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Foreword

Within the framework of UNIDO's programme of induscrial studies,
the Regional and Country Studies Branch carries out surveillance =f
structural changes in industry in the light of emerging trends in the
international division of labour. These studies serve an analytical as
well as a policy-oriented purpose: They are aimed at identifying the
determining factors of structural changes such as resource endowments,
factor proportions, technological innovations ar corporate strategies
and, on the basis of this analysis, to provide guidance in designing

programmes of structural adjustment within the manufacturing sector.

The study presented here applits this general approach to the
case of Finland and elaborates in detail on the adjustment requirements
that Finnish industries are ‘s:ing due to emerging competition from
developing countries. To this end, industrial competition from third
world countries is analyzed separately for three different market areas:
import penetration of Finnish domestic markets, import substitution in
the markets of developing countries and export competition in a third
market. In sectoral terms, special emphasis is given to garments and
forest industry as the two Finnish net export sectors. Finally, a short
investigation is made of the stage and pattern of internationalization of
the Finnish economy focussing on transfers of production capital and

technology.

The study was preparec for the Regional and Country Studies Branch

by Kimmo Kil junen, Fellow of the Academy of Finland, Helsinki.
—_— e ——
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SUMMARY

The study investigates the implications that the changing
pattern of the international division of labour due to

Third World industrialisation has had on Finnish industrial
and trade structures. The first two chapters offer the
background for the rest of the exercise by presenting

some factors of the Third World industrialisation process

and the pattern of the international specialisation of the
Finnish economy. The following three chapters form the core
of the study by examining the effects of the new industrial
competition within three possible market areas: a) import
penetration into Finnish home markets, b) import substitution
in the markets of developing countries themselves and

¢) export competition in a third markect. In particular,

the adjustment requirements of the two Finnish net export
sectors - the garment and .orest industries - are investigated
separately. In the last chapter the transfers of production
capital and technology are investigated in order to illustrate
the stage and pattern of rthe internationalisation of the
Finnish economy.

[t was found that the structural characteristics of the
Finnish foreign t:ade and industrial specialisation are
somewhat similar to those of industrialising developing
countries. Hence, for finland the Third World industrialisation
process is relatively more competitive as compared with the most
advanced industrialised economies. Finnish economic
relations with the Third World have been very meagre, and
hence the import penetration effects in the home markets

and the import substitution effects in developing countries
have remained very limited. In contrast, the major
restructuring requirements may be due to the intensification
of export competition. During the 1970's Finland's

export market shares shrank slightly, partly owing to
increased Third World exports, particularliy in those

sectors upon which its relative industrial competitiveness
and specialisation have traditionally been based. Nevertheless,
for the time being, Finland has succeceded quite well in
adjusting to the increasing Third World competition in its
net export sectors. In the footwear and clothing industries
the relative success has been dependenr on the existence

of the bilateral rrading network with the Soviet Union

as well as on the way of specialising in high-fashion goods
and special products. In the forest industry, the

Finnish cc petitiveness today is based on high-yield

paper prodgucts which enjoy preferential tariff treatments

in the main export markets of Furope, and hence, in the
short term, the Third World competition will not be very
severe,




Chapter 1

THIRD WORLD INDUSTRIALISATION

Since tho Second World War a new international division of
labour has been gradually replacing the traditional colonial
production specialisation between peripheral primary producers
and developed 1ndustrialised economies. During and after the
war, some independent developing countries adopted a pclicy of
import substitution and attempted to precduce some of those
manufactures at home which they formerly acquired from abroad,
often by relying on direct foreign investments. Moreover, since
the mid-1960's an export-oriented industrialisation process has
emerged, and as a consequence, some developing countries are
becoming sites for manufacturing industry on a rapidly growing

scale for the first time.

Nevertheless, the overall process is slow. The present global
economy 1is still primarily based on the colcnial type of
complementary trade pattern. Vertical division of labour,
whereby developing countries exchange primary commodities for
marnfactured goods from developed countries, continues to be the
dominant feature of world trade relations. Still today, primary
products comprise some 80 per cent of the total exports of
developling countries and even more, 85 per cent, of their
exports to developed market economies. In contrast, manu-
facutured products comprise 80 per cent of the exports of

developed market economies to the Third World.

In 1980 developing countries had 74 per cent of the world
population, but only about 20 per cent of the gross national
product (GNP), and furthermore, only 11 per cent of the
manufacturing output and 9 per cent of the exports of
manufactures.l These figqures demonstrate their meagre role in
global industrial production and the enormity of the contrasts
in absolute and even more in per capita manufacturing output
among different groups of countries.2 As an example, the total
manufacturing output in the Third World as a whole 1is about

equal to that of Japan alone and smaller than that of West




Germany. These overall proportions should be kept in mind when
starting tc examine the new trends which have appeared in the

world trade and output of manufactures over the past two

decades.

During the first half of this century, industrial production was
concentrated in some ten countries that accounted for at least
95 per cent of the total world manufacturing output. The present
global syread of industrial capacity 1is, hence, a comparatively
recent phenomznon spanning only the last few decades. Table 1
provides a simple overview of the changing map of werld
industry, in terms of the global distribution of manufacturing
value added and exports. The data distinguish between three
major economic regions - DMEs (developed market economies), SOCs

(socialist countries) and LDCs (less developed countries).

Table 1. Distribution of world manufacturing value added and exports by
major regions in 1938 -1980 (percentage share)

DMEs SCCs LDCs
Manufacturing value added

1938 95.5 4.5
1948 78.0 14.7 7.3
1960 78.0 14.0 8.0
1970 73 .4 17.8 8.8
1980 65.2 23.8 11.0
1982 64.0 25.0 11.0

Manufacturing exports

1960 83.8 12.4 3.8
1970 84.9 10.1 5.0
1980 82.7 8.1 9.2

Sources: OECD (1977), Midway Through Interfutures, Chapter X,

Table 6; UNIDO (1983], A Statistical Review of the World Industrial
Situation 1982; and UNCTAD (1982), Protectionism and Structural
Adjustment, Trends in World Production and Trade, Table 5.

A constant feature of world industry has been %the continued
dominance of the developed countries. Prior to the 1970's, their
predominance was practically unchaljenged, although among

themselves major shifts in their relative shares of industrial




capacity have taken place. In particular, socialist countries

have industrialised ve.y rapidly during the past two decades by
nearly doubling their share cf the werld manufacturing value
added (MVA) (from 14 per cent to 25 per cent), but the
comparative importance of some individual countries in the
established .ndustrial core (e.g., Japan, Switzerland, West

Germany) has also increased substantially.

The share of the LDCs in the global output and exports of
manufactures has remained rather marginal, since developed
countries accounted for 89 per cent of the world MVA and 91 per
cent of exports in 1980. Nevertheless, the figures in Table 1
show a steady and gradual rise for LDC shares during the past
two decades, indicating that their manufacturing output has
grown faster than that of the DMEs. These gains in output shares
are rather negligible, however, compared with the strides made
by the socialist countries. But there is a major divergence,
since the industrialisation process 1in the LDCs has been
distinctly more export oriented, 1in particular, during the last
decade. As a consequence, the share of LDCs in world exports of
manufactures almost doubled from 5.0 per cent in 1970 to 9.2 per

cent in 1980, while their share in the world MVA rose much less.

For a long time the growth of 1industry in LDCs was mainly due to
import substitution. Only in Hong Kong, Taiwan Province and Puerto Rice
did relatively important export-oriented industries emerge
before the mid-1960°'s. Since then, however, an increasing number
of LDCs have shifted from an inward to an outward looking
strategy of industrial development emphasising global industrial
specialisation and, hence, accepting their closer integration
into the world market and stronger reliance on the market
mechanism for resource allocation.4 This change has been
reflected in the structural composition of LDC evports. The
proportion of manufactures in their total exports, though, has
risen only from 13 per cent to 18 per cent between 1960 and
1980, but these shares become more meaningful if mineral fuels
and related materials a-e excluded from the total trade to
eliminate distortions due to large price increases in fuels. The

new measure indicates a drastic transformation in the




compositior of LDC exports. Manufactures accounted for less than

one-f1fth - 19 per cent - of all LDC nen-oil experts ia 1960,
while twenty vears later, 1in 1980, the share was already almost

a half - 17 per cent.’

As manufactured goods from the LDCs are increasingly entering
global markets, this implies a transformation in the traditional
pattern of the internaticnal division of labour. Although the
process is rather slow 1in aggregate terms, it seems to be
persistent: developing countries are gradually industrialising
and penetrating into the global markets of manufactured goods.
This process has so far been characterised by concentration,
1.e. py tendencies for couatry, branch and corporate
concentration. In the following sections the aim is to examine

tuese three concentration effects more closely.

1.1 Country concentration

Treating developing countries as a whole or using regional
classifications leaves open the possibility that all LDCs are
seen as moving along a similar path of industrialisation and
participating relatively evenly in the growth of manufactured
exports. In fact, the ccuntry experiences have been quite
different and industrial export performance has varied widely

among the LDCs.

l.1.1 Leading exporters of manufactures

Total world exports of manufactures in 1980 were slightly over

1 000 milliard dollars. Of the total, the LDCs accounted for
some 100 milliard dollars, but amcng them only a handful of
countries have been responsible for a very large proportion of
it. In 1980 the twelve leading countries supplied some 87 per
cent. The rest of the LDCs - that is more than 100 countries -
realised no more than an aggregate share of around 13 per cent.
These figures indicate a high degree of country concentration
and a very limited participation of most LDCs in the process of
industrial exports. The degree of country concentration has even

been accentuated by the emerging export-oriented




industrialisaticn proc<ss, since in the mid-1960's the twelve
leaders accounted for some 80 per cent of LDC manufactured
export trade {see Table 2). Some recions like Africa and low-
income countries in general have failed to participate in this
export drive. The process of industrial exports has, in fact,
tended to perpetuate the apparent disequilibrium existing within
the Third World countries. This impression, however, should be
c-at+“ied snmewhat by the fact that the twelve mos~ 1mportant
-.pcrters account for some 56 per cent of the total population

in the Third World.

Table 2. Twelve leading exporters of manufactures® among LDC in
1965 and 1980

1965 1980
Value Share Value Share
(mil.dollars) (per cent) (mil.dollars) (per cent)

Hong Kong 989 24.9 Hong Kong 18208 18.1
India 809 20.4 South Korea 15722 15.6
Sir.japore 300 7.6 Taiwan Province 11310 11.2
Taklstan 190 4.8 Singapore 10452 10.4
Taiwan Province 187 1.7 China 8150 8.1
Mexico 166 4.2 Brazil 7770 7.7
Brazil 124 3.1 India 4424 4.4
Egypt 123 3.1 Mexico®"* 3389 3.4
South Korea 104 2.6 Malaysia 2464 2.4
Argentina 84 2.1 Philippines 2141 2.1
Malaysia 68 1.7 Thailand 1886 1.9
Iran 58 1.5 Argentina 1861 1.9
Total 3201 80.6 Total 87777 87.2
Rest of LDCs 796 19.4 Rest of LDCs 12832 12.8
All LDCs 3970 100.0 All LDCs 100609 100.0

Notes: * Manufactures are SITC 5 to 8 less 68. Values are in current prices.
*®* People's Republic of China is excluded. China would rank
quite high, since its manufactured exports to the OECD
e, T2 alone was 156 million dollars in 1965.
Data of Taiwan and Mexico are for 1979.

Sources: N, Yearbook of International Trade Statistics 1966 and
1982; World Bank, World Development Report 1983 and 1984;
D.B. Keesing (1978) Table 19; China Yearbook 1979, Repuklic
of China, Taipei, (Taiwan Province)

Frequently, the leading LDC exporters of manufactures are
segregated from the main body of LDCs and classified as 'newly

industrialising countries' (NICs). The composition of this group




varies Jonsiderably in different studies and in the usage of

. : ~ : 6 ;
different intarnational organisations. Moreover, the leading

LDC experters of manufactures comprise a group of quite

different countries, as can be seen 1in Table 2. The pre-
eminence of four East Asiain exporters - Hong Kong, South Korea,
Taiwan Province and Singapor - is a2 prominent feature. During the last

two decades the rates of growth of manufactured exports for
these countries have been exceptionally rapid, ranging from 20
to 40 per cent a vear. As a result, they account today for over
55 per cent of the total LDC manufactured exports, and
consequently a considerable gap exists between these four

countries and the 'second tier' of LDC exporters.

The leading LDC exporters of manufactures should not, however,
be viewed as a static group, since throughout the 1970's the
emergence of new exporters has continued. At the same time, the
relative shares of some older significant LDC expeorters have
declined. 1In addition te the four leaders, countries such as
Brazil, Malaysle, Thailand and the Philippines as well as
Tunisia, Kuwalt, Sri Lanka and Indonesia have markedly increased
their manufactured expeorts since 1965, while India, Pakistan,
Egypt, Iran and Lebanon have lost their previous relatively

tmportant shares.

Despite substantial growth rates in manufactured exports by
several LDCs, their short-term impacts on the overall global
industrial setting should not be exaggerated. The total
manufactured exports of the four leading LDC exporters are less
than Ttaly's exports alone. The United Kingdom's exports of
manufactures are slightly less and West Germany's are almost
twice the total exports of the twelve leading LDCs, which have
altogether over 2 milliard inhabitants. Even Finland's global
share accounts for more than the manufactured exports of India

and Mexico put together.

The term South Korca, throughour this study, refers to the Republie of
Korea,




.1.2 Characteristics of leading exporters

The limited scope of the export-oriented 1industrialication
process in the Third wWorld is accentuated by the fact that four
small Ezst Asian countries are the overwhelming leaders among
LDCs. These four countries have, during the course of recent
history, been more cr 1less bulwarks of western metropolitan
ccountries, and th2ir establishment and survival have been
characterised by very particular external, political as well as
economic reasons. Hong Kong and Singapore are, in fact, city-
states originally established as colonial entrepots, and they
became dominant finance and trade centres within their regions.
After they were cut off from their respective hinterlands
following the Chinese revolution and the breakdown of the
Federation of Malaysia, both transformed gradually into
manufacturing centres focused on export markets. South Korea and
Taiwan Province were, on the other hand, created as independent entities
as a result of the Cold War. Because of their strateqgic
importance, they have not only been politically supported, but
have also enjoyed massive 1o0reign economic aid and received
favourable trade treatments, especlially from tiie United States.
All these four East Asian countries have been characterised by
an absence of natural resources, relatively small internal
market size and a strong outward-looking policy orientation, the
manufactured exports being predominantly aimed at the markets of
DMEs.

The second cluster of LDC manufactured exporters is comprised of
some large semi-industrialised countries such as Brazil, Mexico
and Argentina in Latin America as well &s India, Pakistan and
China in Asia. They have relatively strong industrial bases,
largely owing to their import-substitution policies and
potentially sizeable internal markets. Although they have been
exporting fairly important amounts of manufactures for a long
time, their economies have been characterised by low export
shares 1in their gross domestic product as well as in total
manufacturing output. With the exception of Brazil and, to a
lesser extent, Mexico and China, they have been unable to

maintain the relative level of their manufactured exports among
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trhe LDCs. Their industrialisation has been based mainly on the

home markets or on the regional markets of surroundina

Q,

eveloping countries, while the DME markets have been relatively
less important compared with the four leading LDC exporters,
excont for Mexico having the large exports of the US companties

located 1n the bcrder zone.

The third cluster of LDC exporters of manufactures includes a
quite heterogeneous group cf small and redium-sized countries.
They have often been 1identified as the ‘second tier' of
daveloping country exporters betweén the NICs and the rest of
the LDCs.8 They account for very small shares of world
manufactured trade, but in recent years they have achieved
substantial real rates of growth of manufactured exports. This
group includes such countries as Malaysia, Thailand, the
Philippines, Indcnesia and Sri Larka in Southeast Asia; Chile,
Venezuela and Colombia in Latin America; small territories like
Macao and Bahrain; Barbados and several other Caribbean islands;
and even some African countries such as the Ivory Ccast, Kenya
and Tunisia. The share of exports in their GDPs tends to be

relatively large since they have traditionally concentrated on

primary exports as a result of colonial morno-product
specialisation. The emerging export-oriented industrial
production cculd often be characterised as mono-

industrialisation, too. It has been very typical to either
process traditicnal primary exports further or sub-contract some
intermediate products within an international chain of
production, hence utilising local labour cost advantages.
These new export industries have tended to form isolated export
enclaves, sort of an offshore production centre for
transnational corporations. Typically their dominant export

markets are in DMEs. 3

By and large, there has been a deficit in the manufactured trade
balance of tne LDC experters, excluding South Korca and Taiwan Province
in recent years. The industrialisation process has been highly
dependent on imported inputs, especially capital goods and
technology, and hence the exporters have had to borrow

increasingly to pay for their import requirements. The external




debt burden has continuously agrown, aithough the relative
indebtedness of the exporters of manufactures is nct on average
vc.se than for the LDCs in general. The difference is tnhat the
NICs have had to cover their trade balance deficits elmost
entirely with non-concessional flows by drawina heavily on tha
lnternational private banking system, and theilr debt service
costs have conseguently grown faster than in the other LDCs.
Especially 1in Brazil, Mexico and South Korea, as big borrowers
in absolute terms, the debt-service payments as well as the
whole foreign debt have risen to significant proportions of

their external 1ncomes.




1.2 Branch concentration

1.2.1 Dominant manufactured export branches

In additionto a high degree of country ccncentration, the LDC
exports of manufactures have also been characterised by a high
degree of branch concentration. A lcw level of diversification
is a typical feature in the expost pattern of peripheral
economies. This phenomenon is illustrated in Table 3, in which
manufactured export structures of leading LDC exporters are
shown. Due to a lack of comprehensive and comparable statistical
data, the figures presented coitain only exports to the OECD
area. Nevertheless, since the OECD area covers over 70 per cent
of LDC total manufactured exporcs, the figures are quite

representative.
The dominant LDC export branches of manufactures can be grouped
into three broad categories according to the types of

manufacturing activities:

a) Resource-based processing activities. This category includes

standardised semi-processed intermediates such as different
types of processed agricultural products, leather products,
wood manufactures as well as textiles, basic metals and

minerals.

b) Low-skilled, labour-intensive consumer goods. This category

consists of traditional simple expo:st manufactures such as
clothing, footwear, furniture and miscellanrous light

manufactures (sporting goods, toys, travel goods).

c) Offshore processing. This category includes new types of

export production, i.e. some very specialised labour-
intensive processes for manufacturing components and final
stages of assembly or semi-assembly operations. Typically,
the branches are in the electronics and electrical

2ngineering industries and instruments production. These




Export structure of manufactures in the leading LDC exporters, 1581 (exports to the OBXD area in percentages)
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industries are highly technology-intensive and innovative 1in
outputs, but only the unskilled, labour-intensive parts of

the production chain are located in LDCs.

Traditional simple labour-intensive export products are still
dominating - almost a half of the total LDC manufactureu exports
consists c¢f textiles, clothing footwear and miscellaneous
manufactures. Besides these sectors, the other major growth area
during the past twenty years has been electrical engineering, in
particular, some of its unskilled, labour-intensive p ~tial
operations. Cheap labour is the major abundant factor
determining the location and growth of these branches, within
which the LDCs have not only been able to hold, but also

significantly improve their global market shares. 10

The product scale in the exports of LDCs 1is still rather
limited, and in particular if the product patterns are studied
in relation to individual countries, the one-sidedness is even
more striking. Moreover, the sectoral structures of manufactured
exports vary among LDCs. Participation in the 1international
division of industrial labour has thus led to heterogeneous
specialisation patterns withll limited diversification in

different peripheral economies.

Table 3 gives some evidence of the variety of industrial
specialisation among the leading LDC exporters. The sectoral
diversity is closely associated with the size of exports. Only
those LDCs - particularly Taiwan Province and South Korea as well as some
large semi-industrialised countries such as Brazil and Mexico -
where the amount of exports is highest have also succeeded in
developing several export-oriented manufacturing activities.
Elsewhere, the export structure is high.y concentrated on only a
few branches.

Among traditional export products, the four East Asian NICs
(except Singapore) are major suppliers of clothing, footwear and
miscellaneous light manufactures accounting for around 70 per
cent of total ULDC exports in these branches. These four NICs are
also major suppliers among the LDCs of several 'non-~traditional'’




exports such as electrical engineering products (63 per cent) as

well as instruments and watches (76 per cent). In fact, Hong
Kong alcone 1s the world's largest exporter of toys and sporting
goods, folleowed by Tailwan Province. and the third largest exporcer of
watches - the latter indicating the capability of the NICs to

expand Increasingly into skill-intensive sectors, too.

For the so-called 'second-tier' LDC exporters as well as the
semi-industrialised large countries, a somewhat different set of
products, primarily either resource-based or labour-intens.ve
traditicnal manufactures, have been important. In Malaysia and
the Philipoines, however, offshore precessing of electrical
appliances covers over 50 per cent and over 30 per cent of
manufactured exports, respectively. Many large resource-~ich
LDCs export primarily standardised intermediate goods such as
leather and wood products, textiles as well as processed basic
metals and minerals or assorted chemicals. These products can be
marketed through existing channels of trade similar to the
traditional exports of primary commodities. The emergence of the
second-tier exporters has, however, been accompanied by changes
in their traditional export compositioen. The most salient
feature is the fairly general decrease 1n the share of semi-
processed intermediates aud an offsetting rise in that of more

labour-intensive finished manufactures.l?

1.2.2 Pattern of industrial specialisation

The overall impression of the changing international division of
industrial labour is that the LDC export composition has changed
both through increa.ed processing of specific export items (a
deepening of the industrial base) and through diversification
into new fields (a widening of the industrial base). The former
is 1llustrating changes in the vertical division of labour via
product development, and the 1latter reflects shifts in the
horizontal division of labour via sectoral diversification. To
analyse these changes, manufactured export structures of LDCs

and DMEs are compared in Table 4, 1in which manufactured exports
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Table 4. Export structure of manufactures in DMEs and LDCs
(exports to the OBCD area in pricentages)

DMEs All LDCs Leading LDC Rest of LDCs
exporters

Labour-intensive intermediates
leather prds 0.5 1.6 1.5 2.8
rubber prds 1.3 0.7 0.7 0.1
wood mnfs 0.7 2.4 2.3 2.9
textiles 4.1 9.1 8.3 14.6
non-metal mineral prds 3.6 4.0 3.5 7.9
Subtotal 10.2 17.8 16 .3 28.3
Capital-intensive intermediates
chemicals 11.6 4.5 3.5 11.7
pulp 1.3 0.6 0.5 1.2
paper 33 0.5 0.6 0.2
iron and steel 6.1 3.8 3.2 8.2
Subtotal 22.3 9.4 7.8 21.3
Consumer goods
pharmaceuticals 2.2 0.9 0.7 2.1
furniture 1.2 1.3 1.5 0.3
clothing 2.7 21.9 22.2 19.8
footwear 1.0 4.7 5.3 0.7
instruments 4.5 3.3 3.4 1.8
misc. light mnfs 5.3 11.5 12.2 6.4
Subtotal 16.9 43.6 45.3 31.2
Capital goods
basic metal prds 3.4 3.0 3.3 0.5
industrial machinery 15.3 4.1 3.9 5.7
computing machinery 4.1 1.7 1.9 0.3
tele, TV, radio appar. 3.4 7.8 8.7 0.9
electrical machinery 5.6 9.6 'D.4 3.8
transport equipment 19.0 3.1 5 7.9
Subtotal 50.8 29.3 7 19.1
Total manufactures 106.0 100.0 100.0 100.0
Total (mil.dollars) 591100 73847 64650 9197

Source: OECD, Foreign trade by commodities, 1981
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are divided into broad functional categories according to types
of goods produced (intermediates, consumer goods and capital

goeds) .

Furthermore, to illustrate patterns of industrial specialisation
a fourfold typology of manufacturing branches can be constructed
based on the argument

that the degree of processing and the skill-intensity of

industrial production are the most important factors determining
13

each country's relative competitive position in world trade.
According to these criteria, the manufacturing export structure
of LDCs has been compared with DMEs 1in Table 5. There 1is
inevitably considerable variation between individual countries
within each country group; nonetheless, this broad and
rudimentary classification does allow some general observations
to be made.

Table 5. Classification of manufactured exports by skill intensity and
value added content in LDCs and DMEs, 1981 (per centage share)

Export structure of LDCs

low skill high skill
intermediates 22.0 5.2
final products 45.5 27.4

Export structure of DMEs

low skill high skill
intermediates 19.6 12.9
final products 32.6 35.1

Note: Percentages are derived from Table 4.

.

By ard large, the presented fourfold division does not
illuminate very large differences between LDCs and DMEs in their
manufactured export structure, which may be due to too high a

level of aggregation. The major divergence is that in DMEs the




export structure has shifted relatively more towards branches

with high skill-intensity. Nearly a half of the DME manufactured
exports are in skill-intensive branches compared with the less

than a third in LDCs.

Considering the degree of preccessing, the crude division between
intermediates and final products does not indicate any
substantial differences between the country groups concerned.
The functional categorisation made in Table 4 illuminates more.
As far as final products are concerned, the industrial division
of labour between DMEs and LDCs is notable; the former tend to
export capital goods, while the latter focus on consumer goods.
Moreover, the LDC <capital goods exports have heavily
concentrated on a few leading expcrters (primarily the NICs} and
are frequently comprised of offshore processing of manufactured
rarts, accessories and appliances. In contrast, DME exports of
relatively low-skill £final products comprise primarily heavy
engineering goods suzh as transpoft equipment rather than light
consumer goods, which tend to predominate in the LDC export

structure.

As regards intermediate products, the contrast between the
export patterans of DMEs and LDCs 1s also notable. Table 4
reveals the relative specialisation of LDCs in branches with
lower processing stages and higher labour intensity. For the
LDCs, 1low-skill, labour-intensive intermediates with low value
added, for example, leather products, wood manufactures,
textiles, non-metal mineral products are relatively more
significant, whereas in the DMEs the products spectrum differs
by emphasising more highly processed and skill-intensive
intermediates such as chemicals, rubber and paper products, as
well as iron and steel, which frequently tend to be capital-

. . 1
intensive, too. 4

In LDCs, besides a high sectoral concentration of manufactured
exports, the industrialisation is mainly based on a) simple
technological requirements, b) reliance on local natural
resources with a rather low level of processing, c¢) relatively

modest capital requirements and d) predominantly labour-




intensive preduction processes. The major divergence 1n

manufactured export specialisation between DMEs and LDCs
economies 15§, hence, based on structural categor®sations of
industries rather than sectoral ones. Technological development
as well as capital 1intensity combined with the degree of
processing and diversity of industrial production are the main
factors determining each country's relative competitive position
in global trade and their role in the international division of

industrial labour.

1.3 Corporate concentration

The nation state is conventionally regarded as the basic unit in
the 1nternational system, and hence the global economic
transactions are analysed 1in terms of exchange between
productive systems of nation states. Often this type of
conceptualisation, however, ignores the fact that economic
relations are actually based on the functioning of individual
enterprises. It 1is not national economies but companies that
carry out I1nternational 1investment, production and exchange
activities. This distinction is becoming more relevant in a

rapidly integrating world economic system.

The transnational corporations (TNCs) are among the most
dynamically expanding participants 1in the world economy. These
are defined as enterprises which own and control income-
generating assets in more than one country.15 Especially in
developing economies, they have played a notable role in the
rapid growth of industrial investments and trade. Their roles
have varied from the provision of capital, management and
technology to the simple provision of markets, trade mark use
and marketing skills. The significance of the TNC activities in
the present-day world economy is illustrated by the fact that in
the mid-1970's the market value of international production
through the operations of the TNCs exceeded that of world trade
and was about one third of the world's gross output outside the

16

socialist countries. Furthermore, it has been estimated that

intra-firm transactions within TNCs account for over one third
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of global trade. If trade with mincrity-owned joint ventures and
firms with technolegy or licensing agreements were included, the

proportions would be even higher.17

Although there has been an increasing involvement of the TNCs in
different types of non-equity arrangements in recent years, such
as sub-contracting and marketing agreements as well as
licensing, management and service contracts, their activities
and growth are predominantly based on direct international
investments, including joint ventures both in home and host
countries. Hence, direct foreign investment (DFI) is often used
as an approximate indicator describing the TNC investment

behaviour and operations.

The bulk - more than two thirds - of international DFI flows
have been made during the 1970's within the DMEs. Consequently,
DFI assets held by TNCs in the Third World represent only about
one quarter of the total world stock of foreign investments.1

However, especially in the LDCs with low productive capacity,
foreign investments form a significant part of the overall

development process.19

The United States and the United Kingdom continue to be the two
leading sources of private foreign investment, but their share
of the total has tended to decline during the last decade, the
corresponding increases taking place mainly from West Germany
and Japan. Of the foreign affiliates located in the Third World
at the end of the 1970's, some 36 per cent were subsidiaries of
US companies, followed by 27 per cent from the United Kingdom, 7
per cent from France, 6 per cent from West Germany and Japan,

and 4 per cent from the Netherlands.20

1.3.1 Forms of foreign participation in LDCs

Traditionally, during the colonial period foreign investment in
the Third World was characterised by portfolio and bank-lending
capital flows which served to develop resource-based, export-
oriented agricultural and mineral production as well as the

related infrastructure. There were also some relatively modest
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direct investments in equity forms, for instance, in plantations
and mines as well as in public utilities (railways, ports and

pcwer preduction).

After the Second World War there was a substantial increase 1in
private investment in prcductive operations, the majority of
which was direct rather than portfolio capital. Some foreign
capital also went into related financial and service sectors,

including banking, insurance and trade.

It was not until the mid-1960's that a substantial share of DFI
was made 1n manufacturing. Since decolonisation the LDCs have
increased their direct ownership and control over the extraction
stage of production, and consequently there has been a gradual
shift from foreign investments in the extraction of primary
resources tc manufacturing. In 1966 only 27 per cent of the DME
total stock of DFI in the LDCs was in manufacturing, while a

decade later the share was already about 44 per cent.21

Most of TNC ectivities in manufacturing in the Third World
continue to be basically in a form of import substitution that
is oriented towards local markets. During thz past fifteen years
or so, however, LDCs have also become sites for TNC
manufacturing investments producing increasingly for world
markets. Whereas at the beginning of th2 1960's, manufacturing
for the DME markets, especially by foreign firms, was virtually
non-existent in LDCs, two decades later there is a great number
of rapidly expanding industrial plants producing manufactured

goods mainly for the export markets.

TNC involvement in LDC manufactured exports may be examined
according to the three broad categories of dominant LDC export
branches differentiated in the previous section ‘see .. 10).22

As far as resource-based processing activities are concerned, in

several branches it is in the strategic interest. of TNCs to
secure their sources of raw material and basic intermediate
supply within international vertically integratec 1industries,
preferably in the form of direct investment. The process of

nationalisation of natural resource assets and growing local
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participation which has taken place during the last two decades
in LDCs have, however, driven TNCs to promote alternative
mechanisms such as production-sharing and long-term purchase

agreements.

As regards low-skilled, labour-intensive consumer goods, these

branches are largely in the hands of locally owned enterprises.
The TNCs involvement has been predominantly in other forms than
direct investments - notably contractual purchasing linked to
products or process licensing. Typically, the transnational
buying groups - both multi-commodity trading houses and
retailing firms - have had a major impact on the growth of

exports of these manufactures.

The strongest direct participation by TNCs - increasingly in the
form of joint-ventures - has taken place in terms of offshore
processing. Various other names characterising strong TNC
involvement such as foot-loose industry, contract manufacturing,
offshore assembly, in-bond processing companies and run-away
plants are frequently used to refer to this entirely new feature
of international trade and investment. The production is
vertically integrated into transnational operations of TNCs. A
typical feature is a dependence on parent ccmpanies and other
TNC affiliates for the supply of most of the intermediate

products and inputs as well as for the marketing of the output.

Several authors have emphasised that a fundamental restructuring
on a large scale is going on in the world economy, thus
reflecting an emerging division of labour within the
transnationally organised <corporate structure. Production
processes from mature industrial branches and labour-intensive
segments of advanced industries have been increasingly relocated
in LDCs. This type of production has been seen as an isolated
operation, separated from the national economy and integrated
vertically into the world market, hence, resembling the previous

23 Other authors have

colonial-type economic specialisation.
warned not to exaggerate the role of multinational investors in

the LDC industrial exports. It has been noted that other



econcmic facters, such as retail and procurement houses, have
been equal or even more 1important contributors to the LDCs

. . . 24
export performance than direct foreign investors.

1.3.2 Extent of TNC activitles

The new stocks of foreign-owned industrial assets are heavily
concentrated within the LDCs. The twelve leading manufacturing
exporters (excluding China) are the main recipients of DFI in
the Third World. They accounted for about 46 per cent of all DFI
in 1981, and their proportion has steadily increased over the

years, being 35 per cent in 1967 (see Table 6).

Besides manufacturing investments, DFI also includes investments
in extractive industries, agruculture and services. That 1is why
the share of offshore banking centres in the total stock of DFI
has been notable (Table 6) and even growing. These small ‘tax
heavens' are increasingly attracting foreign capital for
foreign-owned holding companies as well as for finance and
insurance companies and other service sector activities. A large
proportion of these foreign funds are, in fact, subsequently

reinvested in other host countries for production.

As far as oil-producing countries are concerned, their
proportion as recipients of DFI has steadily decreased parallel
to their policy of increasing national control over domestic
natural resources. Similarly, in other developing areas
international direct investment has tended to stagnate
relatively in recent years. This is in line with the shift of
attention from primary to manufacturing investment, since the
TNC investments in manufacturing have been more concentrated on
a limited number of LDCs than total DFI. In this respzct the
share of the twelve 1leading LDC manufactured exporters is
paramount - accounting for some 80 per cent of the total LDC

stock of DFI in manufacturing.25
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Table 6. Private direct investment stock from DMEs in LDCs 1967,

1974 and 1981 (percentage share)

1967 1974 1981
Brazil 11.3 16.0 143
Mex1CO 5.4 6.3 8.6
Argentina 5.5 4.5 4.7
Singapore 0.6 1.3 3.3
Hong Kong 0.9 1.9 3.2
Malaysia 2.1 2.3 2.9
India 4.0 3.4 2.3
Philippines 2.2 1.9 2.1
Taiwan Province 0.5 1.0 1.9
South Kcrea 0.3 1.4 1.3 .
Pakistan 1.1 0.9 1.077
Thailand 0.7 0.9 0.6
Total 34.6 41 .8 46 .2
OPEC countries’" 27.8 19.9 18.6
Of fshore banking centres 10.0 13.6 17.2
Rest of LDCs 27.6 24.7 18.0
All LDCs 100.0 100.0 100.0
All LDCs (milliards of dollars) 3.0 59.6 120.2
Note:
¢ DMEs contain DAC member countries
b OPEC countries include thirteen countries:

Algeria, Ecuador, Gabon, Indonesia, Iran,

Iraq, Kuwait, Libya, Nigeria, Quatar,
Saudi-Arabia, United Arab Emirates and

Venezuela

Of fshore banking centres include six countries:

Bermuda, Panama, Bahamas, Netherlands
Antilles, Liberia, Trinidad and Tobago

eoe Figures based on the year 1978

Sources:

OECD (1982) Investing in Developing Countries, 1982, Table 5;

OECD (1981) Internationl Investment and Multinational Enterprises,

Table 9;

OECD (1976) Development co-operation, 1976 review; and

OECD (1972) Stock of Private Direct Investments by DAC countries

in Developing Countries, end 1967.




Several factors have facilitated the rapid increase of LDC
manufactured exports within the frame of the transnaticnally
organised corporate system. These include factors such as rapid
technical progress 1in all forms of communication, which have
made the geographical proximity of management, sources of supply
and markets less important for the industrial location.
Technical progress has also made 1t possible to break up complex
industrial processes into sub-processes and to disperse and co-
ordinate these processes internationally. Tariff policies 1in
DMEs have also facilitated international investment and sub-
contracting activities as well as export incentives offered by

many LDCs to foreign investors. 26

The most complete form of incentive is the creation of a new
type of industrial site, the export processing zone (EPZ) or
free production zone. 27 These zones form geographically
detached areas, which are administratively separated from the
rest of the LDC economy. Their purpose 1is to attract export-
oriented industries by offering especially favourable investment
and trade conditions. The first EPZs were established in LDCs
during the 1960's, but their number has grown rapidly since the
mid-1970's. The principal countries in which most of the EPZs
and related TNC plants have been established are the leading LDC
exporters of manufactures, but by 1980 there were already 55
developing countries which had EPZs or were planning to set one
up.28 The TNCs have been able to expand effectively their sub-
contracting and offshore processing activities by using EPZs, in

particular, by taking advantage of low-cost labour.

The differences in labour costs and in conditions of labour
utilisation are the major determinants in explaining the
location of TNC export-oriented manufacturing operations in
LDCs. Average hourly wages in manufacturing in LDCs are less
29 (see Table 7).

Moreover, the difference in total wage costs is even greater,

than one~eighth of the average level in DMEs

because social security payments, fringe benefits, paid vacation

days, travel, uniforms, meals allowances, etc., represent only

some 20-30 per cent of the total labour costs in LDCs, compared




Table 7.

Hour ly wages
(LS dollars)

Wage levels
{compared with US)

Annual wage rates
(thousands of dollars
per emplovee)

Sweden
Denmark
Norway
Netherlands
United States
Belgium
Switzerland
Canada

West Germany
Japan
Austria

New Zealand
United Kingdom
Australia
Finland
France

Izaly
Ireland
Spain
reece
Porrugal

NN Wl N ANV BNOO NN 0

.39
37
67
.8
.27
91
.87
.85

~

.56
.20
38
.37

12

e
B
.03
.03
40
.80
.20
.54

Note: :' Data are for 1978

My own estimates based on

Sources: ILO, Yearbook of Labour Statistics 1982: Chuna Yearbook 1979,
Republic of Chuna, Taipelr, Taawan: ¥,

124
12
106
102
100
95
95
33
33
92
85
)
)
ks
n
63
53
6l
50
30
2l

12.
15.
14,
12.
13,
14,

10.

F. Frobel et.al. {1980)

frobel et.al.

Tt

7
7

1
3

- el

.1980!, Tables IIl-14 and IIT -15, and WNIDO, Industry in a
changing World {(1983), Table VIII.l,.

Average hourly wages and annual wage rates in manufacturing in DMES and leading LDC exporters of manufactures, 1980

Hourly wages Wage levels Annual wage rates
(US dollars) (compared with US) (thousands of dollars
per employee)
Mex1co 1.68 , 21 4.0
grazil 1.28 18 '
Hong Kong 1.13 16 e
Argentina 1.02 14 e
Singapore 1.02 14 3.1
Scuth Korea 0.97, 13 2.2
Taiwan Province 0.92,, 13 e
Thailang 0.57" 8 A
Malaysia 0,37 S 1,1
Philippines 0.3l 4 0.8
Irdia 0.30 4 ..
Paklstan 0.28 4 0.6
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30 In addition to the vast wage

to about 80 per cent in DMEs.
cost differentials, there are mcre working hours per week in the

LDCs than in the DMEs.

Despite lower wage levels and longer working time, differences
in labour productivity, particularly for manufacturing export
industries, are not very significant between different
countries. Most of the LDC production processes for exports are
simple processing or assembling operations which require
relatively unskilled labour often using modern and sophisticated
equipment, and hence the labour productivity 1is about the same
as in corresponding industries in DMEs. 31 Low absolute wages
combined with small differences in labour productivity make wage
costs per unit of output markedly lower in developing economies.
These differences in average unit labour costs have been the
major cause for the increasing participation of TNCs in
manufacturing of exports in LDCs during the last two decades.
Some evidence concering the impact of the TNCs on the
production, employment and exports of manufactures in LDC can be
seen from Table 8. In the 1literature there is a certain
controversy about the importance of multinational investors in
the industrialisation process and especially in the expansion of
manufacturing exports from the Third World 32. Little systematic
data is available on the subject, which prevents a detailed

analysis.

