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The Importance of Trade
for Developing Countries

Introduction

Participation in international trade provides a variety of benefits to
developing countries. They may obtain gains through resource alloca-
tion according to comparative advantage; the exploitation of economies
of scale and increased capacity utilization; improvements in technology;
increases in domestic savings and foreign direct investment; and
increased employment.

The domestic markets of even the largest developing countries are
relatively small. In regard to manufactured goods, where economies of
scale can be obtained, India’s market is smaller than that of Belgium, a
country extensively engaged in international trade, and Brazil's only
one-sixth of that of Germany, for which trade has been of considerable
importance. International trade makes it possible for developing coun-
tries to overcome the limitations of their domestic markets in exploiting
economies of scale and ensuring full capacity utilization, thereby
avoiding the dilemma of building ahead of demand and operating with a
low degree of capacity utilization or constructing less than optimal size
plants. o

But, even in cases when a developing country’s market can provide
for the exploitation of economies of scale and full capacity utilization, it
may not permit domestic competition, thus leading to the establishment
of monopolies and oligopolies. It has often been observed that such
firms prefer “quiet life” to innovative activity, which entails risk and
uncertainy. In turn, the carrot and the stick of competition provides
inducements for technological change. Exporting firms, in particular,
try to keep up with modern technology in order to maintain or improve
their market position. .

In generating higher incomes, participation in international trade
will also lead to higher domestic savings, which will increase further to
the extent that a higher than average share of incomes generated by
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exports is saved. Also, as export expansion improves the balance of
payments, a country may become more attractive to foreign
investments.

Having briefly indicated the benefits developing countries may
obtain through international trade, this paper will provide an empirical
and policy analysis of the principal issues involved. It will review past
trends in developing country exports; present evidence on exports and
on economic growth in developing economies following alternative
development strategies, evaluate the effects of trade orientation on
economic performance; and analyze future prospects for developing
countty expotts.

I. - Changes in Trade Flows during the Postwar Period
A. - The Expansion of Trade in Major Commodity Groups

Table 1 provides information on the geographical and commodity
composition of the exports of developed and developing countries in
the years 1963, 1973 and 1984, expressed in 1975 prices.’ In the entire
1963-84 period, the total exports of the developed countries increased
nearly fourfold whereas the developing countries experienced a less
than two-and-a-half fold rise. Closer inspection reveals, however, that
these differences are in large part explained by differences in the
commodity composition of exports,

Rapidly growing manufactured exports accounted for only one-
fifteenth of the total exports of the developing countries in the base
year, 1963, while manufactured products had a nearly two-thirds share
in the exports of the developed countries. From this low base,
developing country manufactured expotts rose fourteen-fold between
1963 and 1984, reaching four-tenths of their total exposts; in the same
period, the developed countries increased these exports four-and-a-half
times, approaching three-fourths of the total.

The growth of the developing countries’ manufactured exports and
the increase in their,share in the exports of these commodities by the
developed and the developing countries combined from one-twentieth

! 1963 has been chosen as the initial year because the United Nations statistics do not
provide trade data in the necessary commodity and geographical breakdown for earlier years. On
data sources, the classification scheme utilized, and the method used in expressing data in 1973
prices see the noteés to Table 1.
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440 Banca Nazionale del Lavoro

in 1963 to nearly one-seventh'in 1984 was the most important change in
trade flows during the postwar period. At the same time, the developing
countries lost market shares in the exports of nonfuel primary products,
reflecting the unfavorable commodity composition of their exports
(they have had a much larger share in industrial materials, which
experienced slow increases in world exports, than in foods and
beverages, for which increases exceeded the average for nonfuel
primary products).

. Finally, whereas the fuel exports of the developing countries rose
by less than one-third between 1963 and 1984, the developed countries
increased these exports two-and-a-half times, Within this period, 1973
represents a turning point. While world fuel expotts more than doubled
between 1963 and 1973, they decreased by one-fourth between 1973
and 1984, due largely to the energy saving measures taken in response to
the rapid increases in petroleum prices. The decline was even greater in
the developing countries whose 1984 fuel exports did not reach
three-fifths of the 1973 level, compared with an increase by one-half in
the developed countries. Petroleum and gas discoveries in the United
Kingdom, Norway, and the Netherlands and the substitution of coal for
oil importantly contributed to these results.

Excluding fuels, differences in the growth of exports in developed
and in developing countries are much reduced and, in the 1973-84
period, reversed. For the 1963-84 period, taken as a whole, nonfuel
exports quadrupled in the developed countries and increased three-
and-a-half times in the developing countries. But, while these exports
rose two-and-a-half times in the developed countries and by only
four-tenths in the developing countries between 1963 and 1973, a
two-thirds increase in the former group. of countries was accompanied
by a two-and-a-half fold rise in the latter berween 1973 and 1984.

With the bulk of the developing country exports of manufactured
goods destined to developed country markets, access to these markets
was the major factor in the observed result. In fact, the share of the
developed countries as markets for the exports of the developing
countties rose during the 1963-84 period, and it exceeded two-thirds by
1984. However, developing country exports of fuels and of nonfuel
primary products increased more rapidly to developing country, than to
developed country, markets. All in all, the total exports of the
developing countries to other developing countries nearly tripled
between 1963 and 1984 while their exports to the developed countries
slightly more than doubled, indicating the growing importance of
inter-developing country trade.
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B. - The Relationship Between Trade and Econowmic Growth

The acceleration in the growth of the developing countries’ nonfuel
exports after 1973 is even more rematkable if account is taken of the
slowdown of economic growth in the developed countries, where an
average rate of GDP growth of 4.7 percent between 1963 and 1973 gave
place to a growth rate of 2.5 percent between 1973 and 1984. The
nonfuel exports of developing countries to the developed countries
grew at average annual rates of 5.3 and 8.3 percent in the two periods,
respectively. The corresponding growth rates are 2.5 and 4.6 percent for
nonfuel primary products? and 14.2 and 12.4 percent for manufactured
goods (in the case of manufactured goods, the very low base year figure
raised the growth rate in the first period).

The relationship between economic growth in the developed
countries and their imports from the developing countries has been
analyzed by the use of regression analysis, with the addition of price
variables.® The estimates are reported in Table 2 for the entire 1963-84
period; the shottness of the time series limited the statistical significance
of the estimates for the two subperiods.

The results show that a one percent increase in the gross domestic
product of the developed countries was associated with a 1.5 percent
rise in their total imports from the developing countties in the 1963-84
period. The corresponding estimates are 0.5 percent for nonfuel
primary products, 1.9 percent for fuels, and 3.8 percent for manufactur-
ed goods. Disaggregating nonfuel primary exports, the results are 0.6
percent for foods and beverages, 0.3 percent for industrial materials,
and 0.7 percent for nonferrous metals. All the estimates are statistically
significant at the one percent level.

The empirical results further indicate the effects of changes in
relative prices on the imports of the developed countries from the
developing countries. This has been done by relating price indices for
developing country exports of various product groups to the price index
of the developed countries’ manufactured exports.*

* The estimates are 2.1 and 5.9 percent for foods and beverages, 2.9 and 2.8 percent for
industrial materials, and 3.5 and 3,9 percent for nonferrous metals for the 1963-73 and the 1973-84
periods, respectively. They have been calculated by regressing exports on time.

