~ Export Instability
and Economic Development: a Reappraisal®

1. Introduction

1. Among the many ptoblems besetting international economic
relations, the instability of exports of developing countries has always
been a major topic of analysis and discussion. Developing countries, in
fact, insist on identifying export instability as an important obstacle to
development, though most of the inquiries conducted in the last 20 or
30 years about the causes and consequences of such instability seem to
have produced controversial results. Recently, after the Sixth and
Seventh Special Sessions of the United Nations General Assembly
aiming at the introduction in world economic relations of a “New
International Economic Order”, and UNCTAD IV in Nairobi (May
1976}, a new interest has been stimulated in these problems, also in
conjunction with initiatives for stabilization agreements of various
kinds.t

The economic literature on export instability has always been
divided into two main streams, one analyzing the world markets fot

* The author is Economist in the Commodity Policy and Projections Setvice,
Commodities and Trade Division of the Food and Agriculture Organization of the
" United Nations: his views do not necessarily reflect those of the Otganization to
which he belongs. The authot is indebted to FAQ for permission to use televant
statistical material and to his colleagues for the suppott given in statistical elabotations,

The final Report adopted at Nairobi describes the first two objectives of
UNCTAD’s “ Integrated Programme for Commodities * as: 1) © to achieve stable con
ditions in commodity trade, including avoidance eéf excessive price fluctuations ™,
2) “to improve and sustain the rea! income of individual developing countries through
Increased export earnings, and fo protect them from fluctuations in export earnings,
especially from commodities . OFf the *international measures ” envisaged for sup-
porting the ® Programme ”, a vital one is: . “ The improvement and enlargement of
compensatory financing facilities for the stabilization, around a growing trend, of
export earnings of developing countries”. Proceedings of United Nations Conference
on Trade and Development, Fourth Session, Nairebi 1976, Vol, 1, Report and Annexes,
U.N,, New York, 1977.
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primary commodities and their quantity-price-earnings relationships,?

the other focussing on individual developing countries and their macro- -
economic frameworks where the causes and consequences of export

instability come to the surface. Recently, an interesting study by

Brook, Grilli and Waelbroeck has been added to the first stream,’

a sutvey article by Stein to the second.* Therefore, before sctting off to

give a contribution to the theoretical and empirical analysis of export

instability, it is useful to comment on these latest additions which

have enlivened the debate, beginning from the former one.

2. Starting from the welfare analysis of price stabilization
developed by Massell® and others$ the three authors break down
welfare results into pure welfare and income effects, to obtain criteria
for the choice of commodities whose price stabilization would benefit
developing countries, both as exporters and consumets. Having defined
stabilization as * smoothing out price fluctuations around the trend set
by market forces”, they carry out an empirical analysis on seventeen
primary commodities over 1954-73. Their results point, first of all, to
the crucial importance of the source of price fluctuations: depending
on whether the cause is the supply or demand shifts, the effects of
stabilization will be different. In conclusion, only in the case of four
export commodities {cocoa, coffee, jute and wool) would price stabili-
zation clearly benefit developing countries.

Theoretically penetrating as it is, and certainly going one step
further than Massell, this analysis, however, remains too abstract for
generating policy suggestions with operational value. While the
authors themselves indicate the limitations of the partial equilibtium
analysis employed in the study — which neglects the possible indirect
effects of price stabilization of a commodity on its long-term demand
prospects, on related commodities and on the incentives to develop

2 See, for instance, ® Instability in Export Markets of Underdeveloped Countries
in relation to their ability to obtain forelgn exchange from exports of primary com-
modities, 1901-1950 », Unrrep Narrons, New York, 1952; and also Unrrep NATIONS
1959 and 1961 [24, 257, FAO 1965 [6], IMF-IBRD 1969 [10],

3 T. Brook, E. Griwy, ], WarLsroeck, “Commodity Price Stabilization and
the Developing Countries ®, in this Review, March 1978,

4 Lesue STEmN, “Hxport Instability and Economic Development”, in this
Review, September 1977, ;

5 Benrow F. MasseiL, “Price Stabilization and Welfare™, The Quarterly
Journal of Economics, Vol, LXXXIIL, No. 2, May 1969.

6 D. Huera and A. Scmmrrz, © International Trade in Intermediate and Tinal
Goods: Some Welfare Implications of Destabilized Prices”, The Quarterly Journal
of Economics, Vol. LXXXVI, No. 3, August 1972.
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man~mac.1e substitutes — it seems there ate two more fundamental
assumptions, implicit in the analysis, which particulatly limit its em-
pirical value.

