The Adding Up Problem™

Introduction

The “Adding Up Problem”, ot the “Fallacy of Composition”, has
been with us for sometime. In presenting the favorable economic re-
«ults of countries following outward-oriented policies, or advocating
the adoption of such policies in other countries, one often encounters
the objection: “But what would happen ifeveryone did the same?” The
implicit, or explicit, contention is that there would not be enough mar-
kets, or that protectionist reactions would be triggered in the devel-
oped world, as a result of the onslaught of exports by the developing
countries.

The argument was to be given professional respectability with the
publication of a paper by William Cline." Cline claimed that other
developing countries could not match the economic performance of
the Fast Asian countries, because matket limitations in the developed
countries would not permit a sevenfold risein developing country man-
ufactured exports, necessaty in order to attain the East Asian “norm”in
terms of the ratio of manufactured exports to GNP (with allowance
made for differences in population size and per capita income). Recog-
nizing that low income countries cannot be expected to match the Fast
Asian performance for some time to come, Cline immediately modified
his analysis, limiting it to seven developing countries (Argentina,
Brazil, Colombia, Mexico, Indonesia, Israel, and Malaysia) and postu-
lating a fourfold increase in developing country manufactured exports,
s0 as to permit these countries to reach the East Asian “norm”.

C * The author is Professor of Political Fconomy at the Johns Hopkins University and
onsultant to the World Bank. He alone is responsible for the opinions expressed in this
paper, however, that should not be interpreted to reflect the views of the World Bank.

WR. CLE, “Can the Fast Aslan Model Be Generalized?”, World Development, X
{1982), pp, 71-90. _
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It was soon pointed out, however, that this estimate is also
much exaggerated. Immediate reasons ate the inclusion of Indone-
sia among countries with a potential for the rapid expansion of
manufactured exports; the distegard of natural resources that re-
quire slower expansion of manufactured exports for economic
growth, both because of the possibilities for primary exports and
because of lower impott needs; and the neglect of the potential for
intra-LDC trade. Considering further the process of upgrading and
export diversification as developing countries reach higher levels of
industrialization, the possibilities for intra-industry trade between
developed and developing countties, the use by the developing
countries of increments in their export earnings to import from the
developed countries, and the time element involved in any policy
change, the Cline argument about the expansion of developing
country manufactured exports hurting against import constraints in
the developed countries is practically emptied of its content.”

The question has been formulated in a different way by Sir
Arthur Lewis.” While Cline couched his argument in static tetms as
he failed to admit economic growth in the developed countries,
Lewis resurtected the postwar argument of export pessimism in a
growth context. He suggested that developed country markets are
not growing rapidly enough to accommodate a desirable rate of
economic expansion in the developing countries.

A further question, raised in a somewhat different form by
Cline, is whether satisfactory rates of overall export expansion may
create protectionist reactions in developed country industties,
which are of particular importance to the developing countries.
This, in turn, leads to a consideration of the employment effects of
the expansion of trade in manufactured goods between developed
and developing countries. :

The questions just stated will be addressed in the following.
This will be done by reformulating the “adding up” problem with
reference to overall and sectoral import constraints. The analysis will
be carried out in numerical terms, utilizing available information for
recent petiods.

% Geo B, BALASSA, “The Cambridge Group and the Developing Countries”, The World
Economy, VIII (1985),£p. 201-18.

VWA, LrwS, “The Slowing Down of the Engine of Growth”, American Economic
Review, TXX (1980), pp. 555-64.
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Section I will consider the question if there is an -overall con-
straint for developing country export expansion. This will be fol-
lowed by an analysis of the sectoral and the geographical pattern of
trade in manufactuted goods between developed and developing
countries (Sections IT and III). Next, projections of the employment
effects of this trade will be made and the implications of these
projections will be drawn (Section IV and V).

I. An overall constraint for developing country export expansion?

Tn his Nobel Prize lecture, Sir Arthur Lewis suggested that a 6
percent rate of economic growth in the developing countries would
require a 6 percent rate of expansion of their exports. He claimed,
however, that the primary exports of these countries to the devel-
oped countries would rise by only 4 percent a year.! '

Apart from the slowdown of economic growth in the developed
countries, Lewis attributed this result to a historical relationship be-
tween the growth of industrial production and the exports of primary
products, with an elasticity of 0.87 of the latterin regard to the former.
In so doing he did not envisage the possibility that developing coun-
tries could gain export market shares in ptimary products or that they
could rely on manufactured exports to promote their economic
growth. Both of these assumptions ate open to objections, however.

As Riedel cotrectly stated in a critique of Lewis’ thesis, in
primary products other than tropical beverages developing countries
compete with developed countries and their market share should not
be considered a datum. Correspondingly, the ratio between their
primary exports and economic activity in the developed countties
may change.