* The statistical formulation assumes that the causation goes from economic growth in the
developed countries (o their imports from the developing countries. In view of the small share of
trade with the developing countries in developed country GDP (2 percent in 1984), we may
neglect the possibility of a reverse causation.

* The derivation of these indices is discussed above.
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TABILE 2
THE EFFECTS OF DEVELOPED COUNTRY GDP AND RELATIVE PRICES

ON THEIR IMPORTS FROM DEVELOPING COUNTRIES, 1963-84

(t-values in parenthesis)

Gross Domestic Relative .
Exports Constant Product Prices R D,
Tota] exports 5.3 147 —02% 0.897 0.49
(8.06)%* {9.88)%= (—3.32)%=
Nonfuel primary cxparts 842 0.48 —0.43 0.909 127
. (56.61)%* (14.02)** (—6.80)%*
Foods and beverages 7.17 0.61 —0.33 0.834 0.96
2683l (oomE | (—6.02)r
Industrial materials 8.33 0.27 -0.29 0.626 1.60
(39.73)%* (5.66)%* (—2.97p*
Nonferrous metals 5.06 0.71 -0.17 0.767 1.23
(10,01 )% (6.38)%* (= 1.49)
Fuels 2.84 1.88 —0.41 0.437 0.36
(1.42) @21 | (=336
Manufactured exports -7.10 3.84 -0.63 0.984 0.54
(— 14.95)%* (35.40)%* 1 (—0.98)

Notes: All variables have been expressed in logarithmic tevms, Relative prices have been defined as the ratio of the export prices of
the pacticular product groups in the developing countries to the export prices of mamifactured goods in the developed
countries (for explanation, see text).

The symbol ** indicates that the results are statistically significant at the I percent level.

Sonrcer: Export values and prices — UNITED NATIONS, Monthly Ballptin of Statistics and Yearbook of International Trade
Siatistics, vatious Issues.

Gross domestic product — INTERNATIONAL MONELARY FUND, Infermational Financial Statistecs, 1983 yearbovk,

The estimates reported in Table 2 show that a one percent increase
in developing country export prices, relative to the manufactured export
prices of the developed countries, leads to a 0.3 percent decline in these
imports., The corresponding estimates are 0.4 percent for nonfuel
primary products, 0.5 for foods and beverages, 0.3 for industrial
materials, and 0.4 for fuels. They are all statistically significant at the one
percent level; however, the relative price variables are not significant for
the imports of nonferrous metals and manufactured goods.

* In the former case fixed input coefficients in the short run, in the latter case the
intercorrelation between the prices of developed and developing country manufactured exports may
account for the observed results.
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It is apparent, then, that economic growth in the developed
countries is associated with more than proportionate increases in their
imports from the developing countries, with manufactured goods being
much above and nonfuel primary products below the average. For
reasons noted below, the rise in their exports, in turn, coniributes to
economic growth in the latter group of countries.

The latter relationship has been estimated for the 1973-84 period,
with the addition of a relative price variable. The results show that a one
percent increase in the exports of the developing countries to the
developed countries raises the former’s GDP growth rate by 0.73
percentage points. A one percent improvement in the terms of trade of
the developing countries, measured as the ratio of their export prices to
the manufactured export prices of the developed countries, adds
another 0.47 percentage points to theit GDP growth rate.®

C. - Export Performance for Groups of Developing Economies

Further interest attaches to the export performance of different
groups of developing economies. For this purpose, distinction has been
made among newly-industrializing economies (NICs), newly-exporting
countries (NECs), and less developed countries (1.DCs), with a further
breakdown based on geographical location. Table 3 provides the list of
countries in the first two groups and reports the results obtained for the
years 1963, 1973, and 1980."

In an eatlier study by the author, newly-industrializing countries
were defined as countries having a share of manufactured value added
of 20 percent or higher in the gross domestic product in 1977 and per
capita incomes of at least $ 1100 in 1978 {Balassa, 1981). The same list
of countries is obtained by applying the 20 percent benchmark to 1984
and using a per capita income figure of $ 1700 for the year.?

The newly-exporting countries have been defined by the joint
requirement that the share of manufacturing value added in GDP was at

* Both regression coefficients are statistically significant at the 1 percent level; the adjusted R2
is 0.9,

” Data for most recent years are not available for several developing countries included in
these groups.

® This is the lower limit for upper middle-income countries in WORLD Bang, World
Development Report 1986 (Table 1)
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ORTS BY GROUPS OF DEVELOPING ECONOMIES, 1963, 1973, AND 1980
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least 15 percent or manufactured goods accounted for at least 30
i| smoumsaz  onsazgns nen nemns ° percent of total exports in 1984 and manufactured export reached § 250
§| crEcvoRg crecscdgg gnn Heeng g million, 7e. 0.03 percent of world manufactured exports, and 0.2
g = . . .
3 g percent of manufactured expotts by the developing countries, in 1984.°
"5 22392933 ZT23R538 55N 5339% g Limiting attention to nonfuel products, the results show. that the
2] TTRNNCZE RRNTNEIRES S6d gy |G market share of the Far Eastern NICs (Hong Kong, Kosea, Singapore
5 and Taiwan) in the combined exports of the developing countries rose
B SHnenaTe InEandeg haD 3202y E from 9.1 percent in 1963 to 22.9 percent in 1973, and, again, to 32.3
§8 mmeeE s Aw RRE C percent in 1980. All other groups lost export market shares during this
-E g,ﬁ 3 period. The losses were particulatly pronounced in the South Asian
z Ingerag =N el =N g=c] OV DD I oy [ A= s R Y T =] o . . s N
32 SYAIR%RE % hebeugs ag Noe Arapm 22 N ECs (Bangladesh, India, Pakistan, agd Sri Lanka), the market'share of
- a 5y which decreased from 10.7 percent in 1963 to 5.6 percent in 1980,
i g followed by the North African and Middle Eastern NECs (Egypt,
B LNROL S WS iU T i o I e N o ] SwWay Oyt E a .. .
o B wnedgcdgg mEgeaoagg gra menng | § 7 Jordan, Morocco, and Tunisia) where the decline was from 4.5 to 2.4
R - - N percent
3 11 .
' e . .
R s° £ TRERSNRT  RERIRILY  R¥y 2qesg [§ G Among major product groups, changes in export market shares
7 - I L A A were the largest for manufactured goods. Although the Far Eastern
g g “g NICs had a relatively high export share of 32.2 percent in these
i 5 g S PRYNARE T2ILTRE3E mRY 293 $3 ;; 3 products already in 1'963, they increased this share to 55 8 percent by
i{; L = = =174 g 1980, In the same period, the market share of the South Asian NECs fell
i ‘;é“;; . oo N o o S 3 from 23.0 to 6.4 percent, with a decline from 3.6 to 1.9 percent
o — oy ' — ] . . B -
51T gRTaRE B§ SRNEIREE g 9% BRIRE |5 observed in the North Africa-Middle East group. . ‘ _
éé - & 4 In turn, the Latin American NICs (Argentina, Brazil, Chile,
o . [ . . -
E - g E Mexico, and Uruguay) and, in particular, the Far Eastern NECs
” Bl Qgonnamea meonwonog o gaT o oowwg |0 . . e " . .
= §] SNSTCmEg  STEeeTgg  nrn Songg | ghd (Indonesia, Malaysia, Philippines, and Thailand) were gainers, with
2] " o . . .
4 EE 2 increases in manufactured export market shares from 8.6 percent in
u.g PRARTIBRE  ARESTRET KR SNGRI ?é.g 1963 to 12.0 percent in 1980 in the first case and from 2.8 to 5.8 percent
2 STESSNGE  eNEesang  moe wiowgg {;%E in the second, But while in the Latin American NICs the 1980 result
T ‘gg represented a deterioration following the progress made between 1963
o N - It and 1973, the growth of the exports of the Far Eastern NECs
o & & BUE accelerated after 1973. Finally, increases between 1963 and 1973 were
=3 Y/ g g 3 3 547 4 y undone afterwards in the Latin American NECs (Colombia, Costa Rica,
s 55 5 - . . 5 & LEYE Guatemala, Peru and Venezuela).
B9 =} Q9 Qg Q g .9 & ] o é
i Lfe © P 58, 9 5§ 2. S [#EE5
£0007 D083y L0 Bl | :
‘QEQ‘CE@C& g g7 g 2 2 %A g0 %
g4 g 4 ﬁﬁ =2 gHEE g g g i g 8 1.9 E% g z ? Alternative definitions of the newly-exporting countries are provided by HAVRYLYSITYN and
S852525% IER2e 8k s85 2 mé' k] E Fpty ALIKHANI {1982) and HucHEs and Newsery (1986). The former include countries with
U Qw B P A 3 : 0 A B g'ﬁ'g N manufactured export growth rates in excess of average growth rates by the NiCs during the 1970s;
S % 238 % 24 ] S ®\ ] el the fatter include countries with populations in excess of 10 million and per capita incomes of at
0 < wl B e z —H 2 Z 2 ] B B S i least $ 750 in 1983, Both of these definitions have the disadvantage of excluding India, whose
REARTRTSE S ENRTREE RAEAR FTREE & § manufactured exports exceed that of any newly-exporiing country, and Pakistan that also
5 3 surpassed the majority of the NECs,
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The Far Fastern NICs also made the largest gains in nonfuel

