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THE IMPORTANCE OF TRADE FOR DEVELOPING COUNTRIES 

ABSTRACT 

This paper indicates the benefits developing countries may derive 

through international trade. It rev1ews recent trends in world trade in major 

product groups; analyzes the economic performance of developing countries 

applying outward-oriented and inward-oriented policies; and examines the 

relationship between exports and economic growth. It is further shown that 

external constraints do not stand in the way of an increasing number of 

developing countries adopting outward-oriented policies. Recommendations are 

~~de for the adoption of such policies and for developing country 

participation in multilateral trade negotiations. 



Introduction 

The Importance of Trade for Develop~ng Countries 

Bela Balassa 

Participation 1n international trade provides a variety of benefits 

to developing countries. They may obtain ga1ns through resource allocation 

according co comparative advantage; the exploitation of econom1es of scale and 

increased capacity utilization; improvements 1n technology; increases in 

domestic savings and foreign direct investment; and increased employment. 

At early stages of dev~lopment 7 countries will generally benefit from 

specializing in natural resource products. In the process of 

industrialization, it will be advantageous to concentrate first on products 

utili~ing mainly unskilled labor, with subsequent upgrading in the product 

composition of exports as the country accumulates physical and human capital. 

Interna:ional specialization according to the changing pattern of comparative 

advantage will bring important gains to developing countries; conversely 

limiting participation in the international division of labor through high 

import protection can entail considerable losses. 

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 is only one-sixth of 

that of Germany, for which trade has been of considerable importance. 

International trade makes it possible for developing countries to 

overcome the limitations of cheir domestic markets 1n exploiting economies of 

scale and ensuring full capacity utilization, thereby avoiding the dilemma of 
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building ahead of demand and operating with a low degree of capacity 

utilization or constructing less than optimal size plants. 

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 uncertainty. In 

tur~, the carrot and the stick of competition provides induceme~ts 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 1n international trade 

will also lead to higher domestic savings, which will increase further to the 

extent that a higher than average share of tncomes generated by exports is 

saved. Also, as export expansion improves the balance of payments, a country 

may become more attractive to foreign investments. 

As long as labor is not fully employed, increases 1n output resulting 

from participation 1n international trade will benefit employment, when 

additional gains are obtained to the extent that exports are more labor 

intensive thin import substitution. Higher employment F in turn, will 

contribute to increases in wages that tend to improve the distribution of 

tncomes. 

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 foltowing alternative development strategies, ev~luate 
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the effects of trade orientation on econom1c performance; and analyze future 

prospects for developing country exports. 

Section I of the paper will provide information on trends 1n 

international trade in major product groups 1n the 1963-84 period; analyze the 

relationship between trade and economic growth during this period; and examine 

the export performance of groups of developing econom1es. Section II will 

report on the growth of exports and GOP in developing economies applying 

outward-oriented and inward-oriented policies, with separate consideration 

given to the pre-1973 and the post-1973 periods. In Section III, the 

relationship of exports and economic performance will be analyzed, using GOP 

growth, employment, and income distribution as performance indicators. 

Section IV will address the question as to whether external constraints would 

limit the application of outward-oriented policies in the future. Finally, 1n 

the conclusion, the implications of the findings for econom1c policy making 1n 

developing countries and for their participation 1n the new round of 

mutilateral trade negotiations wilL be discussed. 

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 1g75 prices. l/ In the entire 1963-84 

period, the total exports of the developed countries increased nearly fourfold 

1/ 1963 has been chosen as the initial year because the United Nations 
statistics do not pr.ovide 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 1n 
1975. prices see the notes to Table 1. 
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Table 1 

TI-e Geographical ani Carm:xi!ty Canoosition of Extnrts, 1963, 1973 and 1984 
(S billion, 1975 pd.ces) 

N:lnfuel Pr:fmal:y 
Origi~tir.ation F\.e.ls Prodt.ets 1_~ufactured Goods 'bn.fuel Prodt.ets Total 

IX: ux; \.Orld u: LI:C W:>rld oc r..n:: \.Orld rc ux:: W:>rld rc I.IC r..brld 

Abeo lute Values 

1%3 
Levelq:led Co.m tries 16.5 2.1 1Q.6 52. '5 10.2 66.2 9Ci.7 36.1 144.5 152.2 46.3 210.7 168.7 48.4 2.Xl.3 
Develop~ Co.ntries 44.7 16.0 62.7 30.1 fl.1 31?.6 4.1 1.0 7.4 34.2 Q.l 47.1 7q.o 25.1 109.8 
lin:ket &ooon:.l..es 61.2 18.1 82..4 82.11 11i.1 lOS.~ 103.8 39.2 151.9 186.4 55.5 257 • .q 247.6 73.5 340.2 

1973 
Develq:>ed Cbun tries 28.8 1. 9 32.7 32.R 14.7 104.9 299.,9 78.5 397.9 382...7 93.1 502.9 411.5 95.0 535.5 
Deve.lopirg Co.ntrles 1()8. 9 28.6 142.4 34.3 8.3 47.7 19.2 8.5 28.9 53.5 16.8 76.6 162.4 45.4 219.0 
:-hrl<et Econanies 1'37.8 )).4 175.1 117.0 23.0 152.6 319.2 86.C} 426.8 436.2 109.9 579.4 574.0 140.4 754.5 

1'~84 
I'evelqJed Coontries 44.6 3.7 51.).5 126.2 37.7 178. ~ 476.3 154.0 661.8 602.5 191.7 84Q.O 647.1 195.4 890.5 
revelopi.rg Cctntries 55.2 23.0 00.8 44.7 18.6 7'3.5 66.5 31.1 103.8 111.2 49.7 177.3 166.4 i2.8 2.58.0 
"Ml rl<e t &on::ml es 99.7 26.7 131.2 171.0 56.3 251.7 542..q 185.2 765.6 713.7 241. '5 1017.3 813.5 268.2 1148.5 

'Perc'i!'J'lt.age 0\:ms?;e._ 

1%,_73 
]')evelq:>ed ChJn tries 75 -10 67 58 44 58 201 117 175 151 101 139 144 96 132 
~oping Colntries 143 7C} 127 14 37 20 367 179 28R 56 ~ 63 106 R1 9C} 
~rl<.et 'F'..concnrl.es 125 69 113 42 41 44 200 122 1131 134 98 125 132. 91 122 

1973-% 
Deve.lqJerl Coon tries 55 9'5 54 51 157 70 5q 96 66 57 106 67 57 106 66 
Developing O:lootries -4Q -lq -41 11 123 54 245 2/i~ isq 1~ 1Q6 131 2 60 18 
"'13.rl<et F...c.oncmies -28 -P. -25 46 145 115 70 113 79 64 120 76 42 91 52 

1963--84 
P.evelq:>ed ChJn tries 171 75 157 140 270 169 378 326 3513 2% 314 29q 2B4 303 287 
Developing Ccultries 21 44 zq 4B ~5 811 1 '514 <ns 1294 225 445 277 111 lo/.) 135 
Muket &oronies 61 4H 59 107 246 13.13 423 373 404 283 335 295 228. 265 238 

Source: lhlted 'btions, '-bnthl.y llll.leti.n of Statistics, varirus is.stes. 

Notes: TI-e data w~e been expresse::l f.n constant prtces by the use of deflators derived fran price in::iices pti:llished in tre lhited 
'btions, :'-bnthl.y llletin of Stac:isc.ics which is also tre srurce of tre current price tra::!e data. for primary prcdlcts, the price 
i.rrlices for in<iiV:dual cCltl1lYi.lties ani co:rm:xlity grc:ups have been t..ei~te::l by tre ccnm:xlity CC7.!IpJSition of exp:>rts for developing 
and for 1e1elq:>ed cruntrles? resp:!ctively; for :ranufacture::l gocrl>, use has bet!n made of import price indices fot' the t'..u grrups of 
cOUlt'des puhlishe:i in tre aoove source. 

The tiata pertain to tre exDorts of ft.els (SITC class 3); 11ooft.el pr:fmary pro:ilcts, inc.huiing foo:ls ani beverages (STIC 
classes f) and 1); tn<ilstrlal rmtedals (STI'C classes 1 ani 4) am nonferrOJS a:etals (SITC category 6R); rrarufacture::l goocis (SITC 
cat~odes 5 to S3 less nonferrrus r-ecal.s); nonft.el prodJcts (SITC classes 0 to 2 anri 4 toR), and total e:<ports (SITC classes 0 to 
13). They rio not incltrle SI'!r: Class g, ccxrm::Jr11.ties ard trans:3ctions not cl.assifie::l acconling to ld.nri, ·...hlch rarely exceeds 2 
percent of the total. 

t'nder the If.~ classification sc'"lene •t.Sed in t!1e table, rlevelq::>ed cruntries are tder.cified. ;.;ith the rxanber cruncrtes of tre 
')F.:()). ~op~ COI.J1triP.S can.prise t~ CCU1tries of lAtin A.zrertc;~, Africa (other than Sruth Africa), am nonsocialist Asia 
(other than 1srael ard Japan); tre rest of the ·..orld f.ncludes the socialist cruntries, Israel, anti So.lth Africa. 
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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 expor.·ts. 