N If main criteria adopted by the authors for choosing the commo-
dities to he stabilized are the price-quantity relationships prevailing in
the Wf)rld market in 1954-1973 and ascertained in their empiﬁcal
analysis, a continuation ot reproduction of such relationships is
assumeid for the future. Considering the violent price rises and other
dramatic economic events which have taken place in 1974-77. it is to
bg expect_f_:d, that for a number of products the source of pricej fluctua-
tions has changed, as well as the structure of its export markets. On
the o.ther hand, by examining commodity trade on a world market basis
one 1fnplicit1y assumes that for each commodity the source and the
magmt‘ude of export instability are the same or are similar for all
cxporting countries. It can be shown, on the contrary, that many
deve'lc?plng countries have a pronounced export instability for com-
modities which on the world market tutn out to be stable, and also
that commuodities, the instability of which is attributed in the wotld
market to quantity fluctuations, may be unstable for some countries
%)eca_use of price fluctuations, while sometimes world price instability
is accompanied by national quantity fluctuations,” Though the authors
then{lselves conclude “that prima facie the scope for commodity price
stabilization which is clearly beneficial to developing countries in
welfare and income terms appears to be quite limited ”, what seems
fun.damental is that the problem cannot be confined in the botderlines
of. international price stabilization alone. To ensure developihg coun-
tries such dependable export earnings as are necessary for develop-
ment and growth, more comprehensive and highly flexible schemes
Eshould be aimed at, in order to cope simultaneously, and using various
instruments of economic policy, with the many different situations
of individual developing countries.

7 Research is now bein,
] ing completed by the aunthor of the present stud
S]rléjrglyi/?fm?{nd' price/quantity ms.tabilities of export flows of 1gsrir,rwlry ctl)rzfmggitti}éz
instancn 1:; ual developing countties. Preliminary results over 1961.72 indicate, for
etat e, that, while cxport earnings from coffee fluctuated in the world marlket by
Epiesfgigﬁni; alsgr;zr,b-oct)untr1e§7hke Yemen,d Haiti, Burundi and Rwanda (where coffee
L etween 37 percent and 88 per f total i
o : percent of total earnings from
izéoziileﬁnggnciegf\;erage ﬂuctuatxonshofﬂ respﬁctively, +13 percen%, +14 pi)i'l:::;ttf
1 ercent a year, which might include i
of the Teo and +24 b X g ude in some cases the effects
ee Agreement. On the other hand, whi i ili
o b and, while coffee inst
he world matket was mostly due over 1961-72 to price fluctuations, coffeelse::];g::?s(

tom Tanzania, for inst
ance, Juctuated by +1 i i
because of quéntity vatiations. ? 3 pereent yeas over the pertod, meinly
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3. TIn the stream of the litetature on export instability which is
mote focussed on countries, Leslic Stein in a recent article in this
Review briefly examined® the works of a number of authors in the
field ? coming to the following conclusions:

1) a consensus seems to emerge that exports from developing
countries are more unstable than exports from developed countries,
and that instability has been declining in the sixties for both groups of
countries,

2) no single factor has generally proved to be a major cause of
instability for most countries;

3) the question of the adverse effects of export instability
remains an open one.! Stein finds, on one side, the eatly results from
Coppock (1962} and MacBean (1966}, later confirmed by Kenen and
Voivodas and supported by Knudsen and Parnes, questioning such
effects; on the other side he cites the opinion of Maizels 12 {on
MacBean’s results) and that of Glezakos, which seems however to be
based on. statistically questionable results; 2

4) and, consequent to 2) and 3) above, the suitability of
large aggregates of countries for the study of export instability is to
be questioned, as well as the usefulness of large scale stabilization
agreements of the sort proposed and strongly advocated by UNCTAD.

8 Lesuie Stemv, * Export Instabiliey and *Economic Development ®, in this
Review, September 1977,

9 Corrock [31, MacBean [16], Exe and Scrravo-Camro [4], Massern [19],
Lawson [13], Nava [20], Grezagos [7], KENEN and Vorvopas [11], Asgarr and
WeiL [17, Kvupsen and Parnes [12], Lim [15].

10 Main factors of export instability traditionally indicated by the literature
are: 1y low price elasticity of demand and supply, 2) low income elasticity of demand,
3) sudden variations in supply for natukal causes like droughts, floods, etc, 4} strong
variations in industrial countries’ demand for raw materials following theit economic
cycles, 5) concentration of a country’s exports in ope ot few commodities and in one
or few markets.

11 It is generally accepted in the litetature that fluctuations in expott earnings
would influence the economy of a developing country in two main ways: by causing
vatiations in exporters’ income, which are transmitted through a multipliet effect to
the other sectors of the economy changing domestic expenditure for consumption and
investment, ot by bringing about fluctuations in the country’s external purchasing
power and therefore in imports for consumption and investmett.