primary products, with their export market share rising from 4.8
.percent in 1963 to 7.8 percent in 1984. The South Asian NECs again

experienced the latgest losses in marlet shares, from 8.5 to 4.8 petcent,
followed by the North African and Middle Eastern NECs, where the
decline was from 4.6 to 2.9 percent. Smaller changes occurred in the
other country groups.

These developments are closely linked to the policies applied by
the various countries. The Far Fastern NICs began a policy of outward
orientation'® in the early 1960s and continued with this policy after-
wards. The South Asian NICs, however, persisted with highly protec-
tionist inward-otiented policies. In the North Africa-Middle East area,
the unfavorable results were dominated by Egypt that failed to produc-
tively utilize the bonanza provided by increased oil earnings, toll
receipts from the Suez Canal, and workers’ remittances from the Middle
East.

During the period under consideration, the increased outward
orientation of the Far FEastetn NICs accounts for the acceleration of the
growth of their manufactured expotts while changes in the policies
applied explain the reversal in manufactured export market shares in
Latin America. These countries reformed their economic policies after
the mid-1960s, involving a (partial) shift from inward to outward
orientation, but again turned inward after 1973, with Brazil providing a
partial exception. :

The preceding discussion concerned six developing country
groups, defined according to their level of economic development and
geographical location. While the remaining: group of less developed
countries is too heterogeneous to derive any firm conclusions, it may be
observed that increases in their market shares in nonfuel primary
products were more than offset by declines in manufactured export
shares.

The next section will consider individual country experiences with
economic policies and the effects of these policies on exports and
economic growth during the postwar period. As an introduction to the
discussion, the concepts of outward and inward orientation will be

defined.

® For definitions, see the next section.

p— 4
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II. - Trade Orientation and Economic Growth

A. - Defining Inward and Outward Orientation

In examining the postwar experience of developing economies with
alternative policies, distinction may be made between inward-oriented
and outward-oriented development strategies. Inward-oriented develo-
ping economies have protected their domestic industries by the use of
tariffs and quantitative import restrictions without providing commensu-

- rate export subsidies. The application of these measures has biased the

system of incentives in favor of impott substitution and against exports.
In contrast, under outward orientation, similar incentives have been
granted to import substitution and exports, with export subsidies off-
setting, on the average, the effects of import protection.

Outward-oriented developing economies have also maintained
realistic exchange rates, and avoided variations in real exchange rates
(nominal exchange rates, adjusted for changes in relative prices at home
and abroad) over time, so as to encourage exports, Conversely,
exchange rates have often been overvalued in developing economies
pursuing inward-oriented policies, with the degree of overvaluation
varying over time, as intermittent devaluations periodically caught up
domestic inflation, thereby creating uncertainty for exporters.

In addition to fluctuations in the extent of overvaluation leading to
changes in incentives over time, there has been considerable variation in
incentives among manufacturing industries in inward-oriented devel-
oping economies that has not generally been the case under outward
orientation. Also, inward-oriented, but not outward-oriented, develop-
ing economies have generally discriminated against agriculture.

The following discussion concentrates on nine developing econo-
mies that established basic industries and may be considered represen-
tative of alternative policy regimes. :

B. - The Period of Rapid World Economic Growth (1960-73)"

Among the nine developing economies under consideration, Ko-
rea, Singapore and Taiwan adopted outward-oriented policies in the

"' This section draws on BALASSA and ASSOCIATES, 1982.
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early 1960s. In turn, Tndia, Chile, and Uruguay continued with inward-
oriented policies throughout the 1960-73 period. An intermediate
position was taken by Brazil, and to a lesser extent, by Argentina
and Mexico, which had followed inward-otiented policies but under-
took policy reforms in the mid-1960s, reducing the extent of discri-
mination against agriculture and, in particular, against manufactured
€xXports,

At the same time, there were several important differences between
the policies applied by the three Far Eastern and the three Latin
American developing economies. These differences largely reflected the
fact that the latter group of countries endeavored to maintain the
high-cost industries, which had earlier been established, following the
policy reforms.

In the three Far Eastern developing economies, exporters were free
to choose between domestic and imported inputs; they were exempted
from indirect taxes on their output and inputs; and they were paid no
duty on imported inputs. The same privileges were extended to the
producers of domestic inputs used in expott production, thus providing
essentially free trade treatment to the export sectors. With additional
subsidies and low import protection, exports in the manufacturing
sector received, on the average, similar incentives as import substitution
in these countries. At the same time, there was little discrimination
against primary exports, and against primary activities in general, and
the system of incentives was quite uniform.

In reforming their system of incentives, the three large Latin
American developing economies reduced the extent of impott protec-
tion. They did not provide, however, exporters with a free choice
between domestic and imported inputs. Rather, in order to safeguard
existing industries, exporters were required to use domestic inputs
produced under protection. To compensate exporters for the resulting
excess cost, the three Latin American economies granted export
subsidies, but these did not suffice to provide producers with export
incentives comparable to the protection of domestic markets. Thus,
there continued to be a bias in favor of impott substitution and against
exports, in particular traditional primary exports, albeit to a lesser
extent than had been previously the case.