Rapidly growing manufactured exports accounced 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 

exports rose fourteen-fold between 1963 and 1984, reaching four-tenths of 

their total exports; 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' mar, ~actured exports and the 

1ncrease in their share in the exports of these commodities by the developed 

and the developing countries combined from one-twentieth in 1963 to nearly 

one-seventh in 1984 was the most important change in trade flows during the 

postwar period. It shows the extent of transformation in the export stru~ture 

of the developing countries and the. availability of maTkets in the developed 

countries for their manufactured exports. 

At the same time, the developing countries lost market shares 1n the 

exports of nonfuel prtmary products. Thus, the near doubling of these exports 

between 1963 and 1984 compares with a more than two-and-a-half fold increase 

for the developed countries. The results reflect the unfavorable commodity 

cmi~position of developing country exports: they have had a much larger share 

in industrial materials, which experienced slow increases in world exporcs, 

than in foods and beverages, for which increases exceeded the average for 

nonfuel primary products. 
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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. ~ithin this period, 1973 represents a 

turning point. While world fuel exports more than doubled bet~een 1963 and 

1973, they decreased by one-fourth between 1973 and 1934, due largely to the 

energy saving measures taken in response to the rapid increases in petroleum 

pr1ces. 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, No~way, 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 countrj.es 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 1n 

the developing countr~es. But, while these exports rose two-and-a-~alf times 

1n the developed countries and by only four-tenths ln the developing countries 

between 1963 and 1973, a two-thirds 1ncrease 1n the former group of countries 

was accompanied by a two-and-a-half fold rise in the latter between 1973 and 

1984. 

As increases 1n pr1mary non-fuel exports were somewhat larger in the 

developed than in the developing countries during the second period, even 

though considerably reduced compared to the first, the observed results 

reflect differential rates of export expansion in manufar.tured goods. The 

developing countries increased these exports three-and-a-half times between 
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1973 and 1984 while the developed countries experienced only a two-thirds 

r1se. 

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 face, the share of the developed countries 

as markets for the exports of the developing countries rose during the 1963-84 

period, and it exceeded two-thirds by 1984. However, develqping coun~ry 

exports of fuels and of nonfuel primary products increased more rapidly to 

developing coun~ry, 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. 

B. The Relationship Between Trade and Economic Growth 

The acceleration in the growth of the developing countries' nonfuel 

exports after 1973 ts even more remarkable if account is taken of the slowdown 

of economic growth 1n 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 1n 

the two periods, respectively. The corresponding growth rates are 2.5 and 4.6 
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percent for nonfuel pr~mary products !/ and 14.2 and 12.4 pe!cent for 

manufactu~ed goods (In the case of manufactured goods, the very low base year 
c 

figure ~aised 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 p~ice variables. ~/ The 

estimates are reported in Table 2 for the entire 1963-84 period; the shortness 

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 countries 1n the 1963-84 period. The 

corresponding estimates are 0.5 percent for nonfuel pr1mary products, 1.9 

percent for fuels, and 3.8 percent for manufactured 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 count~ies from the developing 

1/ The estimates are 2.1 and 5.9 percent for foods and beverages, 2.9 and 2.8 
percent for indust~ial materials, and 3.5 and 3.9 pe~cent fo~ nonfe~rous 

metals fo~ the 1963-73 and the 1973-84 pe~iods, ~espectively. They have 
been calculated by ~egressing expo~ts on time. 

2/ The statistical formulation assumes that the causation goes from economic 
growtb in the developed countries tc thei~ 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. 



- 9 -

Table 2 

The Effects of Developed Country GOP and Relative Prices 
on their lmoorts from -O~~eloping Countries, 1963-84 

(t-va lues ;n parenthesis) 

Gross Dcmestic Relative _, Exp·orts Constant Product Prices R-

Total exports 5.35 1.47 -0.29 0.897 ... ** ** (8 .06) (9 .88) (-3.52) 

Non fuel primary exports 8.42 0.48 -0.43 0.909 JH .... ** (56 .61) (14.02) (-6 .8o > 

Foods and beverages 7 017 0.61 -0.53 0.834 ** ** ** (26 .83) (10.07) (-6 .02) 

Industrial materials 8.33 0.27 -0.29 0.626 ** ** •* (39.73) (5 .66) (-2.97) 

Nonferrous metals 5.06 0.71 -0.17 0.767 ** ** ( 10.01) (6 .38) (-1.49) 

Fuels 2.84 1 .88 -0.41 0.437 
** ** ( 1 .42) (4 .21 ) (-3 .36) 

Manufactured exports -7.10 3.84 -0.63 0.984 
** ** (-14.95) (35.40) (-0.98) 

Notes: AI I variables have been expressed in logarithmic terms. Relative prices have been 
defined as the ratio of the export prices of the particular product groups in the 
developing countries to the export prices of manufactured. goods in the developed 
countries (For explanation, see text.) 

o.w. 

0.49 

1 .27 

0.96 

1.60 

1.23 

0.36 

0.54 

The symbol 
I eve I. 

indicates that the results are statistically significant at the 1 percent 

Sources: Export values and prices --United Nations, Monthly Bulletin of Statistics and 
Yearbook of International Trade Statistics, various issues. 
Gross domestic product -- International Monetary Fund, International Financial 
Statistics, 1985 yearbook. 
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countries. This has been done by relating price indices for developing 

country exports of var1ous product groups to the price index of the developed 

countries' manufactured exports.!/ 

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 

2/ metals and manufactured goods. 

It is a~parent, then, that econom1c growth in the developed countries 

1s 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, contributes to economic gr.owth 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 point~. A 

1/ The derivation of these indices is discussed above. 

2/ 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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one percent improvement 1n the terms of trade of the developing countries, 

measured as the ratio of their export pr1ces to the manufactured export prices 

of the developed countries, adds another 0.47 percentage points to th~ir 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 

cmong newly-industrializing economies (NICs), newly-exporting countries 

(NECs), and less developed countries (LOCs), 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 earlier study by the author, newly-industrializing countries 

were defined as countries having a share o£ manufactured value added of 20 

percent or· higher 1n the gross domestic product 1n 1977 and per capita 1ncomes 

of at Least $1100 1n 1978 (Balassa, 1981). The same list of countries 1s 

obtained by applying the 20 percent benchmark to 1984 and us1ng a per capita 

1ncome figure of $1700 for the year. ll 

The newly-exporting countries have been defined by the joint 

requirement that the share of manufacturing value added in GDP was at least 15 

1/ Both regression coefficients are statistically significant at the 1 
percent Level; the adjusted R2 is 0.95. 

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

J/ This is the lower Limit for upper middle-income countries 1n World Bank, 
World Development Report 1986 (Table 1). 



1963 
(1) NIC Latin America 
(2) Far East 
(3) NEC Latin America 
(4) North Africa-Middle East 
(5) South Asia 
(6) Far East 
(7) Less Developed Countries 

1973 
(1) NIC Latin America 
(2) Far East 
(3) NEC Latin America 
(4) North Africa-Middle East 
(5) South Asia 
(6) Far East 
(7) Less Developed Countries 

1980 
(1) NIC Latin America 
(2) Far East 
(3) NEC Latin America 
(4) North Africa-Middle East 
(5) South Asia 
(6) Far East 
(7) Less Developed Countries 

Table 3 

Exports by Groups of De_ve I opIng EconomIes 1 1963 1 1973 1 and 1980 
($ bl I I ion, 1975 prices, percent) 

Fuels 
Non fuel 

Primary Products 
Manufactured 

Goods Nonfuel Products Total 

Sbi I I ion percent Sbi I I ion percent Sbil I ion percent Sbi I I ion percent Sbl II lon percent 