According to rough estimates, approximately 20 per cent of the
manufacturing exports from the LDCs can be attributed to the
majority-owned subsidiaries of TNCs located in these
countries.3 In the area of primary commodities, tne scale of
transnational participation is traditionally stronger. It has
been estimated that some 70 per cent of LDC primary commodity
exports are carried out by transnationals - including trading
companies.34 This comparison tends to suggest that TNCs play a
relatively modest role in the manufacturing exports from LDCs.
There are, however, three factors that should be accounted for:
a) the relative importance of DFI in manufacturing varies
greatly according to country, b) it also varies according to
product and industry and c) especially in manufacturing, there
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Table 8. TNC shares in the production, employment and exports of
manufactures in the leading LDC exporters (early or mid
1970s, percentages)

Production Bnployment Exports
Singapore 83 67 70-90
Brazil 49 30 40-43
Mexico 28 21 25-35
Argentina 31 10-12 30
South Korea 11 12 28
Philippines .. 7 20-2%
Taiwan Province .. .- 20
Hong Kong 12 11 10
India 13 13 5-10
Pakistan -. .. 5-10
Malaysia 44 33 .
Thailand - 2 --
Colombia 43 28 30

Sources: UNCTAD, Trade and Development Report, 1982, Table 29;

United Nations (1978), Transnational Corporations in World Development,
Table ITI, 54; Deepax Nayyar (1978), Table 1: P.K.M. Tharakan (1981),
Table 3.3; Angus Hone (1974); and ILO (1981), Bmnployment Effects of
Multinational Enterprises in Developing Countries, Table IT.3.; N (1983),
Transnational Corporations in World Development, Table IV2 and IV3

are frequently other more suitable forms of participation in
international production and marketing of certain products than

rI.

Q

The investments of foreign firms in the manufacturing sectors of
several LDCs are quite substantial (see Table 8). It varies from
the case of a small open country such as Singapore, where
transnationais account for some 70 per cent of manufacturing
employment and over 70 per cent of exports, to large self-
reliance-oriented countries like India and Pakistan, where the
share of TNCs in manufacturing exports is under 10 per cent.
Notable regional differences exist, since in the Asian
countries, with the exception of Singapore, the share of tota.i
manufactured exports produced by foreign subsidiaries has varied
between 28 per cent and 5 per cent, whereas in the Latin
American countries the figures are between 43 and 25 per cent.
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The differences in involvement between industrial branches are,
however, even more distinct than the country variations. There
are countries where TNCs account for two-thirds or more in some
industrial sectors, while in other sectors th-ir share may be
negligible.35 There 1s a general tendency for DFI in
manufacturing to be concentrated on techrnically advanced
sectors. In contrast, the TNC direct involvement has been
relatively small in such traditional manufacturing sectors as

textiles, clothing and leather.

In many countries locally owned firms have been major
participants in the export drive. Especially 1in Far FEastern
countries, in South Korea, Hong Kong and Taiwan, for example,
the TNC involvement has been predominantly in forms otner than
direct 1investments. In these countries multinational buying
groups and different types of sub-contracting arr-aigements have
composed the driving force in the rapid manufa_cured export
growth . There the transnational control over marketing and
distribution networks as opposed to producticen is of crucial

importance.

In these circumstances the absence of significant amounts of
direct foreign irvestment and of majority-controlled affiliates
does not indicate an absence of significant external influence
over export production. This argqument is supported by the fact
that during recent years there has been a marked shift from
equity participation and direct ownership by the parent company
to a greater use of loans and supplier credits as well as
turnkey operations, management and technical support contracts,
licensing agreements, contractual purchasing arrangements and

other types of sub-contracting agreements, 36

These new forms of international investment have not prevented
the TNCs from keeping and even strengthening their strong
position in many IDCs. These new forms have gradually become a
relatively more important means of presence than the traditional
forms of direct investment through wholly owned and majority-

owned subsidiaries.
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An important qualitative change is taking place in the nature
and composition of the international division of labour.
Formeriy, there was a relatively clear demarcation between the
raw material producers and the more industrialised countries. At
present, this difference is gradually disappearing, 1mplyling
gradual shifts in the trade patterns between industrial and
developing countries. The traditional colonial-type
complementary trade is being replaced by more competitive trade
relations, L.e. trading manufactures in exchange for
manufactures. Although this international restructuring concerns
only certain peripheral countries, certalin sectors and certain
types of activities, it already represents an essential feature
of the future world industrial evolution. It is not a regulated
process since commercial pressures against the old international
division of labour seem to be a more important driving force
than the ©political ones. Transnational enterprises, in
particular, play a major role in the emergence of manufactured
exports from peripheral economies - quite apart from their
possible direct ownership of exporting production units. These
structural changes in the alobal economy, that have been
manifested by tae increasingly competitive trade with the LDCs,

cause adjustment constraints in developed countries.

The trade related adjustment constraints have different impacts
between DMEs, since the countries differ from each other, too,
not only in terms of size and physical conditions, but also in
terms of the stage and nature of industrial development and the
consequent specific characteristics of the trade structure,
These differences have justified making a distinction between
so-called <core and semiperipheral economies within the
'developed worild’, Finland,
besides being a small open market economy, could also be
characterised as one of the late-comers and a sort of semi-
peripheral economy among the industrialised European countries.
He ce, in the following the major interest is to investigate
Finland's experience, as a small semi-peripheral industrial
economy, concerning the pressures and adjustment constraints
associated with the industrialisation process in the Third
World.
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Chapter 2

INTERNATIONAL SPECIALISATION OF FINLAND

In the preceding chapter the industrialisation process of
developing countries was considered. In this chapter it 1Is time
to briefly characterise the roots and nature of Finnish
industrialisation ané 1its specific pattern of international
specialisation, before investigating the additional constraints
imposed on the economy by increasing competition from the Third

Worlgd.

2.1 Development success in the semi-periphery

The industrialisation process in Finland is characterised by two
essential features: first by its comparatively late start, and
secondly by its strong external orientation. Still in the middle
of the 19th Century, the manufacturing industry was virtually
non-existent and the vast majority of Finland's population was
occupied in subsistence agriculture, fishing and hunting. At the
end of the last century, industrial progress gradually emerged
reflecting the type of intermediate, semi-peripheral position of

the country in the international division of labour.

In the Middle Ages Finland was colonised by the Swedish Crown
and became somewhat of an eastern periphery and buffer-zone for
the Swedish Empire against the growing Russian might. Economic
development was very sluggish, and growth was considerably
slower than in the Swedish core areas. Output and employment in
the embryonic manufacturing and handicrafts production in
Finland covered only five per cent of the Swedish total. Heavy
taxes and manpower levies impoverished the rural population;
about one-tenth of the male population were soldiers. External
trade was very limited and passed primarily through Stockholm.
Ample forest resources provided the basis for exports. Furs were
exported in the Middle Ages, then followed by tar in the 1l7th

Century and la-er by charcoal and timber.1 According to the
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mercantile trade policy, the exports of these staple products
were monopolised by a few Swedish companies, and hence the

periphery benefitted very little from the trade.

During the Napoleonic Wars at the beginning of the 19th Century,
the 700 year Swedish rule collapsed as Russia seized Finland. In
1809 the country became part of Russia, though many traditional
commercial and cultural links with Sweden remained for a long
time almost wunchanged. Finland's altered political status,
however, made two lmportant new development features feasible.
First, autonomous institutions developed gradually during the
19th Century, which was decisive for the consolidation of
Finland as an independent nation state. The country was not
incorporated into the Russian Empire as one of its provinces,
but as an autonomous Grand Duchy governed by Finns. The
constitution, 1including the judiciary and civil administration,
as well as religion were not the same as in Russia, but mainly
an inheritance from the Swedish period. An independent fiscal
system with a separate customs boundary were unique within the

whole Russian Empire.

Secondly, the network of core-periphery relations with Sweden
was broken up. In fact, Russia was economically more backward
than Finland, and this relative advantage gave major impetus for
economic development in the country. The capital of the Russian
Empire was near the Finnish border, opening up new markets for
Finnish exports. Whereas, 1in relation to Sweden, Finland had
been peripheral, it was now one of the developed areas of the
Russian feudal empire. Nevertheless, there was little sign of
progress 1in the early years of Russian rule. Years of crop
failures caused severe setbacks to the whole economy. There was
a modest beginning of industrialisation - iron, textiles, glass
and tobacco factories had emerged. The demand for tar in the
international market declined with the passing of sailing ships.

Mercantile rules, privileges and monopolies still limited

foreign trade and the development of the economy.
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2.1.1 Start of industrialisation

From the 1860's up to the end of the century, various structural
changes occurred in the Finnish economy, reflecting shifts in
its external relations.2 A decisive factor was the rapidly
increased demand for wood in Western Europe, as a result of
deforestation, due to extensive industrialisation and
urbanisation. The fall in transport costs after the introduction
of steamships, made the utilisation of the abundant wood
resources of Finland commercially profitable. At the beginning
this development was markedly initiated by foreigners. Apart
from Finns, several Swedish, English and Norwegian entrepreneurs

helped to establish new forest-based industries.3

Also during the 1860's and 1870's traditional Finnish textiles,
leather, glass and metal industries substantially increased
their share in the Russian markets. Finnish commodities enjoyed
a privileged position vis-a-vis foreign competitors because of
the tariff advantages granted 1in the 1860's. This offered
protected markets for the new vulnerable industrial enterprises,
including metal engineering, textile and later paper industries.
Raw materials, such as iron ore, base metals, and cotton, were
imported, processed in Finland and then sold to Russia. Besides
domestic capital, considerable amounts of Russian, Jwedish and

British capital were invested in those branches of industry.4

The Finnish government sponsored in many ways the start of the
industrialisation process. A new joint-stock Company Act was
enacted. Monetary independence stimulated the development of
banking and credit. State loans at low interest rates were also
granted to aid new industrial enterprises. New tariff laws
reduced the foreign trade restrictions and ended duties on grain
and several raw materials, including cotton. Ultimately, all the
remaining restrictions on economic enterprises were eliminated
in 1879. Canals, roads and the first railways were built and
postal communications modernised. All these changes paved the

way for the structural change of the Finnish economy.



However, from the beginning, Finnish industrialisation kas been
determined and conditioned by external factors. During the
1870's, 60 per cent of all products produced by the metal and
engineering industry were exported to Russia, and over two-
thirds of the textile industry products. Practically all forest
industry products - timber and sawn wood - as well were
exported, but to Western Europe. It is estimated that 1n the
mid-1870's some 85 per cent of Finland's total 1industrial

productior went abroad.5

Gradually, external dependence started, however, to decrease. By
1899 only 50 per cent of the total industrial production was
exported: textiles and the metal and engineering industries
provided goods mainly for the home market. In 1913 only 10 per
cent of the tex_ile industry products and nine per cent of the
metal 1industry products were exported.6 There were obvious
reasons for that. First, there was a gradual 1increase of
domestic demand in Finland. Industrialisation itself brok:> down
the traditional social relations of the subsistence economy. In
particular, the development of the forest industry generated an
extra flow of 1income into rural areas, especially for

landholders.

Secondlv, in the middle of the 1880's trade with Russia was
restricted again. Finnish products were to be treated in Russian
markets like other foreign products. This change decisively
influenced the composition of Finland's external trade and
industrialisation. During the 1870's Russia had taken one half
of Finland's exports whereas thirty years later a little over
one quarter of the exports went there. 1In a similar way imports
from Russia decreased, though not so rapidly (see Table 9).
Instead Finland was increasingly bound to the Western European
markets. Great Britain became the most important export market,

while Germany became by far the most significant source of

imports.
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Table 9. Finnish foreign trade in 1870 -1910
(per cent share)

1870 1890 1910

werld® Russia world" Russia world® Russia
Exports
Agraicultural prds 36.9 31.7 31,5 27.0 17.2 18.3
Timber 5.3 1.9 5.7 4.7 10.5 6.9
Sawn wood 47.3 2.0 55.3 1.7 61.0 8.1
Pulp and paper 0.0 4.9 2.6 20.2 9.2 39.0
Textiles and clothing 0.2 25.9 0.3 13.1 0.2 10.1
Chemical industry prds 8.8 6.9 4.0 2.3 0.8 1.1
Metal 1ndustry prds 0.0 23.6 0.7 15.5 0.2 4.5
Others 1.5 3.1 0.0 15.5 0.9 12.0
Total 100.0 100.0 100.0 100.0 100.0 100.0
Imports
Foodstuf’s 39.6 39.1 35.1 53.0 34.9 58.7
Raw materials and semi-
manufactures 41 .6 23.2 38.5 14.9 36.2 20.1
Fuels and lubricants 3.6 0.4 2.1 3.2 3.1 5.3
Investment goods 1.5 0.0 8.7 0.8 8.3 0.8
Consumption goods 13.6 37.3 15.6 28.1 17.6 15.1
Total 100.0 100.0 100.0 100.0 100.0 100.0
Russia 52.9 39.7 39.3 33.6 27.4 28.7
Sweden 10.0 11.0 7.8 8.4 4.0 5.1
Great Britain 19.0 11.9 19.1 16 .4 29.5 11.9
Germany 7.6 21.8 6.5 31.9 12.0 41 .6
Others 10.5 15.6 27.3 9.8 27.1 12.8
Total 100.0 100.0 100.0 100.0 100.0 100.0

Note: .Excludlng Russia.

Source: Erkki Pihkala (1969), Finland's Foreign Trade 1860-1917,
Publications of Bank of Finland, Helsinki.

Following the changes in the direction of trade, its composition
also changed. The range of exports became narrower and the share
of processed products decreased as ties with Western Europe
increased. The expansion of the metal and textile industries
halted. Only the paper industry was capable of expanding its
market share and began to dominate the Russian trade (See Table

9). Before the First World War timber logs and sawn wood
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constituted three-quarters of the total exports. The rest was
mainly dairy products (butter). On the imports side there was
growing cdependence on western manufactured products, especially
investment goods, as 1industrialisation expanded. The Finnish

industrialisation had turned 1nto a one-sided process.

The whole economic development in Finland consequently became
vulnerable to the fluctuations of the international economy.
Earlier, the only economic cycles were generated by domestic
harvests. Since the 1870's, however, cyclical swings have taken
place 1n the foreign trade causing severe 1instabilities in
economic development. The expansion of trade relations with the
European core countries also caused a balance of
payments deficit. As long as the Russian trade was dominant, the
Finnish trade balance was positive, but after the 1890's there

was a chronic deficit, especially with Germany.8

The low level of diversification and strong export orientation
of the Finnisi industrialisation led to heavy concentraticn in
the leading 1industries. International slumps eliminated weak
export enterprises. Competitiveness and stable dJdevelopment
required large-scale production and common pricing policy.
Already by the end of the nineteenth century, the most important
exports of Finland were in the hands of a few companies, which
have since continued to dominate the economic development of the
country. A few financial groups were developed to finance
exports, around which nearly all the largest private enterprises

have been grouped.

Spatial concentration has also increased. The beginnings of
manufacturing were scattered around the whole country, usually
near to the source of raw materials. The use of steam instead of
water power made it possible, however, to locate saw-mills, pulp
and paper industries on the coast while the lakes and rivers
offered efficient low-cost transportation of logs to the mills.
Hence the centre of gravity of industrialisation focussed on the
southern and south-western coastal areas, closer to export

markets, causing, in the long run, severe regional disparities.
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Though 1ndustial production grew at a rapid rate until the
beginning of the First Werld War, Finland remained predominantly
agrarian. The share of the working ncpulation making their
living from agriculture had decreased from 85 per cent in 1870
to 70 per cent in 1910 (see Table 12 p. 99), but manufacturing
was not able to absorb more than 12 per cent. The landless
population had been increasing, and approximately half of the
rural population owned no land, one-third were tenants who
cultivated land under various lease arrangements and only some

20 per cent were landowners.

The population pressure was relieved by emigration. Before the
last decades of the nineteenth century, no significant
emigration had taken place. During the 1880's and 1890°'s some
2 000 people emigrated annually. Thereafter the number grew
rapidly. During the years 1900-1915 the annual average was about
15 000. Estimates indicated that over 200 000 people had
emigrated by 192(’?-31:' S1X per. cent of the total population,
mostly to the United States.9

The First World War broke the economic links to the European
core. During the vyears 1915-1917 Finnish foreign trade toock
place almost entirely with Russia. Finnish domestic industry,
especially metal and engineering, but also textiles and leather,
received from Russia as many army contracts as they could carry
out. Also their position in the domestic market strengthened as
competition from imports stopped.10 But there was soon a total
collapse of economic relations between the two countries,

lasting for over a quarter of a century.

2.1.2 Dependent growth

Finland's political independence was declared in 1917. The
result of the civil war in 1918, in which the socialists were
defeated, defined the course of economic policy and the pattern
of development in the new republic. Agreements on commercial and

economic collaboration, that were virtually semi-colonial were

made with the Germans, who had occupied the southern parts of
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Finland during the civil war. The result of the World War was
that instead of becoming a ‘colony' of one dominant power,

Finland became part of the West-European periphery.

During the inter-war period Finland's role in the international
division of labour was consolidated. The country was producing
raw and semi-processed wood for exports while becoming a market
area for central European trading operations. Independence had
created formal conditions for a national tariff and foreign
exchange policy, but the external transactions of a small open
economy became determined by decisions made 1n the core areas,

and international market forces.

Economic growth in Finland was highly dependent on foreign
trade. Most investment goods as well as raw materials were
imported. Even half of the food came from abroad at the
beginning of the 1920'5.11 Trade was predominantly with the
western European countries. Finland became part of the sterling
area, reflecting its most dominant export relations. In 1933 the
Finnish mark was officially tied to sterling and a number of
bilateral trade agreements were concluded. For instance, free
access of wood products into the British markets was gained by
offering considerable tariff advantages for British industrial

products 1in Finland.12

The export sector was extremely narrow and little diversified.
Wood industry products constituted between 80-95 per cent of
total exports. (Table 10). Hence, forestry became the basic
sector determining the progress in the whole economy. By its
nature, it is externally oriented, dependent on foreign markets
and has relatively few linkages with other manufacturing
sectors. 1Its interests in tariff and foreign trade policy and
its dominance in national production have rather hindered
diversification and increased the openness and vulnerability of

the Finnish economy in relation to the European core.



Table 10. Finnish foreign trade in 1920-190
{per cent share)

1920 1930 1940
Exg. rts
Agricultural prds 2.5 11.8 10.1
Timber 6.1 8.1 9.0
Sawn wood 50.3 41.0 31.3
Pulp and paper 37.3 34.5 41.6
Textiles and clothing 0.0 0.5 1.0
Chemical industry prds 1.1 0.8 1.1
Metal industry prds 0.8 1.4 3.7
Others 1.9 1.9 2.2
Total 100.0 100.0 100.0
Imports
Foodstuffs 33.3 26.8 15.2
Raw materials and semi-
manufactures 41 .1 42.1 43.7
Fuels and lubricants 5.9 9.0 9.6
Investment goods 9.3 8.5 15.8
Consumption goods 10.4 13.6 15.7
Total 100.0 100.0 100.0
Direction Boxts Impxts Peports Impacts bBoarts Imports
Soviet Union 0.3 0.0 4.5 2.5 0.5 1.4
Sweden 8.2 10.6 5.4 7.4 2.8 11.2
Great Britain 43.0 27.7 38.9 13.6 42.7 18.4
Germany 4.8 16.9 12.5 36.9 14.8 18.1
United States 6.6 21.9 7.6 12.2 9.2 10.4
Others 37.1  22.9 31.1 27.4 30.0 40.5
Total 100.0 100.0 100.0 100.0 100.0 100.0

Source: Heikki Oksanen and Erkki Pihkala ¢1975), Finland's Foreign Trade
1917-1949, Bank of Finland Publications, Helsinki .

The almost complete decline in trade with the Soviet Union (see
Table 10) was the main reason why the range of exports narrowed.
Manufactured products had previously been sold to the East. The
small size of the economy and foreign competition made import
substitution difficult. The government sought to promote it for
reasons of foreign exchange, employment and defence, but

frequently the interests of the export industry carried more

weight in short-term policy considerations.
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During the twenty years between the World Wars, economic growth
in Finland, based mainlv on industrialisation, was very rapid.
By the end of the 1930's, the volume of industrial production
was 300 per cent higher then twenty ‘ears earlier - one of the
highest growth rates in the world, although one should consider
the low starting level. The corresponding fiqure for Europe, was
on average 80 per cent.13 Reflecting rapid industrialisatioen,
the demand for imported investment goods increased by the end of
the 1930's. Capital accumulation was predominantly in Finnish
hanis, for after independence the strategic mining and forest

sectors were taken 1nto national ownership.

The heavy investment in the export sector explains the strong

economic growth. The demand for forestry products 1in the
European markets was steadily 1increasing. Though it was
sensitive to cyclical changes - the demand for sawn timber 1is
affected by booms in construction - the general price trend was

favourable. The Nordic paper and pulp producers had created
Scandinavian cartels in the 1930's, through which markets have
been divided, production quotas defined and price competition
eliminated.l4 Oligo-polistic pricing policy has given the forest
industry stable returns to capital and incentives for further

expansion.

Domestic cost factors also favoured expansion of the forest
industry. Wood raw material was still relatively cheap. In the
rural areas there was an abundance of labour. The labour
movement was politically and organisationally weak, and
consequently the general Finnish wage level remained lower “han

that of other Scandinavian or West European countries.

As a result of the strong economic growth during the 1920's and
1930's, industrial unemployment was quite marginal - except
during the Great Depression. On the other hand, there was latent
unemployment in the rural areas. The extensive land reform
programme during the period 1918-1935 eliminated the group of
leasenolders and landless population by creating nearly 150 000
new independent smallholdings. The forestry provided subsidiary

earnings for these small farmers. Hence, the forest-bhased
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industrialisation slowed down the rate of urbanisatien and
structural change in the economy. Agriculture still empleoyed 60
per cent of the population (see Table 12 p.99).15 The structural
change of the Finnish economy was slow and painful due to the

one-sided, though intensive, growth of the i1ndustrial sector.

2.1.3 Finnish-Soviet Economic Relations

The Second World War reorganised Finland's positicon in the
international system both politically and, consequently, also
economically. Twice Finland was at war with the Soviet Union,
the secoand time joining the German invasion of Russia. After the
war the Finnish security policy was reshaped. Instead of
standing as an outmost western bulwark against the East, Finland
began to take into consideration the security interests of the
Soviet Union in its north-west frontier, culminating in 1948 in
the Treaty of Friendsiaip, Co-operation and Mutual Assistance
with the Soviet Union. The treaty has since become the basis for
improvements 1n mutual political, cultural! and economic
relations. The general foreign policy of Finland emphasises
neutrality and non-alignment, giving the country the role of a
bridge-builder between East and West. This has also offered an
opportunity for changing Finland's established role 1in the

international division of labour.

Finland was obliged to pay war reparations during the 1945-1952
period in the form of commodity deliveries; 72 per cent of the
reparations goods consisted of the products of shipbuilding,
machinery and the metal industries; the rest were paper industry
products. Before the war the former industries accounted for
only about five per cent of GNP and four per cent of total
exports.16 Naturally, the war indemnities were a heavy economic
burden during the post-war reconstruction period. In the long
run, however, they greatly assisted the diversification of

Finnish industry and formed the basis of renewed trade with the

Soviet Union.
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In 1947 a commercial agreement was signed, under which most-
favoured-nation treatment would be applied to Finnish-Soviet
trade. Three years later the first Finnish-Soviet five-year
trade and payments agreement was signed. Since the mid-1950's
intergovernmental scientific, technical and economic agreements
and commissions have been established, and finally in 1977 a
long-term (15 year) framework of trade was agreed upon. During
the 'cold war' Western countries froze their economic relations
with the socialist countries with a trade embargo, but Finland
did not take part. Consequently, Finnish industry faced little
competition in the Soviet market and was, up to the end of the
1960's, its main western trade partner; even today it 1s the
third largest, after West Germany and Japan. This pioneering

role has provided many advantages.17

First, Finnish-Soviet trade takes place through barter
agreements planned for a five-year period. The bilateral nature
of the trade has meant a balance between 1mports and exporcs - a
deficit in one year can be adjusted in the next. This saves
foreign currency and creates no balance of payment problems,
though the trade takes place at world market prices. Thus, for
example, the o0il crisis in the 1970's did not affect Finland's
balance of payments directly, but instead increased Finnish
exports. Moreover, the planning of long-term deliveries has made

economic development more steady.

Secondly, Soviet trade has alleviated the cyclical fluctuations
in Finland's foreign trade and economic development. During
upswings, exports to the West have typically increased, matched
by decreases to the East; during cyclical downswings when the
trade to the European core faces difficulties, Finnish industry

has searched for compensatory outlets in the Soviet Union.18

Thirdly, the composition of trade has been as favourable for
Finland as during the 19th Centnry. Typically, 1in an infant
phase of a production cycle - new 1industries have been
nurtured in the protective envire. - of bilateral trade, but
when the product is competitive encugh, export is directed into

the Europcan core markets. Built up to pay reparations, the
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expanding Finnish metal and engineering industry has been able
to secure export markets in the Soviet Union. Also the textiles,
clothing and footwear 1ndustries have increasingly penetrated
Soviet markets during the past ten years. These industries tend
to be labour-intensive in contrast to the trad:itio:.al capital-
intensive character of Finnish exports. Employment
considerations have been very apparent in the inter-governmental
joint ventures in which the Finns are offering not only know-
how, technical expertise and key equipment, but also labour for
building industrial and mining complexes on Soviet scil. These
projects have mainly taken place in the border areas and
relieved the endemic vunemployment situaticn 1n those less

developed eastern parts of Finland.

While Finlend is exporting processed manufactures, four-fifths
of the imports from the Soviet Union have consisted of primary
products, mainly fuels. The biliggest obstacle to expanding
Finnish exports has been the lack of demand in Finland fo

Soviet manufactures. Altog:. _her, by composition Finnish-Soviet
economic relations have ! .an highly asymmetric. This has
provided Finnish industry, and thus the economy, a sort of core
position 1n this particular section of the international

division of labour.

During the 195C's, the share of the Soviet Union in Finland's
total trade was on average 20 per cent. Since then, the long-
term trend declined, the share reaching 12 per cent at the
beginning of the 1970's. After the energy crisis and general
world-wide recession in the 1970's, the Sovigt Union became once
aga:in the most important single trading partrer for Finland (see
Table 11).

Nevertheless, the dominant economic relations have been with
Western Europe. The Finnish economy is structurally tied to the
European core and the interests of the dominant sectors have

demanded the strenthening of these ties.
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2.1.4 Integration to the European Core

The maln strateqgy of Finnish pest-war foreign trade policy has
been to liberalise Western trade and improve the competitiveness
of the export industry in Europen markets. At the same time,
there have been obvious limits on commercial integration into
the West, because of the basic goal of foreign policy to
preserve neutrality and national securilty. In 1947, Finland
refused Marshall Aid when it became clear that the plan had
generated an 1interbloc controversy. As a consequence, 1t was
left out of the QEEC and it stayed out of the Council of Europe,
both of which were important integrating ilnstitutions in Western
Europe. But Finland joined the IBRD and the IMF in 1948 ancd a
year later GATT. Consequently, throughout the 1950's, import
tariffs were reduced, and finally in 1957 import requlation and
licensing were abolished. The abolition of passport controels
inside Scandinavia and the creation of the Pan Ncrdic Labour
Market i1n 1954 eliminated barriers to Scandinavian labour
mobility. The commercial integration into the west was continued
1in 1961 by Finland's association with EFTA. The most-favoured-
nation status in Finnish-Soviet trade was reaffirmed, indicating
Finland's aspirations toward equality. However, the tariff
advantages for EFTA countries were more significant than for the
Scoviet Union, whose 1mports consisted mainly of tariff-free

primary products.

In 1968, Finland officially joined the OECD and started to carry
out che recommendations of the organisation to free movements of
capital and to make international investments easier.
Ultimately, in 1973, Finland signed a free trade agreement with
the EEC, though ther= 1is no 'development paragraph' in the
agreement that would anticipate closer forms of economic or
political integration in the future. Soon afterwards, an
agreement was made on trade and technical co-operation with the
CMEA. These agreements, taken together, demonstrate Finland's

role as a bridge-builder in East-West economic co-operation and

its resolute efforts to keep neutral and thus safeguard national

. 19
security.
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However, bes:ides defensive socurity  interests, offeansive
eceonomic interests have promoted this whole series of
instituticnal frameworks for external economic 1nteractions. It
1s evident that the driving force 1n the Finnish trade
liberalisation policy has been the dominant forest-based export
industry. The ccuntry has remained as one of the leading scurces
of .orest 1industry products for the European core, the main

market being 1n Great Britain, where over 80 per cent cof Finnish

exports still consist of processed wood products.

As typical of a small economy with limited factor endowments and

domestic markets, the 1industrialisation process tends to be
externally oriented and highly specialised, and, hence,
conditioned by foreign demand as well as supply factors. In

Finland total exports accounted for about 28 per cent of the GDP
in 1981, and impnrts covered some 29 per cent of total domestic
demand. Particularly, in terms of the manufacturing industry,
imperts accounted for about 33 per cent of total demand and
exports 41 per cent of gross manufacturing output. Also in other
small industrialised market economies - the Scandinavian
countries, Austria and Switzerland - foreign trade covers
comparable shares of total output and demand. Differences =xist,
however, in the pattern of outward orientation reflected in the
structural development of industry and the external

specialisation pattern.

The reconstruction years after the Second World War created an
opportunity to develop a more diversified industrial structure
in Finland.zo The reconstruction took place in the protected
framework of a closer economy, and of the new barter-based
Soviet trade. Also the direct participation in industry by the
state was notable.21 Since the gradual opening of the economy at
the end of the 1950's, the share of trade of the gross
production has rapidly increased. Besides the forest industry,
the metal and clothing industries in particular were able to
increase their exports. The diversification of exports has not,
however, been so much the result of a restructuring of the

traditional trade relations with Western Europe, but rather an

opening up of new markets, mainly in the Soviet Union and




44

Scandinavia (see Table 11). The exceptionally rapid increase of
Finnish exports to Sweden during the 1960's and its diversified
composition has partly been the result of the intensive
investment of the Swedish clothing 1industry in Finland and
increased sub-contracting relations between the Finnish and

Swedish engineering industries.

Table 11l. Finnish Foreign trade by major partners and regions, 1953-1981
{per cent share)

1952 1960 1965 1970 1976 1981
exports
DMESs 1.6 72.1 7°.3 77.8 69.5 63.8
of which Sweden 2.8 4.3 7.1 15.1 17.0 13.4
United Kingdom 21.3 23.8 20.1 17.4 14 .2 10.7
West Germany 7.1 11.6 11.3 10.5 9.3 9.1
USA 7.2 4.9 6.0 4.7 2.8 3.7
SCCs 30.5 18.9 20.5 15.7 23.7 26.5
of which Soviet Union 25.4 14.1 15.9 12.3 20.2 24.7
LDCs 7.9 9.0 6.2 6.6 6.8 9.8
imports
DMEs 56.0 73.7 75.2 75.8 68.1 63.2
of which West Germany 7.8 19.4 18.5 16.5 14.6 12.1
Sweden 4.0 10.2 12.8 16.1 15.9 11.3
United Kingdom 12 .4 13.3 13.5 13.1 7.9 8.1
USA 5.4 6.3 6.2 5.2 5.2 7.5
SOCs 34.1 20.2 18.2 16.1 21.8 26.5
of which Soviet Union 16.9 14.2 14.0 12.5 18.5 23.5
LDCs 9.9 6.1 6.6 8.1 10.1 10.3
Sources: Official Foreign Trade Statistics of Finland, respective years.

After the foreign trade liberalisation the balance of trade
deficit has become a chronic problem. 1In particular, there has
continously been a trade deficit with West Germany, Japan and
the United States, primarily due to high demand for technically
advanced investment and consumer goods that has been satisfied

by imports from these sources. In the post-war years only after

big devaluations has the current account balance in some years




been positive. Finland's less diversified production structure
has faced problems in competing in open markets with core

. 22
economlies.

In the shor: term the deficit in the current account has been
filled by foreign borrowing. At the end of the 1950's, Finland's
long-term foreign debt was 2 per cent of GDP, in 1965 8 per cent
and in 1981 already 20 per cent.23 In the longer term, the
balance of payments adjustment has necessitated changes in the
exchange rate. Between 1945 and 1984 there have been thirteen
devaluations in Finland, one of the highest figures in Europe.
Frequently, exchange rate changes have taken place in connection
with the devaluations of the core currencies (sterling, Swedish
krona). The purpose of the repeated devaluations has been to
maintain the competitiveness of the dominant export industries.
However, because of the oligopolistic nature of the
international market for forest-based products, the Finnish
forest industry has not increased 1its competitiveness by
reducing prices, but rather has acted as a ‘'price-taker' and
thus benefitted in full from the short-term profit potential of
a devaluation. This has been one reason why Finnish devaluations
have been relatively successful in achieving nctable but

temporary improvements in the balance of payments. 24

The long-term consequences of devaluations have been import
price increases, multiplying in terms of general price advances.
During the post-war period as a whole, prices rose faster 1in
Finland than in most European countries. Between 1950 and 1980
the average annual increase in consumer prices was 8.7 per cent
in Finiand, compared with 6.2 per cent in the OECD area as a

whole.25

2,1.5 structural change of the economy

The post-war development of the Finnish economy has been
characterised by relatively strong economic grcwth and, in
particular, substantial structural change. During the period of
1950-80 the average annual growth rate of GNP was 4.6 pe. cent,

while the corresponding fiqure for the OECD area as a whole was




46

3.9 per cent. Although the growth has been quite hiah, 1t has
also heen very unstable, cluctuating sharply vear after vear
following international business cyclos.zh Dume to the relatively
hizh growth rate, the Finnish GNP per capita (10 »80 dellars in
1931) has gradually approached the OECD average, being slightily
above, for example, the United Kingdom, Japan and Austria, but

below the main core econnmies in Europe.

In addition to a good average growth performance, the Finnish
economy has undergone drastic changes 1n its structure. The
shift away from agriculture towards 1industrial and service
activities has been excepticonally intensive during the post-war
period. Around 60 per cent of the labour force worked in the
primary sector in 1940 and some 46 per cent still in 1950, while
after that, in thirty years time, the share has drooped dcown tc
13 per cent in 1980 (see Table 12). This has represented 2
transformation which has been much sharper than that undergone
by any other Nordic countries or core economies irn Eurcpe. Onlvy
in some Southern European semi-peripheries, Spain and Italv
being the fcremost examples, has a very rapid expansion of the
manufacturing secter during the post-war vyears caused as

-

: . . . 2
intensive a structural change as in Finland. '

Table 12. The Bmployment Structure in 1870 -1980 (per cent share)

1870 1910 1940 1950 1960 1970 1980

Primary

(agriculture, foresty _

fishing) 85.0 70.0 60.0 45.8 35.5 20.3 12.6
Secondary

(manufacturing, mining,

construction) 6.0 12.0 22.0 27.1 30.3 34.2 33.4
Ter tiary

(commerce, transport,

banking, services) 9.0 18.0 18.0 27.1 34.2 45.5 54.0
Total 100 100 100 100 100 100 100

Source: Statistical Yearbook of Finland, respective years.




In human terms, this transformation has meant a massive shift of
employment from the countryside te the urban areas as well as an
extensive internal migration from the less developed regions in
she east and north of Finland tc the south, in particular to the
Helsink: region. Industrialisation has taken place mainly in the
sourthernmost parts of the country, lecated nearer the export
markets and dominant internal markets. Of the total value added
in the industry in 1981 some 70 per cent was precducad 1in the
south and south-west regions - which constitute less than one-
fifth of the whole land area and 58 per cent of the total
population. Consequently there are wide regional variations in
the employment structure. In the four developed southern
provinces the prcoportion of the labour force engaged in primary
production is less than 10 per cent and in industry about 40 per
cent - quite similar to the corresponding figures of developed
core Europe. As opposed to this, the northern and central parts
of Finland, i.e. the less developed regions, have remained
largely dependent upon traditional, mostly smallholder
agriculture which has absorbed almost one-third of the total
labour force. Small farms have been unable to offer year-round
work. Particularly the mechanisation of agriculture as well as
forestry - which provides subsidiary earning for small farmers -
has increased the relative excess labour 1in the areas where
primary activities still dominate. Moreover, the structure of
secondary industry in the less developed regions has been quite
unfavourable, the predominant branches showing slow growth rates

and high capital intensity (forestry, mining and energy).28

After the intense sectoral change the average Finnish
distribution of GNP and employment over the three major sectors
- agriculture, industry and services - is no longer far from the
European average, but nevertheless, the share of agriculture 1in
the total labour force is still higher and the share of the
manufacturing industry is lower than the average in the OECD
countries. But in Finland the manufacturing employment is still
growing, wunlike in most other DMEs which have already reached
the so-called mature post-industrial stage.29 The average annual

growth rate of industrial production in Finland between 1950-73

was about 6.9 per cent while the corresponding figure in the
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OECD area as a whole was 5.5 per cent. Even within the context
of the pest 1974 recession, this general trend has bheen
apparent: the Finnish manufacturing 1ndustry has arown at an

annual rate of 3.7 per cent in 1974-80, compared with an average
1.7 per cent in the other DMEs. As a result, it employed somec 27
per cent of the country's labour force in 1980, compared with
around 20 per cent twenty years earlier, and it covered scme 33
per cent of GNP in 1980, whereas in 1960 the share was 29 per

cent.

Although it might be possible to illustrate the role played by
the manufacturing industry in the Finnish economy during the
post-war years as an 'engine of structural change’, the real
counterpart to the shift from agriculture has been the growth of
the service sector. Its share in total employment has increased
impressively up to over half cof the total labour force (see
Table 12). This change indicates, on the one hand, that the
level of public services and general welfare have improved. On
the other hand, the industrialisation has not been extensive and
diversified enough to be able to absorb the surplus labour
released from the primary sector, so part of the growth of the
tertiary sector has been excessive.30 Severe structural

unemployment and finally emigration are further consequences.

The overall unemployment rate in Finland has continuously been
above the OECD average. There has been a surplus of unskilled
labour in the Finnish labour market during the whole post-war
period, particularly in the less developed regions. Moreover,
Finland belongs to the group of labour-exporting countries
within Europe. The net emigration since the Second World War has
been approximately 300 000 people, 1.e. over 6 per cent of the
present population. Over 90 per cent of Finnish emigrants have
gone to Sweden. Since the creation of common Nordic labour
markets and the abolition of passport controls inside
Scandinavia in the mid-1950's, there have not been any

institutional barriers *to hinder emigration. The demand for

low-skilled manpower in Sweden, differences in the standards of




living and wage differentials (see Table 7 p. 77) as well as the
cultural similarity of the twe countries have been factors
navina the way for omiqration-31

Finns living abroad contribute very little to the direct inflow
of foreign exchange in the form of remittances since, unlike
many other emigrant groups, they take their families with them.
Typically, the migration has taken place 1i1n two stages. At
first, the emigrants move 1i1nto the more prosperous parts of
Finland. There, however, the insecure employment prnspects and
the housing shertage, on the one hand, and the attractions of
work 1n Sweden, on the other hand, finally lead to a decision to
emligrate. In a free Jlabour market the movement of labour is
cyclically very sensitive. The outflow of labour from Finland
increases when a cyclical upswing occurs in Sweden. During the
peak years at the end of the 1960's, emigration reached almost
40 000 pecple annually, which resulted in an overall population
decrease 1n Finland. Since then the emigration rate has slowed
down, and there was actually a net gain from emigration during

some vears of the 1970°'s.

Bv way of conclusion, the specific role of Finland in the
international division of labour has, on the one hand, paved the
way for industrialisation andé eccnomic growth, and, on the other
hand, conditioned the industrialisation process and created
various unfavourable <constraints on the overall economic
development. The Finnish path suggests that the highly export-
oriented, resource-based growth model does not necessarily lead
to increasing peripheralisation, provided the economy is not
trapped 1in this role. The successful translation of this
lopsided development pattern into a viable economic structure

depends on several factors.