Among developing economies that continued with a policy of
inward-orientation, Chile traditionally had the highest level of import
protection in Latin America and, after brief experimentation with
import liberalization, reimposed quantitative restrictions in the early
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1970s. Protection levels also remained high in Uruguay and little effort
was made to promote exports. Finally, the introduction of selected
export subsidies in the mid-sixties was far overshadowed by the
continued use of import prohibitions and investment controls in India.

The system of incentives applied importantly affected export
performarnce in the three groups of developing cconomies. The share of
exports in manufactured output rose from 1 percent in 1960 to 14
percent in 1966 and to 41 percent in 1973 in Korea, from 11 percent to
20 percent and to 43 percent in Singapore, and from 9 percent to 19
percent and to 50 percent in Taiwan.

After slow increases in the 1960-66 period, the growth of manufac-
tured exports accelerated between 1966 and 1973 in the three Latin
American economies that reformed their system of incentives during
this period. In particular, the share of exports in manufactured output
rose from 1 percent in 1966 to 4 percent in 1973 in both Argentina and
Brazil, with smaller increases occurring from a higher initial: level —
explained by its common border with the United States — in Mexico.

Chile, Uruguay, and India, which continued with an inward-
oriented development strategy, experienced a decline in the share of
exports in manufacturing output. India lost ground in textiles, its
traditional exports, and was slow in developing new manufactured
exports. As a result, its share in the combined exports of manufactured
goods of the nine countries under consideration declined from 57
percent in 1963 to 13 percent in 1973, In the same period, Chile’s share
fell from 2 percent to below one-half of one percent, while Uruguay’s
share declined to the same level from one percent in 1963,

In turn, the three Far Fastern developing economies increased
their combined market share in the manufactured exports of the nine
developing countries under consideration, from 17 to 60 percent, and
the combined share of the three Latin American countsies rose slightly,
from 23 to 24 percent between 1963 and 1973. The Far Eastern
developing economies also gained market shares in nonfuel primary
exports; gains in Brazil were approximately offset by losses in Argentina
and Mexico; and India, Chile, and Uruguay all experienced losses in
nonfuel primary exports (Table 4).2

The experience of the nine developing economies further provides
evidence of the favorable effects of outward orientation on economic
growth during the period preceding the 1973 oil crisis. The three Far

2 As in Table 3, the data refer to 1963, 1973, and 1980,



TaBLE 4

EXPORTS BY SELECTED DEVELOPING ECONOMIES
($ million, 1975 prices)

450 Banca Nazionale del Lavoro I The Importtance of Trade for Developing Countries 451
Eastern economies had by far the highest GNP growth rates throughout
the period; the three Latin American developing economies that
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surprising, result. To begin with, the former but not the latter group of
developing economies maintained realistic exchange rates that contrib-
ute to export expansion as well as to import substitution. Also, the
exploitation of economies of scale in the export industries of outward-
oriented developing economies permits replacing imports by domestic
production in these industries while import replacement becomes
increasingly costly, and net import savings decline, under continued
inward orientation. Finally, virtual lack of discrimination in the system
of incentives against agriculture in outward-oriented economies allows
import substitution to occur in this sector that is not the case under
inward orientation,

Outward-oriented developing economies thus undertook domestic
adfustment through output-increasing policies of export expansion and
efficient import substitution that was not the case under inward
orientation. At the same time, the former group generally eschewed
highly capital-intensive projects that were undertaken by the public
sector and by the greatly protected private sector in inward-oriented
developing economies.

While, owing to their greater exposure to foreign markets, external
shocks were considerably larger in outward-oriented than in inward-
oriented developing economies, these differences were offset several
times by differences in economic growth rates. Notwithstanding the
external shocks they suffered, average per capita GDP growth rates
remained at 5 percent a year between 1963-73 and 1973-79 in outward-
oriented developing economies while declining from 5 to 3 percent in
inward-oriented economies (apart from the developing economies
referred to above, the latter group includes Israel, Portugal, Turkey,
and Yugoslavia).

These results obtained despite the fact that inward-oriented de-
veloping economies borrowed heavily abroad, since the borrowed funds
were generally not utilized efficiently. In particular, slow increases in
exports led to a substantial rise in the debt-export ratios of inward-
oriented economies while this ratio remained approximately unchanged
in outward-oriented economies.

Correspondingly, increases in world interest rates bore greatly on
inward-oriented developing economies, necessitating the application of
deflationary policies that led to stagnation in their per capita incomes in
the 1979-82 period. And while outward-otiented developing economies
also applied deflationary measures on a temporary basis, with their per
capita GDP growth rates declining to 2 percent in 1979-82, they

B —
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rebounded again in subsequent years. Between 1982 and 1985, per
capita GDP growth rates averaged 4 percent in outward-oriented
economies as compared to a slight decrease in inward-oriented econo-
mies that had to pay the price for their excessive indebteness.'*

III. - Export Expansion and Economic Performance's

A. - Exports and Economic Growth

The experiences of developing economies discussed in the pre-
vious section of the paper indicate the favorable effects of exports on
economic growth. This conclusion has been confirmed by a statistical
analysis of the results obtained for these economies. The estimates,
made in an intercountry framework, show a high correlation between
the growth of exports and that of production in agriculture, in
manufacturing, as well as in the national economy taken as a whole.'® In
the latter case, it has also been shown that the growth of exports is
highly correlated with the growth of GNP less exports, indicating the
indirect effect of exports on the rest of the economy.?’

" The overall conclusions reached in regard to the two groups of developing economics
neglect the variety found within each. Among Latin American economies, particular interest
attaches to Chile, where two important policy shifts were undertaken within a short period. Note
may futther be taken of the experience of Turkey where the adjustment policies applied permitted
moving {rom virtual bankruptcy 1o creditworthiness for bank lending within a few yeats,

Tie moral of the Chilean story is summarized in a recent article on “Policy Experiments in
Chile, 1973-83" by the author, The article concludes that “liberalization in Chile was perverted by
increasing price distortions after 19797, adding that “it will be inappropriate, however, to declare
the experience of the entire decade a failure, when it is a policy reversal that led to the predicament
in which Chile now finds itself” (BaLASSA, 1985hb, p. 234).

Turkey provides an example of successful adjustment through export expansion. Apart from
the resumption of economic growth, Turkey again became creditworthy for borrowing from
private banks. This is the mote remarkable since Tutkey was one of the most inward-oriented
countties in the developing world, with an export-GINP share of only 3 percent in 1979. The turn
towards outward orfentation meant that this share reached 15 percent in 1985,

15 'The results reported in this section of the paper derive largely from reparts on the findings
of major tesearch projects on policy-making in developing countries including LITTLE, SCITOVSKY,
SCOTT (1970), BaLASSA and ASSOCIATES (1971), BHAGWATI (1578), KRUEGER (1978), DONGES and
MULLER-OHLSEN (1978), BarAssa and AssociaTes (1982), and KrUEGER {1983).