0.39 
1.30 

16.72 
0.33 
0.11 
2.08 

41.77 
62.70 

0.39 
2.53 

14.91 
0.80 
0.19 
5.97 

117.61 
142.40 

3.75 
1. 78 
6.46 

1 • 11 
0.13 
6.47 

98.90 
1 18.60 

0.6 
2.1 

26.7 
0.5 
0.2 
3.3 

66.6 
100.0 

0.3 
1.8 

10.5 
0.6 
0.1 
4.2 

82.6 
100.0 

3.2 
1 .5 
5.4 
0.9 
0.1 
5.4 

83.4 
100.0 

8.63 
1 .91 
3.11 
1.83 
3.35 
5.19 

15.58 
99.60 

11.66 
2.90 
3.21 
1.92 
2.40 
7.47 

18.14 
47.70 

14.62 
4.85 
4.58 
1. 77 
2.98 
5.41 

27.59 
61 .80 

21 .a 
4.8 
7.9 
4.6 
8.5 

13.1 
39.3 

100.0 

24.4 
6.0 
6.7 
4.0 
5.0 

15.7 
38.0 

100.0 

23.7 
7.8 
7.4 
2.9 
4.8 
8.8 

~~ 
100.0 

0.64 
2.38 
0.21 
0.27 
1.70 
0.21 
1.99 
7.40 

3.96 
14.61 
0.98 
0.64 
2.76 
1 .to 
4.85 

28.90 

7.70 
35.44 

1 .88 

1 • 19 
4. 11 
3.72 
9.68 

64.00 

8.6 
32.2 
2.8 
3.6 

23.0 
2.8 

26.9 
100.0 

13.7 
50.5 
3.4 
2.2 
9.5 
3.9 

16.8 
100.0 

12.0 
55.8 
2.9 
1. 9 

6.4 

5.8 

~ 
100.0 

9.27 
4.29 
3.33 
2.10 
5.05 
5.40 

11 .SI 
47.00 

15.62 
17.51 
4.19 
2.56 
5.16 
8.57 

22.99 
76.60 

22.32 
40.59 
6.46 
2.96 
7.09 
9.13 

37.25 
125.80 

19.7 
9.1 
7.1 
4.5 

10.7 
11 .s 
37.4 

100.0 

20.4 
22.9 

5.4 
3.3 
6.7 

11 .2 
30.0 

100.0 

17.7 
32.3 

5. 1 

2.4 
5.6 
7.3 

29.6 
100.0 

9t,66 
5.59 

20.04 
2.43 
5.16 
5.48 

61.44 
109.80 

16.01 
20.04 
21 .to 

3.36 
5.35 

14.,54 
138.60 
219.00 

26.07 
42.37 
12.92 
4.07 
7.22 

10.60 
1326.15 
244.40 

8.8 
5.1 

18.3 
2.2 
4.7 
5.0 

55.9 
100.0 

7.3 
9.2 
9.6 
1 .5 
2.4 
6.6 

63.3 
100.0 

10.7 
17 .. 3 

5.3 
1. 7 

3.0 
6.4 

55.7 
100.0 

Note: (1) Argentina, Brazi I, Chile, Mexico, Uruguay; (2) Hong Kong, Korea, Singapore~ Taiwan, China; (3) Colombia, Costa Rica, Guatemala, 
Jamaica, Peru, Venezuela; (4) Egypt, Jordan, Morocco, Tunisia; (5) Bangladesh, India, Pakistan, Sri Lanka; (6) Indonesia, Malaysia, 

Phi I ippines, Thai land. 
<?>The difference between the total exports of the developing countries shown In Table 1, and the sum of exports of country groupings 

(1) to (6). 
Sources: Table 1 and World Bank data base. 

1-' 
N 
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percent or manufactured goods accounted for at least 30 percent of total 

exports ln 1984 and manufactured export reached $250 million, i.e. 0.03 

percent of world manufactured exports, and 0.2 percent of manufactured exports 

by the developing countries, in 1984. !/ 

Limiting attention to nonfuel products, the results show that the 

market share of the Far Eastern NICs (Hong Kong, Korea, Singapore and Taiwan, 

China) in the combined exports of the developing countries rose from 9.1 

percent in 1963 to 22.9 percent in 1973, and, again, to 32.3 percent ln 

1980. All other groups lost export market shares during this period. The 

losses were particularly pronounced in the South Asian NE~s (Bangladesh, 

India, Pakistan, and Sri Lanka), the market share of which decreased from 10.7 

percent in 1963 to 5.6 percent in 1980, followed by the North African and 

Middle Eastern NECs (Egypt, Jordan, Morocco, and Tunisia) where the decline 

was from 4.5 to 2.4 percent. 

Among major product groups, changes in export market shares were the 

largest for manufactured goods. Although the Far Eastern NICs had a 

relatively high export share of 32.2 percent in these products already in 

1963, they increased this share to 55.8 percent by 1980. In the same period, 

the market share of the South Asian NECs fell from 23.0 to 6.4 percent, with a 

1/ Alternative definitions of the newly-exporting countries are provided by 
Havrylyshyn and Alikhani (1982) and Hughes and Newbery (1986). The former 
include countries with manufactured export growth rates in excess of 
average growth rates by the NICs during the 1970s; the latter include 
countries with populations in excess of 10 million and per capita incomes 
of at least $750 in 1983. Both of these definitions have the disadvantage 
of excluding India, whose manufactured exports exceed that of any newly
exportfng country, and Pakistan that also surpass~d the majority of the 
NECs. 
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decline from 3.6 to 1.9 percent observed 1n th£~ North Africa-Middle East 

group. 

In turn, the Latin ~~erican NICs (Argentina, Brazil, Chile, Mexico, 

and Uruguay) and, in ?articular, the Far Eastern NECs (Indonesia, Malaysia, 

Philippines, and Thailand) were gainers, with increases in manufactured export 

market shares from 8.6 percent in 1963 to 12.0 percent in 1980 in the first 

case and from 2.8 to 5.8 percent in the second. But while in the Lat~n 

American NICs the 1980 result represented a deterioration following the 

progress made between 1963 and 1973, the growth of the exports of the Far 

Eastern NECs accelerated after 1973. Finally, increases between 1963 and 1973 

were undone afterwards in the Latin American NECs (Colombia, Costa Rica, 

Guatemala, Peru, and Venezuela). 

The Far Eastern NICs also made the largest gains 1n nonfuel primary 

products, with their export m~rket share rising from 4.8 percent 1n 1963 to 

7.8 percent in 1984. The South Asian NECs aga1n experienced the largest 

losses in market shares, from 8.5 to 4.8 percent, 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 

var1ous countries. The Far Eastern NICs began a policy of outward orientation l/ 

in the early 1960s and continued with this policy afterwards. the South Asian 

NICs, however, persisted with highly protectionist inward-oriented policies. 

In the North Africa-Middle East area, the unfavorable results were dominated 

by Egypt that failed to productively utilize the bonanza provided by increased 

1/ For definitions, see the next section: 
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oil earn1ngs, 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 Eastern NICs accounts for the acceleration of the 

growth of their manufactured exports while changes in the policies applied 

explain the revet·sal 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 co their level of economic development and geographical 

location~ While the remaining group of less developed countries 1s too 

heterogeneous to derive any firm conclusions, it may be observed that 

1ncreases 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 exper1ences with 

econom1c 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. 

II. Trade Orientation and Economic Growth 

A. Defining Inward and Outward Orientation 

In examining the postwar experience of developing econom1es wit~ 

alternative policies, distinction may be made between inward-oriented and 

outward-oriented development strategies. Inward-oriented developing econom1es 

have protected their domestic indu~tries by the use of tariffs and 

quantitative import restrictions·without providing commensurate export 
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subsidies. The application of these measures has biased the system of 

incentives tn favor of import substitution and against exports. In contrast, 

under out·~rd orientation, similar incentives have been granted to import 

substitution and exports, with export subsidies offsetting, 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) 

aver time, so as to encourage exports. Conversely, exchange rates have often 

been overvalued tn developing economtes ?ursuing inward oriented policies, 

with the degree of overvaluation varying over time, as intermittent 

devaluations periodically caught up with domestic inflation, thereby creating 

uncertainty for expo~ters. 

In addition to fluctuations tn the extent of overvaluation leading to 

changes 1n incentives over time, there has been considerable variation in 

incentives among manufacturing industries in inward-oriented developing 

economies that has not generally been the case under outward orientation. 

Also, inward-oriented, but not outward-oriented, developing economies have 

generally discriminated against agriculture. 

The described characteristics of outward-oriented and inward-oriented 

development strategies are exemplified by the experience of the last quarter 

of a century. In the 1960-73 period of rapid growth in the world economy, a 

contrast may be drawn among three groups of developing economies: those 

pursutng outward-oriented policies, inward-oriented developing economies 

undertaking policy reforms, and developing economies characterized by 

continued inward orientation. The choice between outward and inward 
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orientation has further relevance in the period of external shocks, ow1ng to 

increases in oil prices and recessionary conditions in the world economy after 

1973. The following discussion concentrates on n1ne developing econom1es that 

established basic industries and may be considered representative of 

alternative policy regimes. 

B. The Period of Rapid World Economic G~owth (1960-73) !/ 

Among the nine developing economies under consideration, Korea, 

Singapore and Taiwan, China adopted outward-oriented policies in the early 

1960s. In turn, India, 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-oriented policies but undertook policy reforms in the mid-1960s, 

reducing the extent of discrimination against agriculture and, in particular, 

against manufactured exports. 

At the same tirne, 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, exporte~s were free to 

choose between domestic and imported inputs; they were exempted from indirect 

~taxes on their output and inputs; and they paid no duty on imported inputs. 

The same privileges were extended to the producers of domestic inputs used 1n 

export production, thus providing essentially free trade tre~tment to the 

1/ This section draws on Balassa and Associates, 1982. 
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export sectors. With additional subsidies and low import protection, exports 

in the man11facturing 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 s;stem of incentives, the three large Latin 

American developing economies reduced the extent of import protection. 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 eco.nomies 

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 1n favor of import substitution and against 

expurts, 1n particular traditional primary exports, albeit to a lesser ext:ent 

than had been previously r-he case. 