12 In his review of MacBean’s, “ Export...”, op. cit., Am. Ec. Rev., June 1968,
Alfred Maizels claims that, by excluding a number of special cases, results by MacBean
would seem to support the proposition that export instability and growth of national
income are negatively correlated.

13 Stein finds, first of all, that 7 of the 40 countties included by Glezakos in
his sample ate not normally considered developing countries (Cyprus, Gteece, Iceland,
Portugal, Spain, Turkey, and Yugoslavia) and also that, while data on national incomes
have been taken in the study in real terms, no deflation seems to have been applied
to export data, i
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4. Contrary to Stein’s latter conclusion, the starting po i
ia:%:; ;1 fsﬁf:se}iy t'hat HII;)St empitical results on export ignlgs)toa}ﬁ;li(;fr t:sz
ned since the “aggregates” there exami ‘e No

enough, and 'that greater care shoﬁld be used in ?Ilzlzfjd?;se tﬁozésrge
a propet statistical coverage. With more than 130 countries formli]l:e
classified by the United Nations as developing, results from sam aI :
of 40-50 countries are insufficient to represent ail developin f.:ountlzies
as a group compared to the developed ones. Coppock ganc;l M .
ll?:ezr; [1ﬁ 1 both anaI){zed the same sample of 45 countries 0\:'1(:.:

? -58, . Erb and Schiavo-Campo [4] the same countries again over
a later penpd (1954-66) and so did Lawson [ 13 ] over 1950-69. Insuf
ﬁclent'as”n was, that sample also included among the dev.elo i :
countries " South Africa, Greece and Turkey.”® Later, no real im rlz) o
oent on th.e sample size appears to have been effect:ad by Na ap[ 2‘6?.
(48 countties), Glezakos [7] (40 countries) and others. ’

’I;hat.such samples are not much representative of developing
countries is also confirmed by two observations:

' 1} samples for developed countries used in the studies m
tioned {nclude at least 18 countries  covering 70-75 petcent of 13111
total; since developing countries are only covered by 30-35 ];)ercen’te
compatrisons between the two groups are clearly incorrect, in vie ’
of the fact that no sample stratification to improve represen:cati -
was ever attempted in the literature; e

e Zk)”an analyls_iis of the 45 developing countries included in the
ppock ™ sample 17 shows that exclusions refer in most cases to the

14 id distorti '
o« LAWS?:&SO[}I;OJ avoid distortions, the‘:‘ petiod 1946.50 should have been excluded;
expertoneoN 4131, op. cit., page 53 Jf_ we ate interested in examining post- '
o genera[l Shen nignsteel\:::s eﬁftl;g?lalm Begl'n by Otli.l;litting the period 1946-50 th?lr
; ) R cal.  Beginning the study in 1950 . :
?host,lcled;fii)tst }:)ef \:,]fgesﬁ%gém; oi international price con¥rol ir195194lzll:3 ﬂ:rsidthsicm?ogg
tpose due to evaluation against the dollar of 1949, will not influence
15 Tutkey is a developi i
devel 1 3 veloping country in the UN classification but i i
:is;;if%c}’afnwggﬂ;% es bfgidsbt:?ﬁtigﬂ Inremaficfmzﬁ Trade amxil .Di;eéipﬁr(z)gfitd?fg
& h source of the present study.
Luxemhoi?g ﬂéea - dCopI%ock-MacBeqn-Lawson sample ™ Australia, uAyustria Belgiu
Tialy ]apan, 5 a, Denmark, F'mland, Germeany, France, Iceland Ireland Ig Hi
) r,engrwasé, IS\x{eden, Switzerland, United Kingdom, United States, e
Colombis Cgo " nlg; 0 évza, Brazil, Burma, Ceylon (Sti Lanka), Chile, Ching fTai )
e éuate ; l 1caI,_I ‘u'ba, Dominican Rgp., Ecuador, El Salvador 'Ethiopia G‘gm :
e Nicaraa a, Ngttl,‘ Hondp,ras, India, Indonesia, Tran, Iraq, Malaya 'Mexalirclg’
s gua, Nigeria, Pakistan, Panama, Paraguay, Peru, thlippines ,Portugalj
H ?

Rhodesi i i isi
U esia, Sudan, Syria, Thafland, Tunisia, Turkey, South Africa, United Arab Rep

fuguay, Venezuela, Vietnam.
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smallest of the developing countries. Since these — as will be seen

later — are also the most exposed to export fluctuations and to their .

effects, it becomes clear that, for years, half of the problem has beeﬁ
avoided by excluding from the analysis the most unstable countries.