' In the investigation, use has been made of data for the 1960-66 and 1966-73 periods for the
countries in question, with the addition of Israel and Yugoslavia; however, the calculations omit
Uruguay (BALASSA and ASSOCIATES, 1982, ch. 3).

Y The latter procedure also avoids the statistical problem of intercorrelation due to the
inclusion of exports in production,
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Fstimates made by Anne Krueger (1978, p. 282) for a partially
overlapping group of developing economies*® confirm these results. She
has found that, in the 1954-71 period, Brazil’s 25 percent rate of growth
of exports increased its GNP growth rate by 2.75 percentage points,
while Korea's 40 percent rate of exports raised its GNP growth rate by
4.4 percentage points. In turn, for a group of 31 semi-industrial
economies Feder (1983) has estimated that shifting resources from
nonexport to export industries was responsible for a 1.8 percentage
point difference in GNP growth rates in the 1964-73 period.

Explaining GNP growth in terms of expost growth omits the
eftects of other economic variables. Michalopoulos and Jay have
endeavored to remedy this deficiency by introducing data on labor and
capital, in addition to exports, to explain intercountry differences in
GNP growth rates. Using data for 39 developing economies, these
authors have found that intercountry differences in the growth of labor
and in domestic and foreign investment explain 53 percent of intercoun-
try variations in GNP growth rate, while adding export growth
increases this ratio to 71 percent (Michalopoulos and Jay, 1973). Similar
results have been reached by applying this procedure to the combined
1960-66 and 1966-73 data for the developing economies referred to
above (Balassa and Associates, 1982, ch. 3}.

The cited estimates refer to the period of rapid growth in the world
economy. Further interest attaches to the question as to how these
results hold up in the subsequent period of external shocks. Applying
the same procedure to the 1973-78 period, the earlier findings on the
importance of exports for economic growth have again been recon-
firmed (Balassa, 1985a).

Data available for 43 developing economies have further permitted
analyzing the implications for economic growth of trade orientation at
the beginning of the period of external shocks and of policy responses
to external shocks in the 1973-78 period. The extent of trade orientation
in the initial year has been defined in terms of deviations of actual from
hypothetical per capita exports, the latter having been estimated by
reference to per capita incomes, population, and the ratio of mineral
exports to GNP. In turn, alternative policy responses have been

" Brazil, Chile, Colombiz, Egypt, Ghana, India, Istael, Korea, Philippines, and Turkey.
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defined as export promotion, import substitution, and additional net
external financing,'

The impact of trade orientation on economic growth is indicated
by the existence of a difference of 1 percentage point in GNP growth
rates between developing economies in the upper quartile and the lower
quartile of the distribution in terms of trade orientation, corresponding
to the median among outward-oriented and inward-oriented countries,
respectively. Furthermore, a difference of 1.2 percentage points in GNP
growth is obtained in comparing the upper and the lower quartiles of
the distribution as regards reliance on expost promotion, as against
import substitution and additional external financing.

The results are cumulative, indicating that both initial export orien-
tation and reliance on exports in response to external shocks importantly
contributed to economic growth in developing economies during the
period under consideration. These factors explain a large proportion of
intercountry differences in GNP growth rates in the 1973-78 period, with
a difference of 3.2 percentage points between the upper quartile and the
lower quartile of the distribution in the 43 developing economies.

B. - Factors Affecting Economic Growth

The results show that export expansion favorably affects economic
growth in developing economies. As noted in the introduction, this may
be explained by reference to gains from resource allocation according to
comparative advantage; the exploitation of economies of scale and
increased capacity utilization; improvements in technology; and in-
creases in domestic savings and foreign direct investment under an
outward-oriented development strategy. There may be further gains
through increased employment if labor is not fully employed.

The obverse of gains from specialization is the cost of protection
incurred under inward orientation. For the first half of the 1960s, this
cost, including monopoly profits, has been estimated at 9.5 percent of
GNP in Brazil, 6.2 percent in Chile, 6.2 percent in Pakistan, and 3.7
percent for the Philippines; the estimated cost was 2.5 percent of GNP

'* External shocks refer to the effects of the slowdown in the growth of world exports and
changes in the terms of trade. Among policy responses to these shocks, export promotion is
represented by changes in export market shares; import substitution refers to decreases in the
income elasticity of import demand; and additional net external financing has been derived by
extrapolating past trends in such financing.
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for Mexico, which had relatively low levels of protection in 1960, the
year of the estimate (Balassa, 1971, p. 82). Furthermore, Krueger (1966)
has concluded that the reallocation of resources from import-
substitution to export industries under free trade would lead to the
doubling of the world market value of manufacturing production in
Turkey; with manufacturing industries accounting for one-seventh of
GNP, this is equivalent to a cost of protection of 7 percent of Turkey’s
GNP,

These estimates do not take account of the effects of protection on
the prices of the factors of production, capital and labor. To do so,
general equilibrium estimates are needed. Such estimates have first been
made for Colombia, which had protection levels comparable to Mexico,
for the year 1970. The cost of protection has been estimated at 3.8
percent of GNP under full employment assumptions and 5.8 percent if
labor is available at a constant real wage (de Melo, 1978, p. 217).2°

There are several more recent estimates derived in a general
equilibrium framework. Grais, de Melo, and Urata (1986, p. 77) have
estimated the cost of protection for Turkey in 1978 (ie. prior to the
1980 reforms) at 5.5 percent of GDP, by taking account of the
implications of quantitative import restrictions. And while, according to
Keyzer (1986, p. 273), tariff reductions would hardly affect GDP in
Bangladesh, his results are vitiated by neglecting quantitative import
restrictions that are pervasive in Bangladesh and by excluding changes
in production structure in response to tariff reductions.

None of these estimates consider the gains obtainable through the
exploitation of ecomomies of scale under outward orientation that
permits overcoming the limitations of small national matkets. These
have been incorporated in a general equilibrium model estimated by
Harris. The results show a 3.6 percent increase in GNP associated with
the unilateral elimination of Canada’s relatively low tariffs, with the bulk
of the gain attributed to economies of scale (Harris, 1984, p. 94 and
1986, pp. 242-44), '

Gains from economies of scale under increased outward orienta-
tion can be expected to be greater in developing economies. With the
exception of Brazil, these economies have smaller domestic markets for
manufactured goods, where economies of scale are important, than does
Canada, and their protection levels are considerably higher.

* The results are 11.0 percent and 15.8 percent, respectively, postulating an optimal export
tax for coffee, which is subject to an international agreement.
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Exporting also permits increased capacity utilization. In fact, in the
small domestic markets of the developing countries, the choice often is
between building ahead of demand and operating with involving a low
degree of capacity utilization or constructing less than optimal size plants.
This dilemma arises under traditional economies of scale, which entail
reductions in production costs with increases in plant size in industries
producing standardized products, such as steel, copper and newsprint.

Other forms of economies of scale include cost reductions obtaina-
ble through horizontal specialization (involving reductions in product
variety as in the case of machine tools) and vertical specialization
(involving the manufacture of parts, components, and accessories in
separate establishments as in the case of automobiles) in differentiated
products.