In Finland the key factors alleviating and modifying dependence
on the world markets have been its policy of national control of
key resources enabling domestic capital accumulation and the
subsequent intra-sectoral as well as inter-sectoral diffusion of

the inherently enclave-like export industry. Successful agrarian

reform and an income distribution policy have enabled a
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relatively broad distribution of export receipts within the
society. The role of direct state participation in industrial
development has been notable not only in declining sectors but
also in key sectors of manufacturing. Furthermore, an 1mportant
factor contributing to an escape from unambiquous world market
dependence has been the administered trade relations with the
Soviet Union. All these factors have eveutually lead to a
gradually improving maturity and internal diversification and
integration of the Finnish industrialisation process. The semi-
peripheral economy has successfully avoided the peripheral
development pattern, although the growth and diversification
process is affected by specific constraints which may be

associated with the external dependency relations.32

The concluding observations above are only tentative, demanding
necessarily more profound and detailed analysis.33 Here,
however, the major interest 1is not the characterisation of
Finnish semi-peripherality as such, but how Finland's specific
role in the international division of labour 1s affected when
the country is faced with new industrial competition emerging
from the peripheral economies of the Third World. For this
inquiry it is necessary to examine in a more detailed way the

specific pattern of international specialisation in Finland.

2,2 pattern of international specialisation

2,2.1 Measuring the specialisation pattern

In a quantitative analysis several indicators of international
specialisation may be constructed. The 1indicator wused here
simply measures excess production in various manufacturing

sectors. Hence, the gross domestic output of industry (labelled

as Oi) is related to apparent domestic consumption (Ci 0. + Mi

1

- Xi, where Mi denotes the import values of manufacturing sector
and xi export values). Export sectors are those 1in which
production surpasses total domestic demand (Oi > Ci) and import

sectors are vice versa so that production fails to come up to
34)

total consumptiocn (O, < c,).
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The indicator thus constructed 1is supposed to describe patterns
of ccmparative advantage within industrial branches. The mcre
production stands above domestic demand, the greater the
comparative advantage, and the more domestic consumption 1s
satisfied by 1imports, the smaller the comparative advantage.
Accordingly, a rough impression of the changes in Finland's
pattern of comparative advantage (or disadvantage) in different
manufacturing sectors during the 1970's can be obtained from

Table 13.3°

A high degree of international specialisation can be observed 1in
the Finnish manufacturing industry. Typically in a semi-
peripheral economy industrialisation is based on a country's
natural resource endowment or ample labour supply. As described
in the preceeding sections the industrialisation process 1in
Finland has originated from the utilisation of abundant forest
resources. The forest industry still continues to be one of the
leading industrial branches and the dominant export sector. The
international specialisation index is above average in sawn
woogd, pulp, paper, wood manufactures and furniture, which
together account for 41 per cent of Finland's total exports 1in
1981. Wwithin the forest industry there has been a gradnal
upgrading towards more processed products, but nevertheless 1t
is a resource-based branch with relatively little value-added
content. During the post-war years the preponderance of the
forest sector has diminished, but it still is the dominant

export sector.

Besides another resource-based 1industry, non-ferrous metals
(which is not included in manufactures), the only other clear-
cut manufacturing export sector 1is garments (clothing and
footwear) . In contrast to the forest sector, its relative
importance in exports has increased during the 1970's as
indicated by the international specialisation index (see Table
13). All other industrial branches are more or less import

dominated, meaning that domestic production fails to come up to

total consumption. In terms of functional composition, the
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Table 13. International specialisation index in Finnish manufacturing,
1970, 1976 and 1981

0/C 1970 0/C 1976 0/C 1981

Lahcur-intensive interrediates

leather prds 75.5 65.2 63.5
rubber prds 62.9 64 4 65.6
wocd mnfs 215.6 164 .4 176.4
textiles 4.4 74.3 70.9
non-retal mineral prds 92.5 96.6 99.2
Subtotal g4 .3 92.7 96.9
Capital-intensive intermediates

chericals 72.5 79.6 86.2
pulp 180.9 139.4 147.9
paper 456 .0 316.8 311.9
ircn and steel 65.9 B4 .4 103.7
Subtotal 140.2 133.5 1y .7
Consumrer goods

pharraceuticals 59.8 67.4 90.7
furniture 115.2 117.5 135.2
clothing 135.1 170.6 238.5
foctwear 112.2 128.8 161.3
instruments 30.2 33.3 L6 .7
misc. light mnfs 90.4 96.8 102.0
Subtotal 94.2 101.6 115.1
Capital gocds

basic metal prds 89.7 93.2 103.4
industrial macnhinery 71.6 82.0 88.1
~omputing rachinery W, 15.7 33.7
tele, TV, radioc appar. 76.7 86.8 93.2
electrical machinery 68.0 69.2 86.3
transport equipment 73.7 95.8 91.6
Subtotal 73.7 84.8 89.1
Total manufactures 99.8 103.0 112.3
sawn wood 263.2 183.9 288 .4
ncn-ferrous metals 98.8 124.8 125.9
fuels 42.8 47.0 46.9

Note: 0/C index stands for the value of gross output in industry divided
by the apparent consumption (01A01+M1'xi» - 100.

Sources: Appendix Tables 3 and 7.




strongest import dependency 1s felt in some labour-intensive
intermediates (textiles, leather and rubber products) and in the

capital goods sector.

A marked asymmetry 1is characteristic of the Finnish trade
structure: the product pattern of imports differs noticeably
from that of exports. This dichotomy makes the whole economic
development quite volatile, varying with demand conditions in
international markets. In Finland a gradual diversification
within the industrial structure 1s, however, taking place. The
import dependency has been reduced during the 1970's 1in all the
metal 1industry branches, including the whole capital goods
sector, and, on the other hand, the overwhelming dominance of
the forest sector in expcrts has relatively decreased. This
decline 1in the extent of specialisation 1n foreign trade and
more balanced industrial production structure can be 1indicated
by changes in the standard deviation of the international
specialisation index. It has, indeed, noticeably decreased from

91.9 in 1970 to 65.0 in 1981.

2.2.2 Factor-intensity comparisons

The gradual diversification of Finnish industry as well as the
foreign trade structure is a result of both the deepening of the
industrial base (increased processing) and tne widening of the
industrial base (spreading into new fields). These changes are
:eflected in the sectoral and functional composition of the
industrial structure. The branches of the manufacturing industry
may also be characterised by different proportionate inputs of
the factors of production or by specific organisational and
locational factors. Hence, the gradual diversification process
also implies changes in the pattern of international

specialisation in terms of relative factor proportions.

The production fectors may be classified and defined in various

ways. Here, an attempt is made to analyse changes within the

branches by five inputs - physical capital, labour, raw
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materials, energy an¢ research and development activity - as
well as by wage level, labour productivity, proportion of women

in the labour force, size of firms and regional concentration.

The indicators were constructed as follows. The relative capital

iﬂpensity is measured as the industry's fixed caplital per person
employed. The value of fixed capital is derived from the fire-
insurance rates of the branches. The indicator of capital
intensity was formulated by relating the capital intensity of
each branch to the average figure of all manufacturing

industries.

The inverse of the capital intensity may be regarded as an

approximation of relative labour intensity. Here, however, the

indicator of labour intensity is measured as the sum of wages

and salaries divided by the total value added of each branch.

The raw material intensity is simply defined as the value of

consumed raw materials per gross unit of production by

branches.

Two measures of relative research and development 1nput are

formulated. One is the number of research personnel employed
divided by the total labour force in each industry. The other 1is
the share of R & D expenditure with respect to the value added.
The R & D indicator used here is a combination of these two

measures.

The wage level of industry is measured by wages divided by the

number of we~e earners.

The relative labour productivity is indicated by the value added

per person employed.

The energy intensity measure is the sum of purchased heat

energy, electric energy and fuel divided by the value added of

each branch.
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The female intensity ratio is figured by relating the number of

women enployees to the total labour force by industries.
The relative firm size indicator is measured as total employment
divided by the number of establishments in each manufacturing

branch.

Finally, the LDR intensity indicator illustrating the relative

concentration of the labour force in the less developed regions
of Finland is measured as employment of LDRs dividad by the
total employment of each branch. The LDRs 1include all the
provinces of Finland except the four southernmost provinces:

Uusimaa, Turun and Porin, Hame and Kymi.

The examination is performed at a relatively high level of
aggregation of manufacturing branches. Every branch considered
i1s composed of a heterogeneous variety of production activities
that frequently have different factor intensities. Hence, in
this type of general examination, specific features of
manufacturing sub-sectors are overlooked. However, the data
presented can highlight the relative orders of magnitude between

the main sectors.

Indicators of relative intensity of each of the production
factors in the separate branches of industry are presented in
Appendix Table 2. The indicator expressing wage level
differentials has the smallest variation between manufacturing
branches. On the other hand, the distribution of R & D resources
is characterised by extremely heavy concentration in a very few
industries. Seven branches - within chemical and capital goods
industries - account for about three quarters of the total
industrial R & D expenditures. Similarly, the enerqgy intensity
is solely concentrated in capital-intensive intermediate
processing industries. Furthermore, a fairly clear pattern
exists of how the production factors are combined in each
branch. I, Finland the industries with the highest capital
intensity are raw material and energy intensive; they pay the
highest wages and show the highest degree of labour productivity

and the size of undertaking is large. On the other end, labour
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intensive branches have the lowest productivity rate and show
the lowest relative wage levels, have frequently small plant

size and are female intensive.

According to the 1nternaticnal specialisation index defined
above, the manufacturing branches may be classified in rank
order sco that export and import sectors are examined separately.
This classification is related to indices of factor intensity in
Table 14. The relative factor intensity 1s labelled as (+) or

(-) when the branch indicator 1s above or below average.

Table 13, Sumrary of relative factor i{ntensities related to intermatiomal specialisation of Finnish
mmnulacturiig industries, 1981

international R&D capital labour raw energy wage labour [ferale firm LDR
specialisation intensity intensity (intensity mterial intensity level produc- intensity size intensity
tndex (0/C) intensity tivity
Exgvrt sectors
paper 217.8 - . - . . . . - -
(sawn wnod) 6.8 - . . . - - - - - .
clothing 212.4 - - - - - - - . - -
wngd s 157.1% - - - - - - - - - .
footwear wiy.7 - - 'S S - - - IS - -
Fulp 131.7 - -+ - - . - - - - -
furniture 1200 - - . - - - - - - -
(non-ferrous metals) 1121 + - - - . - - . -
Import sectors
iron and steel 92.4 - . . . . . - . .
basic retal pris 92.1 - - - - - - - - .
risc. light mnfs 90.8 - - - - - - . . - -
nen-retal mineral prda 83.3 - . - - - . . - - -
tele, TV, radilo appar 83.0 . - . . - - - . . -
transport equiprent 81.6 - - . . - . - - . -
rharmaceuticals 80.8 . - - - - - . . . -
industrial rachinery 8.5 . - . - - . - - . -
elactrical machinery 76.9 . - . - - - - - . .
chericals 76 .8 . . - + - - S - - -
textiles 63.2 - - . - - - - . - -
ribber prds 584 . - . - - - - . . -
leather prda 56.5 - - . . - - - - - -
instrurents 41.6 . - - - - - . - - -
corputing machinery 3.0 - - - - - IS » - - -
(e) = factor intensity is above average
(=) = factor intensity 1s below average

R & D {ntensity : R&D expenditure/value added + RED personnel/latour force;
capital intensity = [(ixed capital/ladbour force;

labour intensity = (wagrs « salarien)/valus added;

raw raterial intensity = raw materiala/gre- - production;

energy intensity = energy costs/value adind;

wage level = wages/wage earners;

labour productivity = value added/labour force;

fewale intensity = women employees/labour force

firr aize = labour force/establishments

(DR intenaf{ty = LDR labour force/labour force

Source: Appendix Table 2,
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In terms of factor intensities, the pattern of international
specialisation of Finnish industry 1is quite distinct. The
dominant export branches are either highly capital- and energy-
intensive, relatively strandardised industries that are resource
based with large plants and prcduce primarily semi-processed
goods (pulp, paper, non-ferrous metals) or low-skill, labour-
intensive industries with relatively small undertakings
(clothing, footwear, wood manufactures. furniture). The import
dependence, on the contrary, is strongest in sectors with a high
degree of processing and R & D intensity. Apart from requiring
high skills, these industries are often relatively labour
intensive. Notable exceptions to this association are leather
products and textiles, which are relatively standardised semi-
manufactures, but nevertheless Finnish domestic consumption 1s
satisfied by imports to a high degree. The import sectors tend
regionally to be located in the southern parts of the country,
while the export sectors are relatively more represented in the
less developed regions of Finland utilising there primarily

ample natural resources.

The same pattern of international specialisation presented above
may be seen in the correlation matrix in Table 15. Since the
ranking of the individual industries by their factor intensities
1s rather stable over time, the figures given can be assumed to
be representative by and large of the whole 1970's. The
statistical correlation between the international specialisation
index and capital and raw-material as well as energy intensities
1s quite notable during the 1970's. This has been linked to the
firm size, too. A small decline has ,ccurred, however, in these
correlations reflecting the gradi il diversification process
that has taken place within the Fi .nish manufacturing industry.
A peculiar feature is that this diversification has increased
both female intensity and LDR intensity in the Finnish
specialisation pattern. Another consistent feature to be seen in
the correlation matrix as well as in the previous Table 14 is
the quite strong negative correlation between international
specialisaticn and human capital and the skill intensity

(measured by the R & D intensity indicator) of the branches.
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Table 15. Simple correlation coefficients between international
specialisation in Finnish manufacturing and factor
intensities by branches, 1970, 1976 and 1981

0/C 1970 0/C 1976 0/C 1981
R & D intensity -0.316 -0.395 -0.368
Capital intensity 0.473 0.399 0.328
Labour intensity -0.253 -0.11 -0.124
Raw material intensity 0.421 0.441 0.393
Energy intensity 0.308 0.275 0.232
Wage level 0.216 0.103 0.0
Labcur productivity 0.253 0.123 0.072
Ferale intensity -0.031 0.081 0.200
Firm size 0.361 0.318 0.255
LDR intensity 0.302 0.38 0.438

Sources: Table 13 and Appendix Table 2.

The conclusion to be drawn is that Finnish international
specialisation is predominantly based on mature, non-science-
based sectors benefitting either from local natural resources or
relatively cheap labour. These industries are not in the most
innovative sectors that lead technological development. Instead,
design and production methods are standardised and productivity
growth is also slow. This pattern of international
specialisation is not quite typical among advanced

industrialised economies.

The openness and the low-level of diversity 1in the export
structure is partly related to the size of the economy. Small
countries, because of the widespread existence of economies of
scale, cannot produce as wide a range of products as larger
countries. However, in a small core country the specialised
branch structure is primarily concentrated in technically
advanced industries with a high value added and often with a
high labour intensity. 36 This type of industrial structure
determines the dominant role of core economies in the

international division of labour.




Finland, instead, 1is among those developed countries, that at
present have an ‘'intermediate' position in the international
division of labour. The structural characteristics of 1its
foreign trade and industrial specialisation differ ostensibly
from that of most other DMEs, although it has steadily moved
closer to them during the 1970's. Still today the Finnish
position in the international division of labour has, in fact,
soime similarities with the pattern of international

manufacturing specialisation of the LDCs.37

Within the context of semi-peripheral economies, aggregated
figures, such as presented above, may conceal fundamental
dissimilarities in the composition of foreign trade by
destinations. The form of international specialisation in one
regional direction may be -<compensated by a totally opposite
pattern of specialisation in another direction, and, thus,
aggregated figures are frequently too comprehensive. Hence, when
analysing restructuring constraints of the Finnish manufacturing
industry 1in relation to changing external conditions, it 1s
necessary to differentiate more clearly the characteristics of

the trade structure by destination.

2.2.3 Trade structure by destination

Finland's foreign trade is heavily concentrated in Europe and
especially in its neighbouring countries. The growth of demand
by Finland's major Western trading partners, Great Britain and
Sweden, has remained weaker than average for a considerable
time. This slowdown and the abrupt increase in the world oil
prices have been the main factors speeding up the Soviet trade
during the 1970's. These changes in the world economy have also
led at the end of the 1970's to a reorientation of Finnish trade
towards new markets in the Third World, notably those of the
oil-producing countries. The share of the LDCs in the total

Finnish exports increased marginally from 6.2 per cent in 1965

to 6.8 per cent in 1976, but thereafter the growth has been more

intense, reaching a share of 9.8 per cent by 1981, As
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far as imports are concerned, the LDC proportion in the total
has increased more steadily from 6.6 per cent in 1965 to 10.3

per cent in 1981 (see Table 11 p. 97).

Despite this growth, Finland's trade relations with the LDCs are
still in a quite embryonic state compared to that of the other
DMEs. Among the OECD countries, arcund 27 per cent of their
total exports go to the LDCs and some 32 per cent of their
imports originate there (compare with Figures 1 and 2 and see
Table 16). These OECD average figures are truly dominated by the

big countries, such as Japan and the United States, that have

Table 16. Foreign trade with LDCs by main DMEs, 1981 (per cent)

Exports to LDCs Imports from Trade ratio
in total exports LDCs in total with LDCs*
imports
Japan 48 .4 63.5 -9.8
United States 38.3 45.2 -17.2
Spain 33.2 4s5.8 -37.0
Australia 32.4 26.4 5.7
Greece 30.8 2u.9 -25.0
New Zealand 28.9 23.6 6.7
Italy 28.7 33.6 -16.0
France 2.6 27.8 -10.8
United Kingdom 23.2 17.8 11.9
Switzerland 20.9 9.0 33.7
West Germany 17.8 19.7 -1.2
Sweden 16.6 15.3 3.2
Portugal 16.6 27.0 -58.7
Denrark 14.8 10.1 13.3
Austria . 11.9 -5.6
Belgium 11.8 16.6 =21.7
Ireland 11.8 5.2 24.9
Netherlands 11.4 23.5 -32.7
Canada 11.3 14.2 -8.7
Finland 9.7 10.4 -4.4
Norway 8.1 7.2 12.6
OECD total 26.7 32.2 ~11.3

*
Note: Trade ratio is defined as net trade balance as percentage
proportion of total trade, i.e. [(X-M)/(X+M)]- 100

Source: OECD, Foreign trade by commodities, 1981.
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Figure 1. Finnish foreign trade by major regions. 1981
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extensive trade relations with the Third World. Mevertheless,
compared to the other DMEs, too, Finland is lagging considerably
behind, since only in Norway and Ireland is the foreign trade
with the LDCs more modest than in Finland.
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Figure 2. OECD trade by major regions, 1981
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There may be several explanations. For a small, geographically
distant, semi-peripheral economy it has been difficult to
establish a comprehensive trading network with the Third World
countries. This has been partially compensated by a large share
nf 1indirect imports and exports. In fact, some 50 per cent of
the Finnish imports from the LDCs come via third countries,
notably wvia leading core economies, The most important

intermediate countries have been the United States, West

Germany, Great Britain, Swcden, Switzerland, the Netherlands,

France and Donmark.38
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Another explanation for the low trade volume with the LDCs may
be that the high share of socialist countries in Finland's
foreign trade is at least a partial substitute for the low LDC
share. Finnish trade relations with the East European countries,
particularly with the Soviet Union, are exceptionally extensive
compared to the other DMEs (Figures 1 and 2). Furthermore, there
is a marked similarity in the composition of the trade flows
with socialist countries and LDCs. The best example is that the
bulk of Finland's oil requirements is purchased from the Soviet
Union, while the other DMEs buy crude oil predominantly from the
LDCs.

On the import side, many products which the socialist countries
offer compete with the LDCs. These are mainly raw materials,
but also some resource-based or labour-intensive standardised
manufactures. In fact, only about 16 per cent of imports from
the LDCs and 12 per cent from socialist countries comprise
manufacturing products, while the comparable figure in terms of

imports from DMEs is over 80 per cent.

When the changes in import structure between socialist countries
and LDCs are compared with each other, it may be seen that the
composition has shifted in opposite directions. The share of
manufactured goods in Finnish imports from socialist countries
has tended to decline steadily since the beginning of the
1960's. This process was especially speeded up by the large
price increases in crude oil and fuels. 1In contrast, the share
of manufactures in imports originating from the LDCs has
increased during the last twenty years. The most notable changes
have taken place during the last five years. Between the years
1976 and 1981 the relative shares of manufactured goods in
Finnish imports from the LDCs have doubled (see Table 17). 1If
mineral fuels and related materials are excluded, this
transformation is even more drastic. The proportion of
manufactures in Finnish non-oil merchandise imports from the
LDCs has risen from about 8 per cent in 1970 to 35 per cent ir

1981. As far as the composition of Finnish exports is concerned,

the country group pattern is more symmetrical than in imports.
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Table 17. Share of manulactures in Fimish forelgn trade by eajor reglons, 1953 - 1981 (per cent)

1993
1960
1965
1970
1976
198)

DMEs SOCs LDCs Total trade
[xports exports irports non-ol | exports [eports non-oil exports lrports exports
irpocts imports
7.8 53.0 1.3 80.3 78.8 1n.6 1.8 81.7 50.8 63.2
82.5 56 .6 218 5.2 8.8 7.8 8.7 90.2 66.9 65.1
9.2 70.5 2.6 835 87.0 6.0 6.9 92.3 68.2 75.3
86.5 76.0 .7 85.2 91.1 6.3 8.N 89.3 69.6 19.2
86.6 76.9 17.2 5.1 93.2 7.8 AL 81.8 63.5 811
80.3 738 2.5 62.5 87.2 15.6 3x.8 7.9 55.6 17.5

Source: Appendix Table 3.

Manufactured products dominate the export structure 1in each
direction, although it has the “owest share in the exports to
the DMEs. If sawn wood is included, some 94 per cent of the
total exports to the LDCs comprise manufactures, while the
corresponding figures were 88 per cent in exports to socialist

countries and 83 per cent to DMEs in 1981L.

The relative shares quoted above tend, however, to conceal
substantial quantitative differences between separate trade
flows. The degree of the manufactured import penetration as well
as the amount of exports differ significantly by country groups.
The DMEs are overwhelmingly the major source of manufactured
imports in Finland. They account for over 90 per cent of the
total. Hence, the LDC share was no more than 3 per cent in 1981,
although it has increased quite steadily during the 1970's (see
Table 18 and Figure 1). In terms of Finnish exports of
manufactured goods, the markets of both LDCs and socialist
countries are relatively more important than mere impcrt shares
would suggest. Already some 10 per cent of the total
manufactured exports are destined for the LDCs and almost 30 per

cent to the socialist countries.
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Table 18. Share of major regions in Finnish trade of manufactures,
1953 - 1981 (per cent)

Exports Imports

DMEs SOCs LDCs DMEs SOCs LDCs
1953 51.7 38.0 10.3 79.3 18.5 2.3
1960 62.7 24.8 12.5 90.9 8.4 0.7
1965 68.7 23.7 7.6 92.8 6.6 0.6
1970 4.6 18.0 7.4 g4 .3 5.0 0.7
1976 65.9 27.3 6.9 92.9 5.9 1.2
1981 60.4 29.8 9.8 91.2 5.9 2.9

Source: Appendix Table 3.

The differences in the magnitude ot the respective trade flows
are well illustrated in Figure 3. Altogether, in terms of
Finland's overall manufactured trade, the LDCs play a very
meagre role. In fact, the import share of 3 per cent as well as
the export share of 10 per cent by the LDCs are the lowest
proportions (except Ireland) within the whole OECD area. In
terms of the DME manufactured exports, on the average the Third
world is a quite significant market area, accounting for about
30 per cent of the total exports. Correspondingly, some 11 per
cent of the OECD countries' manufactured imports originate from
the LDCs (Figures 2 and 4).

The extent to which the LDCs have succeeded in penetrating the
DMEs has been described at times as a ‘severe import threat' to
industries in the latter economies. A detailed examination of
the performance of LDCs as suppliers of manufactures suggests,
however, that this fear may be exaggerated. The LDCs account for
no more than one-tenth of the DME manufactured imports.
Furthermore, their share is only about 3 per cent of the
domestic sales of manufactured goods in DMEs. In the case of

Finland, these proportions are even more insignificant. In 1981

only 2.9 per cent of Finnish manufactured imports and 1.0 per
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Figure 3. Structure of Finnish trade by major regions, 1981
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cent of the total domestic manufactured demand was covered by
the LDCs (Table 19). Moreover, manufactured trade between
Finland and the LDCs has been highly unbalanced, although the

relative trade surplus has slightly declined. Finnish exports of
manufactures to LDCs were over four times larger than the
reverse flow, although this ratio has become somewhat more even

- being about ten to one in 1970 - as the trade has lincreased

during the course of the 1970's.
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Figure 4. Structure of OECD trade by major regions, 1981
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As typical of a latecoming, semi-peripheral economy, the

expansion of domestic manufactured production in Finland has

been predominantly dependent on changing demand and supply

conditions in the more advanced core economies. About a third of 1
the apparent domestic consumption of manufactures is satisfied

by imports, which originate almost wholly from the OMEs. The
manufactured import penetration from the DMFs is over thirty

times larger than the imports from the LDCs (Table 19).

Furthermore, while a trade surplus in Finnish manufactured trade
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Table 19. Dependency structures in trade and production of manufactures
by Finland, 1970, 1976 and 1981

Manufactured production and trade (mil.mk) 1970 1976 1981
A gross production 21 507.9 58 733.8 115 544.2
B total imports 7 708.4 18 141.8 34 080.0
C total exports 7 674.1 19 870.0 46 749.0
D imports from DMEs 7 265.4 16 847.2 31 074.0
E ex.orts to DMEs 5724.3 13 087.4 28 243.6
F imports from SOCs 386.5 10711 2 019.3
G exports to SOCs 1 382.8 5 419.3 13 916.3
H imports from LDCs 56.5 223.5 986 .7
I exports to LDCs 567.1 1 363.3 4 589.1
J trade surplus/deficit (C-B) -34.3 1728.2 12 669.0
K trade deficit with DMEs (E-D) -1 541.1 -3 759.8 -2 830.4
L trade surplus with SOCs (G-F) 996.3 4 3u8.2 11 897.0
M trade surplus with LDCs (I-H) 510.6 1139.8 3 602.4
N apparent consumption (A+B-C) 21 542.2 57 005.6 102 875.2
1. Imports to gross production (B/A%) 35.8 30.9 29.5
2. Irport penetration (B/N%) 35.8 31.8 331
3. Import penetration from DMEs (D/N%) 33.7 29.6 30.2
4. Import penetration from LDCs (H/N%) 0.3 0.4 1.0
5. Propensity to export (C/A%) 35.7 33.8 40.5
6. Propensity to export to DMEs (E/A%) 26.6 22.3 o .4
7. Propensity to export to LDCs (I/A%) 2.6 2.3 4.0
8. LDC imports to total imports (H/B%) 0.7 1.2 2.9
9. LDC exports to total exports (I/C%) 7.4 6.9 9.8
10. Export coverage of imports (C/B%) 99.6 109.5 137.2
11, Export coverage of imports from

DMEs (E/D%) 78.8 7.7 90.9
12. Export coverage of imports from

SO0Cs (G/F%) 357.8 506 .0 689.2
13. Export coverage of imports from

LDCs (I/H%) 1 003.7 610.0 465.1
14. Relative trade deficit to DMEs

(K/E%) 26.9 28.7 10.0
15. Relative trade surplus to $Cs

(L/G%) 72.0 80.2 85.5
16. Relative trade surplus to LDCs

(M/1%) 90.0 83.6 78.5

Sources: Appendix Tables 3 and 7.
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exists with the LDCs as well as with the socialist countries,
the manufactured trade balance with the DMEs has been

continuously i1n a deep deficit.

Altogether, the LDCs play a marginal role as suppliers of
manufactured goods to the Finnish markets and, similarly, their
markets absorb only about 4 per cent of the Finnish manufactured
gross preoduction. This blunt picture of the impact of LDC
industrialisation on the Finnlish econcmy may, however, be
qualified by a deeper examination of dynamism and the impcrtance
of specific product categories as well as particular developing

countries.

2-2.4 Intensity of sectoral change

The first question tou be asked is how the gradually expanding
trade relations have affected the sectoral pattern of
manufactured trade in each destination. In short, there have
been obvious changes in the sectoral composition of manufactured
exports and imports brought about by inter-industry differences
in growth rates. For the purpose of a quantitative assessement
of the degree of these structural changes by different
directions over a given period, it 1is convenient to utilise an
index of the overall magnitude of such changes. In order to keep
the presentation simple and minimise the computations involved,
the desired focus on relative growth rates 1is provided by
analysing changes in the shares of individual branches in total
manufacturing exports and imports between two periods. Hence,

the summary measure of structural change (SC)39 chosen here 1s

el

s¢ = 0.5%; | 8y 4, - 3,
where (SC) stands for half the sum of the absolute difference in
shares for all (ai) and where (ai) denotes the percentage share
for each branch (i) in periods (t) and (t+l) of the total
manufactured exports (imports) for various country groups. In
Table 20 a comparison is made between Finland and the OECD
countries as a whole in terms of the degree of change in their

trade pattern by destination during the 1970's.
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Table 20. Indices of structural change for Fimnish and OECD
manufactured trade with major regions, 1970 to 1981

Finland OECD
1976 to 1981 1970 to 1981 1970 to 1981
Exports to
DMEs 6.8 15.8 8.5
SOCs 23.7 27 .4 11.6
I.DCs 16. 30.2 6.9
Imports from
DMEs 6.6 10.1 8.6
SQOCs 18.4 28.0 19.4
LDCs 22.0 24 .1 22.3

Sources: Appendix Tables3 and 4.

During the 1970's in Finland as well as in the whole OECD area,
manufactured trade relations with the LDCs and the socialist
countries nave experienced a higher degree of structural change
than trade with and among the DMEs themselves (except OECD
exports to LDCs). Finland differs from the more ‘'normal' case in
terms of the relative intensity of these changes. 1In relative
terms, & more rapid structural ~hange has taken place in the
comnositicn of Finnish manufactured trade with all three major
country groups - excluding imports from the DMEs - than the
average in the OECD area. This may reflect the fact that, in
general, the smaller countries (likewise the smaller trade
flows) show a higher degree of relative change than the larger
ones. 40 It is particularly interesting to note the intensity of
the changes in the OECD countries' manufacturing import
structure from the LDCs and the socialist countries vis-a-vis
the relative stability of their export structure. This is also
reflected in the continuity of the Finnish import structure of
manufactures from the DMEs. In the Finnish case the intensity of
changes in the marufactured import structure is in lire with the
normal development of the OECD area, while the export structure

has changed to a markedly hiqgher degree.
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The next question comes tec mind: What is the content cf these
structural changes? This leads us to a more detailed analysis cf
the international competitiveness of the manufactured industry

by specific branches.

2.3 Competitiveness of manufacturing industry

2.3.1 Revealed comparative advantage

The factor proportiuns theory of international trade asserts
that a country will export goods made with 1its relatively
abundant factors of production (labour, capital, natural
resources, know~how, etc.) and import gonds requiring factors
which are relatively scarce 1in that country. Hence, its
competitiveness is based on factor endowments reflected in
differences in relative factor prices and subsequent relative

production costs.

Besides production costs and product prices, the real
competitiveness of an economy 1is also affected by several non-
price factors. 41 These include such factors as product quality

and differentation, delivery times, design, ancillary services,
market promotion and terms of payments. The higher the degree of
prucessing and technological intensity of products, the greater
the importance of these non-price factors as determinants of
competitiveness. In particular, high quality, skill-intensive
products in the 1international manufactured trade are less
sensitive to price competition compared to primary products or

semi-processed manufactures.

Moreover, in the present-day world economy there are a number of
other features that call for qualifications in the explanation
of trade patterns in terms of pure comparative advantage. These
include protection, preferences and special support measures for
industrialisation and exports. Furthermore, trade by bilateral
agreements, notably with socialist countries, but also barter

trade agreements with several LDCs affect the composition of
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trade. It 1is important that attention is focused on changes in
all these factors when the international competitiveness of a

particular economy 1s assessed.

A straight forward attempt to quantity the importance of each
determinant of international competitiveness is not possible, 1if
for no other reason than for lack of suitable statistical data.
Therefore, a proxy measure has to be adopted. One of the most
common quantitative indicators has been constructed by applying
the concept of revealed comparative advantage (RCA).42 This
indicator aims to summarise the net effect of the various
determinants of international competitiveness. It supposes that
differences in relative prices and costs and other competitive
conditions eventually have an effect on the foreign trade flows
of 1individual countries in every branch.

On the assumption that the commodity pattern of
trade reflects intercountry differences in relative
costs as well as in non-price factors, this 1s
assumed to 'reveal&3the comparative advantage of the
trading countries.

The RCA concept takes into account all the above menticned
influences on the pattern of international trade, including the
influence of trade barriers and subsidies. It rests on the
assumption that a country’'s imports 1indicate which of the
domestic industries are uncompetitive, whereas the exports point
to the industries which display relative competitiveness. The
concept is based on actual trade flows, and hence it cannot tell
whether these patterns are optimum ones. It also assumes various
protective measures, transport costs, consumer preferences,
traditional ties, etc., to be constant across various branches.
The RCA indicator 1is only a rough proxy, but in spite of the
above mentioned restrictions, it still yields some useful

information.

Commonly, revealed comparative advantage has been measured in
two ways. One alternative is to view RCA as being determined by
the relation between an industry's exports and imports. Another
approach is to treat an industry's relative export performance
as an indicator of comparative advantage. The latter approach

yields a more accurate measure in inter-country comparisons,
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since the export-import ratio 1is greatly influenced by the
system of protection or subsidies used in different countries.44
The former approach is, however, more useful in intra-country
comparisons, when trade flows of a particular country are
differentiated by directions. In line with these comments, four
indicators of trade performance that can be associated with
comparative advant age and, hence, wilth international

competitiveness in manufacturing are ccnstructed in this study.

a) A commonly used measure of trade performance is the trade
ratio (TR), 45 which is defined as the net trade balance of a
commodity group as a percentage proportion of the total trade of

this group for each of the three country groups, 1l.e.

TR = [:(Xij - Mij) / (Xij + Mij):] . 100

where (X) stands for export values, (M) for import values, (1)
denotes a commodity group (manufacturing sector) and (3) a
region (country group). A positive sign of this term expresses
net o2xports and a negative sign net imports. The ratio has a
maximum value of +100 indicating complete trade advantage
(characterising commodities that were exported but not imported)
and a minimum value of -100 indicating total disadvantage (for a
commodity that was imported but not exported). Furthermore, ITR[
(the absolute wvalue of the trade ratic) represents the
percentage of inter-industry trade in the total trade of
commodity group (i) for country group (j). Correspondingly, 100

- |TR| may be used as an indicator for intra-industry trade. 46

b) A common type of measure of revealed comparative advantage is
an indicator that compares the trade ratio of a commodity group
with the trade ratio of an appropriate reference system, in this
case total manufacturing. 47 The hypothesis behind this concept
is that the compe—-ative advantage of Finnish industry towards
each of the three country groups should materialise 1in an
industry with a large relative export surplus (low import
deficits) 1in relation to the net trade position of all
manufactured tradables. The calculations have bgen made

according to the follcwing formulae:
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RCA = [(A - B) / (l00 - Bﬂ . 100 if A>B
= E(A- BY/ (100 + BD . 100 if A<B
with A = Exij - My5) / (ﬁj + Mijﬂ . 100 1and
B = X.. = M. . X. . M. . . 00
Ei( i " Mg/ iyt IJH
1j i)

where (Xij) and (Mij) represent exports and imports of industry
(i) in trade with region (j). The RCA indicator ranges between
the two extreme values of -100 and of +100 with positive values
indicating comparative advantage and negative values indicating

compar«tive disadvantage.

c) The export performance index (EP)48 is measured by dividing
an industry's share in a country's total manufactured exports by
world exports of that industry as a share of world trade 1in

manufactures, i.e.

EP = Eij / %ni® Xiw 7 xm;__l . 100,

where (i) denotes a commodity group, (m) total manufacturing,
(j) a country and (w) the world total. In this study the world
is represented by the manufactured trade of the OECD countries.
Thus, for example, an export performance ratio of 110 indicates
that the industry's share in the Finnish exports of manufactures
is 10 per cent higher than the corresponding OECD total, while a
value of 100 would imply ‘normal' export performance in terms of
the overall trade structure of DMEs. Calculations have also been
made in terms of the country group breakdown of the Finnish

exports by major regions.

d) In this study an indicator analogous to that of export
performance has also been constructed for imports illuminating a
relative import vulnerability of Finland in different
manufacturing sectors. The import vulnerability index (IV) has
been derived from data on relative import shares. The indicator

represents the ratio between the share of imports of all
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manufactures (m) of a cormmodity group (i) in a given country (j)
and the corresponding share of world 1imports (w) of that

industry to world trade in manufactures, i.e.

IV = [;ij / Mmj : Miw / Mm;] . 100

Here also the total imports of the OECD countries represent the
reference group lndicated in the formula as the world. Hence, an
1ndex number of 200 will mean that the Finnish economy 1s two
times more sensitive to 1lmports of the commodity category 1in

question compared to that of the OECD countries on ave:rage.

These four indicators are used in the following investigation in
order to identify changes in the sectoral competitiveness of the
Finnish manufacturing industry. Due to statistical shortcomings
and high aggregate level of analysis, the results have to be

regarded as crude guidelines.

The choice of the period has partly been influenced by the
availlability of suitable statistical data. Consistent and
regionally compretensive statistics of Finnish foreign trade
based on the revised SITC classification are available only from
the year 1960 onwards - with the exception of the year 1953,
which 1s also included in the investigation as a reference year
from the period of foreign trade reguletion. The year 1953 is
also the first year when the export figures are not influenced

by war reparations deliveries.

On the other hand, the special interest in this study is, how
Finnish manufactured trade relations have been transformed due
to Third World industrialisation. 1In this respect the relevant
period is the last two decades. The principal years used in the
analysis are 1953, 1960, 1965, 1970, 1976 and 1981.

International comparisons have been made primarily with the OECD

area as a whole representing a 'normal' trade structure among
DMEs.49 Only in the sense of representing an average can the

overall OECD pattern be called 'normal’'. Obviously, no normative

meaning is attached to it.
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2.3.2 Trade ratio

Finland's trade ratic in manufactured goods has been subject to
a positive long-term trend as indicated by Table 21. An
exception to this trend is 1953, but that was still in the years
of import regulation and licensing, which were finally abolished
in 1957. Throughout the 1960's the manufactured trade ratio was
negative, but it became positive during the 1970's. This has
been primarily due to favourable developments in trade with both
the DMEs and the socialist countries. Despite this favourable
overall long-run trend, the manufactured trade ratio has been
negative all the time in the major market area of Finland, 1i.e.

in the trade relations with the DMEs.

Furthermore, there is one exception to the general favourable
long-run trend: the trade ratio with the LDCs has suffered a
continuilng decline since 1960, indicating that LDC
competitiveness in manufactured trade has relatively improved in
Finnish markets. Still, however, Finland's manufactured trade
performance with respect to LDCs has held an overwhelming
advantage - although the deteriorating trend is quite

pers.stent.

Table 21. Trade ratio of manufactured goods by major regions,

1953 - 1981
DMEs SOCs LDCs Total trade
1953 -6.3 47 .1 71.8 4.9
1960 ~23.2 45.6 88.8 -5.0
1965 -7 55.1 85.1 -2.2
1970 -11.9 56.3 81.9 ~-0.2
1976 -12.6 67.0 71.8 4.5
1981 -4.8 4.7 64.6 15.7

Source: Appendix Table 3.
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The number of branches in which Finland had a positive trade
ratioc in 1981 was 10 out of 23 manufacturing sectors. There
were, however, great differences with regard to the three
country groups. Only six branches hold a trade advantage in
trade relations with the DMEs (primarily the forest industry as
well as «clothing), whereas in trade with the LDCs the
corresponding number of advantageous branches was 15 and with
the socialist countries even 19 (Table 22). That emphasises the
strong dissimilarity existing in the structure of Finnish
manufactured trade flows by different destination. In short,
this means that, on average, the manufacturing industry in
Finland has had a substantial net gain in production and
employment from trade with the LDCs as well as with the
csocialist countries. As far as manufa'tured trade with the DMEs
is concerned, the case is the reverse. Altogether, the weakest
sectors have been in capital goods and in some labour-intensive
intermediates, although in this respect the country group

pattern varies quite considerably as can be seen in Table 22.