In the present study, therefore, to assess on a proper comparative
basis the extent to which export instability manifests itself, an unpre-
cedented coverage of 149 countries has been realized, praf:tically in-
cluding all developing (123) and developed. (26} countries of the
world® The relationships of export instability With'the rest of the
cconomy have also been exploted, trying to ascertain Fhe proba!ale
impact on developing countries’ growth performgnces. A‘fter drawing
some relevant conclusions from the empirical results obtained, further
lines of research have been indicated, to sharpen the analysis 'of
instability, in particular from the point of view of individual countries
which may be involved in stabilization agreements and compensatory
financing schemes.

Il. Methodology

THE MEASURE OF INSTABILITY

5 In line with MacBean® and others, export instability is
defified in this study as the residual variability of export values a_fter
correcting for trend. The aim is to ascertain year-to-year fluctuations
of exports separately from underlying trends. Cyclical and (?-ther types
of fluctuations, which can be useful occasionally in examining certain

countries or commodities, are not suitable for analyses where a high

degree of comparability of the results is necessary, On the othel: hand,
the choice of a trend correction method is closely connected with the
choice of an instability index, which is defined here as the average
of annual percentage differences between observed and calculated

18 Lack of data is a justification for early studies only, and with reference tci
particular vatiables like investment, imports of capital goods gnd s0 on: data on 1r:otaal.
exports, imports and GDP, in fact, have always been available for quite a latge
number of couniries. .

19 Centrally planned countrics have been excluded from the analysis l?eciuisle
their exports are controlled by the State and avoidance of expott fluctuations is dell-
berately pursued as a government pohcy:

20 Cf, page 24 in MacBran, op. cif,
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(trend) values, distegarding the signs of the differences and expressing
them as percentages of the trend value® Such an index is easy to
understand because it shows in percentage form, for the period con-
sidered, the average annual fluctuation of exports.

To correct for trend, linear, exponential and other functions have
been used, but generally the best results were obtained with a linear
regression of the logarithms of annual data on time, which means that
trends are expressed as constant annual petcentage increases or de-

creases, This standard functional form was finally adopted throughout
the present study.

CrHoick or TiME PERIODS AND DaTA

6. Leaving aside recent years after 1973, when the price boom
due to the oil crisis inflated the monetary value of world exports in
such a way as to invalidate trend analysis,? the periods chosen for this
study were 1950-61 and 1961.72. Eatlier studies, in fact, had sug-
gested that the fifties were different from the sixties, and better results
were also obtained in terms of fit since a majority of countries showed
substantial differences in their export trends between the two petiods.

All data, including those on GNP, are, unless stated otherwise, -
in U.S. dollars at current prices. Data on export earnings refer to f.0.b.
values from exports of goods, The exclusion of services is mainly due
to the fact that most of the propositions and arguments in the field
are specifically related to merchandise exports; moreover, data on
services are lacking or unreliable for many countries. Usage of dollar

N oy
21 That is: 1= L b3 X=X - 100
N =1 X
whete X, = observed data
X'y = caleulated trend value
N = number of years