Among developing economies that continued with a policy of inward

orientation, Chile traditinnally had the highest level of import protection 1n 

Latin A~erica and, after brief experimentation with import liberalization, 

reimposed quantitative restricti0ns in the early 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 

performance in the three groups of developing economies. The share of exports 
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Table 4 

Exports by Selected Developing Economies 
($ m i I I ion, 1975 prices) 

Non fuel 
Primary Manufactured Non fuel 

Fuels Products Goods Products Total 

% :t ::1 % :t ,0 .., 
19p3 
Korea 17 1 .o Y7 0.9 84 3.3 181 1 .4 198 1 .3 
Singapore 1207 69.2 78 0.7 73 2.9 151 1 • 1 1358 9.1 
Taiwan, China 21 1 .2 584 5.5 272 10.8 856 6.5 877 5.9 
Argentina 74 4.2 2641 24.9 169 6.7 2810 21 .4 2884 19.4 
Brazi I 62 3.6 2941 27.7 90 3.6 3031 23.1 3094 20.8 
Mexico 256 14.7 146.1 13.7 316 12.6 1777 13.5 2033 13.7 
India 107 6.1 1562 14.7 1445 57.5 3007 22.9 3114 20.9 
Chile 0 o.o 998 9.4 45 1 .a 1044 a.o 1044 7.0 
Uruguay 0.1 264 2.5 17 0.7 275 2. 1 277 1 .9 
Total 1745 100.0 10626 100.0 2511 100.0 13132 100.0 14879 100.0 

1973 
Korea 117 4.0 541 3.8 3180 22.4 3721 13.2 3838 12.3 
Singapore 2269 76.9 121 0.9 1176 8.3 1297 4.6 3567 11 .4 
Taiwan, China 46 1 .6 899 6.4 4321 30.4 5220 18.4 5266 16.9 
Argentina 19 0.6 2587 18.4 860 6.0 3447 12.2 3465 11 • 1 
Brazi I 276 9.3 5499 39.1 1433 10.1 6932 24.5 7208 23.1 
Mexico 82 2.8 1653 11.7 1299 9 ~ 1 2952 10.4 3035 9.7 
India 131 4.4 1586 11 .3 1838 12.9 3424 12.1 3555 11 .4 
Chile 9 0.3 970 6.9 54 0.4 1025 3.6 103J. 3.3 
Uruguay 3 0.1 217 1 .5 61 Oo4 278 1 .o 281 0.9 
Total 2952 100.0 14073 100.0 14222 100.0 28296 100.0 31248 100.0 

1980 
Korea 11 0.2 1036 5.3 9844 28.3 10879 20.3 10891 18.4 
Singapore 1596 29.2 338 I • 7 3045 8.9 3383 6.3 4979 8.4 
Taiwan, China 97 1 .e 1280 6.5 10982 32.2 12262 22.8 123:;9 20.9 
Argentina 95 1 • 7 3722 19.0 1,70 3.4 4892 9.1 4987 8.4 
Brazi I 122 2.2 6691 34.2 4721 13 .a 11412 21 .2 11534 19.5 
Mexico 3510 64.3 1865 9.5 1084 3.2 2949 5.5 6459 10.9 
India 11 0.2 1845 9.4 2775 8. I 4621 8.6 4632 7.8 
Chile 20 0.4 2389 12.2 - 263 0.8 2652 4.9 2672 4.5 
Uruguay 0 o.o 404 2. I 253 0.7 657 I .2 657 I • I 
Total 5462 100.0 19570 100.0 34137 100.0 53707 100.0 59170 100.0 

Source: See Table I. 
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1n manufactured output. ~ose from 1 perceQt in 1960 to 14 percent in 1966 and 

to 41 percent in 1973 1n Korea, from 11 percent to 20 percent and to 43 

percent in Singapore, and from 9 percent to 19 percent and to SO percent ~in 

Taiwan, China. 

After slow increases in the 1960-66 period, the growth of 

manufactured exports accelerated between 1966 and 1973 in the three Latin 

American economies that reformed their system of incentives during this 

~eriod. 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 Xexico. 

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 ntne countries under 

consideration declined from 57 percent tn 1963 to 13 percent in 1973. In the 

same period, Chile's share fell from 2 percent to below one-half c>f one 

percent, while Uruguay's share declined to the same level from one percent tn 

1963. 

In turn, the three Far Eastern developing economies increased their 

combined market share tn the manufactured exports of the nine developing 

countries under consideration, from 17 to 60 percent, and the combi-~d share 

of the three Latin American countries rose slightly, from 23 to 24 percent 

between 1963 and 1973. The Far Eastern developing economtes also gained 

market shares in nonfuel primary exports; gains in Brazil were approximately 
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offset by losses in Argentina and Mexico; and India, Chile; and Uruguay all 

experienced losses in nonfuel primary exports (Table 4). !/ 

The experience of the nine developing econom1es further provides 

evidence of the favorable effects of outward orientation on economic growth 

during the period precedi~g the 1973 oil crisis. The three Far Eastern 

economies had by far the highest GNP growth rates throughout the period; the 

three Latin American developing economies that undertook ~olicy refocms 

improved the~\ growth performance to a considerable extent after the reforms 

were instituted; and Chile, Uruguay, and India remained at the bottom on the 

growth league. For the 1960-73 period, taken as a whole, per capita incomes 

rose at rates ranging between 6 and 8 percent 1n the first group, bet~een 3 

and 4 percent 1n the second, and bet#een 1 and 2 percent 1n the third. 

C. The Period of External Shocks (1973-85) ~/ 

Developing economies experienced substantia: external shocks between 

1973 and 1983. In the first half of the period, the quadrupling of oil prices 

was accompanied by a world recession and followed by a slow recovecy; in the 

second half, oil prices increased three times, the industrial countries aga1n 

experienced a recess1on, and interest rates increased considerably. At the 

same time, policy responses to these shocks in the individual countries varied 

greatly. 

The three Far Eastern developing econom1es continued with tbeir 

outward-oriented development strategy and were joined by Chile and Uruguay 

which, however, again introduced price distortions after mid-1979 when their 

1/ As in Table 3, the data refer to 1963, 1973, and 1980. 

2/ This section utilizes the results reported in pa~t in Balassa, 1986. 
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exchange rates became seriously overvalued. In -turn, after earlier efforts 

made to reduce the bias of the incentive system against exports, Argentina and 

Mexico, and to a lesser extent Brazil, increased the degree of inward 

orientation while India continued with its inward-oriented stance. 

Outward-oriented developing econom~es maintained realistic exchange 

rates, with little variation over time whereas exchange rates were generally 

overvalued in inward-orie~ted economies, with the degree of overvaluation 

varying during the period. Tris explains that outward-oriented econom~es 

continued to ga~n export market shares in nonfuel exports while inward

oriented economies experienced losses in foreign markets (As shown 1n Table 4, 

1n the case of Brazil losses 1n nonfuel pr~mary exports offset ga1ns ~n 

manufactured goods). 

We also find that more import substitution occurred in outward

oriented, than in inward-oriented developing economies during the 1973-83 

period. Various considerations may explain this, prima facie surpr1s~ng, 

result. To begin with, the former but not the latter group of developing 

econom~es maintained realistic exchange rates that contribute to export 

expansion as well as to import substitution. Also, the exploitation of 

econom1es of scale in the export industries of outward-oriented developing 

econom~es permics replacing imports by domestic production in these industries 

while import replacement becomes increasingly costly, and :1et import sav1ngs 

decline, under continued inward orientation. Finally, virtual lack of 

discrimination in the system of incentives against agriculture 1n outward

oriented econom1es allows import substitution to occur 1n this sector that ts 

not the case under inward orientation. 
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Outward-oriented developing econom~es thus undertook domestic 

adjustment 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 we~e undertaken by the public sector and by 

the greatly protected private sector 1n inward-oriented developing econom1es. 

While, owing to their greater exposure to foreign markets, external 

shocks were considerably larger in outward-oriented than in inward-orie~ted 

developing economies, these differences were offset several tim~s by 

differences in economic growch rates. Notwithstanding the external shocks 

thej suffe~ed, aver~ge ?er capita GDP growth rates remained at 5 percent a 

year between 1963-73 and 1973-79 in outward-oriented developing eccno~ies 

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 

developing economies bor~owed 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 econom1es. 

Correspondingly, increases 1n 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 1n 

the 1979-82 period. And while outNard-oriented developing economies also 

applied deflationary measure~ on a temporary basis, with their per capita GOP 
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growth rates declining to 2 percent 1n 1979-82, they rebounded aga1n tn 

subsequent years. Between 1982 and 1985, per capita GDP growth rates averaged 

4 percent in outward-oriented economies as compared to a slight decrease 1n 

inward-oriented economies that had to pay the price for their excess1ve 

indebtedness. 

The overall conclusions reached tn regard to the two groups of 

developing economies neglect the variety found within each. ~~ong Latin 

American economies~ particular interest attaches to Chile, where two important 

policy shifts were undertaken within a short period. Note may further be 

taken of the experience of Turkey where the adjustment policies applied 

permitted moving from· virtual bankruptcy to creditworthiness for bank lending 

within a few years. 

The September 1973 military takeover found Chile with a 500 percent 

rate of inflation and economic stagnation in a highly regimented economy. 

The situation was further 'aggravated as the quadrupling of oil prtces was 

accompanied by a substantial fall in the price of copper. The Pinochet 

government applied strong deflationary measures to cope with the situation, 

which led to a ~arge decline in national 1ncome. It subsequently undertook a 

far-reaching policy reform, representing a shift from inward to outward 

orientation. 11 

1/ Quantitative import restrictions were abolished and tariffs reduced to 10 
percent over a fi~e-year period, the only exception being the automobile 
industry. These measures were part of a package of economic reforms that 
included a large devaluation in real terms, the abolition of price 
control, the establishment of realistic prices for public utilities, the 
elimination of budget deficits, the establishment of positive inte~est 
rates, and the Liberalization of financial markets. 
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Following the turn towards outward orientation, Chile reached one of 

the highest per capita GNP growth rates, 7 percent, among developing econom1es 

in the 1976-79 period, although this result represented in part a reversal

after the earlier decline. Rapid economic growth was supported by export 

expans1on as the policies applied led to considerable 1ncreases 1n 

nontraditional exports. 