In terms of total foreign trade including primary products, the
picture about the trade ratio and the number of favourable
branches by country groups turns around. Both socialist
countries and LDCs are overwhelmingly net exporters of raw
materials to Finland. Exceptions in this respect are 1in the
agriculture trade with socialist countries and sawn wood trade
with the LDCs. By contrast, Finland is a net exporter of primary
products to the DMEs. Subsequently, it has a positive trade
ratio in this section of foreign trade. This overall picture
once again emphasises Finland's semi~-peripheral, intermediate
position within the international division of labour, as the
pattern of specialisation varies according to the destination of
trade. In the following, however, the major interest is in the

sectoral composition of manufactured trade.
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Table 22. Finnish trade ratios by major regions and commodities, 1981

DMEs SQCs LDCs Total trade

Labour-intensive intermediates

leather prds -43.0 -73.6 -89.7 -56.1
rubber prds -62.1 -55.3 53.1 -60.4
wood mnfs 81.9 83.0 93.5 84 .3
textiles -59.9 W6 -T4.9 -51.8
ncn-retzl mineral prds -18.9 59.6 75.8 -3.0
Subtetal -16.5 39.4 27.8 -6.0
Capital-intensive intermediates

chericals -46.7 28.6 75.7 -23.9°
pulp 93.7 99.3 97.9 95.0
paper 90 .4 99.9 99.4 93.6
iron and steel 3.5 2.2 61.0 6.4
Subtotal 40.1 73.9 g1.7 51.3
Censurer gocds

pharraceuticals -69.8 96.1 73.9 -12.2
furniture 50.5 84.9 85.4 62.9
clething 56.5 88.6 -96.5 59.5
foctwear -5.6 90.1 -96.4 45.5
instruments -62.2 u2 .2 26.2 -52.4
passanger venicles -64.1 -97.0 -12.0 -65 .4
misc. light mnfs -8.5 74.8  -36.2 5.5
Subtotal -13.0 79.2 -42.7 8.8
Capital goods

tasic metal grds -33.1 91.2 71.3 7.3
power gen. rachinery -61.8 -36.4 57.8 -44.g
industrial machinery -34.8 75.5 92.3 -9.4
computing machinery -82.6 51.5 -45.1 -79.7
tele, TV, radio appar. -15.4 63.7 -28.3 -6.9
electrical machinery -52.4 83.3 52.5 -18.7
transport equipment -32.4 90 .4 98.5 6.9
Subtotal -39.1 77.4 76.3 -9.7
Total manufactures -4.8 4.7 b4 .6 15.7
agricultural prds -46.2 g86.6 -82.2 -20.8
sawn wood 95.5 =85.5 97.1 77.1
non-ferrous metals 35.1 =14 -35.7 244
other raw materials -13.8 41,2 -12.6 -15.9
fuels 2.0 -98.3 -99.5 ~-76.2
Subtotal 4.8 749 -60.9  -33.4
SITC 9 -8.3 -99.5 95.7 ~41.7
Total trade -0.3 -1.0 -3.5 -0.8

Source: Appendix Table 3.
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2.3.3 Sectoral pattern of competitiveness

A high degree of product concentration 1in a few 1industrial
branches has been typical in the growth of Finnish manufactured
exports since the beginning of the 1950's. Nevertheless, a
consistent trend of diversification has been apparent,
especially in exports to the dominant western markets. On the
other hand, manufactured exports to LDCs have been highly
concentrated in only a few product lines. As far as manufactured
imports are concerned, the trade with DMEs has also been
relatively more diversified than imports from LDCs. Table 23
illustrates sectoral changes in the composition of Finnish
manufactured trade in the period of 1953 to 1981 by ranking the

five leading branches according to directions of trade.

In general, the overwhelming dominance of the traditional
exports sector, forestry, has.gradually diminished during the
past two decades, although it still is the leading sector in
exports to the DMEs. Especially in trade with the socialist
countries - primarily with the Soviect Union - Finland has
succeeded in developing new export-oriented manufacturing
activities, particularly within sub-sections of transport
equipment, industrial machinery and clothing. In an infant stage
of production, new 1ndustries have been nurtured 1in the
protective environment of bilateral trade as was described
earlier (see pp. 93-94). When the production has become
competitive enough, export has been partially directed into core
markets, too. Similarly, Finnish adjustment to international
cyclical fluctuations has been softened by respective
alterations in market shares of bilateral trade.so In this
respect the Soviet trade has played a comparable role of an
additional supplementary market outlet for Finland as peripheral

economies have typically offered for core ones.

Consequently, the Soviet Union's high share in Finland's foreign
trade may be regarded as at least a partial substitute for the
low share of the LDCs. The composition of Finnish exports to the
LDCs is not based on ‘'new expanding industries', but, on the

contrary, on traditional production lines. As the relative

_a
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Table 23. Five leading mmufactured export and import branches (including sawn wood and non-ferrous setals)
tn Finland by mjor regions, 1953 - 1981 (percentages of total country group exports/imports)

1953 1960 1970 1981
Exports to
MEs
sawn wood 80.7 sawn wood 3.8 paper 2.5 paper 22.3
pulp 22.6 paper 249 pulp 13.2 sawn wood 9.8
paper 20.4 pulp 18.6 sawn wood 129 industrial mach. 7.4
wood mnls 7.0 wood mn(s 6.6 wood mifs 6.4 pulp 6.9
nonmetal. min. pds 0.5 industrial mach. 1.6 industrial mach. 5.0 clothing 5.1
the five together 91.2 86.9 63.0 51.5
S0Cs
transport equip. 26.9 transport equip. 34.8 paper 27.4 paper
wood mfs 16.6 paper 20.6 transport equip. 20.6 transport equip.
sawn wood 4.2 pulp 12.1 industrial mach. 12.3 industrial mach.
industrial mach. 13.4 industrial mach. 8.1 pulp 11.6 clothing
paper 8.9 sawn_wood 5.8 clothing 4.0 chericals
the five together 80.0 81.4 75.9
LDCs
paper 61.6 paper 48.4 paper paper
sawn wood 15.9 pulp 15.9 transport equip. sawn wood
pulp 12.4 transport equip. 8.6 pulp industrial mach.
wood mnf's 5.6 industrial mach. 5.4 sawn wood chericals
risc.light mnfs 0.6 iron and steel 5.1 chericals wood prds
the five together 95.7 83.4
Imports (rom
DMEs

industrial mach. 1
transport equip. |
iron and steel 1
textiles

electric mach.

industrial mach. 22.1
iron and steel 11.7
transport equip. 10.5

industrial mach.
transport equip.
iron and ateel
chemicals
textiles

industrial mach.
chemicals
transport equip.
textiles
electric mach.

the (ive together 55.

iron and steel
sawn wood
chemicals

non-ferrous metals

industrial mach.

sawn wood
chamicals

non-ferrous mmtals

industrial mach.
iron and steel

cheaicals 6.5
pas.vehicles b7
textiles 4.3
iron and steel k.o
transport equip. 1.7
the (ive together 21.2

rubber prds
chericals

leather prds
textiles

LDCs

non-ferrous metals

misc. light mnfs
clothing
textiles
chemicals

oo NO O

clothing
textiles
leather prds
risc. light mnfs

non-ferrous metals

5
5
non-ferrous metals 0
0
0
1

the five together 11,

Source: Appendix Table 3.

chenicals 9.2
electric mach. 7.7

61.2
iron and steel 8.3
pas.vehicles 6.1
chemicals 5.8
non-ferrous metals 2.8
sawn waod 1.9

2u.9
rubber prds 4.1
chemicals 1.5
non-ferrous metals 1.1
textiles 1.0
s8awn wood 0.9

8.6
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competitiveness of the dominant longstanding export sector has
gradually diminished in the traditional export markets, it has
turned to search for new market outlets from the Third World.
This differentiation of international competitiveness within the
Finnish manufacturing industry 1is well 1llustrated by the
calculations of revealed comparative advantage presented 1in
Table 24.

Table 28. Finnish international competitiveness (RCA index) in mamnufactured trade, 1953, 1960, 1970 and 1981

MEs SOCs LDCs Total trade

581 ALLE] 953 1960 910 581 1953 1560 1970 987
Labour-intensive intermediates
leather prds -50.7 -11.2 -100.0 -100.0 -100.0 -91.1 -80.0 =971 =521 -62.0
rutber prds -67.3 -61.% -99.6 -100.0 -69.4 4y 3 -97.6 -91.5 =781 -65.7
wood Tnfs 78.5 79.8 100.0 96.0 835 92.3 96.1 90.9 86.8 81.4
textiles -65.4 -1.0 -98.8 -43.2 -66.2 -78.3 -96.2 -81.2 -57.9 -58.3
non-retal rineral prds -29.9 52.1 98.7 83.1 83.1 71.3 -3.5 -h6.3 -39.0 -16.2
Subtotal 27.8 28.1 -22.0 -12.8 7.8 .y -2.0 -13.9 -11.6 -168.8
Capital-intensive intermediates
ciuericals -53.9 15.3 -98.9 -32.1% 66.0 7.1 -92.7 -86.1 -57.3 -34.2
rulp 92.6 99.2 100.0 100.0 100.0 97.6 99.9 99.4 98.4 g
raper 88.6 99.9 100.0 100.0 100.0 99.3 99.0 98.1 95.5 92.4
1ron and steel -10.6 -11.7 -59.8 100.0 73.7 53.7 -91.9 -87.5 -49.2 -8t
Subtotal 28.9 69.0 82.8 97 .3 96.6 90.1% 40.9 41y u0.6 u2.2
Consurer goods
rharraceuticals -713.9 95.3 -100.0 -HT.4 88.9 69.0 -98.4 -97.7 -80.4 2h .1
lurniture n.3 82.1 100.0 50.3 56.6 82.7 u8.s 82.7 43.3 56.0
clothing ug .4 86.5 -100.0 -88.8 -97.1 -97.0 -99.6 -5 .6 43.3 61.9
footwear -18.4 88.3 -13.0 -100.0 -95.6 -96.9 -u2.5 -9.5 22.7 35.3
instrurents -67.3 31.4 96.4 90.6 h9.2 12.4 -90.9 -91.8 -H5 .4 -58.8
passanger vehicles -69.0 -97.4 -13.0 4.8 100.0 -23.9 -100.0 -99.7 A 2 -71.0
misc. light enfs -21.0 70.1 89.2 33.4 -77.7 -47.4 -30.8 -62.3 -30.0 -6.8
Subtotal =25.3 75.4 10.7 10.8 -53.3 -%0.5 -84.9 -79.6 -26.4 -5.9
Capital goods
basic retal prds -42.2 89.6 98.8 98.5 68.5 66.0 ~20.4 421 -30.2 -7.3
pewer gen, machinery -67.0 -45.0 100.0 97.4 -75.8 -52.h
industrial machinery -43.6 70.9 =24.3 99.9 99.1 90.9 -42.4 -68.5 -39.4 -21.7
corputing machinery -85.0 42.4 -100.0 -52.6 -93.1 -82.5
tele, TV, radio appar. -26.9 56.9 37.6 -38.0 -2u.5 -19.6
electrical machinery -58.9 80.2 100.0 98.8 82.9 43.6 -69.0 -72.7 -51.8 -29.7
transport equipment -i1.5 88.6 100.0 99.9 100.0 98.2 -5.5 3.7 11,4 -7.6
Subtotal -47.3 73.2 97.0 99.7 96.7 7.9 -28.1 -42.0 -34.0 -22.0
Total trade -17.7 69.9 66.9 89.3 81.9 58.0 0.0 0.0 -0.0 -0.0

Source: Appendix Table 6.

In general, the results show the obvious fact that the RCA-
position of Finland corresponds to the pattern indicated by the
international specialisation index (see pp. 103-106). The
industries revealing the strongest comparative advantage in 1981
were 1n the traditional forest sector and in garments - the
former exhibitiig a declining long-run trend and the latter,
instead, an increasing trend. It is particularly interesting to
note that the rela'.ive competitiveness of the forest industry,
measured by
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the RCA index has remained the strongest in the trade relations
with the Third World compared with the relative decline of its

competitilve position in the main trade direction of DMEs.

The cther branches where Finland predominantly exhibits
comparative advantages - and even steadily improving ones - are
clothiang and footwear. These are mature labour-intensive sectors
utilising the country's ample, relatively low-cost labour force.
Within these sectors the variations of the RCA position with
respect to the three regions under consideration are, however,
significant. Finland's trade position with the LDCs demonstrates
stoong competitive dilsadvantages, whereas the pattern is the
opposite in trade relations with the industrialised countries.
This contrast stresses important differences in the overall RCA
structure of Finland, reflecting essentially its intermediate
type of position within the 1international division of industrial

labour.

The Finnish import pattern differs crucially by directions. Its
manufactured imports from the core economies 1s predominantly
comprised of highly advanced products. Throughout the whole
post-war period, the SITC sub-section industrial machinery has
been the leading 1import branch, and the other high ranking
import sectors consist of investment goods as well (see table
23). Contrary to this pattern, the Finnish manufactured imports
from LDCs and socialist countries is predominantly composed of
intermediates of simple, standardised consumer goods. There 1is
quite a strong structural similarity in the Finnish import
pattern with respect to socialist countries and LDCs, although
the former consists more of resource-based intermediates
compared with the latter that comprises predominantly labour-
intensive intermediates or low-skill goods. Figure 5 illustrates
well these country group variations of Finnish manufactured

imports and exports in terms of functional categories.

The commodity composition of Finnish manufactured imports from
LDCs and socialist countries is quite similar to other DMEs. The
competitiveness and consequent export structure of LDCs seems to

be primarily determined by the relative factor endowments, such




Figure 5. Structure of Finnish manufactured trade by major
regions . 1981
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as the possessinon of specific raw materials and cheap labour,
and 1n this respect Finland 1s in a similar positicn in the
international divisior of industrial labour that is similar to
the core economies in general. Altogether, Finland's
manufactured 1mport structure deviates most markedly from the
typical DME pattern in terms of a higher share of capital goods

in its imports from the DMEs (compare Figures 5 and 6).

As far as the export structure is concerned, the divergence is
more distinct., Relatively speaking, Finland exports far fewer

final manufacturcd products 1ncluding both consumer goods and




Figure 6 Structure of OECD manufactured trade by major
regions, 1981
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capital goods, and more resource-based produces, espucially

capital-intensive intermediates, than the average among the OECD
countries. This deviation 1s apparent, both in exports tc DMEs
and to LDCs. This type of commodity ~omposition in foreign trade
may be typical of a semi-peripheiral economy, but in a longer
term 1t 1s rather disadvantageous since the growth of the Jemand
for 1ntermediates in global marksts has been below average. 1In

the Finnish case the disadvantagenus foreign trade paottern is




reflected 1n the iacome elasticities of demand for Finnish
manufacturing expoerts and 1mports. The income elasticity of
demand fcr imports surpasses the income elasticity fer exports,
which means that Finland tends to suffer from structural balance

of payment constraints as the econuomy grows.

The overall picture of the Finnish composition of manufactured
trade is confirmed in a more deta.led way by the RCA-
calculation. In terms of the functional ceomposition of
manufactured trade, capital-intensive intermediates, explailned
by resource availabilities, form the only group within which
Finland enjoys an overall comnarative advantaage; the strongest
competitive position 1is with the LDCs (s+. Table 24). Finland
exhlbits its strongest disadvantages 1n capital goods sector and
in the chemical industry as well as in labour-intensive
intermediates and In some branches of consumer goods
(1nstruments and passenger vehicles). Although there has been a
steady 1mprovement 1in the competitive position within all these
sectors (most notably in the chemical industry, iron and steel,
basic metals and miscellaneous manufactured goods), the Finnish
pattern is still In striking contrast with the more typical one

in advanced industrial countries.

The country group variations are, however, most interesting.
While Finland has comparative disadvantages in almost every
manufactured branch with respect to the DMEs with whom it
conducts most of its foreign trade, in relation to the LDCs and
the socialist countrics 1t posesses clear advantages. By
functional categories of trade, consumer goods is the only
sector within which the relative competitive position of LDCs is
stronger than the Finnish one, and in trade with the socialist
countries Finland enjoys comparative advantages in every
functional category (Table 24). In fact, labour-intensive
intermediates (leather, rubber, textiles), iron and steel,
passenger vehicles and power generating machinery are *“he only
branches in which Finland has a negative RCA index with the

socialist countries.
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As far as manufactured trade with the LDCs is concerned, besides
clething ancd footwear, Finnish disadvantages are felt primariiy
12 other low-skill, labour-intensive branches such as l~ather
products, textiles and miscellaneous li1ght manufactures.
T.rthermore, the LDC competitive positicn vis-a-vis Finland 1is
strong in a number of new light engineering products, o¢f which
the most prominent SITC sub-sections are computing machinery and
telecommunication, TV and radio apparatus. Alsc 1n terms of
instruments, watches and electrical machinery, the Finnish
competitive position with respect to the LDCs has significantly
declined (Table 24). This 1s 1n line with the changing
international division of labour 1i1n which some LDCs are
increasingly improving their global market shares by becoming
sites of global offshore-processing activities carried out
mainly by TNCs. This includes new types of expocrt production of
some specialised labour-intensive processes for manufacturing
componenrts or the fina' stages of assembly and semi-assembly
operations. The most typical branches are the electronics angd

electrical engineering industries.

Altogether, comparative acd antages and disadvantages nave beccue
less pronounced over time. The rapid expansion of manufactured
“rade has been accompanied L, a good deal of ©product
diversificaticn. The standard deviation of the calculated RCA
values has fallen from 68.0 in 1960 tc 53.4 in 1981 (Table 25).
Finland's specialisation profile in international trade has,

hence, become less marked.

Table 25. Standard deviations of Finnish RCA indices in manufactures
by major regions, 1953 - 1981

DMEs SOCs LDCs Total trade
1953 67.6 82.5 85.0 66.0
1960 68.1 76.9 78.0 68.0
1965 6J.8. 69.2 T4.4 €8.3
1970 60.5 74.2 80.8 59.8
1376 57.6 63.5 79.6 57.3
1681 54.8 61.0 72.2 53.4

Source: Appandix Table 6.




Trade flows increasingly take the form of simultaneous exchanges
of gcods stemming from the same industries. The increasing
intra-industry type cof trade reveals a trend from a
predominantly complementary to a more competitive international
division of labour. In terms of Finnish trade flows with the
three major regions, this process has been most pronounced in
trade with the DMEs, whereas the diversification process has
been most sluggish in the LDC trade. In the latter case with a
relatively low level of industrialisation, the pattern of
external exchange of manufactured goods has still remained quite

specialized.

2.3.4 Revealed comparative advantage and factor intensities

The RCA-calculations are complemented by an attempt to quantify
the relationcship between the competitiveness of manufacturing
trade in different directions measured by the RCA index and the
relative factor intensities. A marked pattern emerges that may

be seen in the correlation matrix of Table 26.

Table 26. Simple correlation coefficients between Finnish manufacturing
RCA indices by major regions and factor intensities, 1981

DMEs S0Cs LDCs Total trade
R & D intensity -0.406 0.066 -0.050 -0.387
Capital intensity 0.539 0.121 0.472 0.u487
Labour intensity -0.137 -0.186 -0.235 -0.164
Raw material intensity 0.438 -0.071 0.163 0.419
Energy intensity 0.453 -0.069 0.398 0.377
Wage level 3.124 0.211 0.U485 0.082
Labour productivity 0.118 0.30C 0.432 0.142
Ferale intensity -0.028 -0.174 ~0.742 -0.011
Firm size 0.296 -0.080 0.362 0.240
'DR intensity 0.658 0.249 0.123 0.620

Sources: Appendix Table 2 and 6.

In general, the figures of the table show that Finland has
revealed comparative advan.ages vis-d-vi. the LDCs in industries

with a hiqgh capital and energy intensity, wage level and labour
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producrzivity. The competitive pesition tends te be the
strongest, as may be expected, in capiltal-intensive and

resource—-based sectors.

On the other hand, the weakesc ccmpetitive positicn Finland has
1s 1n research anc dev el opment intensive industries,
particularly 1n trade with the DMEs, as well as 1in labour-
intensive i1ndustries, most notable in trade with the LDCs. These
ob,servations are, by and large, consistent with what one would
expect given the pattern of the international speciallisation of

the Finnish manufacturing industry (see Table 13)

Mor wver, a country group comparlson i1ndicates a distinct
difference in terms of tne wage level. While Finland has been a
low wage country with respect tc DMEs, with whom it cenducts
mnost of 1its foreign trade, in relation to the LDCs it is a
high-wage and high-productivity country with corresponding
advantages 1n trade. This dichotomy may reflect Finland's
intermediate, semi-peripheral position 1n the 1nternational
divislion of labour. An analogous country group variation can
also be observed in the R & D 1intensity 2and raw material
intensity as factors cf competitiveness in Finnish manufactured
trade (Table 26).

The Finnish revealed comparative advantage vis-a-vis core
economies 1s concentrated in resource-based industries with
standardised products, while a similar correlation does not
exist between these factors of competitiveness and trade
relations with socialist countries or LNDCs. Furthermore,
particularly in trade with LDCs a marked negative correlation is
to be found in terms of “he female intensity. Moreover, the less
developed regions of Finland are least competitive 1in trade
relations wita LDCs and most competitive in trade with DMEs.
This reflects the high degree of industrial specialisation in
t-ade between the peripheral reqgions of Finland and the core
economie=, but concerning trade with LDCs, the industrial

structure of “he LDRs is more competitive in its nature.
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In this context, 1t 1s useful to make a distinction between the
complementary and competitive aspects of industrial development
elsewhere. This distinction 1s relevant in assessing the gains a
country can derive from foreign trade in a dynamic world, which
1s necessarily characterised by uneguai development of
industrial potential over time and in different regions. The
industrialisation process elsewhere 1is complementary to the
extent that it raises the demand for exports, but it becomes
competlitive insofar as it leads to the development oI
alternative sources of supply. Hence, from the point of view of
a particular country, the global industrial restructuring
process may be characterised by a changing balance between
complementarity and competitiveness. These effects obviously
differ according to the structural characteristics of an
economy . Thu. , presumably because of the more flexible
competitive characteristics cf their industrial structure, core
economies are potentially more capable of adapting to the
effects of Third World industrialisation than semi-peripheral

economlies.

The major interest of this study 1is the differences in
restructuring constraints between semi-peripheral Finland and
the core eccnomics as far as Third World industrialisation is
concerned. The essential starting point 1is that although the
industrialisation in LDCs may raise the demand for Finnish
manufactured goods, it also creates additional sources of
supply, which may compete with them in any market, including its
home markets. The new industrial competition takes place within
three possible market areas: a) as 1import penetration into
Finnish home markets, b) by way of import substitution in the
markets of LDCs themselves and c) as export competition in a
third market. 1In the following, the investigation will be done

at these tbhree levels.
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Chapter 3

IMPORT COMPETITION FROM LDCS

3.1 Import penetration

The emergence of some LDCs as dynamic new competitors 1in
manufactured trade has given rise to considerable disquiet
among DMEs, including Finland. This growing concern with the
new competition is, of course, not independent of the overall
economic conditions 1in particular industrial economies. The
less favourable the economic situation is in general, the
stronger the resistance to a potential structural adjustment.
It is the simultaneity of adjustment problems facing the DMEs
during the 1970's along with the poor overall economic
performance - inflation, slow growth, high unemployment,
balance-of-payments deficit, energy adjustment - that creates a
context in which LDC manufactured export growth has been
considered as an alarming source of 'market disruption'. 1In
particular, the rapidly growing, low-cost imports from LDCs
have been one of the few irritants to be easily identified.
Primarily, attention has been given to their effects on

domestic production and employment.

The anxiety 1is evident despite the fact that manufactured
imports from LDCs are still quite marginal relative to the size
of the markets in industrialised countries. In quantitative
terms as 1indicated earlier, these imports constitute only
about 11 per cent of the OECD countries' total manufactured
imports and some 3 per cent of their overall consumption in
manufactured goods. In Finland these proportions have been even
more marginal: 3 per cent and 1 per cent, respectively. Hence,
the LDC import penetration has piayed only a very limited role
in creating any market disruption. Furthermore, corresponding
exports to LDCs can hardly be neglected, if the effects of
imports are considered. The manufactured exports of the DMEs as

well as Finland to the LDCs have been over four times larger
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than the reverse flow. This surplus indicates that an average
manufacturing industry in the DMEs has, in fact, had a vast net

gain in production and employment from trade with the LDCs.

This overall picture is, hcwever, complicated by the fact that
the relative importance of manufactured imports from LDCs 1s
greater than absolute trade figures might suggest. It is not
only that this inport has increased at a rapid rate on the
average since the mid-1960's, but that the range of goods as
well as the number of exporters are still fairly limited.
Consequently, the pressure of new highly competitive import
penetration has been concentrated on a .ew products and
potentially vulnerable sectors, and hence the problem and its

causes are ostensibly easily identified.

3.1.1 Finland as an export market for LDCs

Finland is not an exception among the industrialised economies
as far as the overall effects of the LDC manufactured import
penetration are concerned. Nevertheless, because of the
specific competitive characteristics of its industrial
structure, the Finnish capability to adapt to change generated
by the changing international division of labour may differ
from the experiences of the core economies. The first notable
difference is related to the importance of the Finnish markets
in terms of the LDC export performance. No doubt, the leading
core economies are the dominant markets for the LDC
manufacturing export activities. Hence, it is not surprising
that small countries like Finland play a very marginal role in
the overall trade of LDCs. This marginality is accentuated by
the fact that Finland is a remote market outlet for LDCs not
only in absolute terms, but in relative terms as well. Some 0.3
per cent of the LDC manufactured exports to the OECD area goes
to Finland, although Finnish markets absorb some 1.2 per cent
of total OECD manufactured imports (see Table 27). As far as
total trade is concerned, the divergence is slightly reduced,
since about 0.4 per cent of LDC exports to the OECD countries
are destined for Finland while Finland covers some 1.1 per cent
of the total OECD imports.

- T
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Table 27. Manufactured imports from LDCs by main DMEs, 1981 (per cent)

Manufactured imports from LDCs mnf imports
per capita share of share of share of
(Us $) total enf  OECD total OECD total

jmports
Switzerland 178.1 5.1 1.6 3.3
Australia 156.3 13.0 3.2 2.7
United States 152.3 24.6 y7.7 21.3
Belgium 126 .8 3.8 1.8 5.0
West Germany 115.9 8.7 9.7 12.3
Netherlands 115.5 b.9 2.2 5.0
Sweden 103.9 4.9 1.2 2.6
United Kingdom 99.9 9.1 7.6 9.2
Canada 95.6 B.9 3.2 7.1
New Zealand 88.4 7.3 0.4 0.6
Denmark 81.2 4.3 0.6 1.5
Norway 73.5 2.8 0.4 1.6
France 66.8 5.6 4.9 9.5
Japan 63.3 28.4 10.1 3.9
Austria 52.4 3.8 0.5 1.6
Ireland 51.3 2.5 0.2 1.0
rinland ug.3 2.8 0.3 1.2
Italy 40.8 6.1 3.1 5.6
Greece 34.9 6.5 0.5 0.8
Spain 16.1 5.2 0.8 1.7
Portugal 10.7 2.2 0.2 0.7
OECD total 93.4 11.0 100.0 100.0

Source: OECD, Foreign trade by commodities, 1981

Differences in the LDC manufactured import penetration among
individual DMEs may be measured in various ways. The indicators
chosen in Table 27 measure, on the one hand, per capita imports
of manufactures from the LDCs and, on the other hand, market
shares of the LDCs. Based on these figures, Figure 7
illustrates country variations. The vertical axis measures per
capita manufactured imports, while the horizontal axis shows
the LDC percentage share in each country's manufactured
imports. The cross-bars in the diagram show averages for these
variables. The chart thus indicates the level and share of each

major developed country as a market for LDC exports of
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manufactures. In Table 27 the countries have been listed in

rank order in terms of the level of manufactured 1import

penetration from the LDCs.

Figure 7. Manufactured imports from LDCs by DMEs, 1981
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The differences depicted in the diagram and in the table show
that among the DMEs the United States constitutes by far the
most important single market for the LDC manufactured exports,
accounting alone for over 47 per cent of the total OECD imports
from LDCs in 198l1. 1In addition to being the largest market in
absolute size, the United States is also the greatest importer

from LDCs on a relative basis, while Japan ranks second. About




one quarter of doth of these countries' manufactured imports
originate from LDCs. In all other DMEs the market share of LDCs
has been far lower. The country with the third highest share 1n
1981, Australia, is also ovutside Europe. The effect of customs
unions and strong ecconomic integration within Europe Hhave
apparently diminished pressures tc strengthen the industrial
division of labour with peripheral economies in the Third Werld
on the same scale as is the case in the United States or Japan.
The relationship between core and peripherel economies within
Europe have offered substitute market outliets and supply

sources with respect to expanding trade relations with LDCs.

In Europe, only the United Kingdom and West Germany import
manufactures on any significant scale from LDCs. Their
importance, and to a greater extent the 1importance of the
United States and Japan, can be traced to tne countries direct
participation in export manufacturing in peripheral economies.
Export-oriented direct foreign investments as well as large
multinational procurement and retatl organisations with
different types of sub-contracting arrangements have made
crucial contributions to the performance of the LDC export to

these core economies.

The other 1indicator 1in Table 27 and Figure 7, namely,
manufactured imports from LDCs divided by population,
1llustrates the level of LDC import penetration in each country
concerned. The ratio depends upon, among other factors, the
size of the importing economy, the degree of its specialisation
and natural resource endowments as well as trade policies that
all influence the average propensity to import. Typically, a
small, highly specialised industrial country has a relatively
high propensity to import compared with a larger economy which
produces manufactured goods to a greater extent and on a wider
scale at home. Consequently, per capita imports of manufactures
from LDCs tend to be relatively great in small DMEs, such as
Switzerland, Belgium, the Netherlands and Sweden, compared with
larger ones, although in the former the LDC share in their

total manufactured imports may be low.
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Nevertheless, among the DMEs Finland has taken one cof the
smallest proportions of its manufactured imports from LDCs and
is also ranking at the bottom in terms of per capita imports
together with the Southern European economies (Table 27 and
Figure 7). The marginality of Finland as well as of Ireland and
the Southern European countries as markets for LDC
manufacturing export activities compared with other DMEs 1is
presumably not attributable merely to differences in the size
of the economy, nor to differences in trade policies, nor to
differences in geographical distances. The primary reason for
the differences can be traced to the specific competitive
characteristics of their 1industrial structure. Their semi-
peripherality within the European division of labour creates
the context within which their industrial development is taking
place. Their foreign exchange relations are predominantly with
the core economies, and their industrialisation 1is dependent
and conditioned by external supply and demand factors of more
advanced industrial economies in a somewhat similar way as the

peripheral industrialisation process in the Third World.

The very divergence in industrial structures between the two
country groups - between (semi-)peripheries and core eccnomies
- provides the basis for complementarity in their mutual trade
relations. The greater this divergence 1s, the greater the
potentialities for expanding trade. As a result, substitutive
trade relations between core and (semi-)peripheral economies
tend to increase more intensely than structurally more similar

trade between semi-peripheral and peripheral economies.

3.1.2 I.DC imports by sectors

Although manufactured imports from LDCs play quite a marginal
role in Finnish imports as a whole, the effects diverge,
however, greatly by branches. Some Finnish industries are
facing distinctly greater pressure for structural change than
others as a result of import competition from LDCs. In Tables
28 and 29 those particular manufacturing sectors in which
imports from 1DCs represent either an already significant share
or an increasing share are distinqguished.
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Table 28. Ten leading manufactured import sectors from LDCs to
Finland and to OECD, 1981 (per cent)

Finland OeCh

share in share of share in share of

total mnf LDCs in total mnf LDCs in

imports total imports total

from LDCs imports by from LDCs imports by

branches branches

Clcthing 22.7 26.4 21.9 48 4
Textiles 13.5 5.7 9.1 21.2
Leather prds 12.3 32.5 1.6 29.1
Misc.light mnfs 10.7 6.9 11.5 21.1
Tele, TV, radio appar. 6.5 AT 7.8 22.2
Chemicals 6.4 1.4 4.5 4.5
Electrical machinery 5.5 2.5 9.6 17.4
Footwear 5.0 16.8 L.7 36.9
Iror and steel y.2 2.2 3.8 7.0
Instruments 3.2 2.2 3.3 8.3

Sources: Appendix Tables 3 and 4.

Around 65 per cent of Finnish manufactured imports from LDCs
comprised clothing, textiles, footwear and leather products as
well as miscellaneous 1light manufactures (primarily travel
goods, hand bags, toys and sporting goods). These sectors are
the classic examples of the competition by peripheral
industrialisers in the markets of core economies. These
branches have not only maintained but also reinforced their
competitiveness in the Finnish market by trebling their share

in total imports during the last decade.

The other significant group of products constitutes some
technically advanced 1light engineering goods, particularly
different types of electrical appliances, instruments and
watches. Their share in the Finnish manufactured imports from
LDC was around 16 per cent in 1981, but only about 4 per cent
ten years earlier in 1970. These products represent a new type
of manufacturing exports in LDCs. Frequently, these activities
are sub-contracted or carried out by subsidiaries of TNCs
producing components, accessories or simple assembly products
within their wvertically integrated global production or
marketing chain. It is only in very recent years that Finnish

markets have begun to be involved in the network of such trade.




Not until the second half of the 1%70's did these new

manufacturing 1mperts from LDCs play any role in Finnish total
imports. Since then, however, the sigrificance of these product
groups has increased rapidly, most remarkably i1n the category
of telecommunication, TV and radio apparatus (see Table [ j).
Despite this growth, the manufactured import sectors mainly
affected by 1imports from LDCs are still those traditional
sectors, primarily leather products (the LDC share is 33 per
cent of total 1imports), clothing (26 per cent) and footwear (17

per cent).

Table 29. Share of LDCs in Finnish imports by ten leading LDC manufactured
import branches, 1960- 1981 (per cent)

1960 1965 1970 1976 1981
Clothing 2.8 13.9 1.9 18.8 26.4
Textiles 1.4 2.2 1.5 4.5 5.7
Leather prds 0.5 0.7 7.5 8.9 32.5
Misc.light mnfs 1.2 2.2 L1 3.6 6.9
Tele. TV, radio appar. 0.0 0.0 0.1 1.3 6.7
Chemicals 1.1 1.0 0.6 0.3 1.4
Electrical machinery 0.0 0.1 0.2 0.4 2.5
Footwear 10.6 3.9 11.6 13.6 16.8
Iron and steel 0.0 0.0 0.1 0.0 2.2
Instrurents 0.0 0.7 0.5 0.7 2.2
All manufactures 0.7 0.6 0.7 1.2 2.9

Source: Appendix Table 3.

Compared with the OECD area, the commodity composition of
Finnish imports from LDCs, by and large, has been similar. A
major difference is that in Finland the proportion of its LDC
imports from total imports has been below the OECD average in
all the product groups - except leather products (Table 28).
Particularly in the so-called new imports, the OECD countries
on the average have taken a much higher proportion of their
imports from LDCs than Finland.




Table 30. Import vulnerability of manufactured branches in Finland, 1981

Irports from

DMEs SQCs LDCs Total
Labour-intensive intermediates
leather prds 161.8 71.8 756.9 179.3
rubber prds 125.0 180.2 29.5 128.6
wood Infs 61.3 61.7 59.4 54.7
textiles 159.6 151.0 148.0 146.3
non-retal wineral ords 56.3 36.7 12.6 54.0
Subtotal 112.3 91.8 156 .6 108.2
Czpital-intensive intermediates
chericals 11.7 110.2 142.8 122.5
culp -21.2 8.4 u3.4 21.7
paper 421 2.7 102.6 53.3
iron and steel 87.1 89.6 111.7 93.8
Subtotal 89.4 95.3 121.6 97.4
Censurer goods
pharmaceuticals 127.7 69.9 37.2 127.9
furniture 37.9 21.3 2.2 38.0
clothing 63.3 3.0 103.6 50.3
footwear 72.0 61.5 106.8 €2.2
instrurents 96.3 119.2 97 .1 95.7
passanger vehicles 52.2 186.1 50.7 58.8
misc. light mnfs 82.5 84.8 93.2 75.8
Subtotal 73.8 T1.4 96.3 70.9
Capital goods
basic metal prds 118.9 54.8 88.7 115.4
power gen. machinery 86.4 364.6 7.9 101.7
industrial machinery 159.2 135.4 81.7 166.8
corputing machinery 93.0 74.1 70.7 93.3
tele, TV, radio appar 81.9 270.6 83.8 73.9
electrical machinery 116.9 93.7 56. 105.2
transport equipment 106.0 119.5 11.1 109.4
Subtotal 118.7 146.0 63.5 119.2
Total manufactures 100.0 100.0 100.0 100.0

Note: The import vulnerability index is defined as (Mij/Mmj:Miw/Mmw)-100,
which represents the ratio between a share of commodity group (i) in
Finnish imports (j) of all manufactures () and the corresponding share

of OECD imports (w) of that industry to OECD imports in manufactures.

Sources: Appendix Tables 3 and 4.




Tihis difference is accentuated in the examination of the i1mport

vulnerabiiity indicator (Table 30} that is based on a
comparison of relative import shares in Finland and in the OECD
area as a whole. The table shows that the Fianish economy is
more sensictive to imports of traditional manufactured export
products of LDCs (particularly leather and textliles, but alsc
clothing and footwear) compared to the average of the OECD
countries. On the other hand, as far as LDC new manufactured
exports are concerned, Finnish industry 1is, at the present
time, still significantly less vulnerable than the OECD area as
a whole. This distinct divergence may indicate that the semi-
peripheral Finnish economy 1s integrating at a relatively slow
pace 1into the new 1international division of labour compared

with core economies.

3.1.3 Market shares

The figures about import shares or relative import
vulnerability presented above do not, however, reveal relative
degrees of market penetration by imports from LDCs in Finnish
economy. Although, a gradually increasing proportion of 1its
manufactured imports is coming from LDCs and in particular
sectors even with a higher share than the average for the OECD
countries, these data do not indicate potential internal market
disruption effects caused by LDC import penetration. A
quantitative view in this respect can be provided by examining
the shares of Finnish domestic consumption that are accounted

for by LDC imports.

The import penetration ratio (IPR) used here relates import
values of industry (Mi) to apparent domestic consumption
(Ci=oi+Mi-xi, where Oi denotes gross domestic output of
industry and Xi export values), i.e. IPR = [9i/(0i+Mi-xi{]~100.
Accordingly, the extent of market penetration during the 1970°'s
is demonstrated in Table 31. These statistics need to be
interpreted with care, for in many cases the imports include
goods which are not competitive with the products manufactured
locally.




Some important features emerge from a consideration of the

information in Table 31. First, the relatively limited chare
(about one-third) of imports in total domestic consumption of
manufactures comes out. This ratio indicates that home demand
is -still primarily satisfied by domestic production.
Furthermore, during the 1970's foreign suppliers have not
succeeded 1n increasing their relative penetration in Finnish
markets in spite of the steady international market integration
process that has taken place by tariff reductions with the main

trading partners in Europe.