This is, in fact, what happened following the quadrupling of
petroleum pricesin 1973, While the average rate of GDP growthin the
developed countries fell from 4.7 percent in 1963-1973 to 2.5 percent
in 19731984, the rate of growth of the non-fuel primary exports of the

; For a discussion, see “The Cambtidge Group and the Developing Countsies”, op. cit.
7 J RirDAL, “Trade as the Engine of Growth in Developing Countries, Revisited”, Eco-
nomic Journal, XCIV (1984), pp. 56-73.
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developing countries to the developed countries rose from 2.5 percent
to 4.6 percent between the two periods.® The risc in the growth rate
was especially large for foods and beverages (from 2.1t0 5.9 percent),
followed by nonferrous metals (from 3.5 and 3.9 percent), with a small
decline for industrial materials (from 2.9 to 2.8 percent).

Considering the entire 1963-1984 period, and adjusting for
changes in relative prices, a one percent increase in the gross domes-
tic product of the developed countsies appears to have been associat-
ed with a 0.5 percent increase in their imports of non-fuel primary
products from the developing countries. But this was more than off-
set by a 1.9 percent rise in fuel exports and a 3.8 percent increase in
manufactured imports for each one percent rise in GDP. All in all,
the exports of the developing countries to the developed countries
rose by 1.5 percent for each one percent increase in the lattet’s GDP,

It follows that there is no overall trade constraint for economic
growth in the developing countries as Lewis postulates. In fact, these
countries have been particularly successful in increasing their non-fu-
el exports after 1973, with average annual export growth rates of 5.3
percent in 1963-73 and 8.3 percent in 1973-84 whereas economic
growth rates in the developed countries fell by nearly one-half. The
experience of this period disproves the existence of any constant rela-
tionship between import expansion and economic growth in the de-
veloped countries.

Tt is further apparent that the neglect of manufactured exports is
a fatal omission in Lewis’ argument. With their rapid expansion,
manufactured goods have assumed increasing importance in the ex-
ports of the developing countries. They accounted for 7 percent of
the total exports of these countries in 1963, 13 percent in 1973 and
40 percent in 1984, when the ratio reached 59 percent exclusive of
fuels. Tn turn, developing countries account for only 23 percent of
the wotld expotts of nonfuel primary products.’

Correspondingly, particular interest attaches to the prospects
for the manufactured exports of the developing countries. This will
be the subject of the rest of the paper.?

¢ B, BaLAssA, “The Impottance of Trade for Developing Countries”, in this Review, XL
(1987), pp. 437-70.

7"“'he Impottance of Trade for Developing Countries”, op. cit, Table L.

8 The use of the Intetnational Stendard Industirial Classification Scheme necessitates
broadening the category of manufactured products somewhat to include also simple pro-
cessed goods.
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IL. The sectoral pattern of trade in manufactured goods

Tt has been customary to concentrate on the developing
countties’ exports of textiles, clothing, and shoes. But, while
clothing and footwear exports continued to rise rapidly in recent
years, such was not the case for textiles. This is shown in Table 1
that provides information on constant price growth rates of manu-
factured exports for the developing countries in thirty industrial
categories for the petiods 1963-73, 1973-83, and 1963-83.

The data, summatized for eight industry groups, indicate that
textiles, clothing, and shoes had export growih rates below the
developing country average in both 1963-73 and 1973-83. By con-
trast, engineering products had above-average growth rates in the
first period and exceeded the average nearly twice in the second.
Above-average export growth rates were exhibited also by the mis-
cellaneous group of other industries in the first period and paper
and paper products and nonmetallic products in the second.

Growth rates depend on the point of departure, hence inter-
est attaches to absolute figures. These show that, among the thirty
industrial categories, clothing continues to lead, with developing
country exports of $ 18.2 billion in 1983. It is followed by radios
and television sets {including their parts and components) of $
12.6 billion; other industries, $ 7.9 billion; spinning and weaving,
$ 5.6 billion; basic chemicals, $ 5.0 billion; iron and steel and
1e‘lectric:al machinery, $ 3.8 billion each; and footwear $ 3.7 bil-
ion.