A policy change occurred in mid-1979, however, when Chile fixed its 

exchange rate in terms of the U.S. dollar, supposedly forever, and 

simultaneously reinforced the indexation of wages. Betweeen June 1979 and 

October 1981, average wages doubled as a result while the exchange rate 

remained .•nchanged, compromising the competitive position of Chilean export 

and import-substituting activities in agriculture as well as in 

manufactu~ing. At the same time, under the virtual exchange rate guarantee, a 

Large inflow of foreign capital ensued as domestic inflation rates exceeded 

foreign interest rates by a considerable margin, and the resulting negative 

real interest rates provided inducements for borrowing abroad. Since the 

production of goods entering into international trade became increasingly 

unprofitable, the borrowed funds were used to increase consumption as well as 

to invest in luxury housing and the stock market. 

The resulting artificial boom came to an end in early 1982 as it 

became apparent that Chile could no longer continue financing its growing 

balance-of-payments deficit. Several devaluations were undertaken in 

succession, but the large burden of the foreign debt and the greatly weakened 

condition of domestic financial institutions will make it difficult for Chile 

to return to the growth path of the years 1976-79 for some time to come. 



- 26 -

The moral of the story is summarized 1n 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 dist9rtions after 

1979," 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 ~n which Chile now finds itself" (Balassa, 198Sb, p. 

234). 

Turkey was practically bankrupt in 1979 and, with 
. . 
1ncreas1ng foreign 

exchange stringency, it experienced considerable shortages of energy, raw 

materials, and spare parts. Industrial output declined and inflation 

accelerated as a result. This was the consequence of excessive borrowing and 

the use of borrowed funds in inefficient investment projects 1n the public 

sector as well as in the highly-protected private sector. 

The January 1980 policy reforms aimed at redressing the situation and 

changing the inward-oriented develop~ent strategy Turkey had followed 1n the 

previous decades. !/ While the reform measures had to be carried out 1n a 

deflationary environment, exports rose rapidly, leading to the resumption of 

1/ The policy changes comprised stabilization measures, with the twin 
objectives of reducing the rate of inflation and improving the balance of 
payments, as well as reform measures, with a view to turning the Turkish 
economy in an outward direction and giving an increased role to market 
forces. Stabilization objectives were pursued by lowering the rate of 
money creation and reducing the public sector deficit. Both stabilization 
and reform objectives were served by a .large devaluation. Furthermore, 
the bias against exports was substantially reduced through export 
subsidization and import liberalization. Finally, industrial prices and 
interest rates were freed. 
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econom1c growth. !/ Rapid export expansion, tn turn, provided a boost to 

economtc growth in Turkey, with per capita GNP rising at an average annual 

rate of 2 percent between 1980 and 1985. In addition, inflation rates 

declined from 140 to 40 percent, although further decreases are desirable. 

Turkey pro'Tides an example of successful adjustment through export 

expans1on. Apart from che resumption of economic growth, Turkey again became 

creditworthy for borrowing from private banks. This is the more remarkable 

since Turkey was one of the most inward-oriented countries in the developing 

world, with an export-GNP share of only 3 percent 1n 1979. The turn towards 

outward o~ientation meant that this share reached 15 percent in 1985. 

III. Export Expansion and Economic Performance ~/ 

A. Exports and Economic Growth 

The expe~iences of developing economtes discussed in the prev1ous 

section of the paper indicate the favorable effects of exports on econom1c 

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 

1/ Between 1980 and 1985, the dollar value of exports increased threefQld. 
Increases were the largest for exports to the Middle East, but Turkey also 
gained export market shares in the OECD countries. Thus, the dollar value 
of Turkish exports to these countries more than doubled between 1980 and 
1985, although total OECD imports hardly changed during this period. 

2/ The results reported in the section of the paper derive largely from 
reports on the findings of major research projects on policy-making in 
developing countries including Little, Scitovsky, Scott (1970), Balassa 
~nd Associates, (1971), Bhagwati (1978), Krueger (1978), Donges and 
Mliller-Ohlsen (1978), Balassa and Associates (1982), and Krueger (1983). 



- ZB -

economy taken as a whole. ~/ In the latter case, it has also been shown that 

the growt11 of exports is highly correlated with the growth of 

GNP less exports, indicating the indirect effects of exports on the rest of 

the economy. ~} 

Estimates made by Anne Krueger (1978, p. 282) for a partially 

overlapping group of developing economies ll confirm these results. She has 

found ttat, 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 growth 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 nonexpert 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 export growth omits the effects 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 1n 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 

1/ 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). 

2/ The latter procedure also avoids the statistical problem of 
intercorrelation due to the inclusion of exports in production. 

3/ Brazil, Chile, Colombia, Egypt, Ghana, India, Israel, Korea, Philippines, 
and Turkey. 
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explain 53 percent of intercouncry variations in GNP growth rate, while adding 

export growth increases this ratio to 71 percent (Michalopoulos and Jay, 

1973). Similar ~sults have been reached by applying this procedure to the 

combined 1960-66 and 1966-73 data for the developing economies ~eferred to 

above (Balassa and Associates, 1982, chu 3). 

The cited estimates refer to the period of rapid growth in the ~orld 

economy. Further interest attaches to the question as to how these results 

hold up in the subsequent period of exte~nal shocks. Applying the same 

procedure to the 1973-78 period, the earlier findings on the importance of 

exports for economic growth have again been reconfirmed (Balassa, 1S85a). 

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 che 1973-78 pe~iod. 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 defined as export promotion, import 

substitution, and additional net external financing. 11 

The impact of trade orientation on economic growth 1s indicated by 

the existence of a difference of 1 percentage point in GNP growth rates 

1/ 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,.exporc 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 
b~en derived by extrapolating past trends in such financing. 
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4 

between developing economies tn the u~per 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 growch is obtained 

in comparing the upper and the lower quartiles of the distribution as regards 

reliance on export promotion, as against import substitution and additional 

external financing. 

The results are cumulative, indicating that both initial export 

orientation and reliance on exports in response to extE~rnal shocks importantly 

contributed to econom1c growth in developing economies during th~ period under 

consideration. These factors explain a large proportion of intercountry 

differences in GNP growth rates 1n the 1973-78 period, with a difference of 

3.2 percentage points between the upper quartile and the lower quartile bf the 

distribution in the 43 developing economies. 

B. Factors Affecting Economic Growth 

The results show that export expans1on favorably affects econom1c 

growth in developing economtes. As noted in the introduction, this may be 

explained by reference to gains from resource allocation according to 

comparative advantage; the exploitation of econom1es of scale and increased 

capacity utilization; improvements tn technology; and 1ncreases tn domestic 

savtngs and foreign direct investment under an outward-oriented development 

strategy. There may be further gains through increased employment if labor ts 

not fully employed. 

The obverse of gatns from specialization 1s the cost of protection 

incurred 1nder inward orientation. For the first half of the 1960s, this 

cost, including monopoly profits, has been estimated at 9.5 percenc of GNP 1n 
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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 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 effect~ of protection on 

the pr1ces 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 p~otection has been estimated at 3.8 percent of GNP under 

full employment assumptions and 5.8 percent if labor is available at a 

( 1/ constant real wage de Xelo, 1978, p. 217). 

There are several more recent estimates derived 1n a general 

equilibrium framework. Grais, de Melo, and Urata (1986, p. 77) have estimated 

the cost of protection for Turkey in 1978 (i.e. prior to the 1980 reforms) at 

5.5 percent of GOP, by taking account of the implications of quantitative 

import restrictions. And ·..:hile, according to Keyzer (1986, p. 273), tariff 

reductions would hardty affect GOP in Bangladesh, his results are vitiated by 

neglecting quantitative import restrictions that are pervasive in Bangladesh 

1/ The results are 11.0 percent and 15.8 percent, respectively, postuLating 
an optimal export tax for coffee, which is subject tp an international 
agreement. 
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and by excluding changes in production structu~e 1n res~onse to tariff 

reductions -~ truly, Hamlet without the Prince. 

None of these estimates consider the gains obtainable through the 

exploitacion o£ economies of scale under outward orientation that permits 

overcoming the limitations of small national markets. These have been 

incorporated 1n a general equilibrium model estimated by Harris. The results 

show a 3.6 percent 1ncrease 1n GNP associated with the unilateral elimination 

o£ Canada's relatively low tariffs, with the bulk o£ the gain attribute1 to 

economies of scale (Harris, 1984, p. 94 and 1986, pp. 242-44). 

Gains from economies o£ scale under increased outward orientation can 

be expected to be greater in developing econom~es. With the exception of 

Brazil, these econom1es have smaller domestic markets for manufactured goods, 

where economies of scale are important, than does Canada and their protection 

levels are considerably higher. 

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 s1ze plants. This 

dilemma arises under traditional economies of scale, which entail reductions 

in production costs with increases in plant size in industries producing 

scandardized products, such as steel, copper and newsprint. 

Other forms of economies of scale include cost reductions obtainable 

through horizontal specialization (involving reduc~ions 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. 
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At the same time, according to the time-honored infant industry 

argumenc, incurring the cost of protection will be warranted as long as 

sub~equant improvements in productivity offset this cost. But high protection 

may have the opposite effect by limiting competition in the small domestic 

markets of the de'leloping countries as the resulting monopolies and 

oligopolies will often ?refer 'quiet life' to innovative activity, whi=h 

entails risk and uncertainty. In turn, the carrot and the stick of 

competition will provide inducements for technological change under outward 

orientation. Exporting firms, in particular, try to keep up with modern 

technology in order to maintain or 1mprove tteir ma~ket position. 