Table 31. Manufactured fmport penetration in Finland by sajor regions, 1970, 1976 and 1981

ME SOC 1 ts (¥ o ts i Total ixports
W T WU BT W B W e

Labour-intensive intermediates

leather prds 3.1 40.3 33.3 1.6 0.8 1.1 2.6 8.0 16.5 3u.2 5.8 50.9
rubber prds 82.6 §51.0 83.0 c.8 1.2 2.5 0.1 0.1 0.2 435 §2.2 §5.7
wood mnls 7.8 6.0 5.8 0.6 0.6 0.8 0.4 0.5 0.6 8.8 7.0 7.1
textiles 33.2 32.6 37.3 1.1 1.8 2.9 0.5 1.6 2.8 34.9 36.0 k2.6
non-retal mineral prds 12.5 10.3 12.7 0.8 0.7 0.9 0.0 0.0 0.1 13.3 i0.9 V3.7
Sihtotal 5.6 23.0 28.2 1.0 1.2 V.7 0.4 1.0 1.9 27.0 25.2 27.8
Capital-intensive inter—ediates

chericals 3.2 .5 31.4 3.2 2.5 3.9 0.2 0.1 0.5 37.7 33.2 35.5
pulp 0.5 0.5 1.2 6.3 0.0 0.0 0.0 0.0 0.0 0.7 0.6 V.3
paper 8.2 7.2 7.2 0.3 0.0 0.0 0.0 0.0 0.1 8.5 7.3 7.3
fron and steel 45.0 28.3 23.9 1.5 3.9 2.9 0.1 0.0 0.6 51.6 32.2 27.4
Sudbtotal 26.0 19.2 18.8 3.4 1.8 2.1 0.1 0.0 0.3 29.5 211 21.2
Consuser goods

pharmaceuticals 5.0 81.2 82.0 1.0 0.7 0.5 0.0 0.1 0.2 8519 R2.0 u2.7
furniture 9.3 8.8 8.9 0.6 {8 ] 1.3 0.1 o.u 0.2 10.0 9.5 10.4
clothing 2.7 8.7 3.V 0.7 0.9 4.7 1.8 8.5 2.4 23.1 4.1 7.2
footwear 17.7 6.7 26.8 0.8 2.8 3.9 2.4 340 6.2 20.9 22.6 36.8
instruments 73.9 79.0 78.2 1.5 1.8 1.6 0.4 0.5 1.7 75.7 81.3 77.6
misc. light enfs 19V 5.6 15.1 0.8 0.8 0.8 0.9 0.6 1.2 20.7 17.0 17.2
Subtotal 2%.3 24.8 26.2 0.3 1.0 1.5 0.9 1.2 2.5 21.5 271.0 .1
Capital goods

basic retal prds 21.% 20.4 2.6 0.6 0.9 0.6 0.4 0.1 0.4 2.1 21.8 215
fndustrisl machinery 86.2 5.8 8.9 1.5 82 3.0 0.0 0.0 0.1 87.7 49.6 9.1
corputing machinery 88.8 88.3 73.6 0.3 0.5 0.4 0.1 0.7 0.7 89.1 89.5 7.7
tele, TV, radio apper. 57.2 9.2 4.7 1.8 1.4 2.1 0.\ 0.5 3.5 59.0 41,2 52.2
electrical sachinery 5.9 8.3 8.2 0.9 1.0 1.2 0.1 0.2 1.1 4.8 475 u3s
transport equipment 59.2 .2  53.% 1.7 2.2 2.6 0.0 0.0 0.1 61.0 46.4 55.7
Subtotal 6.5 &1.7 WALy 1.3 2.5 2.1 0.0 0.1 0.5 7.8 643 4.7
Total wanufactures 33.7 2.6 3.2 1.8 1.9 2.0 0.3 0.4 1.0 35.8 3.8 33.14
sawn wood 7.2 .3 4.0 20.8 3.1 23.4 0.9 0.4 0.6 8.6 4.9 28.0
non-ferrous metals 6.2 2.3 2.6 5.0 6.8 9.3 2.6 3.4 3.2 2.8 3.4 40.1
Total trade 8.2 6.3 18.2 3.9 5.2 7.6 1.9 2.4 3.0 23.9 2.0 28.8

Note: The {rport penetration ratio is measured by igports as a percentage share of apperent domestic consurption.

Sources: Appendix Tables 3 and 7.




Secondly, despite the general tendency, manufactured goods from
LDCs have 1increased their share i1n Finnish markets - although
tc a quite m:rginal extent - particularly in the second half of
the 1970's. This growth is especially accentuated by the fact
that the LDC share in Finnish deomestic apparent consumption has
increased in each cf the manufacturing industry classes. The
most rapid growth in LDC 1mport competition has taken place 1in
the group of so-cailed n<w manuracturing imports, particularly

in electrical appliances.

Nevertheless, 1in no sector of Finnish industry is penetration
of LDC manufactures Jecp. In the vast majority of manufactured
products, their market share is still only a small fraction of
one per cent. Only for two industries, leather products (16.5
per cent) and clothing (12.4 per cent), did imports from LDCs
account for more than one tenth of domestic sales in 1981
(Table 33). And furthermore, there were only six manufacturing
branches 1in which the LDC import penetration share 1in che
Finnish market was over one per cent. These were footwear (6.2
per cent), textiles (2.4 per cent) and miscellaneocus light
manufactures (1.2 per cent) as well as the new manufacturing
import branches telecommunication, TV and radio apparatus (3.5
per ceat), instruments and watches (1.7 per cent) and

electrical machinery (1.1 per cen').

In particular, as far as the last new manufacturing import
category is concerned, the import penetration ratios cited,
while of small magnitude, nevertheless may overstate the
lmportance of imports from LDCs. That is because this import is
likely to contain a substantial and growing element of value
added by DMEs. This would apply especially to the expanding
offshore processing activities, in which the production in LDCs
consists of assembling materials made abroad within the global
production chain of transnational corporations, The
conventional trade statistics are not able to distinguish
between that part of the LDC export revenue which goes to
domestic factors of production and that part which goes to
external (or foreign) factors. Particularly, within the context

of expanding new manufactured exports in peripheral economies




in which the import coatent of exported gqoods 1s high cr a

substantial portion of the value added in the exporting country
is repatriated abroad (generally in the form of royalties and
profit remittarces or payments to foreign labour), only a small
proportion of the total value of export activity mzy actually
be retained by the domestic economy of LDCs. In this respect, a
major part of the growing manufactured import penetration into
Finland indicated in the statistics as LDC imports may, in
fact, be attributable to expanding global activities of TNCs

that are gradually restructuring world industry.

Altogethoer, the import penetration ratios presented in Table 31
show that foreign shares in the Finnish domestic market differ
substantially with respect to major economic region.
Hence,manufactured import growth from LDCs must be kept in
perspective. The Finnish economy has predominantly been exposed
to the pressure of foreign competition from core countries. The
DMEs have captured an average share in the Finnish domestic
market of manufactures that 1s thirty times greater than the
LDCs. Even in the 1industries malnly affected by imports from
LDCs - 1i.e. leather products, clothing 3ind footwear - the
market penetration portions of DMEs are two to four times

greater than that of LDCs.

3.1.4 Trade balance comparisons

Data on import penetration may, however, give a quite
misleading picture of the extent to which market disruption is
caused by imports. To the extent that a country increases its
exports in the same branch, relative to both imports and
domestic consumption, by definition the import penetration
ratio will have somewhat meaninglessly increased. As a result
for some industry groups with ostensibly deep import
penetration, Finland is in fact a net exporter. An extreme
example is clothing in which the import penetration ratio alone
will provide an overstatement of the effect of imports. Clothing
imports captured almost a half of domestic demand in 1981,
while at the same time the sector had a substantial export

surplus, exports covering over three quarters of the gross
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production. A s‘milar example is the category of electrical
machinery 1n the Finnish trade with the LDCs. The import
penetration ratio of electrical machinery imports from LDCs
increased from 0.2 per cent in 1976 to l.: per cent in 1981.
Over the same period, however, Finnish exports to LDCs as a
share of domestic gross output increased from 1.0 per cent to

4.0 per cent resulting in a substantial trade surplus.

Hence, the overall conclusion is that, while high import
penetration of particular items may cause adjustment problems,
a large negative trade balance is, however, a more fundamental
sign of international weakness of an industrv. As a whole, in
1981 exports of manufactures from Finland to LDCs were 4.6
times higher than the reverse flow. This great export surplus
1n manufactured trade has represented a persistent net gain for
Finnish industry from trade with the LDCs. Nevertheless, within
the manufacturing industry, there are quite strong variations
by branches Table 32 is accordingly arranged in rank order of
the trade balance and indicates th= relative factor intensities
for each branch.

Table 32. Fimniah sanufactured trade balance with LIXCs related to relative factor intensitics, 1981

Trade balance ReD Capital Labour Raw Bergy Wgs Ladbrwur Female Firw LDR
(=fl. ®k) intansity intensity intensity wmaterial intensity level pmduc- intensity stze intensity
intensity tivity
Trade surplus
paper 17188 - » - * . » . - » -
( sawn wood) 902.7 - » > - - - - - - .
{ndustrial sachinery 588.1 » - . - - . - - . -
wond wnfs A0h % - - - - - - - - - .
chericals 392.7 Ld » - * - * » - - -
transport equipwent 360.3 - - - IS - . - - - -
pulp 2.7.6 - » - * * * » - * *
iron and steel 129.9 - s * . - s IS - > s
basic metal pros 129.0 - - - - - - - - - .
electrical wachinery 118.9 . - - - - - - - - .
furniture 7.4 - .- » - - - - - - .
non-setal xineral prds 3%.3 - - - - . » . - - -
instrurents 22.1 - - - - - - . - - -
pharwaceuticals 181 - - - - - - . . - -
rubber prds 8.3 > - . - - - - . S -

Trade deficit

comput ing wachinery

] - - - - - - - - -
tele, TV, radio apper. -28.% - - - P - - - . -
(non-ferrous metals) -46.9 . . . . . . - - -
footwear -48.8 - - - . - - - . -
wisc.light mnls -59.5 - - - - - - . S -
textiles -113.8 - - . - - - - * -
leather prds 118 8 - - - s - - - . -
clothing -219.8 - - . - - - . . -

]
-

Sowrces: Appendix Tables 2 and 3.
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There are altogether seven manufacturing branches in which
Finland has a negative trade balance with the LDCs. These
deficit sectcrs may be put into two broad categeries. On the
one hand, the highest imbalance is observed in the case of the
traditional export sectors of LDCs, particularly clothing,
leather products and textiles. On the other hand, some sub-
groups of the new manufacturing export of LDCs -
telecommunications, TV and radio apparatus and computing
machinery - also have turned to a deficit. In terms of factor
intensities, all these branches tend to be low-wage, labour-
intensive, particularly female-intensive sectors with
relatively low labour productivity. Also the plant sizes tend
to be relatively small. The major perceivable difference is
reiated to R&D intensity, although this may be an ostensible
difference, since the light engineering export production in
LDCs typically also makes use of routine, simple processing or
assembling operations with unskilled labour requirements. In
the latter category Finnish industry has not been able to
maintain its competitiveness vis-a-vis the LDCs relative to
other irdustrialised countries. In the UOECD area as a whole,
there are only four deficit branches in the manufactured trade
with LDCs - clothing, footwear, leather and wood products - and

all of them are traditional export industries of LDCs.

3.1.5 Country concentration in import penetration

A more detailed examination reveals that even within deficit
branches there are, in fact, only a few LDCs with which Finland
has a deficit in trade. The vast majority of the LDCs have not
been able to penetrate Finnish markets with manufactures at any
rate. This reflects the overall high degree of country
concentration in manufactured export performance of LDCs. Only
twelve countries accounted for nearly 90 per cent of Finnish
manufactured imports from LDCs, thus leaving only some ten per
cent ot the total for the over one hundred remaining countries
(Table 33).




Table 33. Twelve leading LDC exporters of smnufactures tn Finland, 1970 and 1981
1970 1981*
value per cent Fimnish ranking order value rer cent Finnish Flanish LOC
(1000 US $) share mf trade for OECD-imports (1000 US $) share ml trade irpocts as a
halance (in parentheses) halance shar= of 0D

(1000 US $) (1000 US $) LDC irjorts

(per cent)
V. Hong Kong 5 9ug ay 2 6 677 1. (2.) Hong Kong 49 843 22.8 -83 €80 0.4
2. (nina 1 59t 1.8 6 266 2. (3.) South Korea 37T 433 6.8 -2 787 0.3)
3. Argentina 1 206 9.0 12 925 3. (6.) Brazil 22 10 n.y 15 709 0.h7
8. Egypt 972 7.2 788 B, (5.) Ohima 2713 ".2 v 865 0.51
5. Bracil 691 5.1 9h1 5. (1.) Taiwan Province 15 787 7.1 -10 S0V 0.1y
6. India 562 8.2 v 856 h. (7-) Singapare 11 8% 5.3 6 10 o.Nn
7. South Korea 800 3.0 -396 7. (8.) Indla 10 325 8.6 -8 958 0.3
8. Singapore 325 2.4 500 8. (12.) Argentina 6 563 2.9 80 517 0.81
3. Iran 2 2.8 9 218 9. (15.) Macao § 122 2.0 -4 nrh 0.85
10. Mextco 268 2.0 5 226 10. (11.) Thailand 4 324 1.9 6 701 6.3~
11, Uruguay 23 7 93 1. (9.) Malaysia 5 256 1.9 w528 0.20
12. Pakistan 103 1.2 2127 12, (4.) ‘exico 3 836 V.7 67 184 0.08
Total twelve 12 678 982 86 109 Total twelve 197 463 88.5 60 594 0.3
Rest of the LDCs 789 5.8 62 593 Rest of the LDCs 25 525 1.5 75 890 0.23
All LDCs 13 467 100.0 108 702 Al LDCs 222 988 100.0 776 0%k 0.30

Note: Manufactures are SITC S to 8 less 68.

° In 1981 ranufactured irports (rom Polynesia ($ 6 833 mil_, totally ferro-alloys) and ruguay ($ 5 208 mil., of which $ 5
13 furskdins) are excluded as casual cases.

Sources: OECD, Foreign trade by commodities, 1970 and 1981.

By treating the LDC group as a whole one leaves open the
possibility that all LDCs are seen as participating evenly in
the growth of manufactured exports. Nevertheless, as was shown
earlier (pp. &4 -6) there is a high country concentration,
which is reflected in Finnish trade relations, too. Hernce,
while using the over~ll LDC category throughout this text, one
is, 1in fact, referring primarily to the export performance of
the leading LDC manufactured exporters. The NICs are the main
LDC import sources in Finland. The small East Asian states,
including Macao, are Finland's predominant suppliers of
manufactures among LDCs, accounting for some 54 per cent of the
total, Also the two Latin American countries Brazil and
Argentina are ranking higher than their averages for the OECD
area (and Mexico is ranking lower because of its specific trade
relations with the US).

By and large, the Finnish manufactured trade balance with
individual LDCs has been in surplus. During the 1970°'s,
however, the success of the small Far Eastern NICs in their
export performance has moved Finnish manufactured trade with
them from a surplus to a deficit position. The highest

070 ril.




imbalance in 1981 was in trade with Hong Kong, South Korea and

Macac. Their export performance ias, however, varied widely
along differeat manufacturing sectors. Table 34 1llustrates
country variations by leading commodity groups for Finnish

imports of manufactured goods from LDCs.

Table . Leading LDC exporters to Finland by lemding import brunches in manuflactures, 1981

Per cent share of Finnish imports by
Trade delicit branches all 12 leading

LDCs LDCs five leading LDCs

clothing 6.8 289 Hong Kong 12.8 Chima 3.9 India 2.5 South Korea 2.1 Micao 1.9
Leather prds 25 2.3 Brazil 19.1 Uruguay 5.9 Argentina 3.8 South Kor=a 1.5 India 1.5
textiles S.7 8.5 South Korea 2.0 Raztl 0.7 Chima 0.6 India 0.5 Colosbia 0.3
ri1sc.light enfs 6.9 6.5 Hong Kong 3.8 South Xorea 1.0 Talwan Prov. 0.9 China 0.3 Pnilippines 0.2
(ootwear 6.8 165 South Xorea 12.2 Hong Kong 1.6 hina 0.9 Taisan prov. 0.7 Malaysia 0.3
tele, TV, radio appar. 6.7 6.7 Singapore 2.1 South Korea 1.9 Hong Xong 1.4 Taiwan Prov. 1.0 Malaysia 0.2
conputing rachinery 1.0 0.9  Argentina 0.5 Singapore 0.1 Hong Kong 01 PBrazil 0.1 TalwanProv. 0.0
Total snfl trade 2.8 2.5 Hong Xorg 0.6 South Korea 0.5 Brazil 0.3 Cnima 0.3 Taiwan 0.2
Some trade surplus branches

inatrumrents 2.2 2.2 Hong Kong 1.8 Taiwan Prov. 0.3 South Korea 0.2 Singapore 0.1 (hina 0.y
electrical machinery 2.9 2.8 Singapor= 0.7 Tailwan Prov, 0.5 Malaysia 0.4 Hong Kong 0.3 South Kor=a 0.2
iron and steel 2.2 0.6 Polyvesia 1.6 Brazil 0.5 nhile 0.0 China 0.0 Taiwan Prov, 0.0
chericals 1.5 0.8 nina 0.8 Mexico 0.2 Argentina 0.1 Brazil 0.0 TaiwanProv. 0.0
wood mnls 8.2 7.6 South Korea 2.6 Singapore 2.1 Taiwan Prov, 0.8 Thatland 0.8 Malaysia 0.5

Source: OFCD, Foreign trade by cosmodities, 1981,

The country concentration by import branches 1is, 1in fact, much
greater than the average figqures on manufactured trade with
LDCs as a whole would indicate. The trade structure with
individual LDCs is, thus, very highly specialised.
Particularly, as far as the traditional manufactured products
are concerned, there is seldom more than one country from which
the Finnish LDC import 1is originated. Clothing imports come
predominantly from Hong Kong, leather products are from Brazil
as well as its neighbours Uruguay and Argentina, textiles and
footwear come primarily from South Korea and miscellaneous
light manufactures are from Hong Kong. This heavy country
concentration reflects the embryonic state of Finnish trade
with the LDCs. The argument is reinforced by the fact that
Brazil's imports alone in leather products, Hong Kong's in
clothing and South Korea's in footwear comprised over ten per
cent of total Finnish imports in those respective branches. 1In
all other manufacturing branches the LDC leader's portion is
less than three per cent of total imports.




It is particularly interesting to note that the import sources

for the so-called new manufactured imports - primarily sub-
groups of light engineering goods - are more widely divided
among LDCs than 1is the case with the traditional products. The
primary reason for this difference may be traced to the
participation of TNCs in the new manufactured expcrt production
in LDCs that also determines the appropriate global marketing
outlets. Hence, in Finnish imports of light engineering goods
from LLCCs there is also more than one dominant import source,
although this trade is heavily concentrated regionally on those

small Far Eastern suppliers.

3.1.6 Import creation and import diversion effects

The extent to which rapidly growing low-cost imports from LDCs
has an impact on Finland's industrial structure depends to a
large degree on whether it will displace imports from other
sources rather than Finnish domestic production as long as 1t
does not meet a new demand. As noted earlier, the share of
manufactured imports from LDCs in Finnish total imports have
increased, particularly in the latter half of the 1970's, and
correspondingly the LDC import penetration ratio in the Finnish
markets has grown. Nevertheless, that in itself does not
necessarily imply market disruption effects or adjustment
constraints on Finnish industrial production. In this respect,
it may be misleading to consider only trade flows between
Finland and LDCs. In order to assess the whole impact of the
trade with LDCs on the Finnish industrial structure, one would
also have to take into account the changes in the overall
imports to Finland. Since the DME manufactured import
penetration ratio in Finland is about thirty times greater than
the LDC portion, this would indicate that significant demand
potential exists for LDCs to expand their exports - Jjust by
replacing DMEs currently supplying Finnish markets - without
undermining Fin.and's domestic production. In this respect, the
balance of payments constraints and employment effects of low-
cost import penetration from LDCs are also relatively less
threatening. Obviously, the potential for such a process of

country substitution varies greatly sector by sector.




One way of 1illustratinc changes in sources c¢f supply is to

1ntroduce the terms trade creation and trade diversion. The

former concept refers to a displacement of domestic productiion
in favour of an external source, indicating expansion of
foreign trade, whereas the latter refers tc a replacement of
one 1mport source by another. 1 These transfers and replacement
processes in sources of supply may occur for different reasons,
such as relative price or income changes, tariff reductions,
preferencial trade treatments or increased mobility of
production factors. Here, however, the major interest 1s 1in the
consequences rather than in the causes. The main questi»n 1is
what types of changes 1n the sources of supply or ortput
substitution effects have been reflected by the growing
manufactured import penetration from LDCs. This will be
examined by applying the concepts of trade creation and trade

diversion.

The operaticonalisatinn of these two concepts is conducted bv
comparing three components related to import penetration: a)
changes of total imports in domestic consumption over a certain
time period measured by the import penetration ratio, b)
changes of the respective country's (region's}) import in
domestic consumption also measured by the respective import
penetration ratio and c¢) changes of the country's (region's)
share in total manufactured imports. These changes are
indicated by a trend variable, and hence the potential
alternatives are reduced to three: an increase, a balance or a
decrease. Based on these components, trade creation and trade

diversion effects are determined accordingly in Table 35.

The trade creation indicator is solely related to changes in
the 1import sha: s of domestic consumption. Furthermore, a
positive trade creation (expanding trade with a region

resulting from the displacement of domestic production) takes




place only when a respective region's import penetration
deepens together with a growth in total import penetration.

Similarly, negative trade creation effects (domestic production
ls substituted for impo-c¢s) require the combination of a
decline in a region's import share in domestic consumption
tcgether with a decline in the total import penetration ratio.
If the total import share of consumption and a region's
corresponding share are not cranging in the same direction, for
example, if the total import penetration ratio is in balance or
decreases while a region's import penetration ratio is
increasing or vice versa, the possible substitution effects are

only of the trade diversion type.

Table 35. Deterwrination of trade creation and trade diversion effects according to
changes in import structure

Irports of Share of Total imports in domestic consumption
wajor region wa jor (<) (=) (>)
in domestic region in
consurption total trade trade trade trade trade trade
imports creation diversion fereation diversion| creation diversion
. (<) + + .e +—+ .. ++
increases -
(<) (=) + -
()) + -
.o +

is in balance

x)

P R o )
v A
Nt N Nt
.
L3

decreases gi ; - ,t
(>) (>) . - .. - - :

++ distinetly positive

+ positive

.. no effects

- negative

distinctly negative




The trade diversion indicator, on the other hand, is determined

by changes in a region's share in total imports. It is positive
when a region's share in total imports 1is increasing and
negative in czse of a decline. Trade diversion 1is, moreover,
emphasised when the total imp rt penetration ratio is shifted
into an opposite direction compared with a region's share 1in
total imperts. For instance, there is a strong positive trade
diversion in favour of the LDCs if their share in the total
Finnish imports is 1increasing while the total import
~enetration ratio is in balance or declining. Similarly, trade
1s distinctly diverting from LDCs to other external sources of
supply, if the LDC import share 1is decreasing while total
imports in domestic consumption are increasing. When distinctly
positive and positive effects are differentiated here, this
does not imply differences in relative quantities, but rather
the qualitative deepness of the substitution process in

qguestion.

Given the relatively low level of the LDC manufactured import
penetration into the Finnish markets, the whole examination of
trade creation and trade diversion effects resulting from
growing LDC imports must be kept in perspective. Finland's main
competitors are still overwhelmingly the other DMEs. Keeping
these considerations in mind, one may, however, observe certain
interesting tendencies when analysing the effects of the
changes in the Finnish trade patterns during the 1970's. These

are illustrated in Table 36.

The cverall pattern presented in Table 36 is fairly clear. The
results suggest that the increase of the LDC manufactured
imports to Finland during the 1970's has largely represented a
replacement of imports from DMEs rather than displacement of
domestic production. In manufactured imports from socialist
countries, the substitution effects have not been significant.
At the product group level this conclusion is further
gqualified. Such a process of country substitution between LDCs
and DMEs has taken place particularly in imports of 1labour-

intensive manufactures. In all major industrial branches,




Table 36- Trade (import) creation and tirade (import) diversion effects in Finnish
imports by branches during the period 1970 - 1981 by major regions

DMEs SQCs LDCs
import import import import import import
creation diversion creation diversion creation diversior

Labour-intensive intermediates

leather prds .o - .o - + +
rubber prds .o -_— .- —+ .- ..
wooa mnfs - - .. + .. +
textiles + - + + + +
non-retal mineral prds .. .. .. .. .- -
Subtotal .- - .. ++ .. -+
Capital-intensive intermediates

chemicals .. .. .. .. .. ..
pulp .- .. .- .- .. .-
pagper .. .- .. .- .. .-
iron and steel - .. - - .. ++
Subtotal - .. - .. .. +
Consurer goods

rharmaceuticals .. ++ .e —_ .- .-
furniiure .. - .. -+ .. ..
clothing + - +* + + +
footwear + - + .. + +
instruments .- - .- .- .. -
misc. light mnfs -. - .. + - +
Subtotal .o - + + + +
Capital goods

basic metal prds .. - .. .e .. ++
industrial machinery e .- .. .- .- ..
computing machinery - - .o .- .e *
tele, TV, radio appar. .- - .. .o .. -+
electrical sachinery - - .e + . +~+
transport equipment .o .o .. ‘o -. ..
Subtotal .- - .. .o .e ++
Total manufactures .. - .. .- .. -
sawn wood .o - .o .o .. .
noni-ferrous metals + - + + .. -
Total trade .o - + + + +

Note: See the determination of tran<: creation and trade diversion effects in Table 35.
The import penetration data is from Table 31 and the data on import shares by major regions
is based on Appendix Table 3.



excluding, significantly enough, transport equipment,
industrial machinery and capital-intensive intermediates,

imports from LDCs have replaced imports from DMEs.

Furthermore, during the 1970's there were only four
manufacturing branches that experienced adjustment pressures on
the imports from LDCs measured by the trade creation indicator.
These were, as coculd be expected, leather products, clothing,
footwear and textiles. In all these four sectors LDC imports
substituted for Finnish domestic production as well as diverted
trade from DMEs in favour of LDC suppliers. Clothing and
footwear, in particular, have been sectors within which
Finland's own relative 1industrial competitiveness has been
quite strong, and consequently the emergence of alternative
low-cost sources of supply emphasises the vulnerability and

adjustment constraints of these branches.

Besides the negative production effects, there are, however,
positive consumption effects resulting from relative price
changes. LDC import prices are lower compared with prices of
home-produced goods, helping to keep down the rate of
inflation. In order to determine, if these positive consumption
effects could, at any rate, offset relative production losses,
there is a need tc examine more closely the effects of trade
with LDCs on Finnish employment, particularly in the four most

vulnerable branches.

3.2 Displacement of labour caused by LDC imports

The change of the input and output patterns and the consequent
employment structure, 1i.e. structural change, 1is a permanent
feature in the functioning of the national economy. The roots
of structural change are manifold, comprising, for instance,
shifts in factor endowments, technology, consumer preferences,
economic and other policies as well as external competitive
conditions. Structural change may be smooth or painful,

depending on the flexibility of the economy, its specific




production characteoristics and *he type ~f cronstraints the
economy faces. Its effiacts are directly experienced in terms »f

emp loyment variation.

The primary concern with structural change arises {rem the
belief that 1t has been the major cause of unemplovmert and
that further structural adjustment will cause additicnal
dislocaticn cof labour. For that reascon, the focus 1s usually

upon employment changes and their origins.

Changes 1in employment result from a variety of causes,
including alterations in the levels of demand, foreign trade
and labour requirements per unit of output. The adverse effects
of rapid increases 1in imports, 1in particular, have attracted
attention, presumably because the sources of disturbance are so
easlily identifiable. The rise of the 'new protectionism' 1in the
industrialised countries 1is attributed. In part, to this
increased 1mport penetration. Faced with choesing between
adjustment and protectiocn, the DMEs have not only maintained
their trade barriers, but have alsc taken steps tco 1ncrease
them, particularly against growing low-cost manufactured
imports from LDCs. These protectionist measures result from the
DMEs' concern about domestic employment, especially 1in the
industries adversely affected by imports from LDCs at a time
when overall growth-rates are slow and unemployment 1is
increasing. The measures are conceived to be a means of

bringing about a managed process of structural change.

1.2.1 Employment change

In Finland, unlike 1in the core economies, manufacturing
employment has increased in both relative and absolute terms
during the whole 1970's, although at the same time the
unemployment rate has been continuously above the OECD average.
These features are partially explained by the lateness of the
Finnish 1industrialisation process. Manufacturing employment
increased annually by 1.5 per cent, indicating that about sixty

thousand new jobs were created in Finnish manufacturing between
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197" and !981. The growth rate of real producticn by industry
over the same period was scmewhat higher, 4.7 per cent ver vear

{see Table 37).

However, despite this overall correspondence, since the mid-
1970's output has continued to grow, but manufacturing
employment has stagnated. During the period 1970-76 the rate of
annual growth in manufacturing employment was 2.2 per cent,
compared with only 0.6 per cent in 1976-81. This slowdown in
employment growth in the late 1970's and at the beginning of
1980's has been due to structural rather than cyclical factors.
The loss of the dynamism of manufacturing employment in Finland
has been reflected, to some extent, by a slower grcwth of the
labour supply (as a rapid shift away from the primary sector
has settled) and, particularly, by an acceleration of
productivity growth, since the annual growth rate of the real
output by manufacturing industry was 5.7 per cent during the
neriod 1976-81. The capability of Finnish manufacturing to
generate additional employment has, hence, gradually diminished
by the beginning of the 1980's. This may manifest a permanent
feature in the process of structural change in the Finnish
economy. The late-coming industrialisation may approach 1its
mature stage and 1s becoming comparable in its structural

development with the ccre economies.

Withir. the manufacturing industry as a whole, the variation in
employment growth among individual branches has been very
great. Table 37 1illustrates the inter-industrial ranking
according tc the relative speed of employment growth during the
1970's. High growth, growing and slow growth sectors have been
differentiated to denote expanding and shrinking activities
relative to the average in manufacturing. Furthermore, there

have been four sectors in which employment has declined.




Table 37. Growth of employment and gross output by manufacturing branches

in Finland, 1970 - 1981

Average annual growth
Total errlovrent rate 19703 - 3333 .
1970 37c Qg erpicyrent real cutrutl
Hizh srowth sectors
corputing Tachinery 9071 L7 2 T34 8.5 38.3
instrurents 2 183 385 4 507 9.9 15.8
telie. TY, radio apgar. 5275 10955 3 115 6.0 LI
(frels) 2 276 3 420 3036 5.4 4.3
tharraceuticals 3730 4 890 5611 4 ¢ 6.2
ircn and steel 10 382 15 529 W4 324 3.9 12.2
electrical Tachinery 16 298 20 099 21 $90 3.2 7.8
Growing sectors
furniture 10 386 12 09 13 445 2.7 as
chericals 20 434 24 Bac 26 229 2.5 6.1
misc.light mnfs 32 609 35 8g4 41 74 2.5 4.1
basic metal prds 24 923 30 255 31 683 2.5 5.°
transgort cquipment 32 124 30 165 40 678 24 5.2
(non-ferrcus Tetals) 4 151 5 222 S 167 2.2 0.5
industrial machinpery 52 397 51 0% 63 519 1.8 4.2
caper 26 757 35 123 35 €82 1.8 5.6
total manufactures 379 808 429 211 4Lt 355 1.5 4.7
Slow Zrowth sectors
{sawn weod | 20 524 183 3BC 22 2% Cc.7 3.2
footwear 7 887 6 488 g 181 0.0 7.2
non-tetal minerzl crds 20 166 2% 5Lp 21 244 0.5 2.3
clotning 37 549 Y 827 3% 139 ) 2.9
~ubber prds 4 7 5 053 4 323 0.2 3.=
Declining sectars
wood 1nfs 24 2% 21 367 22 757 -0.5 3.7
pulg 16 287 16 282 4 S04 -1.0 1.5
leather prdés 3 484 3 140 2 765 ~-1.9 1.5
textiles 29 87T 26 015 22 199 -2.3 1.3

Source: Appendix Table 7.

It is obvious that the fiqures presented are also influenced by
cyclical factors. Such influences could hardly be eliminated
even if the benchmark years would fall precisely in the same
phase of the business cycle, since in the business cycle there

are always leading and lagging industries. Nevertheless, the




figures presented illustrate rough orders of magnitude and
hasic features irn the process of structural change occuring

within the emplcyment and output pattern of Finnish indus®ry.

Six out of the 21 manufacturing branches have exhibited high
growth rates of bcih employment and real output. These are
primarily new, sophisticated and skill-intensive industries
with a high value-added content, the most typical example being
branches of the electrical engineering industry. The time
period may, however, be too short to indicate their real long-
term growth potential in the Finnish eccnomy, since theilr
relative growth rates are overemphasised by the low starting
level. The largest sectors in terms of employment, i.e.
industrial machinery, transpc.t equipment, basic metal products
and miscellaneous light manufactures, have sustained their
performance in average employment growth chroughout the 1970°s.
Traditional, standardised, resource-based or labour-intensive
branches, such as the forest industry as well as clothing,
footwear and particularly textiles and leather prcducts, have
been slou growth sectors. While real output in these industries
has still grown, employment has been stagnant or even declined.
Unambigucously, these branches form the hard core of the

relatively declining industries within Finnish manufacturing.

As indicated before, in terms of the LDC manufactured import
penetration into the Finnish markets as well as in terms of the
displacement of domestic production measured by the trade
creation indicator, textiles, clothing, leather products and
footwear are the most sensitive branches; furthermore, in this
section it has been shown that these are also declining sectors
as far as employment is concerned. Naturally, this
vulnerability has brought up anxiety about the potential
disruptive effects of rapid increases in imports from LDCs on

domestic employment.
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}.2.2 Employment constraints of LDC trade in DMEs

The zeneral analysis of the adjustment to foreign trade is not
new. HMcowever, only gquite recently has specific research been
carried out in some developed ccuntries con the employment
implications of trade with LDCs.2 These studies differ widely
with regard to methodolegy, data base, sectoral breakdown and
the p.ricd covered by the analysis. Nevertheless, there is a

reasonable consistency in their findings.

Increased trade with LDCs appears so far to have had only a
small effect on total manufacturing employment in the DMEs,
losses in some industries being counterbalanced to a
considerable extent by gains in others. The studies have found
that the overall net effects have been very small indeed, 1.e.
less than a quarter of a percentage point of the total labour
force. Even in the industries most strongly affected by imports
from LDCs, such imports are responsible for only a fraction of
the employment losses. Other major factors such as rising
productivity, a faltering in aggregate demand or the
competition of other industrialised countries are found to be

far more important causes for observed labour displacement.

For example, it has been estimated that a total elimination of
the trade barriers affecting imports from LDCs would result in
only a 0.3 per cent decrease 1in all employment in DMEs during a
period of 5 to 10 years, whereas the displacement of labour as
a result of technological change linked to an increase 1in
productivity amounts to 3-4 per cent annually.3 In the EEC
countries together about thirty times more jobs were lost in
the period 1970-77 through the growth of labour productivity
than through growth of imports from LDCs. Even in the sectors
most strongly threatened by competitive pressure from LDCs -
textiles, clothing and leather industries - for every displaced
job as a result of imports from LDCs, there were some five jobs

lost by increases in productivity.4




O “he other side of the oo, aceording to ILO estimates, tor
every worker whe its displaced in DMEs by increased impoarts freom
LDCs, scme 3 o S workers woulcd find employment in the LDCs
concerned, ané 1n the most favecurable circumstances 1t could

R
amount to even as man as 20 workers.
Y

Moreover, the labour displacement caused by low-cost impor+
penetraticn is offset by jcbs created as a result of additional
exports to LDCs. Their 1industrialisation 1s highly 1import
dependent, particularly on products requiring skilled labour,
such as capital goods and machinery. This argument 1s justifiecd
by the fact that all DMEs have a surplus in their manufactured
trade relations with the LDCs. It can be estimated that the
‘employment balance' of trade 1n manufactures with LDCs 1is
clearly positive for the DMEs, since nearly three times as many
persons are required to produce exports tco LDCs than are saved

due to imports from there.”

The major 1issue 1in the DMEs 135, hence, one of sectoral
restructuring of labour rather than mere 3Jjob displacement.
Shifts 1n the sectcoral pattern of employment accompanied by
shifts in the occupational and skill structures are inevitable.
Problems, however, arise because new employment opportunities
are frequently offered to new labour groups, demanding quite
different skills and are located in different places than the
displaced ones. The industries in DMEs affected most severely
by low-cost import penetration so far include clothing,
textiles, leather products and footwear as well as parts of
mechanical and electriczal engineering. These are characterised
by standardised and low-skill demanding production processes;
they are typically small or medium-sized firms and are often
regionally concentrated in structurally weak areas. The new
imports normally come in the most price-sensitive manufacturing
products, and, last but not least, the labour displacement
effects are greater than import penetration ra%es might
suggezt. Displacement takes place in the most labour-intensive
processes and industries. Moreover, the affected labour force
consists of the most disadvantaged 1labour groups (female,

unskilled, low-wage, old and immigrant workers). Although the




absclnte extent of structural change 1nducedé by low-cost
imports 1s mara:inal compared with overall employment, 1t will
gradually grow in the future, and combined with other economic
factors, such as slow demand growth, the need to adjust to
technical changes and the overall recession, 1t has pushed
governments to protect rather than to adjust to the present

industrial structure.

%.2.3 The methodology of quantitative analysis

In order to quantify the employment effects of manufactured
trade with LDCs in Finland, two types of calculations have been
applied in this study. The first set of calculaticns measure
the direct employment content of both exports and imports. The
number of emplcoyment opportunities created or displaced are
obtained by multiplying the actual labour force employed in
each manufacturing branch by the ratio of either the exports or
the imports to the gross output of production in the respective
industries. These hypothetical employment figures are, hence,

derived according to the following simple formulae:7

Employment content of exports: E. . Xij/oi
Employment content of 1imports: Ei . Mij/oi'

where (xij) and (Mij) represent exports and imports of industry
(i) in trade with region (3j), (Ei) stands for employment and

(Oi) for gross output in industry (i).

The employment equivalents estimated by the above calculations
do not mean the actual number of jobs of workers displaced or
created. The latter may be different according to shifts in the
aggregate demand for the products of the industry concerned.
These estimates only aim to show the 'pure employment content'
of import (or export) on the simplifying assumption that
everything else during the period remained unchanged. Moreover,
all imports classified according to industry are treated as
perfect substitutes for domestic production. Similarly, exports
are assumed to be perfect substitutes for local goods sold on
the domestic market. These assumptions imply that an increase

in rmplayment due to a reductinon in imports or expansinon in




exports 1s the same as that arising from an equivalent increase
in demestic nroductien, although in many cases imports dc nct

necessarily represent a competina supply.

The second formula gquantifies the 1mportance of trade as a
source of change in manufacturing employment both in absclute
terms and in relation tc the employment impact of cother sources
of structural change. It i1s based on the same approach and
assumptions as the previous one, but 1t 1s slightly more
diversified by applying a simple statistical decomposition
analysis and by focusing on actual changes in employment. The
model breaks down the intertemporal change in employment into
four components:
1. increase in employment potential due to .expansion of
domestic consumption
. increase in employment potential due to export growth

decline in employment potential due to increased i1mports

' VST S
.

. decline in employment potential due to increased labour

productivity

The methodelogy allows for an assessement of the relative
weight of each of these sources of structural change. The
analysis 1s based on two simple 1identities. The first one
states that, abstracting from inventory changes, nutput (0} 1is
equal to domestic apparent consumption (C) plus exports (X)

minus 1mports (M):

(1) 0O=C + X - M

The second identity states that labour productivity (P) is the
ratio of output (0) to employment (E):

(2) P = O/E

By solving for employment from these identities, the following

exgression follows:
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(3) E ="+ X - M)/P
Dif ferentiation of (3) with respect to time gives:

(4) dE =—l—(dC + dX - dM - Et+ - dpP)

Pt 1

Where (d) 1indicates the change between time (t) and time (t+l).
Finally, by substituting (Et/ot) for (1/Pt) the following

formula 1s obtained when the changes are small:

(S) E - E = Et/ot(c

t+17 By - C) + E/O (X
E /O, (M

t+1 t+1 Xg) -

e+1 ~ Mp) T EL/Op - Ep 1 (Pryy - Py

In other words, the change of employment in a certain time
period 1s broken down into the various demand facturs and into
productivity. The four terms represent the employment changes
between (t) and (t+l) which are attributable to changes 1in
domestic consumption, exports, imports and productivity. This
formula can be readily extended to separate the employment
effects of trade with the major trading partners by applying

the following identities:

(6) X
(7) M

XD + xs + XL

+ + M
Ms

i

where (D), (S) and (L) refer respectively to trade with DMEs,

socialist countries and LDCs.