Taken together, engineering products ($ 33.0 billion) sur-
passed textiles, clothing, and footwear ($ 32.1 billien) in the man-
ufactured exports of the developing countries to the developed
countries in 1983. Apast from other industries ($ 7.9 billion), ma-
jor product categories include chemicals, $ 10.6 billion; wood
products and furniture, $ 4.8 billion; iron and steel, $ 3.8 billion;
nonmetallic products, $ 1.3 hillion; and paper and paper products,
$ 1.1 billion (Table 2),

~ These figures show the process of upgrading and diversifica-

tion of developing country exports of manufactured goods that oc-
Clll'l‘efi during the past decade. They are also indicative of the in-
creasing extent of intra-industry trade between developed and de-
veloping countties, which characterizes engineering products.
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III. The geographical pattern of trade in manufactured goods

Further interest attaches to the geographical pattesn of trade
in manufactured products, For this purpose, developing countries

TapLE 1
GROWTH RATES OF MANUFACTURED EXPORTS OF
DEVELOPING COUNTRIES TO DEVELOFPED COUNTRIES
]7 Industry Category 1963-73 | 1973-83 1963-83_‘
32  Textile, apparel & leather products 18.73 8.08 13.28
33 Wood products & furniture 16.25 2,75 9.29
34  Paper & paper products 11,53 9.81 10,67
35  Chemicals 19.27 6.78 12.85
36  Non-metallic products 17.94 8.87 13.32
37  Tiron and steel 18.82 5.01 11.70
38  Lngineetings products 24,42 16.68 20.49
39 Other industries 25.55 0.71 12,44
3211 Spinning, weaving, etc. 12.86 2.17 7.38
321 - 3211 Textile products 13.62 1.78 7.54
322 Wearing apparel 2984 | 1108 | 20.09
323 Leather and producis 17.33 5.88 1146
324 TFootweat 28,05 18.05 22,95
331 Wood products 16.10 -0.10 7.70
332 Furniture, fixtures 19,52 21.70 20.60
3411 Pulp, paper, etc, 9.63 9.57 9.60
341 - 3411 Paper products 37.60 10.90 23.53
3511 Basic chem. excl, fertilizers 16.26 6.31 11,17
3513 Synthetic resins, etc. 36.41 15.15 25.33
351 . 3511/13 Other industr. chemical 24,30 4,26 13,84
3522 Diugs and medicines 24.38 4,89 14,22
352 - 3522 Other chemical prod. 10.33 2.28 6.23
355 Rubber products 32.49 11.98 21.81
356 Plastic products n.e.s. 34.69 6.79 19.93
361 Pottery, China etc. 3151 18.15 24.63
362 Glass and products 21.67 8.74 15.02
369 Non-metallic products n.e.s. 13,93 2.76 8.20
371 Iron and steel 18.82 5.01 11.70
381 Metal products 26.57 1297 19.58
3825 Office, computing, etc. 63.08 17.19 38.25
382 - 3825 Machinery other 21.57 18.37 19.96
3832 Radio, television, etc, 33.39 19.79 26.40
383 - 3832 Electrical machinery 39.61 13.48 25.87
3841 Shipbuilding, repair 13.25 12,41 12.83
3843 Motor vehicles 26,74 21.44 24.06
384 - 3841/43 Transport equip. 9.76 10.52 10.14
385 Professional goods 31,18 17.87 24,34
390 Othet industries 25.35 071 12.44
Total 20.19 8.54 14.21

Seurcer UNITED NATIONS' COMTRADE data base.
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have been divided into newly-industrializing countries (NICs), new-
ly-exporting countries (NECs), and less developed countries (LD-
Cs), with a further breakdown based on their geographical location.

In an earlier study by the author, newly-industrializing coun-
tries were defined as countries having a share of manufacturing
value added of 20 percent and higher in the gross domestic product
in 1977 and per capita incomes of at least $ 1100 in 1978 (Balassa,
1984). The same list of countries is obtained by applying the 20
percent benchmark in 1984 and using a per capita income figure of
$ 1700 for that year.” (The only exception is Turkey that falls be-
fow the $ 1700 benchmark in 1984 but was nevertheless retained in
the NIC group).

The newly-exporting countries have been defined by the joint
requirement that the share of manufacturing value added in GDP
was at least 15 percent or manufactured goods accounted for at
least 30 percent of total expotts in 1984 and manufactured exports
reached $ 250 million, i.e. 0.03 percent of world manufactured ex-
potts, and 0.2 percent of manufactured exports by the developing
countries, in 1984.1¢

Among the newly-industrializing countties, the combined mar-
ket share of the Far Eastern NICs (Hong Kong, Korea, Singapote,
and Tatwan) in the manufactured exports of the developing coun-
tries rose from 17.1 percent in 1963 to 48.6 percent in 1983. The
share of the Latin American NICs (Argentina, Brazil, Chile, Mexi-
co, and Uruguay) increased to a much lesser extent, from 10.6 to
12.5 percent while that of the miscellaneous group, Israel, South
Aftica, Turkey, and Yugoslavia, declined from 20.1 to 8.3 percent
{Table 2).