Ayerage annual deviations from 5-year and 7-year moving averages centred on the
mid-year have been used by some authots including MacBean. The main disadvantage
of that approach is that data are lost at the beginning and at the end of the time series.
Massell used the standard etror of estimate of a linear regression on time divided by
e mean of the observations. Another alternative, the Coppock index, which has
cen referred to by many suthors, fs inappropriate in cases where the true underlying
trend function is other than exponential,
L= Ezports from developing countries tripled in value between 1972 and 1974,
with the;r volume only increasing by 9 petcent; to examine such developments, a
comparative analysis would be necessary of the diffetential rates of inflation of national
curtencies and the doflar, and actual export and import prices of each country, which
would clearly go beyond the limits of the present study.
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. 27. HongKong 52 06 88. Guyana 84 80
DEVELOPED COUNTRIES RANKED ACCORDING TO TEHE INDICES OF INSTA- ! 28, Fiii 148 66 89. Martinique 8.4 68
BILITY OF THE VALUE OF THEIR TOTAL EXPORTS OF GOODS OVER 195061 ‘ 2. Keoya 143 89 o). Satmwalk 0
e . 0. - . .
{millions of U.S. dollars f.o.b. at cutrent prices) gl. Lyi?girirsa%?ﬁzp, gg g; 92. Honduras 7.8 16
Annupl Annual ' 32. Senceal 136 46 gi :-\[lb"h'alzliﬂnddll d: ;2 élj
NMUR. nnu . Ko i - mdwatd islan . .
Country IInr;l:ﬁil?fy 'I;rf"’g:;‘;:;” . Country Ilnnscllgguﬁsy 'I;:fe’éd“ﬁ;‘:f]” ;:31 B:}?;?njgs i'gi 1;3 93, Kl Salvador ) 19 4,‘3[ -
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6. U.8. 4, 8.4 45 19, Tsrael 55 190 42. Betmuda 124 211 103. Angola 65 36
7. Norway 8.2 66 20. France 56 61 43. Haid 124 — 40 104 Saudi Arabia 69 7.8
8. Australia 81 16 20, New Zealand 55 3.1 44. Chad 124 -0l - Surinam 68 79
9. Belgium 80 63 22, Canada 53 51 43 Mali 122 50 106 Inde . 87 03
10. Ttaly 77 11i 23! Netherlands 35 93 - Benin 22 39 107, Prench Polinesia 67 3.9
11, Japan 77 154 2% U.K. 346 47 47, Leeward Is, 121 2.3 108. Paraguay 66 — 12
12, Teeland 746 7.0 25, Switzerland 29 69 jg Eﬂameroon 12,0 6.2 109. Ghana 6.5 3.1
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Source of dare: Handbook of International Trade and Development Statistics, UNGTAD 1976. 2. Yemen 11,5 8.5 113, Guatemala 64 3.1
53, Rwanda 11.3 17.7 114, Burundi 6.1 10.1
54, Sao Tome Princ, 108 — 1.1 115. Sri Lanka 5.8 0.7
33, Brunei 10.7 0.8 116, Malawi 56 4.4
‘ 36, Sierta Leone 10.5 12,1 117. Venezuela 55 7.3
23 Since, more than at world level, the consequences of export instability are felt §§ Eape VerdeTs. 105 29 118. Philippines 5.5 4.3
by the countties having themselves such instability, we have preferred in this context 59, Reunion %3'3 ?é }ég ?fgh?jmmn 232 24
to use simple arithmetic averages, which give the same importance to each countty, 60. Panama 10.1 238 121. T‘fizzid:ﬂ:’roba ;‘3 ig'g
Any weighting ctiterion (GDP, population, etc.) would tend to hide at world level 61, Tanzenia 10.0 34 152, New Hebgides 2 &0 o0
the extreme instability in a latge number of small countries. 62, Zaire 92 33 123, Lao 0.0 0.0
Averages (non-weighted) +11,7 4 54
Source of data: Handbock of International Trade and Development Statistics, UNCTAD 1976.
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TABLE 3

DEVELOPED COUNTRIES RANKED ACCORDING TO THE INDICES OF INSTA-
BILITY OF THE VALUE OF THEIR TOTAL EXPORTS OF GOODS OVER 1961-72

{millions of U.8, dollais f.0.b, at current prices)

Annual Annual
Index of Index of
Countr: Instabilir Trend Rates Countr: Tnstabilit Trend Rates

1. Iceland 15.1 6.2 14, Germany 4.3 128
2. Spain 8z 16.7 13, Denmark 39 9.2
3, Ireland 75 10.6 16, U. K. 39 15
4, New Zealand 7.2 59 17. Belgium 38 13.1
3. Australia 6.4 8.6 18. Sweden 37 108
6. Austria 6,2 11.0 19, Japan 3.7 190
7. Turkey 6.0 7.4 20, Portugal 34 125
8. France 55 120 21. Israel 239 14.1
9. Netherlands 54 129 22, Canada 29 12.8
10, Yugoslavia 5.1 119 23. Novrway 238 11.8
11. Finland 4.7 9.4 24, Ttaly 23 14.3
12, Greece 44 124 25. Bwitzerland 25 114
13. South Aftica 4.3 6.3 26, U.S A, 22 8.2

Averages {non-weighted) + 50 +110

Source of data; Handbook of International Trade and Dovelopment Statistics, UNCTAD 1976,

petcent and + 3.0 percent a year in the second period. Nothing
changed, therefore, for the developing countries between the fifties
and the sixties: if there was any “decline in world export instabi-
lity ™ as claimed by Stein, it was only the developed countries who
benefited from it.* These results, in fact, strongly contradict the
results of Lawson who maintained even in 1974: “it is clear that,
between the fifties and the sixties, LDC export instability fell by
between a thitd and a half”.?