The method presented above is widely used to analyse the
effects of trade on industrial employment.8 It assumes that an
increase in demand (domestic or foreign) 1leads to a
corresponding increase in output of the product concerned,
while an increase in imports (or productivity) leads to a
decrease 1n output of the corresponding import-competing
product. These output shares are then converted into employment
changes using information about the labour requirements per
unit of output in different branches of industry. Nevertheless,
the methodology has a number of limitations.




First, only the direct c¢r initial empleyment effects are

considered, while the indirect impacts coperating through

multipliers and input-cutput linkages are ignored.

Secondly, the labcur requirements per unit of output, 1l.e. the
inverse of labour productivity, is -~ sumed to be the same in
the export industries as in the industries which suffer from

import competition, although in reality that rarely is so.

Thirdly, in many cases imports are imperfec* substitutes for
domestic production, and herice not all imports can Dbe
considered as competing and pctentially replacing home
production. The employment pressure may be limited due to other
factors, too. For instance, cheaper manufacturing inputs from
external sources strengthen the competitiveness of domestic
industries and may improve employment to some degree. This

example leads to the fourth shortcoming in the methodology.

The analysis can only serve tc demonstrate the apparent effect

of the defined components isolated from each other and from

other more basic factors of chauge, such as consumer
preferences, government policies or changes in factor
endowments. The analysis does not assume any interaction

between the various sources of employment change, and hence it
is not able to illuminate the underlying causal relationships.
The effects thus calculated can be interpreted as causal
factors only in the sense that all other factors were held
constant, and then the change in emplcyment would be equal to
the contribution of the component in question. In
reality,however, there are manifold interdependencies between

the components of change.

For example, an increase in productivity in terms of the model
always leads to a reduction in employment, although in many
cases it may lower domestic prices and interacting with all the
other components - e.g. reducing the potential level of imports
and rising domestic demand - increase domestic output and
employment. Sinilarly, cheap imports tend to 1incrcase

prcductivity and also, by lowering prices, increase aggreqgate
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demand and, to some degree, domestic employment. Furthermore,
additional exports may iIncrease productivity by enabling
producers to achieve economies of scale.9 In this analysis the
employment change attributed to a particular compeonent includes
the second rounc effects of some of the other facters induced
through these types of relationships. In most cases these
second round effects are expected to be relatively small, and
hence there is no attempt nere to decompose the employment
changes further to identify better the total 1influence of the

specific factors examined.

Due to the methodological shortcomings and qualifications
mentioned, the results of the calculations should not be
interpreted with too high an expectation of accuracy. The
figures presented in the following tables must be taken as only
indicative. However, their order of magnitude and their
direction allow us to make some useful comparisons. The
analysis identifies the first round effects on employment of
the various sources of change. The results describe roughly

what has happened, but they do not describe why.

3.2.4 Direct employment effects of Finnish foreign trade

The first set of calculations quantify the direct employment
content of Finnish trade relations in 1981. It is measured by
counting the average unit labour requirements in each
manufacturing sector, and then by simply translating trade into
the average number of corresponding jobs, assuming that one
unit of imports (or exports) displaces one unit of gross value
of production (see page 119). This procedure offers only

hypothetical employment figures, as mentioned before.

It can be estimated that in 1981 about 175 000 manufacturing
employees in Finland worked directly for exports of industrial
goods. These accounted for about 40 per cent of total
manufacturing employment (Table 38). The production of exports

to the LDCs alone required some 15 000 persons, representing




slightly over 3 per cent of the total manufacturing labour

torce. Corresponding calcntlations of the '‘employment
emquivalept!' of Imports as the number of employees that wculd be
necessary to produce the 1mponrted i1ndustrial goods at home
vields a figure of 154 000. As far as i1mpoerts from the LDCs are
concerned, the number of ’'displaced' manufacturing workers
amounts to 5 500; that is 1.2 per cent of total labour force -
but only about one-third of the positive employment effects of
the corresponding exports. These figures show that Finland
galins more jobs through its manufacturing exports to LDCs than
1t loses through imports, reflecting, of course, 1its trade
surplus in manufactures. Only in trade with DMEs is the number
of employees involved in exports of industrial products smaller
than the number of jobs lost through imports. Altogether, the
Finnish overall employment balance of trade, i.e. the net

effect of manufacturing trade on employment, is positive.

Table 38. Direct exployment content of Finnish manufactured trade by
rajor regions, 1981

As per cent of total

Employment content of manufacturing employment

exports imports net effect exports irports net effect
DMEs 102 051 140 035 -37 984 231 31.7 -8.6
SOCs 58 821 8 534 50 287 13.3 1.9 11.4
LDCs 15 123 5 498 9 625 3.4 1.2 2.2
Total trade 175 995 154 067 21 928 39.9 34.9 5.0

The direct employment rontent figures are derived by multiplying labour force in

industry ry the ratio of exports (imports) to gross output E, . X, ./0. and
€ . M, /0, 1745
i ij' i

Source: Appendix Table 9.
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In order tc preovide a better comparison, the employment effects
of exports and imperts are related tc units of one million Fmk
1n exports or imports. The resulting average labour-input
coefficients in the Finnish manufactured trade are presented in
Table 39. The estimates are based on the assumpticon that the
labour-input coefficients are the same for exports and for
imports in each industry group. Considerable differences in the
coefficients exist, however, between manufacturing sectors,
and, depending on the weights of the sectors in trade, the
average labour-input coefficients are differentiated for total

exports and lmports.

Table 39. Average labour-input coefficient in Finnish manufactured
trade, 1981 (jobs per one million marks of trade)

Ratio of exports

Exports Irports to imports
DMEs 3.6 4.5 0.80
S0Cs .2 4 2 1.0
LDCs 3.3 5.6 0.59
Total 3.8 4.5 0.84

The estimates show the existence of a clear difference in the
average labour intensity for the exports and for the imports of
manufactured goods in Finnish trade. The 1mports from all
sources are more labour-intensive than exports to them. This is
due, in particular, to the natural resource intensity of
Finnish exports. This difference in the labour intensity is
particularly pronounced in trade with the LDCs, as might be
expected. The average number of jobs for one million Fmk of
output is 3.8 for exports to the LDCs and 5.6 for imports from
the LDCs, the ratio of the two being 0.59. The effect of an
equal absolute increase in the value of bhoth exports to LDCs
and imports from LDCs would therefore be a net loss of
employment. For example, 1if imports from LDCs increase by an
amount large enough to replace the domestic production of one

hundred workers, the same amount of increased exports to LDCs

would only create employment for 59 persons. Hence,




manutfacturing aports from the LDCs t¢o Finiand are censiderably
more labour=-intensive than the reverse flow of manufactures.
That oxplains alse why the Finnish manufactured trade balance
with the LDCs :1s distinctly more favourable than the employment

balance.

Nevertheless, the balance of employment effects on the Finnish
manufactured trade with the LDCs was favourable to the extent
of nearly 10 0200 jobs 1i1n 1981 (Table 38). It may appear
paradoxical that employment effects are favourable when exports
are distinctly less labour 1ntensive than imports, so that an
equal 1ncrease 1n experts and imports has a marked negative
employment effect. The number of employees required for the
production of export goods 1is about 40 per cent less than the
employment effect of the same level of LDC imports. The paradox
1s resolved, however, when 1t 1s recalled that Finland has
continuously had a substantial trade surplus 1n manufactures

with the LDCs, e.g. in 1981 the ratio was 4.6 to 1.

3.2.5 Sectoral employment effects of Finnish foreign trade

The main problem, however, 1s not so much the numbers of jobs
displaced or created 1in general, hut rather the employment
constraints of foreign competition 1i1n 1individual branches.
Examination of the net effects of manufactured trade by sectors
reveals a concentration of employment creation and displacement
according to the overall pattern of international
specialisation in Finnish industry (see Table 40 and compare
with Table 13 p. 52 ). As may be expected, a clear-cut
positive net effect in employment is experienced only in the
forest sector as a whole and in garments (clothing and
footwear). All other manufacturing branches are more or less
import dominated, and hence the net employment effects of
foreign trade are mainly negative. The most affected branches
are within the capital goods category, particularly in R&D-
intensive light engineering goods, such as instruments and
computing machinery in which the net employment effects of

foreign trade, in fact, surpass the total employment of the

industry concerned.
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Table R0. Direct esploywent content of Finnish mnulactured trade with LDC3 by branches, 1981

LI trade Total trade
exports trports net effect net effect net efTect et ~ffect

per rent fer cent

of talal of trtal

erployrent reployrent
Labrur-intensive interwediates
leather prds 39 720 -680 -28.6 -1 592 -57.6
rubber rrds 9 2 27 0.6 -2 526 5oL
wond s 2 243 76 2 167 9.5 9 860 43.3
textiles 109 758 -649 -2.9 -9 097 -81.0
non-retal rineral prds 159 22 137 0.6 -172 -0.8
Subtotal 2 589 1 588 1 002 (] -3 521 -4 8
Capital-intensive lntermedistes
chericals 1 080 150 930 3.5 -4 196 -16.0
pulp 339 4 336 2.3 8 700 J2.4
paper 3 262 10 3 252 9.3 2k 243 67.9
iron and steel 357 87 2n 1.8 535 3.6
Subtntal 5 038 251 5 789 5.2 25 282 1.7
Consurer goods
rharraceuticals 68 10 95 1.0 -576 -10.3
furniture 263 21 02 1.8 3 499 2.0
clothing n 1728 -1 697 -5.1 19 2313 s8.1
fontuwear 6 3w -308 -3.8 j 1o 8.0
instrurents 287 168 119 2.6 -5 150 -5 3
risc. light onfs 211 582 =272 -0.7 Ry '.9
Subtntal 862 2723 -1 861 -1.7 20 927 9.6
ngnal m
basic metal prds 776 130 646 2.0 T Q54 3.3
industrial machinery 2 97 10t 2 8u6 8.5 -8 542 -13.4
computing machinery 23 61 -38 -1.4 -5 317 -196.7
tele, TV, radio appar. 190 340 -150 -1.6 -663 -7.3
electrical machinery 887 276 611 2.8 -3 481 -15.8
transport equipment 1 81 28 1 784 by -3 712 -9.1
Subtotal 6 634 936 5 699 3.8 -20 749 -12.2
Total manufactures 15 123 S 498 9 629 2.2 21 933 5.0
sawn wond 3 240 47 3 192 Ww.y 14 873 67.0
non-ferrous metals 63 133 -70 -1.4 836 16.2
fuels 2 877 -875 -24.1 -4 089 -112.5

Source: Appendix Table 9.

As far as manufactured trade with the LDCs is concerned, the
sector which benefits most, besides the forest sector, is the
very same capital goods category in which the net employment
effect of total trade is the worst (particularly as a result of
the trade with the DMEs; see Appendix Table 9 ). This contrast
in the employment effects caused by the diverging regional
foreign trade pattern is quite characteristic of a semi-

peripheral economy. Altogether, capital goods and the forest

sector account for about 84 per cent of the total employment

created by the Finnish manufactured exports to LDCs.




Jonsitdering the ‘amployzent equivalent' of the 1mperts from
LS. T nezative offects are, of course, the highest a the
rading mport sectors., A negative net  effect can  bhe
cxperienced only 1n the trade cdeficit branches. As i1ndicated

eariier, Cclothing, textiles, leather products and foeotwear are
the secteors wWwhich are by far the most sensitive to import
competition from LDCs. If miscellaneous light manufactures are
included as the f1fth traditional import sector, these branches
together account for 73 per cent of the total hypothetical
labour <isplacement caused by the manufactured impvorts from
LDCs. The worst case 1s clothing, in which the imports from
LDCs correspond te the cutput produced by some 1 700 emplovees,
which 1s around 5 per cent of the total labour force in the
industry. The net effect 1s relatively higher 1in leather
prceducts, 1n which LDC imports displace some 700 workers, being
equivalent to 25 per cent of the total employment. The
remaining two vulnerable sectors are footwear and textiles, but
1n both c¢f these the relative labour displacement effect 1is
less than 4 per cent of the total employment. As far as the
sc-called new 1mports of mechanical and electrical engineering
goods are concerned, the net employment displacement by LDC
trade 15 negligible - i1n fact in some sub-sectors, such as
instrument andé electrical machinery, the net effect 1s positive

{Table 40).

These employment equivalents thus estimated are hypothetical 1in
the sense that they do not mean the actual numbers of jobs of
workers displaced or created. They only measure the direct
employment. content of foreign trade with the simplifying
assumption that other things remain wunchanged and that all
imports (or exports) are perfect substitutes for the domestic
goods. Hence, it would be more illuminating to examine the
impact of foreign trade - particularly trade with LDCs - on the
actual change in manufacturing employment. This would relate
the shifts in the trade composition to the overall structural

change 1n the economy.




%.2.6 Sources of employment change

The ~2rowth or decline in emplovment can be attributed only
partly to the growth of impeorts or experts. Clearly, other
factors are 1nvolved, too. Demand trends and changes 1in
productivity are generally the most i1mportant causes of
structural change. Also the level of Finnish trade with the
core economies 1s clearly a more important factcr than the
quite modest trade with the LDCs. To quantify the relative
importance of these various sources of change in manufacturing
employment, the calculations were carried out by using the
decomposition formula constructed above on pages 120-121 . 1In
Tables 42 and 43 the results of a decomposition of employment
changes which are due to changes either in domestic demand,
productivity or foreign trade are presented for the pericd 1970
to 1981. These components are closely linked, as described
2arlier, and hence the analysis . offers only rough orders of

magnitude.

The basic years of the analysis include two quite different
stages of the business <c¢ycle 1in Finland. Finland was
experiencing an economic recession in 1981, whereas 1970 was a
time of economic expansion. Obviously, these cyclical factors
have an effect on the absolute employment figures presented,
even though they may not alter the relative importance or the
order of magnitude of the major sources of employment change.
The year 1976 has, however, been included in the examination
representing a slow-growth stage in the business cycle

comparable to the year 198l (see summary Table 41).

The calculation yields figures of absolute changes in
employment during the period of 1investigation, but these
results have also been translated into corresponding annual

rates of change, The following features are particularly

noteworthy:
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Tablz 41. Sources of employment change, 1970 to 1981

Average annual

Nurber of employees percentage change
1970-T6  1976-81  1970-87 1970-T6  1970-31 1970-21

Brrloyrent change 49 503 12 Ouy 61 su7 2.2 0.6 1.5
due to change in
Dorestic consumption 103 198 67 332 170 530 4.5 3.1 4.1
Productivity -50 952 -110 302 -161 254 -2.2 5.1 -3.9
Foreign trade -2 740 55 014 52 274 -0.1 2.6 1.3
of which
Exports 39 379 80 695 120 OT4 1.7 3.8 2.9
Irports -42 122 -25 681 -67 803 -1.8 -1.2 -1.6

a) First of all, as already evident in Table 37 p. 115,

Finnish manufacturing employment as a whole expanded throughout
the 1970°'s. Cyclical fluctuations have not concealed this basic
trend. Average annual employment growth was 2.2 per cent from
1970 to 1976 compared with 0.6 per cent between 1976 and 1981,
although the former years represent a move from economic
expansion to recession, while the iatter are both slow-growth

years.

b) The major source for positive employment effects has been
the growth in demand, domestic as well as foreign. The former
has generally stimulated employment more than the latter. This
emphasises that the overall industrialisation process 1in
Finland is primarily based on expansion of domestic consumption
rather than trade expansion. 10 The only exceptions to this
rule are the export branches: the forest industry (sawn wood,
paper, furniture), clothing and foot-wear as well as non-
ferrous metals. In fact, clothing has suffered from decreasing
(real) domestic demand during the 1970's (Table 42).

c) As for negative employment effects, increases in labour
productivity are a more important source of labour displacement
in the majority of the industries than imports. The two
components may, however, be interlinked so that import

competition increases domestic labour productivity., In such

cases, according to the calculations above, large displacement
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effects dues teo productivity increases will be observed while
the displacement would causally have te be attributed to the

actual Or petential lncrease 1n 1mports.

d}) In the majority of the manufacturing branches, the positive
employment impact of 1lncreasing exports outweighed the negative
impact of increasing imports. Hence, on the whole, the net
effect of foreign trade on employment has been positive during
the 1970's, although this influence has been smaller than the
employment changes due to increasing domestic consumption or
productivity. The sluggish development in Finnish manufacturing
employment 1n the latter half of the 1970's was caused by
internal factors - particularly by rapid growth 1n labour
productivity and also by slow growth in domestic consumption -
rather than by external factors. In fact, foreign trade induced
a marked net gain in manufacturing employment, if the two
periods 1970-76 and 1976-81 are compared tc each other (Table
41).

3.2.7 Sources of sectoral employment change

Behind these changes at the level of the economy as a whole lie
changes 1in the sectoral employment pattern. Table 42 indicates
the contribution of each of the different factors to the
absolute and to the annual percentage change 1in employment by
branches over the eleven year period. The pbranches are in rank
order according to the relative speed of employment growth
during the 1970°'s.

Some 1interesting features about the process of structural
change appear 1in the Table 42. The analysis shows that in high
growth sectors (primarily 1light engineering goods and the
chemical industry as a whole) large positive impacts on
employment due to increases in both foreign and domestic demand
tended to be associated with large negative impacts due to

increases in productivity and imports. These 1industries
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Table 2. Sources of employsent change by ssnufscturing branches, 1970- 1981

Jxber of esployees Average anrtual percentage change
erployment due to change in exployrent ~due to change in
change dorestic protuctivity exports tsports change doxestic productivity exprrts isgorts
conurpt lon conauspt ion

High growth sectors
corputing sachinery 1 833 92 -2 139 1 105 -6 365 18.5 93.2 -21.6 n.2 -68.2
tnstrurents 2 N8 11 T08 -3 58 3 so2 -9 509 9.9 a9.2 AT w7 -%0.0
tele TV, radic appar. J 8o 10 933 -7 108 39713 -3 961 6.6 3.8 -12.2 6.8 -6.8
(fue, ) 1 30 5 518 -2 200 L 143 -2 833 5.8 22.0 -8.8 1.9 -9.7
pharwaceuticals 1 881 2 %03 -1 332 2 383 -1533 86 5.9 -3.2 5.7 -3.7
tron and steel N 882 1 326 -12 SA9 4 a88 1217 39 10.0 -11.0 3.9 [N
electrical wachinery 5 692 12 926 -11 039 7 996 -h 191 3.2 7.2 -6.2 N5 -2.3
Grouing sectors
furniture 3 059 289 -1 805 3 a7 -932 2.7 2.1 -1.7 3.0 -0.8
chewicals 5 795 16 858 -10 035 6 867 -7 a9% 2.6 1.5 -85 2.9 =33
Ti5c.11gnt enfs 91137 12 190 -6 157 T 217 -& 13 2.5 3. -1 2.0 -V
basic wetal prds 6 760 2 159 -8 186 7 6% -8 237 2.5 8.7 -3.2 2.6 -5
transport equipwent 8 55% 13 297 -9 176 8185 -3 751 2.8 3.8 -2.6 2.3 -1
(non-ferrous retals) 1 016 27 ) v 110 558 2.2 0.5 0.6 2.8 -1.2
ttustrial sachinery 10 622 16 125 -16 038 22 3718 -1 @7 1.8 2.8 -2.8 3.8 -2.0
raper 5 93 8 782 -18 902 12 767 -676 1.8 2.7 -6 319 -0.2
Slow sectors
(sawn wood) v 590 288 -8 653 7883 -1923 0.7 0.1 -2.1 35 -0.8
footwear (1) 2 M5 -5 306 5 029 -1 633 0.6 2.8 -6.3 5.9 -1.9
non-retal sineral prds v o715 N 25N -8 239 2 923 -1 863 0.5 1.9 -1.9 V.3 -0.8
clothing 1 570 -N 482 -8 870 18 002 -3 120 0.5 -1.3 -2.6 5.2 -0.9
rubber prds 109 63N -102 588 =91t 0.2 1.2 -0.2 0.9 -1.8
Declining sectors
wood anfs -1 857 8 26 -10 258 1313 -768 -0.5 3 -39 0.5 -0.3
rulp -V 783 2 678 - 380 P ) -101 -1.0 1.5 -2.% 0.0 -0.1
leather prds =79 2 26 -1 263 kL1 -20W -1.9 5.8 -3.3 0.9 -5.3
textiles -7 672 7533 -12 368 1 562 -8 399 -2.3 2.3 -3.8 a.5 -1.3
Total ranufactures 61 587 170 S30 -161 258 120 Q78 67 803 1.5 '] -3.9 2.9 1.6

increase in employment has, however, bLkeen the rapid expansion
in domestic demand that is also reflected in increased import
penetration. In fact, the net employment consequences of
foreign trade were negative in the leading high growth sectors
of computing machinery and instruments as well as in chemicals.
In these branches the technological development is very rapid
in terms of both production processes and new products. The
income elasticity of demand tends to be relatively high, too.
Moreover, various sources of employment change are interlinked
in the sense that cheap2r manufacturing products from external
sources have increased productivity and strengthened
the campetitiveness of the domestic 1industries in the export
markets, too. These factors together have contributed to the

observed marked improvement in employment.
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At the other end of the interindustrial hierarchy, in tto
declining sectors, the net employment effect of foreign trade
nas been negative. The primary cause for a fall in employment
in these sectors has not, however, been 1lncreased 1mport
penetration nor increased labour productivity but rather
stagnating demand, particularly foreign but also domestic. The
product composition 1in these sectors primarily comprises
intermediates whose income elasticity of demand 1is typically
low. Similarly, in the slow growth sectors the growth cf demand
has been modest, too. Meagre net employment growth has been
maintained above all by the increases 1in external demand

compared to the relatively modest effects of the other factors.

The problem lies in that the traditional competitiveness of the
semi-peripheral Finnish economy is particularly concentrated in
these declining or slow growth sectors. Changes 1n their
employment have been determined mainly by shifts in external
demand. This dependence 1s reflected in the overall external
vulnerability of the Finnish economy. The potential low-cost
import penetration from LDCs to the traditional Finnish export

markets may thus cause adverse adjustment constraints.

3.2.8 Employment change due to foreign trade by reaions

Table 43 disaggregates the employment effects of foreign trade
according to the major trading regions between 1970 and 198l.
As mentioned earlier, the overall net effect of manufactured
trade has been positive (see also Figure 8).Particularly, trade
with socialist countries but also with LDCs has contributed to
the increase in employment; positive employment effects due to

exports outweigh negative effects for most branches. T

W

exceptions are mainly in a few resource-based branches in trade
with socialist countries and in those sensitive import sectors
indicated earlier in trade with LDCs. Altogether, manufacturing
employment has increased at a rate of 1.0 per cent and 0.2 per
cent a year due to trade with socialist countries and LDCs
respectively. It has to be kept in mind, however, that the
calculations applied are somewhat biased in a sense that

positive employment effects by exports are slightly
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overestimated while negative effects by imports are
underestimated. That 1s because the marginal labour
productivity ternds to be above the manufacturing average in the
export industries and below the average in 1ndustries where

imports are increasing.

Table A3. Brploywent change caused by trade with major regions, 1970- 1981

Brployrent change due to change in trade with

Average amual percentage change
v of exployees trade with =xports to teports from

™Es  SO0Cs LXs | MEs s Cs [MEs SCs UXs s :W:— [bCs
Hi sectors
cosputing rachinery -5 321 130 -69 -53.7 .3 0.7 9.0 1.7 0.4 -62.7 -0.u -1
tnstrurents -6 Sk9 821 124 -21.5 1.8 0.5 10.4 2.7 1.7 -31.9 -0.9 -1.2
tele, TV, radio appar. -645 788 -132 -1 1.8 -0.2 u.7 1.7 0.5 -5.8 -0.3 -0.7
(fuels) 87 -1506 -538 0.3 -6.0 -2 1.7 0.2 0.0 -ty =62 =2.2
pharsaceuticals -1176 1 967 19 -2.9 4.8 0.0 0.9 4.8 0.1 -3.7 0.0 -0.0
iron and steel 8156 1156 398 3.7 1.0 0.3 2.9 0.6 0.5 08 0.4 -0.1
electrical eachinery -9%47 3 943 809 -0.5 2.2 0.5 .5 2.3 0.7 -2.0 -0.1 -0.2
Crowing sectors
furniture 1053 1178 2Rq 0.9 1.0 0.3 1.6 1.2 0.3 -0.6 -0.2 -0.0
chewicals -3895 V856 ) O -1.6 0.6 0.5 1.3 (] 0.5 -2.8 -0.8 -0.1
rizc. light enfs 685 2 543 -85 0.2 0.7 -0.0 1.2 0.8 0.t -1.0 -0.0 -0."
basic metal prds -1883 3892 71718 -0.7 1.4 0.3 0.8 1.5 0.3 -1.4  -0.'  -0.1
transport equipwent 1508 3346 -m7 os 09 -0.1 1.3 1.1 -0.1 -0.9 -0.2 -0.0
(non-lerrous metals) 821 -297 R 1.8 -0.7 0.1 2.6 -0.2 0.1 -0.8 -0.8 -0.0
intustrial sachinery 128 5988 3294 0.2 1.0 0.6 1.9 1.4 0.6 -7 -0.3 -0.0
paper 5828 & 278 1988 1.8 1.3 0.€ 2.0 3 0.6 -0.2 0.0 -0.0
Slow sectors
{zawn wnod) 3596 -1 327 369 1.6 -0.6 1.6 1.6 0.3 1.6 -0.0 -0.8 -0.0
footwear -986 1 703 -3 -1.2 5.6 -0.4 0.0 5.9 0.0 -1.2 -0.3 -0.4
non-wetal rineral prds F4} 867 166 0.0 0.4 0.1 0.8 0.4 0.1 -0.8 -0.1 -0.0
clnthing 6 666 9 873 -1 657 1.9 2.8 -0.5 2.2 3.0 0.0 -0.2 -0.2 -0.5
rubber prds =353 -108 38 -0.7 -0.2 0.1 0.8 0.1 0.1 -t4 0.3 -0.0
Declining sectors
wod enfs -2 668 882 2 312 -10 0.3 0.9 -0.8 0.4 0.9 -0.7 -0.0 -0.0
Fulp -606 n 214 -0.3 0.2 0.1 -0.3 0.2 0.1 —ut 0.0 -0.0
leather prds -951 7 19 2.5 0.0 -1.9 0.8 0.0 0.1 -3.2  -0.0 -2.0
textiles -2 679 534 -692 -08 0.2 -0.2 0.1 0.4 0.0 -0.9 -0.2 -0.2
Total sanufactures -834 43 270 9 835 -0.0 1.0 0.2 1.3 1.2 0.4 -1 -0.2 -0.1

The negative employment effects due to imports are
predominantly attributable to the trade with DMEs (Figure 9).
Although the net effect of the trade with DMEs is more or less
balanced due to the heavy concentration of the positive effects
on a few export branches, the majority of the manufacturing
branches have, however, continuously suffered from negative
employment consequences. This 1illustrates the vulnerable

position of Finnish industry in the international division of

labour, since international cyclical fluctuations and demand

changes may have a relatively strong effect via these few
export branches.




135

Figure 8. Sources of employment change in manufacturing, 1970-1981
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When the focus 1is specifically upon increased imports from
LDCs, the analysis shows that the gross labour displacement per
year has been negligible, representing a mere fraction of a per
cent in relation to the total manufacturing employment as well
as in relation to employment in most of the individual sectors
affected (Table 43). 1If exports were also taken into account,
the job gains in these industries due to increased exports to
LDCs would substantially offset the Jjobs 1lost in import
competing industries, as 1illustrated earlier. Furthermore,
compared with other sources of employment change, particularly

with the productivity increases associated with technological



changes, the contrast is even more pronounced. During the
1970's about thirty-three times more jobs were lost in Finland

through the greowth of labour productivity than through the
growth of imports from LDCs. Similarly, the employment
displacement effect of manufactured imports from DMEs was some

twelve times more than that of imports from LDCs.

Nevertheless, in certain specific sectors the direct labour
displacements caused by increased imports from LDCs may be
rather significant. Table 44 examines the employment changes
associated specifically with foreign trade with LDCs in the
most senslitive sectors. The most severe effects were

experienced in the leather products and clothing sectors. The

Figure 9. Employmeat change in manufacturing caused by trade
with major regions, 1970-76 and 1976-81
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gross labour displacement attributable to the net increase in
trade with LDCs were some 730 jeobs in the former and 1 660 jobs
in the latter during the pericd of 1970 to 1981. These figures
represent an average annual employment decline of 1.9 and 0.5
per cent, respectively. For the two other traditional import
branches, job losses during the same eleven year period were
320 (-0.4 per cent per year) in fcotwear and 690 (-0.2 per cent
per year) in textiles. These figures are not alarming, but
nonetheless relatively high, particularly if compared to the
net job losses 1n various other sectors caused by much greater

trade flows with DMEs or socialist countries {(see Table 43).

An explanation of this difference in the employment experience
may be related to the nature of the division of labour with
different trading partners. Trade with LDCs 1is predominantly
characterised by an interindustrial division of labour with
high sectoral specialisation, whereas among 1ndustrialised
courtries trade 1is of the more 1intra-industry type. In the
latter case, employment gains and losses of trade are thus more

or less offsetting each other within each sector.

Let us consider the other sources of employment decline between
1970 and 1981 in the most sensitive sectors. In clothing, for
instance, 1increased productivity caused a 2.6 per cent annual
reduction in employment and declining domestic demand a 1.6 per
cent reduction, compared to a 0.5 per cent reduction due to
trade with LDCs. Trade with DMEs and socialist countries,
though, contributed positively to employment in clothing. 1In
leather products productivity growth caused a 3.3 per cent
annuai decline in employment, trade with DMEs a 2.5 per cent
decline and trade with LDCs a 1.9 per cent decline. The
respective figures in footwear were 6.3 per cent, 1.2 per cent
and 0.4 per cent and in textiles 3.8 per cent, 0.8 per cent and
0.2 per cent. These data indicate irrefutably that trade with
LDCs is not the major cause for employment reductions and

unemployment even within the sectors with the highest LDC import

penetration ratio.
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The problem of LDC competition ls, however, accentuated by the
fact that at the same time these branches are declininag sectors
in Finnish manufacturing industry and the total growth rate for
manufacturing employment 1s decl ining. Hence, Lmport
competition may intensify adjustment difficulties, although
those difficulties would have been present even in the absence
of that competition. The traditional LDC import sectors reduced
their labour forces by about 6 300 employees during the 1970's.
A fall in the unit labour requirements - that 1is, improved
labour productivity - contributed, however, eight times more to
the fall in employment than did imports from LDCs (Table 44).
Nevertheless, the relative importance of LDC import penetration

in these sectors is gradually increasing.

Table 83, Sources of employment change in sensitive sectors of Fimnish manufactured
trade with LDC3, 1970-76 and 1976- 81

Traditional imports New imports
cIothing textiles leather lootwear total tele, TV electrical computing instruments total
radio appar. machinery machinery
1970 - 1976
Overall employment change jor8 -3 8s6 -8 -1199 -2 5 681 3 80 46 1652 11180
due to change in
Domestic consumption 1007 16 131 1 806 300 13 244 12 632 4 316 3 0715 S 712 25795
Productivity -5 132 -11 235 =531 -2 339 -19 237 -5 53 553 =27 3718 -4 872
Foreign trade 7203 -2752 -t619 B¥1 3 673 -1 U419 -1 068 -2 798 -4 49T -9 Tu2
of which LDCs -841 -su7 -7 -86 -1 651 195 -100 -62 143 176
Average annual change due
o trade with LOCs -0.4 -0.3 -0.8 -0.2 -0.4 0.6 -0.1 -1.1 1.1 0.1
1976 - 1981
Overall employment change -1508 -3816 =375 1 693 -4 006 -1 84y 1 891 1787 692 2 529
due to change in
Domestic consumption -5 449 -2 598 410 2105 -5 53R -1 699 8 610 6 157 5933 19 0m
Productivity -3738  -11313 -732 -2 967 -8570 -1 572 -11 591 -1 868 -373 -18 1763
Foreign trade 7 679 -85 -S4 2 555 10 095 T4 4 873 -2 %02 -1 509 J 293
of which LDCs -816 -5 -551 =235 -1 747 -37 909 -7 -22 593
Average annual change
due to trade with LDCs -0.% -0.1 -3.5 -0.7 -0.5 -0.6 0.9 -0.2 -0.1 0.3
As far as the growth of new manufacturing imports - primarily
light engineering goods - from LDCs is concerned, the net

employment effects have been positive. These are, 1in general,
high growth sectors in the Finnish economy, and while import
competition from LDCs has intensified, the respective export
growth has been even greater, as indicated in Table 44.

On the whole, these observations suggest three major
conclusions. First, during the 1970's manufacturing imports

from LDCs remained a minor source of employment change in
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Finland. Second, 3Job losses due to imports in some industries
were compensated by gains due to exports in others, sco that the
net eoffect of trade with LDCs stimulated rather than reduced
employment i1n Finnish manufacturing. Third, even in the sectors
most strongly threatened by competitive pressure from LDCs, the
labour displacements caused by imports from LDCs were less than

the decline in employment due to technical progress.

3.2.9 Specific adjustment requirements due to LDC trade

The fiqures presented reveal that - in contrast with an
increased division of labour with developed countries which, in
general, leads to only slight switches of the labour force in
relation to the volume of trade concerned - the changes
resulting from an extension of manufactured trade with LDCs are
quite considerable both in relative and in absolute terms
because of high sectoral specialisation. It is not so much the
negative net effect on total employment in these few
'employment deficit' branches that is alarming, but rather the
concentration of the displacement on the most problematic
sectors, 1.e. slow-growth and declining manufacturing branches,
and on disadvantaged groups of employees, i.e. women, unskilled
and low-wage workers. In order to illustrate these adjustment
constraints due to imports, in Table 45 the import penetration
ratio of the major regions 1is correlated to the factor

intensities of Finnish manufacturing branches.

Table 45. Simple correlation coefficients between manufactured import
penetration ratios of major regions and factor intensities
by branches, 1981

Irports from
DMEs SOCs LDCs Total
R & D intensity 0.630 -0.188 -0.176 0.550
Capital intensity -0.496 -0.293 -0.302 -0.550
Labour intensity 0.245 0.467 0.271 0.317
Raw material intensity -0.391 0.252 0.199 -0.315
Energy intensity ~-0.470 -0.102 -0.231 -0.499
Wage level 0.032 -0.419 -0.561 -0.109
Labour productivity ~-0.082 -0.548 -0.481 -0.210
Ferale intensity 0.025 0.442 0.655 0.184
Firm size -0.147 -0.055 -0.296 -0.203
LDR intensity -(.599 0.043 0.139 -0.500

Sources: Table 31 and Appendix Table 2




The correlation matrix reveals a marked pattern as far as the
manufactured imports from LDCs are concerned. The negative
statistical correlation between the wage level as well as the
labour productivity with the LDC import penetration 1is quite
notable. That 1is contrasted by a significant postitive
correlation in terms of female intensity. Hence, imports from
LDCs are concentrated particularly in low-cost sectors with low
labour productivity and a comparatively high proporticn of
females. A similar pattern is typical also in Iimports from
socialist countries, while imports from DMEs dco ncot show any

correlation in this respect.

Furthermore, the correlation matrix indicates that the Finnish
industries that have been affected most severely so far by the
import penetration from LDCs are characterised by relatively
standardised and low-skill production processes (compared with
highly R & D-intensive imports from DMEs), they tend to be
smaller-sized firms than on average and, moreover, they are
located relatively more in the less developed regions (LDR} of
Finland.ll Hence, respective adjustmentrequiremenis are greater
than mere import penetration ratios or labour displacement

figures would suggest.

Nevertheless, employment losses due to manufactured imports are
substantially overshadowed by the positive employment effects
of exports to LDCs, as indicated earlier. Hence, the major
issue 1s not job displacement as such, but rather the sectoral
restructuring of labour. The problem arises only 1f the factor
requirements in export production diverge greatly from those in
the import-competing sectors. The more the commodity
composition of exports and imports differ from each other and
tn. more dissimilar the sectoral production functions, the
greater the potential adjustment requirements and constraints. Typically in
highly specialised trade relations between core and peripheral
economies based primarily in interindustry exchange, there are

notable differences in the factor content of import and export.

This accentuates the respective adjustment problems.




Table 46 aims te differentiate the qualitative employment
constraints caused by the Finnish manufactured trade with malor
regions. The indicators are cbtained simply by relating each
employment effect (calculated bv the formula Ei/oi.xij
prresented on page 119 ) to units cof one million Fmk 1n exports
or imports. Dividing the effects cof exports by the effects of
an equal level of imports shows the differences in the factor
content of exports and imports. These ratios are compiled in
the right-hand part of Table 46. The model is similar - with
similar assumptions and shortcomings - to the calculation of
the average labour-input coefficients in Finnish manufactured

trade presented in Table 39 page 123.

Table U46. Some average qualitative employment effect cogf‘ ficients
in Finnish manufactured trade, 1981 (jobs, (firmes) per
one million marks of trade)

Generzted by Not required Effect of exports
exports due to imports divided by effect
cf impcrts

Ferzle employrent

MES 1.42 - .48 0.96
s 1.73 :.55 1,35
LSCs 0.92 3.54 0.25
Tetal trade 1.48 Y 0.96
[T erployrent
MEs 1.10 1.09 1.01
S0Cs 1.22 1.11 1.10
LDCs 0.99 1.77 0.56
Total trade 1.13 1.1% 1.02
R & D personnel
MEs 0.07 0.15 0.47
SOCs 0.08 0.130 0.85
LDCs 0.07 0.10 0.74
Total trade 0.08 0.14 0.54
Firms
DMEs 0.040 0.052 0.77
SOCs 0.049 0.049 1.00
LOCs 0.034 0.085 0.40
Tctal trade 0.042 0.053 0.79

Source: Appendix Table 3 and Industrial Statistics 1981.
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The potential labour market problems of an i1ncreased division
of labour with LDCs arise primarily from the fact that the jobs
are lost through imoorts 1n quite different sectors than those
in which they are created by exports, with the corresponding
structural consequences. The coefficients 1n Table 46 show
clearly that export and import patterns in trade with LDCs
diverge markedly in terms of the qualitative labour
requirements. These differences are particularly pronounced if
compared with the corresponding coefficients in the trade with

DMEs or socilalist countries.

As mentioned earlier (Table 139), the labour intensity of
Finnish products competing with imports from LDCs is distinctly
greater than the labour intensity of Finnish exports to LDCs.
Furthermore, Table 46 shows that the share of females on the
export side is only one-fourth of the share on the import side.
This means, for cxample, that if imports from LDCs increase by
an amount large enough to replace the domestic production of
cne hundred women workers, the same amount of increased exports

to LDCs would onlv create employment for 26 women.

A similar strong discrepancy is also observed in terms of the
regional effects of LDC trade. The proportion of employees in
the less developed regions of Finland required for exports tco
LDCs averages only about half of that for imports. Hence, an
equal growth in imports from LDCs would displace almost double
the amount of LDR workers as created by the corresponding
exports. It is particularly interesting to note that this type
of regional pattern of employment effects in foreign trade is
quite characteristic of a semi-peripheral economy. The relative
vulnerability of employment 1in less developed (peripheral)
regions of Finland is strongest in relation to manufactured
imports from LDCs compared with other sources of imports. On
the other hand, as far as export destinations are concerned,
less developed regions on the average show the lowest and more
developed (core) regions the highest competitiveness just in

manufactured exports to LDCs. These differences are explained

by the specific structural characteristics of industry in

different regions within Finland.12 Moreover, the firms




carrying out experts te LDCs tend te be larger and the firms
cempeting with imperts from LDCs tend to be smaller than the

e
average firm size in Finnish foreign trade.