Among the newly exporting countries, only those of the Far
East, (Malaysia, Philippines, and Thailand) gained market shates,
from 1.9 percent in 1963 to 6.6 percent in 1983. The losses were
espe'ma]ly pronounced in the South Asian NECs (Bangladesh, India,
Pakistan, and Sti Lanka), whose market share fell from 17.8 percent
in 1963 to 4.0 percent in 1983. They wete followed by the Latin
American NECs (Columbia, Costa Rica, Guatemala, Peru, and

? This is the lower limi i i i
t for upper middle income tries in W B
Ilgpment Report 1986 (Washingtoﬁ, D.C.: 1986) Tablf? 06m1] ® ot Bank, World

For alternati “ni . \
alternative definitions, see “The Tmportance of Trade in Developing Countries”,

Deve

op. cit.
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Among the newly-exporting countries, gains in export market
shares in the Far Fastern NECs find their origin in the increasingly
outward-oriented stance adopted by these countries. The other
groups of NECs persisted in the application of inward-oriented po-
licies, with consequent losses in market shares. The South Asian
NECs, which suffered by far the largest losses in export shares, are
dominated by India which lost its eatlier market position by turning
inward.

Among less developed countries, its opening to the wotld eco-
nomy helped China make gains in exports. The rest of the group
consists of a large number of countries of different size; their eva-
luation would necessitate further geographical disaggregation which
has not been attempted here,'? Finally, losses of export market sha-
res by OPEC countsies may be explained by the “Dutch disease”,
owing to the rise of petroleum prices.

The expansion of manufactured exports by the Far Eastern
NICs has involved a considerable upgrading and diversification of
exports. While in 1963 textiles, clothing, and shoes, together with
simple manufactured goods (wigs, toys, sports goods), accounted for
77 percent of the manufactured exports of these countries, the com-
bined share of these products fell to 44 percent in 1983, In the
same year, engineering products came to surpass textiles, clothing,
and shoes, with a share of 40 percent, four-tenths of which consi-
sted of radios and television sets and the rest chiefly of machinery,
office, and computing equipment, and metal products (T'able 2).

Apart from textiles, clothing, and shoes (38 percent), natural-
resoutce based wood products and furniture (16 percent) and che-
micals (26 percent) dominated the manufactured exports of the La-
tin American NICs in 1963 while engineering products had a share
of only 5 percent. By 1983, engineeting products accounted for 47
percent of the total, with radio and television sets, motor vehicles,
and electrical machinery being the most important items, which
originated to a large extent from Brazil.

The decline in the share of the miscellaneous group of NICs.

(Istael, South Africa, Turkey, and Yugoslavia) between 1963 and
1983 was accompanied by a doubling in the share of textiles,

12 Note further that this categoty is detived as a residual: the difference between the
imports of manufactured goods from’the developing countries repocted by the develope
countties and the sum of exports tepotted by individual developing countries.
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clothing, and shoes in their manufactured exports, from 15 percent
to 30 percent, The shares of engincering products (from 9 to 20
percent) and chemicals (from 15 to 18 percent) increased also, and
the declines were concentrated in wood products and furniture
(from 13 to 6 percent) and in iron and steel (from 17 to 10 per-
centt).

‘Outward orientation in the Far Fastern NECs also brought
with it a decline in the shares of textiles, clothing, and shoes from
32 percent in 1963 to 23 petcent in 1983, and an increase in the
share of engincering products from 3 to 49 percent. ln 1983, texti-
les, clothing and shoes accounted for the largest percentage of ma-
nufactured expotts in the South Asian NECs (70 percent, although
below the 85 percent figure in 1963), followed by China (68 per-
cent), the Notth African and Middle Eastern NEGs (62 percent),
the Latin American NECs (38 percent), and OPEC (17 pe:rcent).13

The results indicate the process of upgrading and diversifica-
tion that occurted in the export structure of the Far Eastern NICs
and the Latin American NICs. And while textiles, clothing, and
shoes retained their importance in the former group of countries,
these products have also undergone considerable upgrading. This
has involved shifting from grey fabrics to printed fabrics and from
low-quality clothing to fashion garments.

The process of upgrading and diversification has also occurred
in the Far Eastern NECs. Again, the policies applied had largely
determined the outcome. At the same time, increased concentration
in engineering products in these countries has contributed to intra-
industry trade with the developed countties.

Intra-industry trade limits the cost of adjustment in the develo-
ped countries as it does not involve the inter-industry shift of re-
sources. In fact, the international division of the production process
in the form of increased sourcing of parts, components, and acces-
soties improves the competitive position of developed country in-
dustries.