At the same time, according to the time-honored infant industry
argument, incurring the cost of protection will be warranted as long as
subsequent improvements in productivity offset this cost. But high
protection may have the opposite effect by limiting competition in the
small domestic markets of the developing countries as the resulting
monopolies and oligopolies will often prefer ‘quiet life’ to innovative
activity, which entails risk and uncertainty. In turn, the carrot and the

stick of competition will provide inducement for technological change

undet outward orientation. Exporting firms, in particular, try to keep
up with modern technology in order to maintain or improve their
market position. '

These conclusions are supported by empirical evidence. Thus,
export expansion has been shown to be positively, and import substitu-
tion negatively, correlated with changes in total factor productivity
(i.e. the productivity of the factors of production combined) in 13
Korean, Turkish, and Yugoslav industries during the period preceding
the quadrupling of oil prices in 1973 (Nishimizu and Robinson, 1984,
Table 3).

The results obtained for Turkey confirm the conclusions reached
earlier by Krueger and Tuncer (1982) for this country. Also, India,
which had a particularly pronounced inward-orientation during the
postwar period, experienced a decline in total factor productivity
between 1959-60 and 1979-80 (Ahluwalia, 1985).

The advantages of outward-orientation are also apparent from
comparisons of estimates to total factor productivity for 20 developing
economies covering the postwar period. Thus, Chenery (1986, Table
2-2) reports that total productivity increased at annual rates of over 3
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percent in outward-oriented economies,?' while increases were 1
percent, or less in countries with especially pronounced inward
orientation.*? )

In generating higher incomes, outward orientation would raise
domestic savings. Assume, for example, that the incremental capital-
output ratio (the relationship between an increment in the capital stock to
that of output) is 4, the average domestic savings ratio is 16 percent, and
the marginal savings ratio is 33 percent. Eliminating protection, taking to
represent a loss of 6 percent of GNP, would now raise the rate of
economic growth from 4.0to 4.5 percent by increasing the amount saved.

This conclusion is supported by estimates of Mercenier and
Waelbroeck who also include the rise in investment owing to the
increased imports of capital goods in the event of trade liberalization.
According to their results, a unilateral tariff cut by 50 percent would
increase GNP by 0.9 percent in the low-income, and by 1.9 percent in
the middle-income, oil-importing developing economies excluding, and
by 2.1 and 4.3 percent including savings and investment effects
(Mercenier and Waelbroeck, 1986, pp. 301, 303).2

Domestic savings would increase further if a higher than average
share of incomes generated by exports were saved. This proposition has
received support from a cross-section study of 14 developing economies
by Weisskopf (1972), who has found a positive correlation between
exports and domestic savings. Weisskopf’s results have been confirmed
by Papanck (1973) in a cross-sectional analysis of 34 developing
economies for the 1950s, and fifty-one developing countries for the
1960s (1973).

A positive correlation between exports and domestic savings has
also been found in a time-series analysis of four developed and eight
developing economies by Maizels {1986, ch. 4) for the early post-World
War II period extending to 1962. Maizels’ sample includes India; for
the same country Bhagwati and Srinivasan (1975, ch. 16) have obtained
inconclusive results in a comparative study of ten industries for the
1950s and 1960s. Given India’s orientation toward import substitution
during the entire period, however, the lack of clear-cut results in an
interindustry {ramework may not modify the cross-sectional and time-
series results obtained for the developing economies cited above.?

! Hong Kong, Korea, Taiwan and, in earlier periods, Israel and Spain. An exception is
provided, however, by Singapore.

22 Argentina, Chile {prior to 1974), India, and Venezuela.

* These estimates do not include the gains obtainable through the elimination of quantitative
restrictions.

* At the same time, one may agree with BHAGWATI (1978) that “while rere is much empitical
evidence in support of a statistical association between exports and saving, there is little

;

—
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As export expansion improves the balance of payments, a country
may become more attractive to foreign investors. While Weisskopf and
Papanek have found a negative correlation between domestic and
foreign savings, Grinols and Bhagwati have brought into question the
validity of these results (1976). Furthermore, on the basis of the
experience of the developing economies included in the NBER project,
Bhagwati (1978) has concluded in regard to the application of an export
promotion (EP) strategy that a “substantial inflow of foreign capital
seems to attend such a strategy [and that] this inflow is #o# exogenous to
the EP strategy, as is sometimes assumed, but can be seriously argued to
be a result in large part of the EP strategy itself” (p. 211).3

C. - Trade Orientation, Employment, Wages, and Income Distribution

As long as labor is not fully employed, the rapid growth of output
under an outward-oriented strategy benefits employment, and addi-
tional gains are obtained to the extent that exports are more labor
intensive than import substitution, However, these gains are reduced in
the event that outward orientation leads to more rapid increases in labor
productivity than would otherwise be the case.

Banerji and Riedel (1980) have analyzed the effects of these factors
on industrial employment in Taiwan and in India. The results indicate
that the favorable effects of rapid output growth on employment were
enhanced by the shift towards labor-intensive export activities in the
first case while output rose at a slower rate and a shift occurred towards
relatively capital-intensive import-subtituting activities in the second.
With higher productivity growth, industrial employment grew at an
average annual rate of 8 percent between 1954 and 1971 in the former,
and 2 percent a year between 1950 and 1969 in the latter case.

Furthermore, in a comparative study of eight inward-oriented
developing economies, Anne Krueger (1983, Table 6.2) has found that
considerable employment gains may be obtained through a shift from
import-substitution to export orientation. These gains, calculated by the

evidence so far for some of the hypotheses that could provide a rationale for such an association
implying a causal relationship running from exports to savings” (p. 147).

® Boagwarr's definition of an export-promoting strategy (1578, p. 207) is practically
equivalent to the above definition of outward orientation.
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use of labor input coefficients for individual sectors, varied between 21
and 107 percent, with results for Indonesia and Thailand exceeding 100
percent.?®

Fields (1984) has examined the employment effects of outward
orientation in the Far East. He found that, between the early 1960s an
the early 1970s unemployment rates declined from 8 to 4 percent in
Korea, and from 6 to 2 percent in Taiwan; little change occurred in
these rates in subsequent years of outward orientation. Also, Carvalho
and Haddad (1981, Table 2.15) have shown that greater outward-
orientation in Brazil after the mid-1960 led to a 27 percent increase in
the labor-intensity of exports relative to import substitution in Brazil.

Apart from its impact on economic growth and on the interin-
dustry allocation of the factors of production, trade orientation will
affect employment through changes in factor prices. Under inward
orientation capital goods are underpriced, both because the exchange
rate is overvalued and because tariffs on capital goods tend to be low or
nonexistent.

Among countries for which estimates have been made, the elimina-
tion of protection would involve reducing capital costs by 30 to 40
percent in Chile, Pakistan, and Turkey and by 8 percent in Argentina
(Krueger, 1983, Table 7.1). As a one percent change in the relative
prices of capital and labor has been shown to be associated with a one
percent change in the use of labor relative to capital (Behrman, 1982, p.
186), eliminating this distortion would lead to increases in employment
commensurate with the rise in the relative cost of capital.