Another important aspect is that, while being subject to such
a higher instability, developing countries had also to see exports
from developed countries expand at faster rates of growth than their
own: respectively, in fact, average growth rates wete 3.4 and 7.1
percent in the first period, 7.9 and 11.0 percent in the second period.
In the sixties, therefore, there was a general expansion of world trade
which benefited both groups of countries; but while, in the first
period, average growth rate of developed countries’ exports was

24 Cf.: J. L, Lerre, “ The Decline in World Export Instability: A Comment®,
Oxf, Bull. of Ec. and Star., August 1970; G.F. Ere and S. Scuravo-Camro, “ The
Decline in Wotld Export Instability: A Reply ”, Oxf. Bail. of Ec. and Stat., August
1971; C.W. Lawson, “The Decline in World Export Instability: A Reappraisal ”,
Oxf. Bull, of Ec. and Stqt., February 1974,

25 C.W. LawsoN, op. cik, pages 62, 63,
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DEVELOPING COUNTRIES RANKED

BILITY OF THE VALUE OF THEIR

(millions of 115, dollars f.o.b. at current ptices)

TABLE 4

ACCORDING TO THE INDICES OF INSTA-
TOTAL EXPORTS OF GOODS OVER 1961.72

Annual

Tndex of
c Trend . Index of
Country 1'1’33“1'?17'5‘? :{&é 3 ;Z‘tﬁs Country Tusabitly Tgfg’l‘i‘%ﬁs
1, Mauritania 67.9' 36.8 63, N, i
2. Lybian Atab Rep, 48.5 41.0 64 Me‘fr yiebtides 53 1
A D . Malta 2.1 154
3. Cambodia 423 116 6 r
i 5. Barbados 8.1 34
;1. 5{%;3 Viet-Nam ;32 _:22% g6. %audi Arabia 9.0 136
. ; . 7. Tunisia 9.0 8.0
6, Leo 330 214 68. Ghana 9.0 2.
. . ! 9
7. Guam 309 01 : '
& Taldard 15, 302 113 o Tedor 50 139
. Bahamas 268 401 . ‘
10. Upper Volta 267 132 72, B 55 o8
12, Rwanda 202 152 5 ?ﬁ;ﬁ g'g 51
14, South, Rhodesia 18,5 8.1 76, Sarawal 82 &
15, Yewea 82 03 77, Tthiopia 81 54
. Benin k 137 ) :
17. Bangladesh 176 03 75 Gamezaon B
18! Botswana 175 123 " Thailan 78 e
wa 80. Thailand 7.8 6.6
ég ?omlmcan Rep, 12.6 33 81. Belize 1.6 66
. Congo 165 31 : i ' )
21.U.S. VirginIs. 162 400 82 ey oL
22 Tndones 158 68 3, etherl.l Antilles 71 0.5
23, Fambia 156 10s 84. Colombia 71 3.4
. : L - 85, Leeward Islands 70 0.4
gg gambla 155 39 86. Somalia 70 3.2
2% Nipos e o o Tonaana R
27. Central Afic. Rep. 144 82 8. Argenting 67 a7
28 New Caledonia 141 170 oo g:gg,‘f crde Is. gg - gg
. Burandi 131 108 " Dakiorn ; '
30, Zate 131 80 o1 Palistan 63 90
31, Brunc 130 e 92, Malawi 6.2 104
32 Mauzitius 129 12 23. Gabon 62 15
33 Lesotho 129 2% 94, Madagascar 6.2 6.3
34, Niger 128 23 95, Guatemala 6.1 10,1
35. Guinez Bissau 126 —108 6. Afghanistan 6.1 44
36, Panama 124 11.d 97. Ivory Coast 6.0 10.2
37. Jordan 123 98 28. El Sabvador 32 11
38, Westetn Samea 122 — 29 99. Urupuay 8
39.. Singapore 119 63 100, Peru 27 66
40. French Polinesia 113 43 10t Bgypt 36 59
41, Yemen Dem.Rep, 118 — 59 102. Anpola 26 127
42, 820 Tome & Princ. 117 33 103, Swaziland 23 1.3
43, Greenlend 115 7.1 104. Kuwait 33 73
44. Chile 114 7.4 105, India 5.3 4.1
45. Syrian Atab Rep, 11.4 49 106. West Malaysia 3.1 31
:? ;UI 11.2 6.1 107. Philippines 531 7.2
ogo 112 11.5 108. Lebanon 4.8 20.5
48, Martirique 10.8 1.1 109, Korea 48 39.1
gg (S:ub_a igj 4.3 ii{lj {\(ﬂomcco 4.7 4.5
. Surinam 4 15.8 .
51. Paraguay 10.2 7.2 112, Cﬁgt’;al{ica :; 1?2
52, Sl}dan 10.2 32 113. Guadeloupe 4.4 0.9
53, Liberia 10.2 13.2 114. Guyana 4.2 4.8
34. Sierra Leone 29 39 115, Mozambique 40 63
gg. I\N}[]camgua g,g 10.4 ﬂﬁ. g{gﬂco 4.0 6.5
. Macan ) ; 129 7. Sabah 34 10.7
gg Papua N, Guinea 9.8 15.5 118, Windward Islands 3.4 5.2
p ‘I&Ilond.ums 9.7 102 119, Sri Lanka 33 - 17
. Algeria 95 37 120, Venezuela 3.3 1
60, Bolvia 95 1 5
61, American Samoa 9.3 12(3] o, Cypros ¥ A
63, Gomeric > . 122. Hong-Kong 26 152
. 8 3 3.2 123, Trinidad & Tobage 1.9 4.3
Averapes {non-weighted) +117 4 1%

Source of date: Handbook of Intetnational Teade and Development Statistics, UNCTAD 1976,
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higher than developing countries’ by 1.7 percent, in the sixties this
difference became 3.1 percent.