Diversification in developing country exports also limits the
cost of adjustment in the developed countties, compared with con-
centration in particular industries, Similar considerations apply to
the shift of particular exports, such as textiles, clothing, and shoes,

1
the fig The group of other LDCs is not reported here because of the uncertainty relating to
ures,
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from the NICs to the NECs as the developed countries are little % | nrmenc e nea RN RS RS ARAEARRRAR

affected by the replacement of one soutce of supply by another. & METAFATAAAANNNT O

At the same time, an important aspect of adjustment in the
developed countties is the employment effect of trade with the de-
, veloping countries, This will be considered in the following. First,

i poaerel : g SRR AR NN T AR RRDSEESR
employment-output coefficients will be derived. Next, estitates on % KEIR BRaRNEY BRRTELY A uN\ NENERe
the prospective effects of trade in manufactured goods on employ- %| 0CCCSS005S0083S3IIOSSSCASeSSOC

ment in the developed countries will be presented.*
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: In the present investigation, labor coefficients (the ratio of em- O e < e e 20D 1 B0 13 2 e o 12 30 O Y D F P D D
ployment to output) have been estimated for individual countries in | J3ERRESCREARRYREIERIRESTLBRATNS
g ; . , y G| 5858060 ccES oSS OTIFIFFIIRIFRY

| the 30 industrial category breakdown used in the tables. As a first A A B A R A B L

step, average employment-output ratios for several years have been
calculated for each country, for which data are available,” and the
results have been converted into U.S. dollars and expressed in

i ' . . s . V| oo MIn Tt =BT ANRING T NS NG O
L terms of 1983 prices. The average labor coefficients thus obtained A BRI nER 3R IRANN835833548S
. . . . . . . . s . f 1 ! [
. for particular industrial categories in the individual countries have . |

next been regressed on average pet capita incomes for the years
1979-81."¢ | .

The regression coefficients have the expected negative sign,
ranging between —0.43 and -0.78, with a median of 0.60; 7 in the
double-logarithmic form utilized in the estimation, the coefficients
represent the elasticities of the employment-output ratios with re-
spect to per capita incomes. All the regression coefficients are statis-

Constant
2

REGRESSION RESULTS FOR EMPLOYMENT QUTPUT RATIOS

¥ For an eatlier analysis, see B. BaLAssA, “The Employment Effects of Trade in Manu-
factured Products between Developed and Developing Countues”, Journul of Policy Mod-
elling, VI (1986), pp. 371-90.

% While a complete coverage of all the developed and developing countries under
review could not be achieved, data have been obtained for 27 to 44 countries in particular
industty categoties. _

Per capita incomes have been taken as an indicator of the relative price of labor in
intercouniry relationship, This has been done for lack of comparable information on wages in
/ the individual countries.

T The regression coefficients are gencrally higher than those estimated by Lydall who
used the same equational form. But, Lydall’s estimates are limited to nine “genuine” manu-
factuting industties, only a few of which could be exactly identified with the industtial
categoties used in this paper, At the same time, Lydall does not report t-values and R, Cf
F. LvDALL, Trade and Employment, Geneva: International Labour Office, 19753, Table 13.
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tically significant at the 1 percent level while the adjusted coefficient
of determination varies between 0.46 and 0.89 (Table 3)."

The estimated equations have been utilized to derive predicted
values of the labor coefficients for particular industtial categories for
each of the countries included in the investigation. Table 4 summa-
rizes the average labor coefficients in trade in manufactured goods
between developed and developing countries in 1983 in the 30
industrial category breakdown. The table shows that, in trade in
manufactured products with the developing countries, the average
labor coefficient was 14.4 for the exports and 18.0 for the imports
of the developed countties. '

The resulis obtained find their origin in differences in the labor-
intensity of the exports and imports of the developed countries. For
one thing, the developed countries have the lowest export-import
ratios in industries with a relatively high labor content, such as
clothing and shoes. For another thing, pulp and paper and processed
chemicals, with the lowest labor coefficients, have relatively high
export-import ratios in the developed countries.

There ate a number of exceptions, however. They include basic
chemicals that have one of the lowest coefficients but a barely above
average export-import ratio for the developed countries. By contrast,
motor vehicles have a below-average labor coefficient and an above-
average export-import ratio. All in all, the Spearman rank correlation
coefficient between average labor coefficients and the export-import
ratios of the develo)i)ed countries is —0.53, statistically significant at
the 1 percent level.”