With the growth of employment, real wages increased considerably
in outward-oriented economies where exports expanded rapidly. This
increase reflects the fact that the rate of growth of the demand for labor
on the part of the manufacturing sector exceeded the rate of growth of
the supply of labor to this sector. As a result, between 1966 and 1973,
real wages in manufacturing doubled in Korea and increased by nearly
three-fifths in Taiwan. Also, real wages in manufacturing rose by
three-tenths in Brazil after its shift towards increased outward orienta-
tion, In turn, real wages decline by one-tenth in India between 1966 and

¥ An apparent exception is Chile but this was due to the capital-intensity of its intra-Latin
American exports under the policies applied; the labos intensity of exports in trade with developed
countries much exceeded that for import substitution (KRUEGER, 1983, Table 6.2).

The Impottance of Trade for Developing Countries 461

1973, which continued with inward-oriented policies during this
period.”’

The described tendencies continued during the period of external
shocks. Between 1973 and 1983, real wages more than doubled in Korea
and nearly doubled in Taiwan while Argentina and Mexico experienced
a decline and in no major Latin American developing economies did
real wages increase by as much as one-half.**

Rapid increases in wages, together with the growth of agricultural
incomes contributed to the rise of incomes of the poor. In fact, in the
two cases where export promotion began catlicst and was the most
far-reaching, income inequalities were reduced. Thus, the Gini coeffi-
cient, measuring the extent of income mequality, declined from 0.37 in
1964 to 0.35 in 1970 in Korea, and from 0.33 in 1964 to 0.31 in 1973 in
Tatwan. Also, in Korea, between 1964 and 1972, the incomes of the
poorest 60 percent of the population grew 40 percent faster than the
national average (Balassa and Associates, 1982, p. 38).

Myint (1985) has further compared the experiences of Korea and
Sri Lanka that may be considered as archetypes of outward- and
inward-oriented countries, Based on work carried out by Surjit Bhalla,
Myint reports that the decline of exports was associated with a one-fifth
percent fall in per capita incomes in terms of purchasing power parities
between 1960 and 1977 in Sri Lanka, where the number of people living
below the poverty line actually increased, In the same period, per capita
incomes more than tripled in Korea, leading to a substaniial fall in the
number of people living below the poverty line.

Improvements have occurred in Sti Lanka following the policy
reforms undertaken in 1977, which have involved a more towards
outward orientation. Between 1977 and 1984, per capita incomes rose
by more than one-fourth, employment increased to a considerable
extent, and food and other expenditures by the poor surpassed the
levels reached in 1973 (Bhalla and Glewwe, 1986, p. 61).

2 FipLps (1984) further made compatisons with three small developing economies (Barba-
dos, Jamaica, and Ttinidad and Tobago) he considered as open economies albeit, given their high
level of protection, they may better be classified as inward-oriented. And, while he attributed the
high level of unemployment in these countries to the application of a ‘lenient’ wage policy,
compared to the strict ‘wage’ policies allegedly followed by the Far Eastern couniries, this
assertion conflicts with the fact that real wages rose more rapidly in the Far East than in the

" Caribbean countries, with an absclute decline observed in Jamaica.

11;’3 Barassa, BuENo, Kuczynski, and SivMONSEN, 1986, Table 1.6 — data for India are not
available,
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III. - Prospective Policy Changes and Market Access

A. - Availability of Foreign Markets

The evidence presented in the preceding two sections of the paper
indicates the advantages of outward orientation. Developing economies
following such a strategy have reached higher economic growth rates and
have had a superior record in increasing employment, raising wages, and
improving the lot of the poor than inward-oriented economies.

The question has repeatedly been raised, however, if market
constraints would permit other developing economies to adopt
outward-oriented strategies. This question has usually been formulated
by reference to the limitations the availability of export markets in the
developed countries is said to impose on economic growth in devel-
oping economies. ,

In his Nobel Prize lecture, Arthur Lewis (1980) adopted a rather
pessimistic view concerning the future. He suggested that while a 6
percent rate of economic growth in the developing countries would
require a 6 percent rate of export growth, the exports of these countries
to the developed countries would rise only 4 percent a year. Apart from
the slowdown of economic growth in the developed countries, Lewis
attributed this result to a historical relationship between the growth of
industtial production in the developed countries and the world exports
of primaty products, with an elasticity of 0.87 of the latter in regard to
the former.

While the results reported in Table 2 for primary exports seem to
support Lewis™ thesis, one needs further to consider the prospects for
manufactured exports. Manufactured products have assumed increas-
ing importance in the exports of the developing countries to the
developed countries, with their share reaching two-fifths of the total in
1984 (Table 1). Cotrespondingly, in the 1963-84 period, the estimated
income elasticity of demand for these products in the developed
countries was 3.8, raising the overall elasticity to 1.5 (Table 2).

Following Lewis’ logic, then, economic growth rates in the devel-
oping couniries could exceed those in the developed countries by
one-half if past relationships' were to continue. This conclusion is
strengthened if we consider that export expansion in the developing
countries accelerated pars passu with the deceleration of economic
growth in the developed countries.
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This points to the inappropriateness of considering export expan-
sion in the developing countries as being exclusively, and even primari-
ly, dependent on economic growth in the developed countries. Such
demand-oriented explanations disregard the supply side, z.e. the effects
developing country policies have on the growth of their exports,

These effects are indicated by the relationship between outward
orientation and export growth that has been shown to exist in individual
developing economies applying different policies (Section II). The
results of time series analysis and available evidence on individual
commodities further indicate the importance of policy choices for
export growth. '

"T'ime series analysis of data for 27 developing countries has led to
the conclusion that supply-side, rather than demand-side, variables
dominated export growth in the developing countries during the
postwar period. In particular, “the results are consistent with [the]
hypothesis that export success is related to favorable internal factors
influencing countries” abilities to compete and diversify” (Love, 1984,
p. 289),

Apart from tropical beverages, which constitute a small and
declining share in their exports, developing countries compete with the
developed countries for markets in primary commodities, It follows that
the policies applied by the developing countries will importantly affect
their success in exporting food-stuffs and raw materials.

B. - Prospects for Manufaciured Exports

It may be concluded that the developing countries could augment
their primary exports by following outward-oriented policies. The
adoption of such policies would permit these countries to increase their
share in world markets while benefiting from increases in the dollar
prices of nonfuel primary products.

This conclusion applies & fortiori to manufactured goods, where
the developing countries have a relatively small share in developed
country markets and the possibilities for future increases are especially
great. In this connection, reference may be made to the fact that the
rapid growth of the developing countries’ manufactured exports occur-
red in an environment of slow world economic growth and protectionist
pressures in the developed countries after 1973. In fact, after having
increased from 0.2 percent in 1963 to 0.9 percent in 1973, the ratio of
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imports from the developing countries to the domestic consumption of
manufactured goods in the developed countries (production plus
imports less exports) reached 2.3 percent in 1983,

Among individual commodity groups, a slowdown is shown only
for semi-manufactures, which are heavily weighted by semi-processed
natural-resource products, such as aluminum, and textiles and clothing,
for which protectionist measutes wete taken by the developed countries
(Table 5). Nevertheless, in 1984, the impotts of textiles and clothing
from the developing countries increased again, reflecting the emergence
of new supplies and the introduction of new products by traditional
suppliers in the face of limitations imposed on increases in volume. At
the same time, developing country exporters increasingly shifted to the
exportation of products that do not encounter barriers, in particular,
engineering products, which came to account for nearly two-fifths of the
manufactured exports of the developing countries.