These observations lead tce cenclusions that structural
consequences arising from an increased manufactured trade with
LDCs are experienced both in terms of changes 1n employment
sverall and, particularly, in terms of changes in the structure
of labour requirements. The calculations relating to exports
and imports of equal size show that trade with LDCs leads to a
higher net loss of jobs in Finland and to greater shifts in the
sectoral, regional and labour quality structure than trade with
DMEs or socialist countries. The shifts in production and
employment between sectors are accompanied by changes in the
vocational and qualification requirements of the labour force.
The redundancy effects of imports from LDCs affect mainly low-
wage, unskilled and female workers, often employed by
relatively small or medium-sized firms located regionally 1in
structurally weak areas. Hence, increasing trade with LDCs
requires a higher qualification of employees and training of

women in occupations which so far are the domain of men.

Nevertheless, it is necessary to keep in mind that structural
changes in Finland arising from trade with LDCs are, after all,
small compared with total employment or with structural changes
due to other factors (e.g. productivity growth, shifts 1in
aggregate demand or trade with core economies). In view of the
order of magnitude revealed, trade with LDCs cannot be regarded
as a cause of unemployment even in the most sensitive sectors
or regions. On the contrary, manufactured exports have, to a
considerable extent, offset the displacement effects due to
imports. Hence, the above analysis essentially characterises

the type rather than the magnitude of the potential threat of

the expanding manufactured exports from LDCs.




In core econcmies increases in imports from LDCs will typically
sive rise to additional exports as the requirements of the LDCs
tor imperted goods continue to be large due to
industrialisation, . On the whole, LDC demand on the world
market 1s dependent on the level of their foreign currency
earnings. However, developed countries are not in a parallel
competitive position to react to this potential growth in LDC
demand. Hence, the next questions to be examined are whether

the experiences of Finland are similar to those of most DMEs,

and how its LDC market shares have evolved.
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MANUFACTURED EXPORTS TO LDCS

The integration of LDCs into the 1international division of
labour in industrial activities implies continuous shifts in the
trade patterns between core and peripheral economies. The
traditional colonial type of complementary trade, 1.e. trading
primary products 1n exchange for manufacturec, has gradually
been replaced by more competitive types of trade relations as
LDCs are becoming exporters of manufactures. Besides the
expansion of manufactured exports, the industrialisation in LDCs
has als> affected the pattern of their manufactured imports,
which has both increased and experienced changes 1n product

composition.

Theoretically, it 1s possible to create and operate
manufacturing industries without significantly lncreasing
dependency on trade with the outside world. 1In reality, though,
total self-reliance is unlikely to lead to rapid
industrialisation. Late-coming peripheral industrialisers in the
Third World are in many ways tied to industrially and
technically more advanced external economies. The degree to
which import requirements will increase as a consequence of
industrialisation 1is, of course, to a considerable extent
dependent on the policies followed by different countries in
such fields as income distribution, the pattern of
industrialisation and the overall openness of the economy.
Besides that, there are major structural reasons which tend to

increase import demand.

The existing factor endowment in the LDCs is typically
incompatible with the advanced form of industrial production and
the techniques they aim to absorb. Hence, to build up modern
industrial facilities, import requirements for capital equipment
and technical know-how (consultant and management services,
technical personnel, licensed patent rights, etc.) will

increase. Furthermore, in most cases the small scale of domestic

markets determines the limits for potential diversification and




emphasises the need feor international specialisation in
:ndustrial development. Rapid industrialisation witll also lead
to both a growth of income and greater use of material inputs,
many of which will have to be imported. These factors together
are reflected in the high income elasticity of demand for

manufactured imports in the Third wOrld.l

Hence, the industrialisation will directly and indirectly entail
a significant increase in imports of manufactures in LDCs. The
industrialisation may be characterised as complementary for DMEs
to the extent that it raises demand for DME experts. On the
other hand, Third World industrialisation becomes competitive
insofar as it leads to development of alternative sources of
supply in terms »f expanding export production and 2lso in terms
of potential import substitution effects in the markets of LDCs
themselves. To date, however, the increase in the LDC share of
world manufacturing exports has been :lower than the growth of

lmports.

Due to the low starting level, the LDC share in world export of
manufactures nearly doubled over the last decade, increasing
from 5 per cent 1in 1970 (being in absolute terms 9.7 milliard
dollars) to 9 per cent in 1980 (99.7 milliard dollars). At the
same time their share in world imports of manufactures increased
even more, jumping from 21 per cent (39.1 milliard dollars) to

27 per cent (28f.1 milliard dollars).

The discrepancy in the growth of LDC manufactured exports and
imports has been reflected by severe supply constraints in LDC
domestic economies and by the relatively slower pace at which
the non-pLr-ice competitive strength of their manufacturing
industries 1is built up. For these reasons, accelerated
industrialisation poses the danger of large potential trade and
payment deficits in most of the LDCs. This has already been
accentuated by a notable increase of foreign debt and the
consequent debt service liabilities in a number of countries,
particularly in those rapidly industrialising LDCs referred to

as NICs. Moreover, constraints caused by sharply increased bills

for imported oil must be added. The LDCs have tried to
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accommodate this deterioration in their foreign exchange balance
1n various ways. The East Asian NICs have attempted to raise
export e2rnings by increasing manufactured exports. The NICs in
Latin America have leaned more towards accelerated import
substitution involving various forms of Import restriction and
have also stepped up their external borrowing. These constraints
have obviously cobliged the NICs to import less than they would
otherwise have been able to. Nevertheless, their
1ndustrialisation process as a whole has represented a new
growth 1n the global demand for manufactured goods, primarily

supplied by DMEs.

4.1 Differentiation among DMEs as suppliers of manufactures

All DMEs (except Australia) have traditionally had a large
positive manufactured trade balance with LDCs (Table 49).
However, there are distinct differences among DMEs in terms of
the degree and the composition of this export surplus. Import
requirements of LDCs - following the progress 1in their
industrialisation process - have gradually come to be dominated
by sophisticated and technology-intensive manufactures with a
high value-added content. As far as various semi-manufactures
and relatively simple labour-intensive consumer goods are
concerned, the LDCs can, more and more frequently, satisfy their
domestic demand themselves. This differentiation in the pattern
of import demand of LDCs is reflected in the subsequent export

performance of various DMEs.

From the point of view of the semi-peripheral industrial
economies, the emerging industrialisation in LDCs is competitive
rather than complementary. Hence, the potential new demand in
LDCs will benefit semi-peripheral economies relatively less.
They do not offer products most needed in LDCs, and even if they
did, they could hardly compete with the more advanced products
of the leading core economies. This is well illustrated in Table

47 and Figure 10, which quantify the performance variations of

manufactured exports to LDCs by DMEs.




Table 47. Manufactured exports to LDCs by main DMEs, 1981 (per cent)

Manufactured exports to LDCs

cer capita stare of  share of rnf mnf trade
(Us $; total mnf OECD total exports ratic with
excorts share of Locs*
CECD total
Switzerland 830.0 21.6 2.1 2.8 64.7
Japan 589.7 47.7 27.1 16.8 80.6
Sweden 503.4 18.7 1.6 2.6 65.8
West Germany 450.1 18.8 10.8 17.0 59.0
Belgium 438.5 11.8 1.7 u_y 551
France 387.9 28.5 8.2 8.5 70.6
Netherlands 345.5 15.0 1.9 3.8 49.9
United Kingdem 345.0 29.4 7.5 7.6 55. 1
Ttaly 328.6 29.7 7.2 7.2 77.9
Denrark 319.4 18.6 0.6 1.0 59.5
United States 267.9 40.6 24.0 17.5 27.5
Austria 265.5 15.0 0.8 1.5 67.1
Norway 256.5 19.2 0.4 0.6 55.4
Finland 208 .1 10.0 0.4 1.2 63.6
Canada 19 .4 10.6 1.4 4.0 22.0
Spain 148.1 39.2 2.2 1.6 80.4
Australia 112.3 51.4 0.7 0.4 -16.4
New Zealand 93.6 27 .1 0.1 0.1 2.9
Greece 86.5 38.2 0.3 0.2 42.5
Ireland 78.7 6.0 0.1 0.5 211
Portugal 48.0 6.6 0.2 0.3 63.5
QECD total 326.3 29.6 100.0 100.0 55.5

Note: *The manufactured trade ratio is defined as the net trade balance cf
manufactures as a percentage progortion of the total trade of
manufactures, i.e. [(X-M)/(X+M)] - 100

Source: OECD, Foreign trade by commodities, 1981.

Semi-peripheral economies enjoy only marginal market shares 1in
LDCs as far as their manufactured exports are concerned. They
lie at the bottom of Table 47 both in terms of their per capita
manufactured exports and in terms of their market shares in OECD
total manufactured exports to LDCs. Obviously, the United States
and Japan constitute by far the most important manufactured
exporters to LDCs by accounting for over half of the OECD total.
More interestingly, however, several small core economies, such
as Switzerland, Sweden, Belgium and the Netherlands, are among
the leading manufactured exporters to LDCs measured by per
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capita shares. They have clearly henefitted from the emerging
international division of industrial! labour and the consequent

growth of manufactured demand in LDCs.

Figure 10. Manufactured exports to LDCs by DMEs, 1981
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The Southern European countries as well as Australia and New
Zealand have the lowest per capita exports, but this is partly
related to their overall 1low level of manufactured export

performance. Finland, Ireland and Canada, on the other hand, are

not only showing low per capita exports, but the proportion of
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manufactured exports %to LDCs out of their total export of
manufactures 1s alsc very modest. This observation 1is
accentuated by the fact that thevy cover a distinctly larger
share of OECD total manufactured exports compared with their
share in the respective exports to LDCs. Some 0.4 per cent of
OECD manufactured exports to LDCs come from Finland, while its
share of total OECD manufactured exports is three times greater,
about 1.2 per cent. Even starting with this relatively low level
in regard to its global shares, Finnish market shares in OECD
exports to LDCs have not 1lmproved during the past decade. In
fact, Finland suffered slight losses in these market shares,
declining from the level of 0.42 per cent in 1970 to 0.39 in

1981, representing a net loss of 7 per cent.

The conclusion is that the Fianish manufacturing industry has
not succeeded in deriving advantage from increased demand for
manufactures resulting from the Third World industrialisation.
This may be related to the small size of the Finnish economy, to
the unfavourable geographical location of the country, or to the
relative significance of the trade with the East European
countries. But a major factor is also the specific competitive
nature of the Finnish industrial structure. The growth of demand
for manufactures 1n LDCs has not primarily focused on the
products that semi-peripheral economies like Finland mainly
supply. On the contrary, Third World 1industrialisation has
tended to lead tc the development of alternative sources of
supply, especially in those sectors on which the relative
industrial competitiveness and specialisation of semi-peripheral
economies have been traditionally based. Hence, their export
performance in the LDC markets tends to be most sensitive also
to the potential import substitution effects which are further
limiting the scale of their exports.

4,2 Export destinations

The relatively modest export performance of the Finnish industry
in relation to the increased demand for manufactures in LDCs is

further revealed by an examination of the geographical pattern

of exports, Typically, the exports have been directed toward the
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more developed LDCs rather than the poor ones. Consequently,
also alternations in export destinations have followed changes

in purchasing power among LDCs.

During the 1960's the dominant LDC export markets for Finnish
manufactures were in Latin America. Of the twelve leading export
destinations in 1970, six were Latin American countries, and the
others were mainly large semi-industrialised countries in Asia
(Table 48). The sharp oil price rises of 1973 and 1979 and the
consequent shifts in the global purchasing power have
subsequently steered Finnish exports towards o1l producing
countries. Hence, the geographical pattern of Finnish
manufactured exports to the Third World experienced a notable
change during the 1970's. In fact, in 1981 the top four were oil
producers, and altogether they numbered seven out of twelve of
the leading export destinations. In regional terms a relative
shift from Latin America to the Middle East took place. At the
same time trade diversified slightly, since the share of the
twelve leading destinations diminished from 73 per cent in 1970

to 64 per cent in 1981 (Table 48). Compared with manufactured

Table 48. Finnish manufactured exports to twelve leading LDCs in 1970 and 1981

1970 1981
value per cent value per cent
(1 000 US$) share {1 000 US$) share
. Peru 14 935 12.3 1. Irak 97 450 9.8
2. Argentina o131 11.6 2. Saudi Arabia 81 469 8.2
3. Hong Kong 12 626 10.4 3. Iran 71 449 7.2
4, Brazil 10 091 8.3 4, Mexico 71 020 7.1
S. Iran 9 535 7.8 5. vpt 49 698 5.0
6. China 7 857 6.5 6. Argentina 47 080 4.7
7. Mexico 5 490 4.5 7. Venezuela Yy 215 4.4
8. Colombia 3 807 3.1 8. Libya 42 193 §,2
9. Nigeria 3 216 2.6 9. Brazil 1 270 4.1
10. India 2 418 2.0 10. Nigeria 40 102 u.0
11. Chile 2 324 1.9 11. Liberia 32 171 3.2
12. Pakistan 2 290 1.9 12. China 24 599 2.5
Tetal twelve 88 720 72.9 Total twelve 642 716 64.3
Rest of LDCs 32 982 27.1 Rest of LDCs 356 356 35.7
All LDCs 121 702 100.0 All LDCs 999 072 100.0

~

Note: Manufartures are JITC 5 to 8 less 68,

Jource: CECD, For-ign trade by commedities, 1970 and 1981.




imports from LDCs, the country concentration of Finnish exports
has been distinctly less marked, since the twelve leading
sources of 1mports accounted for nearly 90 per cent of the
total, as menticned earlier (see p. 105). This divergence

obviously reflects the limited scope of LDC industriallsation.

The relative shift of demand from the traditional markets of
large semi-industrialised countries towards oil producers has
alsu been reflected in the geographical pattern of OECD exports
as a whole (see Table 49). In fact, at present the major OECD
export markets among LDCs may be divided into two groups. The
first group comprises oil producing countries, while rapidly
industrialising economies among LDCs constitute the second
expanding market area. This is highlighted by the fact that the
share of NICs {(Hong Kong, Taiwan, South Korea, Singapore, Brazil
and Mexico) in OECD exports of manufactures to LDCs rose from
18.1 per cent in 1965 to 25.2 per cent in 1981. The growth was
concentrated particularly in the Far Eastern NICs, whose share
increased from 9.5 per cent to 14.6 per cent between these two

years.

Table 49. OECD mamnufactured expc.ts to twelve leading [DCs in 1965 and 1981

1965 1981
value per cent snare value far cent share Finnish percentages
(ril. USS) (mil. USS) share of CECD
exports
t, India 1 349.9 6.7 1. Saudf Arabdia 23 069.0 3.0 0.3
2. Mexico 1.250.4 6.2 2. Mexico 19 822.1 7.7 0.36
3. Venezvela 933.6 4.7 3. Iraq 12 828 .4 5.0 0.76
4. Hong Kong 726.7 3.6 4. Nigeria 10 729.5 4.2 0.37
5. Argentina 654 .5 3.3 5. Hong Kong 10 366.2 4.0 0.06
6. Pakistan 638.8 3.2 6. Libya 9 925.4 3.9 0.43
7. Singapore 600 .1 3.0 7. Singapore 9 626.7 3.8 0.19
8. Philippines 592.0 3.0 8. Taiwmn Province 8 822.9 3.4 0.06
9. Iran 570.7 2.8 9. South Korea 8 588.2 3.4 0.10
10. Liberia 559.3 2.8 10. (hina 8 110.7 3.2 0.30
1. hina 503.7 2.5 11, Venezucla 7 859.9 3.1 0.56
12, Peru 497.0 2.5 12. Brazil 7 449.5 2.9 0.55
Total twelve 8 876.7 4.3 Total twelve 137 198.4 53.6 0.35
Rest of LOCs 11 159.0 55.7 Rest of UDCs 119 132.% 6.4 0.4%
All LDCs 20 035.7 100.0 All " Cs 256 330.8 100.0 0.39

Note: Marufactures are SITC 5 to 8 less 68,

Sourca: OECD, Forelign trade by commodities, 1965 and 1981,

In this respect the Finnish experience diverges distinctly from
that of the OECD average. The role of the NICs as expanding

markets for exports of a semi-peripheral economy has been
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marginal . In fact, during the 1970'c the share of NICs in
Finnish exports of manufactures to LDCs declined from 23.9 per
cent tn 1970 to 15.0 per cent 1n 1981. This decline was
particularly pronounced with the Far Eastern NICs, whose share
diminished from 1l1.1 per cent to a mere 3.8 per cent. Not a
sincle Far Eastern NIC belongs to the list of the twelve leading
LDC export destinations of Finland, while all four of them are
on a corresponding list of the OECD countries as a whole

{compare Tables 48 and 49).

3.3 Composition of manufactured exports

The regsional differences 1n the direction of exports between
Finland and the rest of the OECD reflect the respective patterns
of international industrial specialisation. Within
manufactuering, the Finnish export structure to LDCs is heavily
biased towards capital intensive intermediates with relatively
low demand growth, while the dominant exports for OECD countries
in gerera: are advancedé highly processed final products
primarily within the capital goods sector (Table 50). Finland's
tracditicnal export sector, the forest industry dominates exports

to .DCs ky alone accourting for almost 57 per cent of the total.

Table SU. Ten leading ennufactured export sectors to LOCs for Finland and for OECD, 1981 (per cent)

Finland OECD

ashare in total share of [DCs share In tntal share of (D7s

wnf{ exports to in total mf{ exports to in tntal

LDCs exports by LDCs exports by

branches branches

Faper 37.% 13.0 industrial machinery 8.7 37.7
industrial sachinery 10.6 9.6 transport equipment 5.5 38.2
chericais 9.9 16.2 chemicals 9.7 25.9
wood s 9.1 20.8 iron and steel 7.9 33.6
transport eq.iprent 7.9 9.3 electrical machinery 7.0 35.3
pulp 5.5 7.0 power gen. machinery 4.9 37.¢
electriza! machirery 3.8 1.7 basic metals 4.8 37.2
fron and steel 3.7 8.0 tele, TV, radio apper. i.3 33.6
basic svtals 3.4 10.2 fnstruvents 3.8 26.3
power gen. machinery 2.6 21.3 passenger vehicles 3.8 5.3

Sources: Apperdix Table 3 and 4.

Altogether, the share of exports to LDCs out of the total
Finnish exports of manufactures slightly declined in the 1960's
and at the beginning of the 1970's, but since the mid-1970's it

has slightly increased again accounting for some 10 per cent of




machinery
machinery

vigorously

(cables

and electric wires)

have

and power

o=nerating

level

(steam bolilers)

starting from a low

increased their contributions to Finnish exports to

LDCs. Still during the 1960's,

in some mechanical engineering

sectors,

such as transport equipment

(ships) and

exports to LDCs increased relative to total exports,
end of the 1970's LDC trade had gradually lost

its

instruments,
but by the

relative

cher sotal oin 1987, By manufacturing branches, however, shere are

quite notable variations oan *his share, as liustrated by RS
Table 51. Share of LDCs in Finnish exports by ten leading export branches

in manufactures, 1953 - 1981 (per cent)
1953 1960 16h5 1670 197r T3S

Fzrer 2.2 6.7 LR 1.2 3.3 T3
Industrizl machinery 2.0 5.5 0.3 4.9 0.7 B
Themicals e 7.5 4.8 0.9 A I
woed 1afs 1.5 4.3 2.8 27 s 2.3
Transpert equipment 0.2 g.2 Lo L3 0.4 w3
Pulp 5.8 8.3 5.9 L 2.2 7.0
Zlectrical machinery 3.5 5.4 0.0 5.4 4.3 17
iron and steel 0.1 65.9 T.7 2.9 0.7 2.0
Zasic metals 4.3 264 4.4 3.7 0.3 1.2
Tower gen. machinery 2.0 0.2 0.C 2.3 4.4 T3
A1l rmanufactures 0.3 12.5 7.n T4 5.6 R
{Sawn weod) 3.0 1.7 1.3 3.4 LRI WG
Source: Appendi. Table 3.

The traditional export secter, the ferest industry, has net oniy

maintained but even reinforced its competitiveness within

Finnish exports to LDCs in recent years. Particularly in wood

manufactures and sawn wood, but also in pulp and paper Aas well

as in furniture, the share of exports to LDCs in the total

Finnish exports has expanded.

Other significant growth sectors have been chemicals

(fertilisers) and industrial machinery (lifting and loading

equipment). Moreover, during the last five years, electrical




dynamism 1n these secters. In ali other manufacturing branches,
oxports to LDCs have been rather static and insignificant 1in

Finnish fcreign trade.

Altogether, the number of branches and sub-sectors in which
Finnish exports to LDCs have experienced any notable dynamism is
very limited. This fact is brought out by examination of the
export performance ratio (Table 52) based on a compariscen of
relative export shares 1in Finland and in the OECD area as a
whole. The highly specialised LDC export structure in Finland 1s
clearly distinguishable. Only 1in the forest sectors 1is the
export performance ratio above the normal export nerformance in
the OECD area; there, 1n fact, the industries show a ten to
twenty times greater share 1in exports than the corresponding
average OECD share. Most other sectors show very poor export
performance. The ratic is particularly low in consumer gcods
branches as well as in scme caplital goods sectors. These figures
clearly highlight the relative marginality c¢f LDC markets for
the major part of the Finnish manufacturing industry. Only the
dominant traditional export sector has been able to expand its
trade relations towards the Third World along with its declining

market shares in the core economies.

The highly specialised commodity composition of Finnish exports
to LDCs primarily concentrated on a range of standardised semi-
processed manufactures, tends to be rather disadvantageous in
the future. For these products, the income elasticity of demand
1s typically fairly low; hence, they do not particularly benefit
from the growth of demand bor  manufactur.s in rapidly
industrialising LDCs. Furthermore, these items compete on the
basis of cost rather than quality and product differentiation,
while the importance of non-price factors as determinants of
competitiveness 1s growing also in the LDC markets along with
th2ir industrialisation process. This is particularly evident
with respect to growing demand for different types of capital
goods - and especially with respect to cases in which LDCs are
importing complete industrial plants and equipment on a turnkey

basis. This may create an additional constraint, which is

related to size. The magnitude of many projects may be too large




Table 52. Manufactured export performance ratio in Finland, 1981

Exports to

DMEs SOCs LDCs Total
Labour-intensive intermediates
leather prds 67.3 1.3 u6.6 49.2
rubber prds 33.2 5.8 11.9 23.2
wood nfs 681.4 388.5 2 498.0 706.7
textiles 42.0 24 9 111 37.8
non-metzl mineral prds 8.4 75.7 2G.) 46.0
Subtotal 91.0 43.2 128.9 82.3
Capital-intensive interwediates
chericals 45 4 36.8 102.1 544
pulp 756.6 370.0 1 264.5 758.3
raper 953.3 501.7 2 008.6 1 000.4
iron and steel 103.4 8.6 47.6 66.4
Subtotal 234.2 83.3 2846 213.2
Consurer goods
tharmaceuticals 24.7 147.3 19.8 65.1
furniture 130.9 527.5 116.5 151.0
clcthing 269.6 472.7 8.9 343.9
footwear T4.1 496.1 7.9 234.5
instrurents 24.3 19.2 30.7 21.9
rassenger vehicles 12.3 4.5 1.3 9.4
Tisc. light anfs 82.1 186.6 29.3 83.4
Subtotal 62.6 221.5 24.0 77.8
Capital Zcods
pasic metal prds 66.2 171.1 70.8 86.2
power gen.machinery 22.0 54.1 52.6 23.8
industrial machinery 80.2 56.5 56.8 74.2
corputing machinery 9.8 12.8 7.2 9.1
tele, TV, radio appar. 60.7 152.2 18.1 47.3
electrical machinery 41.6 112.7 53.7 54.0
transport equipment 56.3 2111 51.0 70.
Subtotal 55.4 97.7 51.5 60.9
Total manufactures 100.0 100.0 100.0 100.0

Note: The export performance ratio is defined as (Xij/Xmj : Xiw/Xmw)- 100 which represents
the ratio between a share of commodity group (i) in Finnish exports (j) of all
manufactures (m) and the corresponding share of OECD exports (w) of that industry
to OECD exports in manufactures.

Sources: Appendix Tables 3 and 4.




fer a small country like Finland. These factors together have
iimited the zains t~ Finnish manufacturing industry from Third

world :ndustrialisation.

4.4 Export creation ané expert diversion effects

The extent to which Finnish industry may obtain a net benefit by
the growth of LDC demand depends to a large degree on whether it
will create new production or merecly change the direction of
trade. This may be illustrated by utilising the concepts of
trade creation and trade diversion presented earlier (see pp.
TOR-110) . In this context the former concept refers to an
expansion of foreign trade due to ¢ growth of domestic
production, whereas the latter refers to a replacement of one

export destination by another.

The operationalisation of trade (export) creation is conducted
by examining changes in the export shares of domestic output
during a certain pericd. A positive export creation takes place
only when the share of a certain export destination in domestic
oroduction increases together with a growth of total exports in
demestic production. Similarly, a negative export creation
refers to a situation in which beth >f these variables decline
at the same time. The trade (export) diversion indicator, on the
other hand, 1is determined by changes in an export destination's
share of total exports. Moreover, this trade diversion 1is
emphasised when 1in domestic produc-ion the share of total
exports shifts in an opposite direction than the export
destination's share. This emphasis does not, however, indicate
differences in quantities, but rather in the qualitative
strength of the trade diversion effect in question. Table 35 on
page 162 offers a framework for the determination of export
creation and export diversion effects. It is only necessary to
substitute the terms export for import and domestic production
for domestic consumption. The results concerning changes in the

Finnish export structure with respect to the major regions are

presented in Table 53.




158

Table 53. Trade (export) creation and trade (export) diversion effects in Finnish
exports by branches during the period 1970 - 1981 by major regions

DMESs SQCs LDCs
export export export export export exgGre
creation diversion creation diversion creation diversion

Labour-intensive intermediates

leather prds
rubber prds
wood anfs .- - .-
textiles - - +
ncn-retal mineral prds + - +
Subtotal - - +

Capital-intensive intermediates

PRV SR
Vot
v+ 34

+ ot

+
+
+

chemicals + - + + + +
pulp .. .. .- .- .. ..
Laper - - .- ++ .- +
iron and steel .. - + + + +

Subtotal .. —_ .. ++ .. —+

Consurer goods

rharmaceuticals . -
furniture
ciothing
footwear . -
instrurents

wisc. light mnfs

+ 4o
I
oot 4
I I
1

o+

Subtotal
Capital goods

+

|
+
+
+

basic metal prds . - +
industrial machinery +
corputing mact.inery .- - .. ++ .. +—+
>
+

+

tele, TV, radio appar. . - . ++ .
electrical machinery +
transport equiprent

+ o+
1
4+ .

Subtotal + - + + -+ +
Total manufactures .. - + + + +

sawn wood .. - .. .. .. ++
non-ferrous wetals + - + + + ..

Total trade + - + + + +

Note: See the determination of trade creation and trade diversion effects in Table 35.
The data of export shares in domestic output is in Appendix Table 8 and the data
on export shares by majos regions is based on Appendix Table 3.




As noted carlier, thero o are only a few secrors within which LDCs

Liay any noratrle role as markets for Finnosh exports. Hence, the
relatittity oY oxDort Creation and =2xport diversion indicators
vresented by branches in Table 53 must be kept i1n mind. The
cverall patterrn s fairly clear. Durinz the period of 1970 te

{781 the share of expoerts in Finnish manufactured groess
production 1ncreased from 35.7 per cent to 40.5 per cent,
indicating an overall export creation effect. This growth was
primarily due to a rise i1n trade with sccialist countries, but
partly also due to growth of exports to LDCs. The share of LDC
exports increased from 2.6 per cent to 4.0 per cent of

manufactured gross output between 1970 and 1981.

The relative significance of the socialist country and LDC
markets for Finnish manufactured exports alsc i1ncreased due to
the trade diversion effect. The share of manufactured exports to
DMEs in total exports declined in favour of increased exports to
socialist countries and LDCs (see Table 54). All major
industrial branches followed this general pattern, as 1is

indicated in Table 53.

Table S4. Changes in export shares of . nufactures in Finland by
rajor regions, 1970 - 1981 (per cent)

Exports to mnf gross Snare of total mnf

output exports
1970 1976 1081 1670 1976 1981
DMEs 26.6 22.3 244 74.6 65.9 60.4
SOCs 6.4 9.2 12.0 18.0 27.3 29.8
LDCs 2.6 2.3 4.0 7.4 6.9 9.8
Total 35.7 33.8 40.5 100.0 100.0 100.0

Sources: Appendix Tables 3 and 7.

As far as manufactured trade with LDCs is concerned, the growth
of exports in the dominant branches - namely, within the forest
industry - has primarily been the result of a diversion of DME
trade rather than from the effects of trade creation. A similar

pattern 1is also observed in export growth of paper and wood

products to socialist countries. Hence, this seems to indicate
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that the LDC and socialist country markets serve primarily as

auxiliary market outlets for the traditional dominant export

production of Finland. But chemicals, industrial machinery and
electrical machinery enjoyed - as did other relatively important
LDC export branches - both export diversion and export creation

effects, although on a very limited quantitative scale.

Altogether, the above observations suggest two major
conclusions. First, as far as DMEs as a whole are concerned,
Third World industrialisation 1s potentially complementary to
the extent that it raises demand for DME exports. The new demand
for manufactures tends to be concentrated 1in technically
advanced sectors with a high value-added content, which are
typically within the capital goods industries. These are
sectors, however, which the competitiveness of semi-peripheral
economies has not been primarily based on. Hence, expanding LDC
demand for manufactures has not offered a significant new market
outlet for their exports. Finland is also ranking very low among
the DMEs as far as the magnitude of its manufactured trade with
LDCs is cencerned. Moreover, the geographical pattern of its
exports is not focused on the most rapidly industrialising LDCs,
but rather on oil producing countries and some large semi-

industrialised economies.

Secondly, Third World industrialisation via import substitution
is potentially competitive for DME exports in LDC markets. First
ind foremost, the export penetration potencist of semi-
peripheral economies tends to be squeezed by import substitution
effects. This 1is because the first steps in the Third World
industrialisation are typically concentrated on products semi-
peripheral economies are mainly supplying. Nevertheless, this
does not necessarily imply any significant market losses for the
semi-peripheral economies, because their LDC market penetration
shares have been quite marginal throughout and, moreover, based

on supplementary types of activities.

LDC industrialisation may, 1instead, cause a major threat in the

third country markets - namely, in the traditional export

markets of semi-peripheral economies. The LDCs are increasingly
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capable of providing alternative sources of supply 1n those
manufacturing sectors upon which the relative 1ndustrial
competitiveness and specialisatieon of semi-peripheral economies

have traditionally been based. This problem will be investigated

in a more detailed way in thc following chapter.
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Chapter *

LDC COMPETITION IN THIRD MARKETS

The emerging internaticnal division of industrial labour
resulting from the outward-oriented industrialisation process in
the Third World creates various types of adjustment constraints
in the 1international economy. For a developed country, new
competition in manufactured trade 1s not only experienced in
terms of increased import penetration, but also in terms of
intensified export competitior. Obviously, the nature and scope
of this potential threat is subject to the specific competitive
characteristics of each individual country. The major
determinants in this respect are the physical size of a country,
its avallable factor endowments, the level of the development of
production forces, the pattern of international specialisation
as well as the general policy orientation. The higher the degree
of openness in the economy and the less diversified by
composition and by destination its export structure is, the
greater the disruptive potential of expanding manufactured

exports from the Third World.

5.1 Competition in traditional export markets

Around 60 per cent of TJoC manufactured exports go to DMEs. The
share of Finnish exp rts dectinated for DME markets 1s roughly
similar. The core economies are, hence, representing the major
market outlet for both Finland and LDCs as far as their
manufactured exports are concerned. 1 Moreover, in both cases
these exports comprise quite a narrow range of manufactures, and
thus the economies are quite sensitive to competition. These
facts, as such, do not necessarily imply that Finnish exports
are threatened by LDC competition. To draw any conclusions in
this respect, one should examine more closely the commodity

composition of the respective export flows.

Forest products have overwhelmingly dominated Finnish
manufactured exports to DMEs, accounting for about 52 per cent

of the total in 1981. The forest industry has traditionally been
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Table 55. Finnish competitiveness in manufactured trade with DMEs, 1981

Trade balance Trade ratio Export Share in tota.
(ril.mk) 1970 1981 performance exports to
ratio in total DMEs
exports*

Trade surplus

paper 8 149.1 94.0 90.4 990.7 22.3
{sawn wood) 3 671.0 92.5 95.5 939.3 9.8
pulp 2 567.3 98.9 93.7 786.3 6.9
clothing 1 403.6 40.9 56 .5 280.2 5.1
wood mnfs 1 256.9 87.4 81.9 708 .1 3.6
(non ferrous metals) 824 .3 11.2 35.1 164.7 4.1
furniture 277.9 32.2 50.5 136.0 1.1
iron and steel 17.7 -uy .2 3.5 107.5 4.6
Trade deficit

footwear -22.9 22.5 -5.6 77.0 0.5
leather prds -146.5 ~47.4 -43.0 70.0 0.3
non metal wmineral prds -197.4 -40.2 -18.9 50.3 1.1
risc.light mnfs -213.7 -31.6 -8.5 85.3 3.0
tele, TV, radio appar. -230.4 -28.0 -15.4 63.1 1.6
rubber prds -383.4 -74.1 -62.1 34.5 0.3
basic metals -626.2 -45.3 -33.1 68.8 1.6
pharmaceuticals -708.0 -83.8 -69.8 25.6 0.4
powergen. wachinery =T12.4 -79.0 -61.8 22.8 0.6
instruzents -1 022.0 -88.3 -62.2 25.3 0.8
corputing machinery -1 060.0 -93.2 -82.6 10.2 0.3
passenger vehicles -1 124.2 -85.8 -64 .1 12.8 0.8
electrical machinery -1 404 .3 -66.9 -52.4 43.2 1.7
textiles -1 535.6 -58.6 ~-59.9 43.7 1.3
transport equipment -1 626.0 -54 .1 -32.4 58.6 4.4
cherricals -2 564 .6 -64.0 -46.7 y7.2 3.8
industrial machinery -3 025.3 -55.5 -34.8 83.3 7.4
Total manuractured trade -2 830.4 -11.9 -4.8 103.9 73.4

Note: 'See the definition of export performance ratio in Table 52. In this table
it represents a ratio between a share of certain commodity group in Finnish
total exports and the corresponding OECD share.

Sources: Appendix Tables 3 and 4.

the dominant export sector and the corner stone of Finnish
industrialisation. Its past expansion has been determined by the
steady demand growth in the core economies. The only other

long-standing trade surwlus sector in Finnish manufactured trade

with DMEs has been garments (clothing and footwear), if non-
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Yerrous metals are excluded as manufactures. The relative
international strength or weakness of an iLndustry 1s 1indicated
here by using trade balance figures. Table 55 1s accordingly
arranged in rank order of the trade balance. It highlights the
relative competitiveness of each manufacturing branch in Finnish

trade with DMEs.

It is particularly noteworthy that while the relative strength
of the forest industry in the DME markets - measured by the
trade ratio indicator - has declined, the competitiveness of the
clothing 1industry has, by contrast, significantly i‘mproved.
During the last few years also iron and steel production has
emerged as a net export sector in trade with DMEs. All other

manufacturing branches incur a trade deficit.

>.1.1 The Finnish and LDC export patterns compared

The export performance ratio presented in Table 58 - measuring
the Finnish performance 1in relation to the OECD average -
expresses the deep divergence between the export and import
sector - hence, the high degree of specialisation in Finnish
trade relations with core economies. Moreover, it 1is interesting
to note that among the trade deficit branches the highest
relative export performance 1s shown in industries like
footwear, leather products and miscellaneous light manufactures.
The pattern is thus fairly clear. Finnish comparative advantages
in relation to DMEs are manifested in industries producing
either standardised, resource-based 1intermediates (forest
industry, non-ferrous metals, 1iron and steel) or low-skilled,
labour-intensive manufactures (clothing, foctwear, miscellaneous

light manufactures).

This type of manufactured export pattern is distinctly similar
to that of peripheral industrialisers in the Thivd World. The
rank order of dominant sectors varies, but the structural
parallelism is marked. 1In LDC manufactured exports to DMEs, the
position of the clothing and textile industries is paramount,

accounting alone for around a third of the total. If

miscellaneous light manufactures, leather products and footwear
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are included, these traditional LDC export sectors comprise
nearly half of tne total. The nther significant group of LDC
manufactured export products comprises some light engineering
goods within the branches of instruments and electrical
machinery, accounting for over twenty per cent of the total LDC

manufactureé exports. A third major group of export industries

Table 56. RCA indices of mjor regions and Finland in manufactured trade
with OECD area, 1981

Finland MEs SOCs LDCs
Labour-intensive intermediates
leather prds -4G.1 2.5 -14.5 48.8
rubber prds -60.2 -1.6 -17.7 -36.6
wood mnfs 82.7 0.1 47.3 55.6
textiles -57.9 2.2 -11.2 2u .2
non-metal mineral prds -14.8 -6.8 43.4 10.1
Subtotal -12.7 -1.4 0.8 20.7
Capital-intensive intermediates
chemicals -4y .0 -0.9 7.6 -47.6
pulp 4.0 =2.4 2.0 3.4
naper 90.8 -1.8 -51.2 -67.1
iron and steel 7.9 -0.4 -25.7 -45.6
Subtotal 42.8 -1.0 -6.9 -46.5
Consumer goods
pharmaceuticals -£8.3 0.6 -63.3 -56.7
furniture 52.8 -1.7 79.2 4.6
clothing 58.5 -3.8 51.4 82.7
footwear -0.9 -2.3 35.9 80.2
instruments -60.3 0.7 -46.1 -11.2
passenger vehicles -62.3 1.0 74.3 -01.6
misec. light nfs -3.9 -3.6 26.0 34.5
Subtotal -9.3 -0.7 30.3 29.7
Capital goods
basic metal prds -29.8 -0.4 -0.8 -32.2
power gen.machinery -59.9 1.0 26.1 -60.0
industrial machinery -31.5 2.7 -51.2 -83.9
computing machinery -81.7 -0.3 -53.2 5.5
tele, TV, radio appar. -11.1 y 2 -10.3 15.2
electrical machinery -50.0 -1.9 -18.5 7.6
transport equipment -29.0 2.7 -30.9 -79.7
Subtotal -36.0 1.6 -33.2 -43.0
Tota! manufactures 0.0 -0.0 0.0 0.0

Sourc.::  Appendix Table 4.
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1s the Icorest sector, comprising about ten per cent of the LDC

ad
o

manufactured ox te DMEs. In fact, in LDC trade with DMEs,

"t

or
the ~nlv trade surplus sectors in manufactures - besides
clothing, fccoctwear and iecather products - have been sawn wood
and wood manufactires as well as nen-ferrous metals. With these
types of standardised, resource-based or low-skilled, larour-
intensive manufactures, the LDCs have been able tc¢ improve their

global market shares significantliy in recent years.

The similarity 1ir the pattern of external competitiveness
between Finland and LDCs is clearly i1llustrated in Tables 56 and
57. The relative competitiveness is measured bv the revealed
~comparative advantage (RCA) indicator, which is defined on pages
T1-72 The results show, first of all, a high sectoral
concentration of RCA indices - and, hence, a high specialisation
- 1n both Finnish and LDC manufactured trade with DMEs. On the
contrary, trade among DMEs 1s of a Cdistinctly more intra-
industry type, and thus the variations cof the RCA figures are

relativelv low.