So far the discussion has concerned the average labor coeffi-
cients derived from developed country data. For reasons discussed
earlier, labor coefficients for the developing countries are much
higher than those for the developed countries. The coefficients esti-
mated for the developing countries average 61.9 for their exports and
47.0 for their imports in trade in manufactuted goods with the
developed countries in 1983, At the same time, their inter-indusiry

18 Tt may be observed that the coefficient of determination is the fowest for the miscel-
laneous category of “other industries”,

The cotrelation has been estimated in tegard to average labor coefficients for the
expotts of the developed counties; the cotresponding rank correlation is —0.52 in regatd to
the average coefficlent for impotts, The two serles of labor coefficients differ little among
themselves, with a rank cotrelation coefficient of 0.99, as the only difference lies in the
country composition of the exports and impotts of the individual countries.

TARLE 4

TRADE IN MANUFACTURED GOODS BETWEEN DEVELOPED AND DEVELOPING COUNTRIES
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Balance

143227

Imports

Developed Countdes Total

98663

Exports

241890

Countries
Imports

47.00

Expors

61.86

Imports

Countries | Developing

Average Lebor Coefficient

18.00

Developad
Exports

14.42

Industry Category

Ohher ind. chemical

thetic resins, etc.
3522 Drgs and medicines

3511 Basic chem. excl fertilizers
369 Not-metallic products n.e.s.

352 . 3522 Other chemical prod.
371 Iron and steel

355 Rubber products

383 - 3832 Electrical machinery
3841 Shipbuilding, repair

3843 Motor vehicles
384 - 3841/43 Transport equip.

385 Professional goods
390 Others industries

3211 Spinning, weaving, etc.
Average and total

321 - 3211 Textile products

322 Wearing apparel
382 - 3825 Machinery other

323 Leather and products
341 - 3411 Papes products
356 Plastic products n.es.
361 Pottery, China etc.
3825 Office, computing, ete.
3832 Radio, television, etc.

324 Footwear

332 Furniture, fixtures

3411 Pulp, paper, ete.

362 Glass and products
381 Metzl products

331 Wood products
351 - 3511/13

3513 Syn
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pattern is rather similar, although some differences are observed
among industries, owing to differences in the elasticity of labor with
respect to output.

The results conform to the expected pattern of the developed
countries exchanging capital-intensive products for labor-intensive
products originating in the developing countries. It further appears
that the labor-intensity of exports is correlated with the level of
economic development.

Thus, the ratio of the relative labor-intensity of China’s exports
to that of its imports, denoted as the average employment coefficient
(X/M) in Table 5, is 2.38; at the other extreme, the average ratio is
1.09 for Isracl, South Africa, Turkey, and Yugoslavia (Table 5).%

China is followed by the South Asian countties, which have the
lowest incomes among the NECs, with an avetage employment coef-
ficient of 1.93. Latin American countries apart, we find a further
progression in terms of labor coefficients as we move to newly-ex-
porting countries and, again, to the newly-industrializing countries.
Thus, the average employment coefficient is 1.65 in the Far Eastern
NECs, 1.62 in the North African and Middle Eastetn NECs, and 1.57
for the Far Eastern NICs.

The relevant figures are 1.35 for the Latin American NECs and
1.22 for the Latin American NICs. The results conform to the find-
ings of a research project under the direction of Anne Krueger, which
showed a bias towards capital-intensive exports in Latin America.”?
This bias finds its origin in the protectionist policies applied by most
of these countries that distort their trade pattern. By contrast, the
relatively high labor intensity of exports by the Far Eastern NICs is
again indicative of the fact that these countries have followed policies
aimed at exploiting their comparative advantage in labor-intensive
products.

Finally, the relative labor intensity of expotts to imports vaties
little among the developed countries. The range is between 0.74 in

2 The Spearman rank correlation is 0.88 between labor coefficients for developed
countries in theit manufactuting expotts to developing countries and the coefficients for the
latter gtoup of countries in their imports from the developed countries. The same result has
been obtained in cortelating labor coefficients for developed country imports and developing
countty exports.

1’ We do not consider here the ratio of 1.18 for the miscellaneous group of other LDGs
and the ratio of 1.00 for OPEC.

%A 0. KRUEGER, Trade and Employment in Developing Countries. 3. Synthesis and Con-
clusions, Chicago: University of Chicago Press, 1983,

TABLE 5

EMPLOYMENT EFFECTS OF TRADE IN MANUFACTURED GOODS
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the United States and 0.85 in Japan, corresponding approximately
to the range of per capita incomes.

V. The prospective effects of manufactured trade on employment
in developed and in developing countties

The next question concerns the possible impact that the future
expansion of trade in manufactured products between developed
and developing countries may have on employment in the two
groups of countries.” In an eatlier paper on the subject, the author
suggested estimating employment effects for hypothetical cases of
(A) a balanced and (B) a proportional expansion of trade in manu-
factured products.’