These conclusions are supported by empiri_il evidence. Thus, export 

expansion has been show~ to be positively, and import substitution nega~ively, 

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 

(Nishimuzu ahd Robinson, 1984, Table 5). 

The results obtained for Turkey confir~ the conclusions re~ched 

earlier by Krueger and Tuncer (1982) for this country. Also, India, which had 

a parttcularly pronounced inward-ori~ntation during the postwar period, 

experienced a decline in total factor productivity between 1959-60 and 1979-80 

(Ahluwalia, 1985). The same result has been obt~ined in an unpublished World 

Bank study for Mexico for the 1970-82 period, when the economy became 

increasingly outward-oriented. 

The advantages of out~ard-orientatio~ are also apparent from 

comparisons of estimates of total factor productivity fo~ 2J developing 

econom1~s covering the postwar period. Thus, Chenery (1986, Table 2-2) 
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reports that total factor productivity increased at annual rates of over 3 

percent in outward-oriented economies l/ while increases were 1 percent or 

less in countries with especially pronounced inward orientation. 21 

In generating higher incomes, outward orientation would ra1se 

domestic savings. Assume 1 for example, that the incremental capital-output 

ratio (the relationship bet~een an increment 1n the capital stock to that of 

output) is 4, the average domestic savings ratio is 16 percent, and the 

marginal sav1ugs ratio 1s 33 percent. Eliminating protection, taking to 

represent a loss of 6 percent of GNP, would now raise the rate of economic 

growth from 4.0 to 4.5 percent by increas~ng 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 

~apital 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 row-income, and by 1.9 percent 1n the middle-income, oil-

importing developing econom1es excluding, and by 2.1 and 4.3 percent 

including, sav1ngs and investment effects (Mercenier and Waelbroeck, 1986, pp. 

301, 303). 31 

Domestic sav1ngs would increase further if a higher than average 

share of tncomes generate~ by exports were saved. This proposition has 

received support from a cross-section study of 14 developing economies by 

1/ Hong Kong, Korea, Taiwan, China and, in earlier p0riods, Israel and 
Spain. An exception is provided, however, by Singapore. 

2/ Argentina, Chile (prior to 1974), India, and Venezuela. 

3/ These estimates do not include the gains obtainable through the 
elimination d£ quaptitati~e restrictions. 
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Weisskopf (1972), who has found a positive correlation between exports and 

dbmestic sav1ngs. Weisskopf's results have been confirmed by Papanek (1973) 

1n a cross-sectional analysis of 34 developing econom1es for ehe 1950s, and 

fifty-one developing countries for the 1960s (1973). 

A positive correlation bet~een exports and domestic sav1ngs has also 

been found in a time-series analysis of four developed and eight developing 

econom1es by Maize~s (1968, 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 1n 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 framework may not modify the 

cross-sectional and time-series results obtained for tho. developing ecJnomies 

cited above. !/ 

As export expansion impro•;es the balance of payments, a country may 

become more attractive to foreign investors. While Weisskop and Papanek have 

found a negative correlation bet~een domestic and foreign savings, Grinols and 

Bhagwati have brought into question the validity of these results (1976). 

Furthermore, on the basis of the exp~rience 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 str&tegy [and that] this inflow is not 

1/ At the same time, one may agree with Bhagwati (1978) that "while there is 
much empirical evidence in support of a statistical association between 
exports and saving, there is Little evidence so far for some of the 
hypotheses that could provide a rationale for such an association implying 
a causal relationship ~unning from exports to savings'' (p. 147). 
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exogenous to the EP strategy, as is sometimes assumed, but can be seriously 

argued to be a result 1n large part of the EP strategy itself." (p. 211). l/ 

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 additional 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, China and in India. Their results 

indica~e 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-substituting activities 1n the second. 

With higher ?roductivity growth, industrial employment grew at an average 

annual rate of 8 percent between 1954 and 1971 in the former, and 2 perrent a 

year between 1950 and 1969 in the latter, case. 

Furthermore, 1n 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 use of 

1/ Bhagw~ti's definition of an export-promoting strategy (1978, p. 207) is 
practically equivalent to the above definition of oucward orien~ation. 
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labor input coefficients for individual sectors, varied between 21 and 107 

peLcent, with results foL Indonesia and Thailand exceeding 100 percent. 11 

Fields (1984) has examined the employment effects of outward 

orientation in the Far East. He found that, between the early 1960s and the 

early 1970s, unemployment Lates declined from 8 to 4 percent 1n Korea, and 

from 6 to 2 percent 1n Taiwan, China; little change occurred 1n these rates ln 

subsequent years of outward orientation. Also, Ca~valho 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 interindustry 

allocation of the factors of production, trade orientation will affect 

employment through changes in factor prices. Under inward orientation capital 

goods are undeLpriced, both because the exchange rate is overvalued and 

because tariffs on capital goods tend to be low or nonexistent. 

Among countLies for which estimates have been made, the elimination 

c£ protection would involve reducing capital costs by 30 to 40 percent in 

Chile, Pakistan, and TuLkey and by 8 percent in Argentina (Krueger, 1983, 

Table 7.1). As a one percent change in the relative prtces of =apical and 

labor has been =:· _ _,wn to be associated with a one percent change in the use of 

Labor relative to capital (Behrman, 1982, p. 186), eliminating this distortion 

1/ An apparent exception is Chile but this was due to the capital-intensity 
of its intLa-Latin American exports under the policies applied; the Labor
intensity of exports in trade with developed countries much exceeded that 
foL import substitution (Krueger, 1983, Table 6.2). 
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would lead to tncreases ~n employment commensurate with the rtse ~n the 

relative cost of capital. 

With the growth of employment, real wages increased considerably 1n 

outward-oriented economtes where exports expanded rapidly. This increase 

refleccs the fact that the rate of growth of the demand for labor on the part 

of the ma~ufacturing 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 tn 

Taiwan. Also, real wages in manufacturing rose by three-tenths in Brazil 

after its shift towards increased outward orientation. In turn, real wages 

decline by one-tenth in India between 1966 and 1973, which continued with 

inward-oriented policies during this period. l/ 

The described tendencies continued during the period of external 

shocks. Between 1973 and 1983, real wages more than doubled in Korea and 

nearly doubled 1n Taiwan, China while Argentina and Mexico experienced a 

decline and 1n no major Latin American developing economies did real wages 

~ncrease by as much as one-half. 21 

1/ Fields (1984) further made comparisons with three small developing 
economies (Barbados, Jamaica, and Trinidad and Tobago) he considered as 
open economies albeit, given their high level of protectivn, 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 countries, this assertion conflicts with the 
fact that real wages rose more rapidly in the Far East than in the 
Caribbean countries, with an absolute decline observed in Jamaica. 

2/ Balassa, Bueno, Kuczynski, and Simonsen, 1986, Table 1.6 -- Data for India 
are not available. 
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Rapid increases in wages, together with the growth of agricultural 

1ncomes contributed to the rise of incomes of the poor. In fact, in the two 

cases where export promotion began earliest and was the most far-reaching, 

1ncome inequalities were reduced. Thus, the Gini coefficient, measuring the 

extent of income inequality, declined from 0.37 1n 1964 to 0.35 in 1970 in 

Korea, and from 0.33 in 1964 to 0.31 in 1973 1n Taiwan, China. Also, in 

Korea, between 1964 and 1972, the incomes of the poorest 60 percent of the 

population grew ~0 percent faster than the national average (Balassa and 

Associates, 1982, p. 58). 

Myint (1985) has further compared the exper1ences of Korea and Sri 

Lanka that may be considered as archecypes of outward- and inward-oriented 

countries. Based en work carried out by Surjit Shalla, Myint reports that the 

decline of exports was associated wich a one-fifth percent fall in per capita 

1ncomes 1n te~ms of purchasing power parities between 1960 add 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 substantial fall in the number of people living below the poverty 

line. 

Improvements have occurred in Sri Lanka following the policy reforms 

undertaken in 1977, which have involved a move 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 GlerHWe, 1986, p. 

61). 
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III. Prospective Policy Changes and Market Access 

A. Availability of Foreign Markets 

The eviden~e 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 econom1es. 

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 1s 

said to impose on economic growth in developing economies. 

In his Nobel Prize lecture, Arthur Lewis (1980) adopted a rather 

pessimistic v1ew concern1ng the future. He sugges~ed that while a 6 percent 

rate of econom1c growth in the developing countries would requ1re 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 industrial production 1n the 

developed countries and the world exports of primary 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 tQ 

support Lewis' thesis, one needs further to consider the prospects for 

manufactured exports. Manufactured products have assumed increasing 

importance in the exports of the developing countries to the developed 

countries, with their share reaching two-fifths of the total in 198~ (Table 
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1). Correspondingly, 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 developing 

chuntries could exceed those in the developed countries by one-half if past 

relationships ~ere to continue. This conclusion 1s strengthened if we 

consider that export expansion 1n the developing countries acceleratea· pari 

passu wich the deceleration of econom1c growth in the developed cou~tries. 

