The

task will be easier the less sudden or drastic the compromise called for and the

more cogent and compelling the case for economic integration. Expert pre-investment
end feasibility studies and resource-potential surveys will be required, as well as
expert advice on the prospects for joint industrial enterprises and marketing systems.
The benefits accruing from economies of scale, external economies, vertical division
of labor within the region, and the establishment of institutions such as a regional
development bank or a payments union must be emphasized. In fact, economic nationalism
itself can be used to promote regional integration, after these studies have been
made, since many bottlenecks--for example, those arising from the small size of a
market and the lack of resource-complementarity-- may now be overcome. Moreover,

the economic viability of the region vis-a-vis the rest of the world may be increased.

In this study an attempt has been made to study systematically the nature of the
contraints on economic nationalism which arise (l) from the competition among
collateral objectives in (a) a closed economy, with foreign trade; (2) from

determining permissible policy means in individual countries; and (3) from participation
in a regional integration scheme, both as regards collateral objectives and permissible
policy means.

K. C. Sen, Economic Growth and the Price Level--An Analysis ERP No.III-87
of Some Asian Data, 1950-1063

This paper deals with the question of the relationship between economic growth and the
price level in Asian countries. The format of the paper is as follows: (1) A survey
of the important studies in the field of the relationship between economic growth and

the price level; (2) discussion and evaluation of three interpretatims of the causes

of inflation, namely, the "monetary fundamentalists", the "structural fundamentalists"
and the "behaviorists"; (3) analysis of data between 1952 and 1962 in relation to the

behavior of prices in some Asian countries; and (4) policy implications.

In whatever way inflation may be defined--as a sustained rise in the general level
of prices, or as a state of generalized excess demand where too much money chases
too few goods, or in some other way--the phenomenon does not lead itself to a simple
explenation. The juxtaposition of the relevant variables--monetary, structural, and
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behavioral--differs from time to time and from country to country. 'It is essential
to keep in mlnd the heterogeneity of situatlons and the . interdependence of the factors
involved. S . : :

It is even hard to say whether inflation is an inescapable cost of economic growth

at all. The emplrical ev1dence-—in _Europe,-the U.-S., Latin America, and elsewhere--
»does not . 1nd1cate any necessary or casual. relationshlp between the rate of economic
growth and the prlce level.. » o

The analysis of part 3 attempts to explain the behavior or prices in some Asian
countries through the rates of change in the aggregate real gross national product,
money supply, wage rates, terms of trade, and past price behavior. Since the number
of years for which the necessary data on each individual country are awilable is

not sufficient to give us the necessary degrees of freedom, we have employed a
temporal cross-section approach. The countries covered are Ceylon, India, Indonesia,
Japan, Pakistan, and the Philippines for the period 1952-62. There are variations
between countries in the number of years covered, but all these countries have
observations in all the variables.

The analysis gives some insight into the phenomenon of price-change. There is con-
siderable variety of experience among countries, but the magnitudes of the co-
efficients are sensitive to the specification of the model. No single-variable
approach to an explanation of the behavior of prices is sufficient. Thus,

whereas money supply is a very significant variable for some countries in explaining
the course of prices, in others it is less so. Whereas improvements in the terms

of trade do exert a downward pressure on prices in certain countries, in others
they do not. Whereas a rise in money wages tends to be price-stimulating in general,
the impact is greater in certain countries than in others. It is possible to say
broadly what the course of prices will be in certain countries by extrapolating
from the past behavior of prices, while in others this approach is too hazardous.

To have economic growth without inflation we need a composite policy. In the LDCs
particularly, where precise estimation of the relative magnitudes of the relevant
variables is not possible, the need for certain rules of thumb becomes imperative.
For that matter, even in the DCs, governments do follow the so-called "guidelines"
of policy. In the LDCs, where a substantial chunk of the economy is non-monetized
and several structural bottlenecks (for example, in transport) reduce factor and
product mobility, there is greater reason to formulate such rules of thumbe

Another serioug problem arises from the lack of integration and coordination among
various policies--monetary, fiscal, and commercial.. For instance, whereas stringent
controls on the banking sector might be exercised, on the one hand, it is not
infrequent to find huge budget @&ficits side by side. Similarly, the drive for
self-sufficiency of the economy might lead the country into trade and tariff policies
that are essentially inflationary.

Part of the problem may be of the LDC's own meking. Defective tariff-rate structures,
over-valued exchange' rates, excessive zeal for attaining economic self-sufficiency,
impatience and the tendency to shift the responsibility to the outsiders (e.g., the
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DCs) are greatly responsible for the inflationary impact of LDC growth policies.
This is not to deny that there are certain real bottlenecks in these economies,
e.g., lack of savings and skills and a very thin base of infra-structure.

One of the ways in which cost structures and investment patterns could be rationalized
is through intra-regional economic cooperation. With resulting economies of scale,
richer resource availability, greater factor and product mobility, and less autarky

in trade and tariff polides, it may be possible to minimize the cost of economic
growth in terms of inflation.
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