Balanced expansion of trade in manufactured products

Tn the first case, one evaluates the employment effects of equal
increases in absolute values in the exports and in the imports of the
developed countries in their trade in manufactured products with
the developing countries. Under the stated assumptions, compari-
sons of average labor coefficients for exports and imports (import-
competing goods) will indicate the employment effects of balanced
trade expansion.

These are shown in Table 5 for the developed and for the
developing countrics as well as for varjous country groups within
cach category. They were discussed previously and will be reinter-
preted here in terms of employment gains and losses associated
with the balanced expansion of trade in manufactured goods be-
tween developed and developing countries.

It is apparent that, in the event of equal absolute increases in
the exports and imports of manufactured products of the developed

» The estimates are limited to the direct employment effects of exports and impotts.
Indirect effects operating through Input-output reI])ationships have not been estimated be-
cause of the uncertainty involved as to the domestic or imported origin of the inputs.

2 B BaLASSA, “The Changing International Division of Labot in Manufactured Goods”,
in this Review, XXX (1979), pp. 243-83.
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countries in trade with the developing countries, the gain in em-
ployment through export expansion will fall short by 20 percent of
the loss in employment in the import-competing industries of the
developed countries. Employment losses would be below average in
Japan and above-average in the United States. Within an overall
gain of 32 percent for the developing couniries, China and the
countries of South Asia would make the largest employment gains,
followed by the Far Eastern and North African and Middle Eastern
NECs and the Far Eastetn NICs while the Latin American NICs
the other L.DCs and the other NICs would have small gains and the
employment effects of equal absolute increases in manufactured ex-
ports and imports would be nil for OPEC.

Equi-proportionate increases in exports and imports

An. alternative hypothesis postulates equi-proportionate in-
creases in exports and imports in trade in manufactured products
between developed and developing countrics (Z.e. identical rates of
change in exports and imports); for short, a proportional expansion
of trade. The employment effects obtainable under this alternative
can be indicated by reference to Table 5 that provides information
on the labor content of manufactured exports, and of products
competing with imports, in the trade of the developed countries
with the developing countries. The estimates have been derived by
multiplying export and import values in the year 1983 by the labor
coefficients estimated for each country in the 30 industrial category
breakdown.,

The results show substantial positive employment effects for
the developed countries, taken together, with the ratio of job gains
through’ exports to jobs lost through imports being estimated at 2.0.
The ratio is the highest, 7.1, for Japan that would detive benefits
from its export surplus in manufacturing trade with the developing
countries as well as from the relative labor intensity of its exports.
The corresponding ratios ate 2.3 for the European Common Maz-
ket anc.i 1.8 for the group of other developed countries. However,
the. United States would experience a small employment loss, with a
!tf;tltlodof 0.8, as its small. export surplus in manufacturing trade with

e developing countties would not compensate by the relative
abor intensity of its imports.
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Finally, the equiproportionate expansion of trade in manufac-
tured goods with the developed countries would lead to consider-
able job losses for the developing countries, taken together, with
the ratio of jobs gained through exports to the jobs lost through
impotts being 0.5. At the same time, the results need to be reinter-
preted by reference to the situation existing in the developing coun-
tries. This will be done in the subsequent discussion of the employ-
ment effects of trade.

Alternatives (A) and (B) represent extreme C€ascs, with a zero
trade balance in manufactured goods assumed. on the matgin in the
first case and an equiproportionate expansion of all manufactured
trade flows in the second. Neither of these alternatives can be con-
sidered realistic.

For one thing, given the large expott surplus of the developed
countries in trade in manufactured products with the developing
countries, substantial differences in export growth rates in favor of
the latter (in the first year, the ratio of the two growth rates would
have to approach 2.5) would be necessary for incremental changes
in exports and impotts to be equal. For another thing, given recent
differences in export growth rates, one cannot expect equipropor-
tionate changes in exports and imports to occut.

Continuation of past trends in trade in manufactured products

As an alternative to the two hypothetical cases discussed so far,
the assumption has been made that past trends in trade in manufac-
tared products would continue in the future. More exactly, the as-
sumption is that the growth rates of exports and imports in manu-
factured trade between developed and developing countries in the
1983-93 period will equal the growth rates observed between 1973
and 1983,