Going back to the measures of export instability, an analysis of
the distribution of the vatrious countries’ indices gives a better pic-
ture of the situation than consideration of the averages alone. It is
clear that, in 1950-61, while the most unstable of the developed
countries, i.e. Finland, exhibited an export instability of + 11.8 percent
a year (Table 1), there were at the same time as many as 49 developing
countries with higher instability — up to +58.9 percent a year (Ta-
ble 2). The situation did not improve but worsened in 1961-72:
taking the second most unstable of the developed countties, that is
Spain with an avetage fluctuation of + 8.2"percent (Table 3y — since
the first one, lceland, shows irregular results due to the ™ fish war”
with Great Britain — one finds that there were as many as 75 develop-
ing countries in 1961-72 with higher instability levels — up to
+ 67.9 petrcent a year.

CAUSES AND CONSEQUENCES OF EXPORT INSTABILITY

8. As was seen in the introduction, when the debate on
the causes of export instability is conducted with regard to com-
modities, the main points are supply shifts in developing coun-
tries, demand shifts in developed countties and commodity concen-
tration or market concentration of exports. At the different level
of aggregation of this study, where the focus is on total exports of

goods from individual countries, different hypotheses will be made,

which refer to the macroeconomic features of the countries involved
and are more directly related to a national accounts-economic growth
framework, without contesting the significance of the demand-supply
arguments,

By using Spearman’s rank correlation coefficient, tests have been
made to show for the period 1961-72 (which ensures better data and
larger sample sizes) that export instability of developing countries
is negatively associated with:

1) the size of exports, in value;

2) the economic size of countries, as given by their GDP;

3} the level of development, as indicated by per capita GDP;
4) the growth rate of exports;

BB
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5) the growth rate of GDP;
6} the growth rate of investment.

Taking for 1), 2), 3) respective values i i

1), 2), in dollars for a middl
¥ear of the period, ie. 1967 for 1961-72, and values in real termﬁs:
or 4}, 5), 6), to compare with the instability indices, which are

already net of the inflation of the dollar,® signi
o Stated (Yeble o ot the dollar,® significant results. have

9. The close association between export instability and eco-
nomic size of developing countries, which was found? by Etb and
Sch1avo—CamPo for 1954-66, is here strongly confirmed,

Comparing the values of the coefficients in table 5, it seems
howevezr that the true relationship is with the size of exp;)rts more
than with the size of countries. Since exports are a substantial com-

SPEARMAN'S RANK CORRELATION COEFFICIENTS Theiz 5
Export instability indices
over 196172 and Coefficients
— Export Values in 1967 S = (42 dewex
(—4.72)
— GDP in 1967 S = —0,31 www
(—3.39)
— Per Capita GDP in 1967 S = —039 %=
(—3.94)
— Export growth rates § = ~006
{~0.65)
— GDP growth rates ' Sle= 033 whw
{—3.29)
— Investment growth rates 52= —0.02
(—0.19)

&t*; valu;:s in parentheses) .
= significant at 196 level of statistical significance.

! For lack of data on h ‘

exclud  da growth rates of GDP, the sample size had to be

dcniLz]a, g%u:]l-:ie fg}g\géng. [_Lyb.lan Arab Rep., Guam,’ Bahamas, Bermucda, UO.S. Vﬁ?;ililceiislz?ld]:nl\‘ceoﬁngi?’

b, Bl Rk e, o, s Eet, Sicnla, Mk, Sulnam, Amcica S,
ot 1 et , ar , Cape Verde Islands, Reunion, Kuwait, G ,

capits. GDD. ands. For better comparability, such a sample was also a’dopted for ct[)l;r:]atlonusﬁietll?ug:tz

2 s
This sample had further to be reduced to 87 countries,
—_—

2 See ahove Section IT on method
ology, para, 6,
27 G. Ems and S, Scuiavo-Camro, o;f.ycg., page 280.
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ponent of GDP, it is obvious that larger countries tend to have larger

exports, except for poorer countries with important subsistence sec- '

tors (also reflected in lower per capita incomes) which do not take
part in the export activities of the rest of the economy. The coefficient
of per capita GDP (—0.39), in fact, is much closet to the coefficient
of the size of exports (—0.42) than of countries (—0.31). Per capita
GDP, also, has to be considered a proxy fot the degree of industria-
lization of a country, and most often for the level of diversification
of exports. |

The very low and insignificant coefficient of the cotrelation with
export growth rates seems to confirm, on the one hand, that export
instability is independent of rising or stagnant trends, on the other,
that the trend correction procedure adopted in the study in order to
measure net instability through the indices is in fact correct.