Thus, the decline in GDP growth rates in the developed countries from 4.7 

percent in 1963-73 to 2.5 percent in 1973-84 was accompanied by an increase 1n 

the rate of gr~wth of their nonfuel i~ports originating 1n the developing 

countries from 5.3 percent 1n 1963-73 to 8.3 percent 1n 197]-84. At the same 

time, increases in petroleum prices were only partly offset by declining 

petroleum imports. 

The results point to the inappropriateness of considering export 

expansion in the developing countries as being exclusively, and even 

primarily, dependent on economic grow~h 1n the developed countries. Such 

demand-oriented explanations disregard the supply side, i.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. 

Time series analysis of data for 27 developing countries has led to 

the conclusion that supply-side, rather than demand-side, variab'les dominated 
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export growth in the developing co~ntries during th~ postwar period. In 

particular, ''the results a~e 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. 

These considerations apply to foodstuffs, to raw materials, as well 

as to manufactured goods. They ~pply even to petroleum, where OPEC was long 

assumed to have a quasi-monopoly position. Thus, under the pressure of 

competition, the price of oil fell from its peak of $34 a barrel in 1980 to 

below $10 in early 1986 and was re-established only to $15-16 following 

across-the-board production cuts. Also, the share of OPEC in world petroleum 

production declined from 68 percent in 1973 to 40 percent in 1985. 

B. Prospects for Manufactured Exports 

It may be concluded that the developing countries could augment their 

pr1mary exports by following outward-oriented policies. The adoption of such 

policies would permit these countries to 1ncrease their share in world markets 

while benefiting from increases in the dollar prices of nonfuel pr1mary 

products. 

This conclusion applies a fortiori to manufactured goods, where the 

developing countries have a relatively small share 1n developed country 

markets and the possibilities fo~ future increases are especially great. In 

this connection, reference may be made to the fact that the rapid growth of 
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the developing countries' manufactured exports occurred in an environment of 

slow world econom~c growth and protectionist pressures ~n the developed 

countries after 1973. In fact, after having increased from 0.2 percent 1n 

1963 to 0.9 percent in 1973, the ratto of imports from the developing 

countries to the domestic consumption of manufactured goods in the developed 

countries (production plus imports less exports) reached 2.3 pe~cent· 1n 1983. 

Among individual commodity groups, a slowdown is shown o~ly for semi

manufactures, which are heavily weighted by semi-processed natural-resource 

products, such as aluQinum, and for textiles and clothing, for which 

protectionist measures were ta~en by the ~eveloped countries (Table 5). 

Nevertheless, in 1984, the imports of textiles and clothing from the 

developing countries increased aga1n, reflecting the emergence of new 

suppliers and the introduction of ne~ products by ttaditional sGppliers tn the 

face of limitations imposed on increases in volume. At the same time, 

developing country exporters incr~asingly shifted tc the exportation of 

products tha.t do not encounter barriers, in particular, engineering products, 

which carne to account for nearly two-fifths of the manufactured exports of the 

developing countries. 

In considering future possibilities fo1~ the expansion of the 

manufactured exports of the developing countrieB, 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 rtse 12 p~rcent a year, the share of the developing countries in che 
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Table 5 

The Relative Importance of Imports from Developing Countries in 
the Consumption of Manufactured Goods in Developed Countries 

Iron and Steel 

Chemicals 

Other Semi Manufactures 

Engineering Products 

Textiles 

Clothing 

Other Consumer Goods 

Total Manufacturing 

1973 

0.4 

0.4 

1.0 

0.5 

1.3 

6.0 

1.4 

0.9 

Import-Consumption Ratio 
(in current prices) 

1978 

0.5 

o .. u 

1.6 

1.0 

2.7 

10.9 

2.4 

1.5 

1983 

1.5 

0.9 

1.8 

1.8 

2.9 

14.6 

4.0 

2.3 

Sources: GATT, International Trade various issues; United Nations, Yearbook 
of Industrial Statistics various iss~es; and OECD, Indicators of 
Industrial Activit~, various issues. 
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developed countries' consumption of manufactured goods would hardly reach 5 

percent by 1993. 

At the same time, the developing countries can be expected to use 

increments in their export earntngs to buy manufactured goods from the 

developed countries. With the balance of trade in ~anufactured goods 

rema1n1ng unchanged, then, industrial activity 1n the developed countries 

would not be affected in toto while resources ~culd be reallocated toward high 

technology industries. 

Such reallocation would not occu~ instantaneously. Policy changes 1n 

the developing countries, which are a precondition for the acceleration of 

their exporc ex~ansion, would have an impact only over time. Also, a growing 

part of trade 1n engineering products between developed and developing 

countries i~volves intra-industry rather than inter-industry specialization, 

so that changes occur 1n the product composition of the firm rather than 1n 

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 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 



- 46 -

outward-oriented po~icies, thereby attaining GDP growth rates higher than 

those considered by Lewis. l/ 

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 de'Jeloped 

countries, associated with a balanced expansion ~f trade in manufactured 

goods, would not reach 0.1 percent of their iabor force. 

Among individual industries, the developed countries would obtain 

ga~ns ~n employment in the technologically more advanced industries, using to 

a large extent skilled and technical labor, while losses would occur in the 

high~y labor-intensive industries, employing mostly unskilled and semi-skilled 

labor. But, losses in employment would amuunt 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. 

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, their exports may be supplanted by countries at a 

lower level of development. Now, to the extent that one developing country 

l/ If pr~mary exports, accounting for three-fifths of developing country 
export~ 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 exports of the developing countries would rise 8 percent a year 
between 1983 and 1993. This is much in excess of the 6 percent export 
growth rate that would be required, according to Lewis, for these 
countries to attain a GOP growth of 6 percent a year. 
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merely replaces anocber in exporting particula~ commodities to developed 

count~y markets, the problem of adjustment 1n these markets 1s mitigated. 

C. Economic Growth and Trade among Developing ~ountries 

There are further possibilities for increased trade among Lie 

developing countries. Such trade may take place among countries at similar 

levels of industrial de'1elopment as well as among countries at different 

levels of industrialization~ In the f0rmer case, gains would result largely 

throug~ 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 cendency, interrup:ed by the debt crisis, has tn fact 

been for trade among the developing countries to 1ncrease more rapidly than 

their exports to the developed countries. The resumption of this trend may be 

expected in the future. For one thing, hip,her eco~omtc growth rates 1n the 

developing countries ~ould lead to more rapid 1ncreases in their markets. For 

another thing, with their greater degree of economic sophistication, the 

newly-industrializing developing countries 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 countries may not be sought 

through prlferential arrangements. Such arrangements increase the cost of 
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1rnports, thereby reducing the competitiveness of production 1n 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 increased amounts of high technology products 

from the developed countries. 

Concluding Remarks 

This paper has shown the importance of inter~ational trade for the 

developing countries and the benefits they can derive from outward 

orientation. It has also been noted that market limitations 1n 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 ga1ns 

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 clothing, 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 in Punta del Este last month. for 

1/ These considerations, in fact, largely explain the Lack of success of 
integration efforts in developing countries. 
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the negotiations to succeed, however, the more adva~ced 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 1n 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. Fin~lly, historical experlence indicates 

that developing countries have obtained better results in multilateral trade 

negotiations when they offered reductions in their orrin trade barriers. 

The more advanced de,;eloping countries would thus benefit from 

liberalizing their imports 1n exchange for reductions 1n the trade barriers of 

the developed countries 1n the framework of the new round of multilateral 

trade negotiations. They would, 1n fact, doubly benefit because a policy of 

increased outward orientation is 1n their own interest and because the 

effectiveness of such a policy ~ill 1ncrease if the developed countries 

lowered their barriers to developing-country exports. 

This should not mean, however, that developing countries be asked to 

reduce· their trade barriers 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, ~he less developed countries would 

benefit throu~h reductions in the trade barriers of the more advanced 

developing countries that provide potential markets for them. 



- 50 -

References 

Ahluwalia, I. J., Industrial Growth in India, Delhi, Oxford University Press, 
1985. 

Balassa, Bela, "The Newly-Industrializing Developing Countries after the Oil 
Crisis," Weltwircschaftlich::s Archiv, Band 117, Heft 1, 1981, pp. 142-94. 
Republished as Essay 2 in Bela B~lassa, The Newly Industrializing 
Counlries in the World Economy. New York, Pergamon Press, 1981, pp. 29-81. 

Balassa, Bela, "Exports, Policy Choices, and Economic Growth in Developing 
Countries after the 1973 Oil Shock,'' Journal of Develoomenc Economics, 
May-June 1985, pp. 23-35, (Cited as Balassa, 1985a). 

Balassa, Bela, "Policy Experiments in Chile, 1973-83," in The National 
Economic Policies of Chile (Gary X. Walton, ed.). Greenwich, Con~, JAI 
Press, 1985, pp. 203-38. Republished as Essay 8 in Bela Balassa, Change 
and C~allenge in the World Economy. London, Macmillan, 198~, pp. 157-84. 

Balassa, Bela "Policy Responses to Exogenous Shocks in Developing Countries," 
American :::conomi c Revier..,r, Papers and Proceedings, May 1986, pp. 7 5-7 8 

Balassa, Bela and Associates, The Structure of Protection in Developing 
Countries, Baltimore, Md., The Johns Hopkins Press, 1971. 

Balassa, Bela and Associates, Development Stracegies in Semi-Industrial 
Countries, Baltimore, Md., The Johns Hopkins University Press, 1982. 