Expressed in terms of constant prices, the manufactuted ex-
ports of the developed countries to the developing countties rose
by 4.4. percent a year between 1973 and 1983 while their manufac-
tured imports from these countries grew by 8.5 percent. Rather
than using these average figures, however, the projections have
been made by extrapolating sectoral growth rates. At the same
time, it has been assumed that the country composition of exports

and imports would remain unchanged.
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TI? resu{lts are intermediate between those obtained under the
;s:;:;il:)l:; lgFt(r)adi 'balanced expansion and an equiptoportionate ex-
While the export-import ratio for the increment of manufac
turec_l trade for the developing countries is 1.0 under balanced -
palz{slol:l, .and 2._4 in the event of equi-proportionate expansion,ef){%
t11r9a8 ;::91; gse;iei.f past trends are projected to continue during the
Tables 6 and 7 report the changes in employment that would
result under the projected expansion of trade between developed
and devel.oping countries. The results show a net gain of 18;3
thousan(‘i ]qb-s in the developed countries in the 1983-93 period
Among individual sectots, gains would be obtained in the techso-
loglcaﬂy more advanced industties, employing to a large exteni-:

slqﬂed apd technical labor, while losses would occur in igndustri
using chiefly semi-skilled and unskilled labor, in particular c:lothir;3 S
and foot\yea?r. But, these losses would occut over a ten-year peri cig
thereby limiting the cost of adjustment. Also, experience in];()iica(z ;
that there is considerable labor mobility, at least in the Unit e{i
States, within skill categories among individual industries e
As far as the developing countries are concerned we cannot
speak of emp!oyment losses in the non-existing industries of the
OPEC} countries. OPEC impotts a number of manufactured prod-

ucts, in particular in the electrical and non-electrical ind 1?: i
which are not produced domestically. e
non_;[j‘%l(zlse c?ns}deratlons 'apply to a c;onsiderable extent also to the
: eveloping countries, which import a variety of commodi-
ties th}?t.are not produged domestically. More generally, economic
ﬁ:;:;tsarilln ‘;helde?veloc{)mg countries u{ill require imports without
pecessari th;piacmg omestic production. At the same time, eco-
pommic fn v 1sd pfromoted through Fhe expansion of exports. Thus,
o increasedlin 1] gfcalistu:ndthe creation of 18 m‘illion jobs through
tries to the developed c:o?:lnti‘}icgs.(.) 6 of the nomoil developing coun-
wouchif ﬁzeiigttu:;qu ci;)ntinue, more than one-third of these jobs
oaches | tzll'] : in 1t e Far.Eastern NICS. They would be ap-
D oaches thg th hne“{ )gexportm‘g‘counttles and China, largely be-
hich are 1og er la olr coefﬂaentg observed in these countries
ther e 2t de\;relr evels of 111.dustna1 development. Finally, the
eloping countries would account for one-seventh,
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Sir Arthur Lewis postulated that economic growth in the de-
veloping countries is {imited by a fixed celationship between their
primary expotts and economic growth in the developed countries
and neglected their possibilities to increase manufactured exports.
Against this pessimistic view, the essay put forward evidence on
rt market shares in the developing countries

gains in primary ¢xpo
and on the increasing importance of their manufactured exports.
rices, these coun-

Tn fact, following the quadrupling of oil p
tries mote than compensated for declining rates of developed
country growth by stepping up their nonfuel primary and manu-
factured exports. As a resalt, in the 1963-84 petiod, a one percent
increase in the gross domestic product in the developed countties
was accompanied by a 1.5 percent sise in the expotts of the devel-
oping countries — nearly twice the figure Lewis postulated. It can
be expected that the developing countties will further step up the
supply of their manufactured exposts if economic growth were 0
slacken in the developed countries.

Manufactured exports have assumed particular importance,
accounting for 39 percent of the nonfuel exports and 40 percent

of the total exports of the developing countries in 1984, Corte-

spondingly, the future prospects for the manufactured exports of

these countries offer especial interest.

Following a detailed review of changes in the sectoral and
the geographical pattern of the mapufactured exports of the devel-
oping countties, the paper has presented alternative estimates on
the employment effects of future growth in these exports. Having
considered the implications of a balanced and a proportional ex-
pansion of trade in manufactured goods between the developed
and the developing countries, the assumption has been made that

past trends in trade in manufactured products would continue in

the future.
It has been shown that, under this assumption, the developed

countties would obtain a net gain of 1.1 million jobs in the 1983-

93 period. This would happen as employment pains in technologi-

cally advanced industries employing technical and skilled labor

would more than offset losses in industries using chiefly semi-
okilled and unskilled labot, At the same time, these losses wou
ar period, thereby limiting the cost of adjust-

occur over a ten-ye
for the inter-industry move:

ment, and there are also possibilities
ment of labot.
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2 intra-industry specialization. in the same industries
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Finally, developing countries can also export 10 other develop-
ing countries. With the industrialization of outward-oriented coun-
tries, they can increasingly exchange manufactared goods with
countries at lower levels of development, thereby providing an im-
petus to their economic growth without encroaching on developed
country matkets. :

Washington :
BrLA BALASSA