With regard to export size and growth rates, it was also possible
to calculate correlation coefficients for the period 1950-61; the fol-
Jowing results have been obtained:

S = --0.24%%* for size of exports and

(—2.65)
S= —0.09 for export growth rates.
(—1.03)

Correlation with size of exports is again significant at 1 percent
Jevel, while it is almost obvious for the coefficient to be smaller in a
period of time when the trade expansion of developing countries was
lower (as seen before in para. 7).

After so many debates in the literature about the harmful
consequences of export instability, the most interesting result of
Table 5 is certainly given by the correlation with GDP growth rates:
a strong negative association emerges between export instability and
economic growth, for a large sample of 101 countries, statistically
significant at 1 percent level. Though the greatest, caution should
always be used in interpreting any association between two variables
as a relationship of cause and effect, it seems much mote likely that
export instability leads to lower economic growth than the othet
way round. Since exports are always a substantial part of GDP, lowet
GDP growth is obviously associated with lower growth of exports, and
it has been shown already for both periods of time that no association
cxists between growth rates of exports and their instability.
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Given. the correlation between instability and GDP, one would
expect a similar result for investment growth, and it is disappoin
ting to realize that the correlation coefficient is in this casf Pver-
close to 7o, Possibly other factors are at work, like long time-la 3;
betweer.l investment expenditure and production expansion inﬂo%v
of foreign capital for investment independently of export ;evenue

! +

.

IV. Conclusions

10. This analysis of export instability, conducted for the first

time with a full statistical coverage of 149 countri .
pincipal findings: g countries, has yielded five

. 1) that_ there' was 1o decline between 1950-61 and 1961-72
in the export instability of developing countries, which remained in
the two periods at the same high level; |

2) that the much lower export instability of developed coun-

tries further declined in 1961-72. to become ]
of developing countries; ’ ecome less than half of that

" 3) tl:lat in l?qth periods one fifth of all developing countties
ad export instabilities ranging from + 16 to + 60 percent a year
levels unknown to any developed country; ’

4) that for developing countries 2 strong, highly significant

association could be found in 1961-72
Bevoion Son 72 between the degree of export

a) the size of countries (as measured by GDP);
b} the size of exports;

c} the level of development (as measured by pet capita GDP);
“d) the growth rate of GDP.

Higher export instability was shown by smaller countries, by countries

havin,
g smaller exports, by less developed countri i i
. untries, by count
slowet economic growth, i rles with
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5) that for developing countries no association could be found
between the degree of export instability and the rates of growth of
exports and investment.

Consideting what have been the long-standing issues in the lite-
rature on export instability, this study, subject to refutation, seems
to have made a significant step forward. It has clearly shown what
for years remained so often controverstal: that export instability is
an economic phenomenon affecting almost exclusively the developing
countties, and that such instability is strongly and negatively corre-
lated with economic growth. Since the results have also shown the
connections between instability and economic size (in terms of coun-
tries, exports, and per capita income}, it would be shown that export
instability does not lower economic growth if economic size per se
proved to be negatively associated with economic growth. The con-
trary is often argued, that it tends to be easier for smaller countries
to accelerate their economic development.

The results obtained in this paper certainly support the view
that export instability is an important obstacle to development.

With tegard to measures of economic policy like price stabi-
lization, which ate often suggested for reducing the extent or the

impact of export instability, the setious situation of small and poor

countties, which has been shown in the results of this study, points
to the necessity of strengthening current efforts for setting up eco-

nomic integration schemes, with a view to helping the less favoured -

among the developing countries. Stabilization agreements, on the
other hand, might also obtain greater effectiveness if conceived on
a regional basis.

Therefore, to devise appropriate measures for this or other
coutses of action, further research is needed to investigate the effec-
tive channels through which export instability is transmitted and
becomes a brake on the growth of developing economies. By explo-
ting the links between the export sector and the other sectors of the
economy, and the types of investment which are financed through
expotts, the true causal relationships would be ascertained, and it
would probably emerge that export fluctuations affect the composition
rather than the quantity of investment, One possible future research

" objective would consist in the analysis of a few selected countries —
possibly representative of different typical sjtuations of developing
countries — for which a thorough investigation should be carried out
with respect to: 1) sources and modes of investment financing; 2} im-
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port content of investment; 3) import changes in relation to export

. ) ] . ] E I
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Erro Lancierz
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