Balassa, Bela, Gerardo Bueno, Pedro-Pablo Kuczynski, and Mario H. Simonsen, 
Toward Renewed Economic Growth in Latin America, Washin~~tou, D.C., 
Institute for International Economics, 1986. 

Banerji, R. and James Riedel, "Industrial Employment Expansion under 
Alternative Trade Stz:-ategies: Case of India and Taiwan; 1950-1970, 11 

Journal of Develooment Economics, 1980, pp. 567-77. 

Behrman, Jere B., "Country and Sectoral Variations in Manufacturing 
Elasticities of Substitution between Capital and Labor," in Trace and 
Employment in Developing Countries 2. Factor Supply and Substitution (Ann 
0. Krueger, ed.), Chicago, University of Chicago Press, 1982, p~. 159-92. 

Bhagwati, Jagdish N., Foreign Trade Regimes and Economic Development: Anatomy 
and Conseque~ces of Exchange Contz:-ol Regimes, Cambridge, Mass., Ballinger, 
1978. 

B~agwati, Jagdish N. and T. N. Srinivasan, Foreign Trade Regimes and Economic 
Develooment: India, New York, Columbia University Press, 1975. 

Shalla, Surjit S. and Paul Gle•..,rwe, "Growth and Equity in Developing 
Countz:-ies: A Reinterpretation of the Sz:-i Lankan Experience," '..JorLd Bank 
Economic Review, September 1986, pp. 35-64. 



Carvalho, Jose L. and Claudio L. S. Haddad, ''Foreign Trade Strategies and 
Employment in Brazil," in Trade and Employment in Developing Countries 1. 
Individual Studies (Anne 0. Krueger, :1el B. Lary, Terry Monson, and 
Narongchai Akrasanee, eds., Chicago, University of Chicago Press, 1981, 
pp. 29-81. 

Chenery, Hol15.s B., "Structural Change" in HoLlis B. Chenery, Sherman 
Robinson, and Moishe Syrquin eds., Industrialization and Growth: A 
Comparative Study, Oxford University Press, 1986, ch. 2. 

de ~elo, Jaime A.P., "Estimating the Cost of Protectior.: A General 
Equilibrium Approach,'' Quarterly JouTnal of Economics, ~ay 1978, pp. 209~ 
26. 

Donges, Juergen B. and Lotte MUller-Ohlsen, Aussenwirtschafts Strategien und 
Industrialiserung in EntwicklungsUlndern, Kieler Studies 157, TUbingen, 
J.C.B. Mohr (Pa~"l Siebeck) 1978. 

Feder, Gershon, "On Exports and Economic Growth," Journal of Development 
Economics, rebruary-April 1983, pp. 59-73. 

Fields, Gary S., "Employment, Income Distribution, and Economic Growth 1n 
Small Open Economies," Economic Journal, March 1984, pp. 74-83. 

Grais, Wafik, Jaime de Melo, and Shujino Urata, "A General Equilibrium 
Estimation of the Effects of Reductions in Tariffs and Quantitative 
Restrictions in Turkey in 1978,'' in T.N. Srinivasan and John Whalley, 
eds., General Eauilibrium Trade Policy Xodeling, Cambridge, ~ass., MIT 
Press, 1986, pp. 61-88. 

Grinols, Earl and Jagdish N. BhagrN'ati 1 "Foreign Capital Savings and 
Dependence,'' Review of Economics and Statistics, November 1976, pp4 416-
24. 

Harris, Richard G., "Market Structure and Trade Liberalization: A General 
Equilibrium Assessment,'' in General Equilibrium Trade Policy ModeLing, op. 
cit., pp. 231-50. 

Harris, Richard G., with David Cox, Trade, Industrial Policy, and Canadian 
Manufacturing, Toronto, Onta!'io, Economic Council, 1983. 

Havrylyshyn, Oli and Iradj Alikhani, "Is There Cause for Export Optimism? An 
Inquiry into the Existence of a Second Generation of SuccessfuL 
Expor-ters," Weltr..;irtschaftliches Archiv, No. 4, 1982, pp. 651-63. 

Hughes , Gordon A . and David M . G • N erN' be r y , "Pro t e c t ion and De v e lop i n g 
Countries' Exports of Manufactures,'' Economic PoLicy, April 19~~, pp. 409-
41. 



- 52 -

Keyser, Michiel A., "Short-Run Impact of Trade Liberalization Measures in the 
Economy of Bangladesl1: Exercises in ~~mparative Statics for the Year 
1977," in General Equilibrium Trade Policy Modeling, op. cit., pp. 251-82. 

Krueger, Anne 0., "Some Economic Costs of Exchange Control: The Turkish 
Case," Journal of Political Economy, October 1966, pp. 466-80. 

Krueger, ~-me 0., Foreign Trade Regimes & Economic Development: 
Liberalization Attemots and Consequences, Cambridge, ~ass., Ballinger, 
1978. 

Krueger, Anne 0., Irade and Employment in Developing Countries. 3 Synthesis 
and Conclusions, Chicago, University of Chicago Press, 1983. 

Krueger, Anne 0. and Baran Tuncer, "An Empirical Test of the Infant Industry 
Argument," American Economic Review, December 1980, pp. 1142-52. 

Lewis, W. Arthur, "The Slowing Down of the Engine of Growth," American 
Economic Review, September 1980, pp. 555-64. 

Little, Ian, Tibor Scitovsky, and Maurice Scott, Industry and Trade in Some 
Developing Countries, A Comparative Study, Oxford, Oxford University 
Press, 1970. 

Love, J., "External Market Conditions, Competitiveness, Diversification and 
CDC's Exports," Journal of Development Economics, December 1984, pp. 279-
92. 

Maizels, Alfred, Exports and Economic Growth in Developing Countries, 
Cambridge, England, Cambridge University Press, 1968. 

Mercenier, Jean and Jean Waelbroeck, "Effects of a 50~{ Tariff Cut 1n the 
Varuna ~odel," in General Equilibrium Trade Policy Modelling, pp. 283-310. 

Michalopoulos, Constantine and Keith Jay, "Growth of Exports and Income in the 
Developing World: A Neoclassical View," AID Discussion Paper No. 28, 
Washington, D.C., 1973. 

Myint, Hla, "Growth Policies and Income Distribution," World Bank Discussion 
Paper, Development Policy Issues Series Report No. VPERSl, Washington, 
D.C., March 1985. 

Nishimizu, Mieko and Sherman Robinson, "Trade Policies and Productivity Change 
in Semi-Industrialized Countries,'' Journal of Development Economics 
September/October 1984, pp. 177-206. 

Papanek, Gustav, "Aid, Foreign Private Investment, Savings, and Growth in Less 
Developed Countries,'' Journal of Political Economy, January/February, 
1973, pp. 120-30. 



- 53 -

Riedel, James, "Trade as the Engine of Growth 1n Developing Countries, 
Revis.ited," Economic Journal, March 1984, pp. 56-73. 

Weisskopf, Thomas .E. "The Impact of Foreign ·Capital Inflow on Domestic Savings 
in Under Developed Countries," Journal of International Economies, 
February 1972, pp. 25-38. 

BBD:BR-116:10/15/86 



Some Rec.ent DRD Discussion Papers 

230. An Intercountry Analysis of Employment and Returns to Labor in 
Agriculture, by Y. Kislev and P. Siegel. 

231. Economic Reform, External Shocks and the Labor Market: Chile 1974-1983, 
by A.C. Edwards. 

232. Labor Markets and the Choice of Technology in an Open Developing 
Economy, by J. Aizenman. 

233. Exchange Rates and Domestic Inflation: A Study of Price/Wage Inflation 
in Eight Latin American Countries, 1946-85, by. S. Jorgensen and M. 
Paldam. 

234. Terms of Trade, Exchange Rates and Labor Markets Adjustment in 
Developing Countries, by S. Edwards. 

235. The Argentinian Experience with the Value Added Tax, by O.H. Schenone. 

236. Agricultural Settlement with Alternative Objectives and Constraints, by 
E. Feinerman and Y. Kislev. 

237. Tax Reforms, Welfare, and Effective Tax Rates, by W. R. Thirsk. 

238. Lessons from Value-Added Taxation for Developing Countries, by M. 
Gillis, C. Shoup and G.P. Sicat. 

239. Adjustments to Policy Changes: The Case of Korea, 1960-1985, by R. 
R~chardson and B.W. Kim. 

240. Adopting a Value-Added Tax in a Developing Country, by. G.P. Sicat. 

241. External Shocks and Policy Reforms in the Southern Cone: A Reassessment, 
by V. Corbo and J. de Helo., 

242. Adjustment with a Fixed Exchange Rate: Cameroon, Cote d'Ivoire and 
Senegal, by s. Devarajan and J. de Melo. 

243. Savings, Commodity Market Rationing and the Real Rate of Interest in 
China, by. A. Feltenstein, D. Lebow, and S. van Wijnbergen. 

244. Labor Markets in Sudan~ Their Structure and Implications for Macro
economic Adjustment, by P.R. Fallon. 

245. The VAT and Services, by J.A. Kay and E.H. Davis. 

246. Problems in Administering a Value-Added Tax in Developing Countries: 
an Overview, by M. Casanegra de Jantscher. 

247. Value-Added Tax at the State Level, by S. Poddar. 