In considering future possibilities for the expansion of the manu-
factured exports of the developing countries, the starting point is the
fact that these countries supplied only 2.3 percent of the manufactured
goods consumed by the developed countries in 1983, notwithstanding
the rapid growth they experienced during the preceding two decades.
Assuming that manufacturing consumption in the developed countries
would grow at an average annual rate of 3 percent and that their imports
from the developing countries would rise 12 percent a year, the share of
the developing countries in the developed countries’ consumption of
manufactured goods would hardly reach 5 percent by 1993. At the same
time, the developing countties can be expected to use increments in
their export earnings to buy manufactured goods from the developed
countries. With the balance of trade in manufactured goods remaining
unchanged, then, industrial activity in the developed countries would
not be affected w1 toto, while resources would be reallocated toward
high technology industries.

Such reallocation would not occur instantaneously, Policy changes
in the developing countries, which are a precondition for the accelera-
tion of their export expansion, would have an impact only over time.
Also, a growing part of trade in engineering products between de-
veloped and developing countries involves intra-industry rather than
inter-industry specialization, so that changes occur in the product
composition of the firm rather than in the industrial structure of the
economy. It follows that a 12 percent growth rate of manufactured
exports from the developing to the industrial countries could be
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TABLE 5

THE RELATIVE IMPORTANCE OF IMPORTS FROM DEVELOPING COUNTRIES
IN THE CONSUMPTION OF MANUFACTURED GOQDS IN DEVELOPED COUNTRIES

Impor-Consumption Ratio
(in current prices)

1973 1978 1983
Iron and Steel 0.4 0.3 15
Chemicals 0.4 0.6 0.9
Other Semi Manufactures 1.0 L6 L8
Engincering Products 0.5 L0 1.8
Textiles 1.3 2.7 29
Clothing 6.0 10.9 14.6
Other Consumer Goods 14 24 4.0
Total Mamufacturing 0.9 13 23

Sources; GATT, lnternational Trade, various issues; UNTTED NATIONS, Yearbook of Industrial Statéstics, various issues; and
QFCD, ludicators of Industrial Activity, vatious issues,

attained without major dislocations in developed country markets. At
the same time, this rate of expansion would permit an increasing
number of developing countries to adopt outward-oriented policies,
thereby attaining GDP growth rates higher than those considered by
Lewis.?

'The conclusions are strengthened if we consider the employment
effects of the prospective expansion of trade in manufactured goods
between the developed and the developing countries. Estimates made
by the author for the 1983.93 period show that the net loss of
employment in the developed countries, associated with a balanced
expansion of trade in manufactured goods, would not reach 0.1 percent
of their labor force,

Among individual industries, the developed countries would ob-
tain gains in employment in the technologically more advanced in-
dustries, using to a large extent skilled and technical labor, while losses
would occur in the highly labor-intensive industries, employing mostly
unskilled and semi-skilled labor. But losses in employment would
amount to less than 5 percent of the labor force in the latter group of
industries. And the changes would occur over a ten-year period, thereby -
limiting the cost of adjustment.

2 If primary exports, accounting for three-fifths of developing countty exports in 1983, grew
by 4 percent a year as Lewis postulates, and manufactured exports increased at an average annual
rate of 12 percent, the total expotts of the developing countries would rise 8 percent a year
between 1983 and 1993. This is much in excess of the 6 petcent export growth rate that would be
required, accotrding to Lewis, for these countries to attain a GDP growth of 6 percent a year.
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The problem of adjustment in the developed countries would be
further reduced if the more advanced developing countries upgraded
and diversified their exports. At the same time, as these countries move
ahead on the comparative cost scale, theirexports may be supplanted by
countries at a lower level of development. Now, to the extent that one
developing country merely replaces another in exporting particular
commodities to developed country markets, the problem of ad]ustment
in these markets is mitigated.

C. - Economic Growth and Trade Among Developing Countries

There are further possibilities for increased trade among the
developing countries. Such trade may take place among countries at
similar levels of industrial development as well as among countries at
different levels of industrialization, In the former case, gains would
result largely through intra-industry specialization and the exploitation
of economies of scale; in the latter case, benefits would be derived from
specialization according to comparative advantage.

The historical tendency, interrupted by the debt crisis, has in fact
been for trade among the developing countries to increasc more rapidly
than their exports to the developed countries. The resumption of this
trend may be expected in the future. For one thing, higher economic
growth rates in the developing countries would lead to more rapid
increases in their markets. For another thing, with their greater degree
of economic sophistication, the newly-industrializing developing coun-
tries could increasingly supply the needs of countries at lower levels of
development in a wider array of commodities.

At the same time, as Lewis notes in the article referred to above,
the expansion of trade among the developing counttics may not be
sought through preferential arrangements. Such arrangements increase
the cost of imports, thereby reducing the competitiveness of production
in the developing countries.*

Rather, the developing countries can and should produce goods
competitively with the developed countries. They have done this in
regard to textiles, clothing, and shoes, with automobile and steel
‘representing the next stage. At the same time, with their increased
economic sophistication, the developing countries would need increas-
ed amounts of high technology products from the developed countries.

3¢ These considerations, in fact, largely explain the lack of success of integration efforts in
developing countries.

- T"
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Concluding Remarks

This paper has shown the importance of international trade for the
developing countries and the benefits they can derive from outward
orientation. It has also been noted that market limitations in the
developed countries would not stand in the way of an increasing
number of developing countries adopting outward-oriented policies.

Nevertheless, a liberal trading environment would enhance the
gains developing countries could derive from outward orientation. For
one thing, the limitations imposed by the developed countries on the
importation of temperate zone agricultural products, textiles and cloth-
ing, and steel would need to be undone. For another thing, one would
need to ensure that new restrictions are not imposed in the future.

These objectives can be pursued in the framework of the new
round of multinational trade negotiations agreed to recently in Punta
del Este. For the negotiations to succeed, however, the more advanced
developing countries would have to agree to reduce their own trade
barriers.

To begin with, import controls by developing countries create
problems for particular export interests in the developed countries.
Also, with rising imports of manufactured goods from the more
advanced developing countries, as a matter of practical politics it is
difficult to make a case for unilateral concessions to them. Finally,
historical experience indicates that developing countries have obtained
better results in multilateral trade negotiations when they offered
reductions in their own trade barriers.

The more advanced developing countries would thus benefit from
liberalizing their imports in exchange for reductions in the trade barriers
of the developed countries. They would, in fact, doubly benefit because a

olicy of increased outward orientation is in their own interest and
gecause the effectiveness of such a policy will increase if the developed
countries lowered their barriers to developing-country EXpOrLs.

This should not mean, however, that developing coutries be asked
to reduce their trade barrlers to the same extent as the developed
countries, Still less may be asked of the less industrialized developing
countries, which are weaker economically. At the same time, the less
developed countries would benefit through reductions in the trade.
barriers of the more advanced developing countries that provide
potential markets for them.

Washington BrLA BALASSA
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