Moreover, the RCA-position of Finland 1s rather similar to the
pattern of the competitiveness of LDC trade with DMEs, as might
be expected from the observations made earlier. In contrast to
that, the sectoral characteristic of Finnish manufactured trade
diverges ostensibly from the normal pattern of industrial
specialisation among DMEs. This feature is emphasised by the
correlation matrix in Table 57, in wnich the sectoral RCA
indices of the major regions and of Finland are correlated to

each other.

The table reveals that the Finnish RCA-position in manufactured
trade with DMEs correlates positively to that of the LDCs and of
the socialist countries, while it has a negative correlation
with the corresponding RCA indices of the DMEs. This contrast
highlights the semi-peripheral position of Finland in the

international division of industrial labour.
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Table S7. Simple correlation coefficients of RCA indices of major regions
in trade with the OECD area by manufacturing branches, 1981

JECD Finland DMEs SCQCs LOCs
crade with
Tiniand 1.000 -0.362 0.329 0.333
DMES -0.362 1.000 -0.391 -0.340
SOCs 0.329 -0.391 1.000 0.403
LICs 0.333 -0.340 0.403 1.000

Scurce: Table S6.

In trade between Finland and core economies the division of
labour is predominantly complementary in nature. By contrast,
Finnish trade tends to be structurally competitive with LDC and
socialist country manufactured trade in the OECD area, which
reflects their similar type of position in the 1lnternational
division of labour. This observation suggests that for Finland
the LDC manufactured export expansion may create adverse
consequences in the traditional export markets. This
vulnerability 1is particularly accentuated since Finlandg, like
other semi-peripheral economies, has a high degree of country as

well as commodity concentration in its exports.

5.1.2 Changes in export performance

Finland's performance under the changing conditions of world
trade can be examined from a number of different viewpoints.
Here a calculation of market shares 1is used.2 It provides a
quite clear and simple means of assessing how the above
described qualitative similarities 1in the Finnish and LDC
competitive position are reflected in their actual export

performance.

Changes in market shares may be due to several factors. Relative
competitiveness is affected by production costs and the
consequent product prices as well as several non-price factors
such ac product quality and differentiation, market promotion
and payment arrangements. The importance of price factors in

determining competitiveness varies according to the product
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type. For standarcdised mass-produced goods - typically supplied
by seml-peripheral ani  peripheral economies - rolative
product:on costs and the subsequent prices primarily affect
competitiveness, since they are typically price takers in the
world markets. Moreover, export performance and the censequent
market share changes may alsc be affected by factors other than
competitiveness, such as shifts in market conditions or
instituticnal factors. For example, market shares may be changed

due tco preferential trade arrangements.

The calculation of market sharns summarises the net effect of
these various determinants of export performance taking into
account all the above mentioned influences. It 15 used here as a
simple statistical measure to compare mutual variations in
export performances between competing countries or country
groups. No detailed analysis is made to assess why shifts in
competitiveness have taken place, but rather the aim 1is to
illustrate what has happened as well as who benefits at whose
cost. Obviously, the market share comparison 1s based on a
simplifying assumption that all trade classified according to
each branch categery includes perfect substitutes regardless of
origin. This is, however, quite a doubtful assumption, since LDC
exports in particular may not represent a competing supply in

many cases.

In the following, <changes in market chares are measured with
respect to trade with DMEs, which form the dominant export
market outlet for both Finland and LDCs. An increase in market
shares means that the competitiveness of Finnish exports
strengthens with regard to the competing countries, and the loss

of shares that relative competitiveness weakens.

Finnish exporis accounted for one per cent of the total value of
the manufactured imports of the OECD region in 1981. Only in the
net export sectors - the forest industry and clothing - was the
relative market share above average, reaching a share of ten per
cent in the p2per industry as indicated in Table 61. Finland's
largest overail market share in manufactures is in Sweden, being

8.0 per cent in 198l. The corresponding figures for Norway,
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Table 58. Market shares in OBECD imports, 1981 (per cent)

Change in market shares,

Market shares 1970 - 81

Finland DMEs SOCs LDCs Finland DMEs SOCs LDCs
Labour-intensive intermediates
l-ather prds 0.5 69.0 1.4 29.1 0.1 -6.0 -0.7 6.6
rubber prds 0.4 92.7 1.0 5.9 0.0 5.1 0.3 4.8
wood mnfs 5.6 63.3 2.5 28.7 -2.9 -1.3 -0.8 s.0
textiles 0.4 76.7 1.7 21.2 -0.1 -8.6 0.0 8.6
non-metal mineral prds 0.4 85.0 2.5 12.0 0.1 -4.3 -0.0 4.2
Subtotal 0.9 79.7 1.9 17.6 ~0.3 -5.3 -0.0 5.6
Capital-intensive intermediates
chericals 0.5 91.9 3.2 4.5 0.2 -1.1 0.7 0.1
pulp 7.9 84.9 1.7 5.4 -3.4 -1.7 0.5 4.6
paper 1.1 8.1 0.9 1.9 -1.3 -0 0.1 1.5
iron and steel 1.1 8.0 2.9 7.0 0.4 -3.8 -1.1 4.5
Subtotal 2.6 89.8 2.7 49  -0.3 -1.7 -0.0 2.0
Consumrer goods
pharmaceuticals 0.3 Q4.4 0.6 4.7 0.1 1.1 -0.5 -0.7
furniture 1.3 81.0 £.9 11.9 -0.0 -10.3 1.4 8.9
clothing 1.5 37.1 3.0 48.4 -0.2 -23.6 0.5 23.3
footwear 0.5 50.8 2.8 36.9 -0.4 -26.1 0.1 26.5
instrurents 0.2 91.0 0.4 8.3 0.2 -6.9 -0.4 7.1
passenger vehicles 0.1 98.4 0.7 0.8 0.1 -1.2 0.4 0.7
misc. light mnfs 0.7 7.1 1.2 21.1 0.2 9.1 -0.3 9.2
Subtotal 0.6 80.5 1.5 17.4 0.1 9.6 0.2 9.3
Capital goods
basic metal prds 0.7 88.2 1.4 9.7 0.1 7.7 0.1 7.4
power gen.machinery 0.3 92.9 1.3 5.6 0.2 5.2 0.9 4.2
industrial machinery 0.9 95.4 1.3 2.5 0.3 -2.4 -0.1 2.2
corputing wachinery 0.1 94.7 0.2 5.0 0.1 28 -0.1 2.8
tele, TV, radio appar. 0.5 77.0 0.3 22.2 -0.2 -13.4 -0.1 13.7
electrical machinery 0.4 81.4 0.8 17.4 0.1 -13.7 -0.0 13.7
transport equipment 0.5 95.8 0.7 3. -0.0 -2.2 -0.2 2.4
Subtotal 0.6 9.7 0.9 7.8 0.1 -6.0 -0.1 6.0
Total manufactures 1.0 86.5 1.6 10.9 -0.1 -6,0 -0.0 6.1
agricultural prds 0.1 68.4 1.6 29.8 ~-0.1 6.2 -1.8 -4.4
sawn wood 5.8 58.2 10.0 26. 0.2 5.6 =45 -1.3
non-ferrous metals 1.1 71.1 3.4 24,4 0.5 8.6 -0.5 -8.6
other raw materials 0.8 65.8 2.6 30.8 o.u 3.4 -0.2 -3.6
fuels 0.2 23.9 6.0 70.0 0.1 -S5.4 0.6 4.7
Subtotal 0.4 41.2 4.7 53.7 0.1 -12.7 1.1 1.7
SITC 9 0.3 79.0 1.0 19.7 0.1 -6.4 -0.8 7.2
Total trade 0.7 65.1 3.0 31.1 -0.1 -11.0 0.3 10.9

Source: Appendix Table U,




170

Denmark and the United Kingdom were 5.6 per cent, 3.6 per ce t
and 1.9 per cent, respectively. In the manufactured imports of
other DMEs, Finnish exports account for less than one per cent,
except for West Germany where the share was 1.1 per cent.
Country-by-country developments during the 1970's indicate that,
although Finnish market shares increased qulite substantially 1in
the Scandinavian countries, they declined in all the other major

DMEs, with the nxception of Japan.

Altogether, in the 1970's Finnish exports to the OECD market
area increased at a slightly slower rate than total OECD
manufactured inports, and this was reflected in losses of tctal
market shares. The losscs were attributable almost exclusively
to the product groups of the forest industries. The paper
industry suffered a market share loss of 1.3 per cent, wood
products 2.9 per cent and the pulp industry 3.4 per cent. The
other significant losers were clothing and footwear, the latter
suffering in relative terms the greatest sectoral less. Finnish
footwear export to the OECD area fell to about half of the level
it had had ten years earlier, 1.e. its market share declined
from 0.9 per cent in 1970 to 0.5 per cent in 1981 (see Table
58). The greatest growth in market shares in the past decade was
recorded for non-ferrous metals, iron and steel, as well as
industrial machinery. The other manufacturing sectors succeeded,
by and large, in maintaining their relative position in the OECD

markets.

There are several major factors affecting Finland's overall
export performance and the relative losses in market shares.3
First, the regional concentration of Finnish trade relations has
made it difficult to keep pace with developments in world trade.
This 1s because economic growth in the major destinations of
Finnish exports, notably the United Kingdom and the Scandinavian
countries, has been distinctly weaker than growth in DMEs in
general during the last two decades. The replacement of the
slowly expanding British market with the equally slowly growing
markets of the Scandinavian countries has not improved the

situation in this respect.
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Second, the lack of diversification i1n the comm>dity composition
of Finnish exports has also prevented the full utilisation of
the expansion in markets, since the external demand for major
Finnish export products has grown more slowly than the average.
Moreover, the undiversified commodity structure tends to
strengthen the effects of international cyclical fluctuations on
the economy. Negative effects have not been fully offset by the
positive ones over the course of business cycles; hence, the
total impact of the commodity structure has been negative in the
longer term. The gradual diversification 1n the commodity
composition of exports during the 1970's has, however, slightly

. 4
reduced the effect of the negative structural factor.

Third, the loss of market shares 1i1s also due to stronger
competition in the traditional export markets of major Finnish
export products. In particular, new suppliers in the Third World

have gained ground in the markets of the OECD area.

5.1.3 Market losses due to LDC competition

Some eleven per cent of OECD manufactured imports oJiginated
from LDCs in 1981. By sectors the greatest LDC market shares
were recorded in clothing and footwear, accounting for 48.4 per
cent and 36.9 per cent, respectively (Table 58). The second
group of LDC export industries that have performed well in the
OECD markets includes leather products, miscellaneous
manufactures, textiles, wood manufactures, sawn wood, non-
ferrous metals as well as electrical machinery, which each cover
a market share of between 20 and 30 per cent. In all other

manufacturing sectors LDC shares are relatively meagre.

The rapid expansion of overall LDC market shares in recent years
is, however, notable. 1In relative terms it more than doubled
during a decade, 1increasing from 4.8 per cent in 1970 to 10.9
per cent in 1981. Practically in every manufacturing sector LDCs
were capturing new market shares. Extraordinarily fast growth
was recorded for the footwear and clothing industries, as
revealed in Table 58. Also the LDC export performance in the

electrical machincry sectors was impressive.
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How has this fast penetration of LDC exports affected Finland's
position in 1ts traditicnal export markets? The first
observation 1s that in those sectors where Finland has suffered
losses in the OECD markets, LDCs have been the main conquerors.
Moreover, the disruptive potential of LDC export performance is
accentuated by the fact that the major losses for Finland were
recorded within its traditional key export sectors. In the paper
industry the Finnish market share loss was 1.3 per cent during
the 1970's, while LDCs gained a share cf 1.5 per cent. In the
pulp industry the Finnish market share declined 3.4 per cent and
in wood manufactures 2.9 per cent, while LDCs captured 4.6 per
cent and 5.0 per cent, respectively. Similarly, Finnish market
losses in the footwear and clothing industries are clearly
influenced by rapid expansion of LDC market penetration. Also in
the other sectors in which Finlend suffered losses - namelv,
textiles as well as telecommunication, TV and radio apparatus -
LDCs have shown a high market penetration capability. On the
other hand, 1n those sectors where Finland has enjoyed its
fastest growth in market shares during the last decade, the LDC

performance has been rather modest.

These structural features in export performance are summarised
in the following correlation matrices in Tables 59 and 60. 1In
the calculation a rank correlation 1i1s used. The 1industrial
sectors have been organised in order according to the market
share ratios of each c<ountry group and of Finland in the OECD
market area. Sawn wood and non-ferrous metals are also included.
The mutual correlation coefficients are given 1in Table 59.
Similarly, the sectors have been put in rank order by the ratios
of change in market shares between the years 1970 and 1981, and

the subsequent coefficients are presented in Table 60.

Table 59 reveals the same phenomena a. the RCA calculations in
Table 57: the Finnish manufactured export pattern is rather
similar to the export patterns of the LDCs and of the socialist
countries. Their position in the international division of
industrial labour is parallel; hence, in the comparison of their

export performance the competitive aspects of the trade are
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Table 59. Rank correlation coefficients of Finland ‘s and major
regions market shares in OECD imports by manufacturing
branches, 1970 and 1981

1970 Imports

from Finland DMEs SQCs LDCs
Finland 1.000 -0.649 0.540 0.256
DMEs -0.649 1.000 -0.71C -0.824
SOCs 0.540 -0.710 1.000 0.658
LDCs 0.256 -0.824 0.658 1.000

1981 Ircorts

from Finland DMEs SOCs LDCs
Finland 1.000 -0.525 0.642 0.253
DMEs -0.525 1.000 -0.576 -0.916
SCCs 0.642 -0.576 1.000 0.usy
LDCs n.253 -0.916 0.u454 1.000

Sources: Table 58 and Appendix Table 4.

pronounced. In contrast, the Finnish pattern of international
specialisation deviates quite distinctly from that of DMEs on
the average, which is indicated by the negative correlation
coefficient in Table 59, emphasising complementarity in these
trade relations. Altogether, these structural features have not
notably changed during the 1970's, since the coefficient
matrices from the years 1970 and 1981 reveal quite the same

pattern.

Table 60. Rank correlation coefficients of market share changes
of major regions during the period of 1970 - 1981 in OECD
imports by mamufacturing branches

Market share

change by Finland DMEs SOCs LDCs
Finland 1.000 0.276 -0.334 -0.452
DMEs 0.276 1.000 -0.283 -0.947
SOCs -0.334 -0.283 1.000 0.210
LDCs -0.452 -0.947 0.210 1.000

Sources: Table 58 and Appendix Table U.
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Considering Table 60, the correlation caiculation shows a very
interesting situation. There 1s a negative correlation between
Finnish market share changes and that of the LDCs. Hence,
Finland has tended te lose market shares, particularly in those
industrial secteors in which LDCs and also scocialist countries
have gained - and vice versa. In fact, in terms of sectoral
market share changes, socialist countries and LDCs have had a
quite similar pattern. Finn‘sh experiences have, instead, been

®
closer to the general patcern among DMEs.

Nevertheless, a major difference exists between Finland and the
core economies, and this is also reflected in their subsequent
adjustment constraints. For core economies, LDC market
penetration 1is predominantly complementary because the new
supply of manufactured goods is not concentrated 1in those
industrial sectors in which their competitive position 1S
strongest. This is well highlighted by comparing Tables 59 and
60. There are strong negative correlations both in terms of
market shares of DMEs vis-a-vis LDCs and in terms of changes in
market shares. This implies that, while LDCs have captured
markets 1in those industrial sectors in which DMEs have lost,
these are not the leading export sectors for the latter.
Moreover, in the core economies the potential adaptability to
trade-related competitive shifts 1is high, because of their

diversified industrial structure and high innovative capability.

The situation is quite the opposite in semi-peripheral
eccnomies. For them, as for Finland, LDC export expansion in
manufactures creates a strong potential competitive pressure.
They are losing market shares to LDCs, particularly in those
sectors on which their relative industrial competitiveness and
specialisation traditionally has been based. Hence, the new
supply of manufactures in world markets has the potential to
undermine the basis of their industrialisation. Therefore,
semi-peripheral economies seem to be more vulnerable than core
ones to the increasing export competition due to Third World

industrialisation.
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These adverse effects are accentuated by the fact that the
:ndustrialisation 1In the <emi-peripheral econcmies has been
precominantly dependent on changing market conditions 1n the
core economies. Furthermore, in the former, the rigid
undiversified production structure and limited capacity to
innovate will jeopardise and even hamper elastic reallocation of
resources and effective adjustment policies. Their dominant
irdustries are not in the most 1innovative sectors that lead
technological development. Instead, they are characterised by a
high degree of product standardisation and 1limited skill
requirements. The products are mainly seml-processed
manufactures or simple consumer goods, which sell primarily on
the basis of their price rather than their qualities or product
differentiation. Moreover, for these products the income
elasticity of world demand 1s fairly low. Therefore, the overall
competitive position of semi-peripheral economles in the core
markets has gradually weakened, and their position 1s being
aggravated further by the expanding low-cost manutactured trade

from LDCs.S

Although the market share figures and correlation calculations
do not 1illuminate any causal relationships, one may conclude
that in the Finnish case, too, the above measured market losses
are partly due to increased LDC export competition. It is not
possible, however, to quantify exactly to what extent the LDC
market penetration has occured at the expense of Finnish
exports. In order to illuminate further the disruptive potential
of LDC export competition, an attempt is made in the following
to examine more closely the adjustment constraints of the two
net export sectors of Finland, 1i.e. garments and the forest

industry.

52 Clothing and footwear exports

5.2.1 World leading exporters

LDC exports of <clothing and footwear have recorded an
extraordinary success, particularly over the last decade in the

world market. These products account for a major share of ihe
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manufactured exports from LDCs and have typically played a key
role In the early stages of industrialisation and of export
diversificaticn. Subsequently, <clothing and footwear represent
the classic examples of the competition by peripheral
industrialisers in the markets of core economies with the

subsequent structural adjustment problems.6

In most DMEs, on the other hang, the clothing and footwear
industries represent only a relatively minor part of total
manufacturing production, and even a smaller share of their
exports. The notable exceptions, in this respect, are the

European semi-peripheral economies.

There 1is a consistent pattern of international division of
labour among DMEs. Within the OECD area only the southern
European countries (Italy, Spain, Portugal, Greece, Turkey and
Yugoslavia) and Finland have recorded a surplus 1in their
clothing and footwear trade (with the exception of Austria's
small surplus in footwear). Hence, the semi-peripheral economies
have exhibited comparative advantages 1in these mature labour-

intensive industries vis-a-vis the core economies.

Finland is a good example. Besides forest products, 1its only
other clear-cut manufacturing export sectors have been clothing
and footwear, in which domestic production surpasses total
domestic consumption. In fact, Finland ranked twelfth among the

world exporters of footwear and thirteenth in clothing in 1981.

In clothing Finland has specialised to a considerable degree in
specific sub-industries. The production has ©particularly
concentrated on both men's and women's overwears. On a product
basis, Finland does best in men's suits and jackets and women's
coats, jackets and dresses, while ranking among the five leading

world exporters of these products (see Table 61).
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Table 61. Leading exporters in clothing and footwear subindustries in which Finnish competitive position

is relatively highest, 1981 (per cent share of total market economy exports)
Mor n sverwear CIT S6Q) Women's overwear (B43) Overwear knit (845) Footwear leather (8510.)
Hoeg Fore 16.9 Hong Kong 23.% Italy 25.% Ttaly 13.9
Tt Borey 199 West Germany 12.0 Hong Kong 18.7 South Korea 11.6
Italy 1w Italy 1.3 South Korea 10.7 Yugoslavia 7.2
B mrum 7.5 France 10.5 West Germany 8.5 Brazil 7.0
West Germany 7.4 South Korea 8.8 United Kingdom 7.4 Spain 6.8
hited Hingdom 5.4 United Kingdom T France 5.4 France 5.1
France 5.0 Finland 3.3 United States 3.8 West Germany L
Finland 4.3 Netherlands 2.9 Finland 2.4 Austria 3.2
United States 3.4 Belgium 2.7 Greece 1.8 United Kingdom 2.9
Netherlands 3.1 Malta 2.1 Netherlands 1.8 Finland 2.2
Suits (8422) Coats and jackets (8431) Women dresses (8452)
Italy 21.6 South Korea 22.4 West Germany 25.1
Suth Korea 20.4 West Germany 17.0 United Kingdom 11.5
Wost Germany 16.2 Hong Kong 13.4 Hong Xong 10.8
Finland 78 Finland 9.1 France 10.5
France 6.5 United Kingdom 8.4 Finland 8.5

Jackets, blazers (8424)

South Korea u2.9
Hong Kong 12.2
Finland 9.6
West Germany 6.3
Italy 5.6

Source: Yearbook of International Trade Statistics, 1983.

In general, the principal world exporters of clothing today are
from the Far East. Hong Kong is the leading exporter, followed
by Italy, South Korea and Taiwan Province. Clothing exports from LDCs by
products are quite diversified, although their strongest
dominance 1is 1n simple, inexpensive types of mass-produced
goods, such as shirts, blouses, jerseys and underwear. 1In
footwear, the world's largest exporter in recent years has been
Italy, followed by Taiwan Province, South Korea, Brazil, Yugoslavia and

Spain.

LDCs have emerged as major suppliers of clothing and footwear,
particularly during the past two decades. Nevertheless, LDC
clothing exports have a rather long standing. 1India, Japan and
China were becoming strong exporters of cotton cloth already in
the interwar period, but this was interrupted by the spread of
protectionism in the 1930's and by the Second World War. 1In the
1950's Japan and India re-emerged as strong exporters, to be
joined by Hong Kong, which had inherited textile and clothing
entrepreneurs fleeina from the Chinese mainland. To be sure,
still today LDC <clothing and footwear exports are heavily

concentrated in a small number of Far Eastern countries.
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In clothing exports Hong Kong, South Korea and Taiwan Ptovince alcone
accounted for 66 per cent of the LDC total and tcgether with
China and India their share was some 78 per cent in 1981. The
concentration of LDC footwear exports is even higher, since only
three leaders (Taiwan Province, South Korea and Brazil) accounted for 82
per cent of the total. Nevertheless, the growth rates of several
other LDCs have been quite high during the 1970's, but their
starting level has been so low that the shares of individual
countries have still remained rather sma11.7 The continuation of
such rates could, of course, lead in the future to further
change in the geographical composition of trade in favour of

Third World producers.

5.2.2 Characteristics of clothing and footwear industries

The technology of both the clothing and footwear industries is
generally standardised and universally readily available. Most
technological innovations are, obviously, carried out in the
core economies, but new production technology that increases
productivity or saves energy and raw materials or improves
product quality 1is fairly quickly diffused to all producer
countries. Hence, no single producer may enjoy any significant
technological advantages over a long term. Also the overall pace
of technical progress has been very sluggish in these industries

compared with other industrial secters.

Both clothing and footwear have continued to be exceptionally
labour-intensive sectors using quite simple equipment. Capital
investment per worker is extremely low. 1In 1981, for instance,
the capital irtensity indices (measuring fixed capital per
employee) in the Finnish clothing and footwear industries were
only 16.1 and 16.9, respectively - distinctly less than in any
other manufacturing sector - while the manufacturing average was
100.0 (see Appendix Table 2). These industries are also
remarkable in their very low requirements for skilled labour and
for economies of scale; consequently, the average plant size is
relatively small. The labour typically comprises young unskillnd
female workers. In Finland se.toral comparisons reveal that, as

far as female intensity indices are concerned, the clothing and
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footwear 1industries rank overwhelmingly at the top among the
industrial branches, whereas they lay at the bottom in terms of
research and development intensity indices. The characterisation
of the extreme structural features of these two sectors is
completed by noting that the labour productivity and
consequently the wage level are the lowest compared with other
industrial branches (Appendix Table 2). Furthermore, labour
productivity has grown much less than in any other manufacturing

sector. 8

All of these specific characteristics make the clothing and
footwear industries an exceptionally competitive, easlily entered
and cost-conscious industry in every country. Its exvernal
competitiveness is primarily dependent on labour costs. Hence,
these sectors are very sensitive to price competition and,

furthermore, are subject to unstable market conditions.

The biggest technological changes affecting clothing and
footwear have been in transportation and communication, where it
has become feasible to link production with demand in more and
more distant markets. Production has shifted away from major
fashion centres and final markets towards low-cost regions
within industrialised econom.es and, at the present,

increasingly towards low-wage developing countries.

The difference in labour costs has been the primary factor
contributing to che change in the geographic pattern of
production and trade of clothing and foctwear. Such 2iffeiences
can be expected toc continue to support LDC export success in
these sectors. The spread of labour costs in global terms is
extremely wide. On the average, manufacturing wage differentials
are in the region of six tc one between DMEs and LDCs, but
differences between two countries may be as high as forty to

9
one.

Moreover, the differences in real labour costs are greater than
mere wage differentials may suggest. Shorter working time,
social welfare provisions, fringe benefits, and the like
generally raise labour costs in DMEs more than in LDCs.
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Sectorally the widest wage gaps are found particularly for those
industries which pay relatively low wages - namely, textiles,
clothing, footwear and leather products. Nevertheless,
productivity 1in LDCs 1is typically neot far "below developed
country standards, although working conditions may differ

greatly.

Differences in average unit labour costs and improvements 1in
rransportation and communications have encouraged international
relocation of clothing and footwear production. However,
foreign-owned firms comprise only a very small part of these
industries in LDCs and account for a small share (probably on
the order of 5 per cent) of their exports. This, however,

understates the importance of outsiders in both industries.

By international standards LDC production may be competitive
with regard to costs, but not necessarily quality or
reliability. The most difficult part of garment production is
keeping attuned to the fast-changing demand. Hence, production
for exports has typically been stimulated and organised by
outsiders - if not by direct foreign investment - by commercial
sub-contracting arrangements. in many LDCs almost all the
clothing or footwear exportation has been organised by foreign
trading houses, retail chains or other major buyers. In addition
to supplying designs and models and sometimes the materials to
be made up, they check product quality and attend to sales and
shipping. For example, it has been estimated that some 70 per
cent of clothing exports of the world's largest supplier, Hong
Kong, passes via sub-contracting of foreign trading companies.
This kiné of sub-contracting is an alternative to export-

oriented foreign investment.10

5.2.3 Pinnish competitiveness in clothing and footwear

Finland's intermediate, semi-peripheral position in the world
economy is reflected in “he country's pattern of international
specialisat.on. This was well summarised in the calculations of
revealed comparative advantages presented in Table 26, page 87 .
It was observed that in relation to LDCs Finland is a high-wage
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and capital-rich country being competitive in industries with a
high capital and skill intensity, wage level and labour
productivity. But with respect tc DMEs Finland is a relatively
low-wage, capital poor country being competitive either in
standardised, resource-based industries or in low-skilled,
labour-intensive, low-wage 1industries. This dichotomy 1is
highlighted by the dual position of Finland in the international
division of labour as far as clothing and footwear industries
are concerned. The Finnish trade position with LDCs demonstrates
strong competitive disadvantages, whereas in trade relations

with industrialised countries the patterr is the opposite.

Finnish clothing and footwear trade with industrialised
countries has been in a surplus throughout the 1970's. The
competitiveness has been based on the labour intensiveness of
the producticn process concerned and on the lower labour costs
with core economies (see Table 7, p. 24 ). On the other hand,
vis-a-vis LDCs the foreign trade has been deeply in a deficit,
which refers to poor competitiveness, particularly in terms of
labour costs. In the LDC manufacturing sec-or the wage level is
considerably lower than in Finland; frr example, average hourly
wages in manufacturing are about five times higher in Finland
*han in the Far Eastern NICs (Table 7). Higher transport costs,
capital costs (e.g. faster depreciation and higher interestc
rates) and import duties tend to reduce the cost advantages of
LDCs, but still they are highly competitive, particularly in

simple mass-produced goods.

The increasing competitiveness of LDCs in clothing and footwear
is manifested in their high import penetration capability. For
example, during the 1970's imports from LDCs in the Finnish
domestic consumption rose from 1.8 per cent to 12.4 per cent in
clothing and from 2.4 per cert *to 6.2 per cent in footwear. This
rapid growth is, however, surpassed by even stronger import
nenetration from DMEs and, in relative terms, from socialist

countries (see Table 62 and Figure 11).
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Table 62. Importance of foreign trade in Finnish production and
consurption of clothing and footwear, 1970 and 1981 (per cent)

4 clothing footwear
Production to consumption
1970 135.1 112.2
1981 238.5 161.3
Export in dorestic production to
DMEs 1970 36.4 25.0
1981 45.3 14.8
SCs 1970 6.6 4.5
1961 32.4 45.9
LDCs 1970 0.0 0.0
1981 0.1 0.1
Total expart 1970 43.1 29.5
1981 7.9 60.8
Import in domestic consumption from
DMEs 1970 20.7 17.7
1981 30.1 26.8
SOCs 1970 . 0.7 0.8
1981 4.7 3.9
LDCs 1970 1.8 2.4
1981 12.4 6.2
Total imports 1970 23.1 20.9
1981 47.2 36.8

Sources: Appendix Tables 3 and 7.

Altogether, the importance of foreign trade in clothing and
footwear consumption as well as production has increased
markedly in Finland during the past decade. This fits well into
the general sharp growth of world trade of these products. This
may be due to increasing rationalisation and specialisation
taking place in industrialised economies and facilitated by
their mutual preferential trade arrangements and the consequent
reductions of trade barriers. Another factor contributing to the
growth of global clothing and footwear trade has, of course,

been the penetrat:on of low-cos. LDC producers into the world

markets.
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In Finland, the effects of increasing LDC competition are not
primerily experienced 1in terms of an import threat- in home
markets. As shown in Table 62, the import penetration portion of
DMEs in clothing is, 1in fact, three times greater than that
of LDCs, and the discrepancy in footwear is even higher: four to
one. Similarly, the examination of employment effects of LDC
trade, pursued earlier, indicated irrefutably that imports from
LDCs are not the major cause for employment reductions even
within these sectors with the highest LDC import penetration

ratios.

Figure 11. Regional supply and demand pattern in
Finnish clothing and footwear trade, 1970 and 1981
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In contrast to that, the LDC penetration of low-cost clothing
ané footwear markets may have a major disruptive potential in
the tracditional export markets of Finland. The problem 1is
accentuated by the fact that the competitiveness of the semi-
peripheral Finnish economy 1is essentially concentrated in these
labour-intensive, low-cost sectors in addition to the resource-=
based forest industry. Moreover, both the clothing and footwear
industries are heavily outward-oriented. About 78 per cent of
the Finnish clothing output and 61 per cent of the footwear
production were exported in 1981. These rates are overwhelmingly
the highest compared with any other manufacturing branches -
excluding the sawn wood and paper industries (see Appendix Table
8). Hence, the overall development of these sectors is very

sensitive to competitive shifts in external markets.

Furthermore, the international competition has tightered, since
the clothing and fcotwear industries have experienced a gradual
reduction in the rate of increase of wor.d demand and in a
number of cases - like Finnish domestic consumption of clothing
during the 1970's - even falling demand, in which the share of
basic necessities is gradually declining when income is rising.
Typically, in the clothing and footwear i.dustries the income

elasticity of demand is low relative to other manufactures.

5.2.4 Exports by destination

During the course of the 1970's, che export production of the
Finnish clothing and footwear industries surpassed production
for domestic consumption. There were, however, great variatiouns
in export growtn according to the destinations of trade (see
Table 62). First, LDC markets played practicallv no role at all
in the Finnish clothing and footwear export production during
the past decade. Second, while in the clothing indust -y the
share of exports to DMEs increased markedly in total production,
the most dramatic growth has taken place in exports to socialist
countries - namely, to the Soviet Union. Third, in the footwear
industry, though the share of DME exporis in total Finnish
output fell drestically, that collapse was more than compensatced

for by an immense growcth of exports to the Soviet Union.




185

Altogether, these changes in export destinations can best be
studied on a country-by-country basis, because exports are

heavily concentrated on certain markets only.

The major external markets for the Finnish clothing and footwear
irdustries have been the Soviet Union, Sweden, Norway and the
United Kingdom. The country composition of exports has, however,
changed quite significantly during the course of the 1970's.

Sweden became the leading export destination for the Finnish
clothing industry in 1968 and afterwards until the end of the

1970's absorbed about a half of the total exports (see Table
63).

Table 63. Finnish clothing and footwear exports by major country
destinations, 1970, 1976 and 1981 (per cent)

Clothing

1970 1976 1981
Soviet Union 15.0 20.4 41.6
Sweden 51.1 50.3 271
Norway 6.9 11.0 11.1
United Kingdom 7.8 5.4 8.0
West Germany 2.8 2.3 3.7
Denmark 5.3 4.y 2.1
Switzerland 3.7 1.7 1.4
Netherlands 0.9 1.1 1.3

Footwear

1970 1976 1981
Soviet Union 13.9 56.5 75.4
Sweden 39.9 23.7 14.0
Norway 13.0 9.4 6.2
.lited Kingdor 3.0 0.7 0.8
Canada 0.7 1.2 0.7
West Germany 2.4 0.6 0.5
Denmark 11.3 2.1 0.4
United States 7.0 2.6 0.4

Sources: OECD, Foreign trade by commodities, 1970, 1976 and 1981.

A major reason for the expansion of Swedish trade was the
restructuring whict took place in the Swedish clothing industry
at the beginning of the 1970's. Production was transferred to
lower-cost countries, particulgrly to semi-peripheral economies,

like Finland and Portugal. Consequently, a major part of the
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Finnish clothing exports are, in fact, a result of direct
investment or sub-contracting arrangements made by Swedish

. 11
companies.

Foreign investment 1in Finland is more important in the clothing
industry than in any other manufacturing sector - except light
engineering industries (electrical machinery and instruments).
In 1981 there were 213 foreign-owned manufacturing factories
altogether (foreign share over 20 per cent), of which 34 -
mainly Swedish-owned - were in clothing. The foreign-controlled
Plants represented on the average 4.4 per cent of total
manufacturing value added, while 1in clothing the share of

12 The main attractions for

foreign-owned firms was 8.6 per cent.
foreign clothing establishments in Finland are the relatively
low level of wages and the ample supply of labour. Typically,
the investments were made in less developed regions of the
country. The labour-intensive part of the production chain has
been transferred to Finland, while the design of models and
marketing is carried out in Sweden. About a third of the Finnish
clothing exports to Sweden may be considered to come from

Swedish-owned factories.13

By the end of the 1970's Sweden's relative share in total
Finnish clothing exports had gradually declined. The most
notable reason had been a very rapid increase in exports to the
Soviet Union. 1Its share in the total rose from 20 per cent in
1976 to 42 per cent in 1981.

Even more remarkable, however, has been the change in the
country composition of Finnish footwear exports in favour of the
Soviet Union. During the 1970's its share in the total rose from
14 per cent to as high as 75 per cent (see Table 63). At the
same time, the share of all other major external markets has
fallen sharply. As a result, the geographic pattern of Finnish

footwear exports has become very concentrated. At present, there
are only three principal export destinations: the Soviet Union,
Sweden and Norway. Together they account for 96 per cent of the
total, yet ten years earlier their share was some 67 per cent. A

similar type of tendency towards country concentration has
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occurred in Finnish clothing exports, too, although it has not
reached as strong a form as in footwear. These tendencies may
indicate a constant shift in the external market conditions for

Tinnish exports of these traditional export products.

5.2.5 Adjustment requiremenis due to LDC competition

A marked pattern of change 1is observed in the geographical
composition of the world clothing and footwear trade. Although
DMEs are still major suppliers, they have lost their previous
overwhelming dominance. During ten years the share of DMEs in
total OECD imports of clothing and footwear declined quite
remarkablv: clothing went down from 71 per cent in 1970 to 47
per cent in 1981 while footwear imports declineéd from 86 per
cent to 60 per cent. The share of socialist countries has
remained constant, around 3 per cent throughout the period,
whereas LDC import penetration has been very strong. In 1981 LDC
clothing imports captured almost half, 48 per cent, of the
import market in the OECD area, while the portion was only
around a quarter ten years earlier. 1In footwear the relative
import penetration of LDCs has been even more impressive; their
market share increased from 10 per cent to 37 per cent in ten

years.

The importance and dynamism of LDC import penetration is
accentuated by the fact that while during the 1960's only a
single country, Hong Kong, represented a major part of the
imports from LDCs - alone accounting for over half of LDC
clothing exports and about a third cf footwear exports still in
1970 - during the 1970's several other LDC exporters have
emerged. 1In global terms, the restructuring process has just
started, and there are several reasons to expect that an ever-
increasing share of DME markets will be captured by clothing and
footwear imports from the Third World also in the future.
Obviously, these changes have had and still have an influence on
the competitive position cf semi-peripheral economies in the
OECD market area.




188

Finnish market shares in both the clothing and footwear imports
of the OECD area have steadily declined along with the fall of
overall DME shares. Particularly pronounced have been the market
losses of the Finnish footwear industry. The development has,
however, varied quite significantly according to the destination

of trade.

In clothing the dominant DME market has been Sweder, accounting
for around a half of the total Finnish exports to DMEs. Still
today, Finland is the greatest single supplier of clothing to
Sweden. During the first half of the 1970's, imports from
Finland even reached a level of one third of the total Swedish
clothing imports. This was generated by the transfer of Swedish
production to Finland via sub-contracting and direct investment
activities. Diuring the course of the latter part of the 1970's,
the relative share of imports from Finland has, however,
gradually declined in Sweden. In Norway, though, Finnish market
shares have improved steadily during the 1970's; hence, Norway
has become the second 1largest DME market for the Finnish
clothing industry. Both in Sweden and in Norway, the LDC market
shares are distinctly below the OECD everage so Finnish exports
have not yet been adversely affected by LDC import penetration,
despite the tendency of Swedish industry in particular to prefer
increasingly low-cost producing areas in Southern Europe and in
the Third World rather than Finland.

As far as other major DME markets are concerned, Finnish market
shares in clothing have evolved quite steadily in the imports of
the United Kingdom and Denmark, declined in Switzerland and
slightly increased in West Germany. Hence, the overall export
performance of Finland in clothing - despite its small decline
in total DME market share ~ has developed quite satisfactorily,
particularly with regard to the sharp increase of LDC imports
and the significant market losses suffered by most DMEs as a
consequence. The relative success of Finland in the short term
may be due to two factors.
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Table 64. Marlket shares of Finland and major regions in six leading

DME clothing export destinations of Finland, 1970, 1976 and

1981 (per cent)
irports from

Sweden
Finland
DMEs
SCs
LDCs
of which Hong Kong
South Korea
China
Norway
Finland
DMEs
SOCs
LDCs
of which Hong Kong
China
India
United Kingdom
Finland
DMEs
SOCs
LDCs
of which Hong Kong
South Korea
India
Taiwan Province
West Germany
Finland
DMEs
SOCs
LDCs
of which Hong Kong
South Korea
Taiwan Province
Denmark
Finland
DMEs
SOCs
LDCs
of which Hong Kong
South Korea
India
Switzerland
Finland
DMEs
SOCs
{DCs
of which Hong Kong
South Korea
India
CECD total
Finland
DMEs
SOCs
LDCs
of which Hong Kong
South Korea

Taiwan Province

Sources: OECD, Foreign trade by commodities, 1970, 1976 and 1981.

Market shares

1970 1976 1987
18.7 22.2 18.5
58.6 46.4 51.8
2.8 2.6 2.0
19.9 28.8 27.7
13.6 14.5 11.6
2.5 7.0 5.6
0.9 1.0 1.7
5.4 12.0 17.1
80.1 68.5 68.1
4.3 2.3 1.6
10.2 17.2 13.2
9.6 12.6 6.8
0.3 0.4 1.0
0.2 0.6 1.0
2.4 1.5 2.2
53.2 42.7 46 .5
2.6 2.6 1.9
41.8 53.2 49 .4
38.2 33.8 24.8
0.5 7.1 10.2
0.9 4.1 3.3
0.8 2.4 3.2
0.3 0.2 0.5
80.0 62.6 57.5
5.2 7.6 6.6
14.5 29.6 35.4
11.4 14.6 2.1
0.6 4.7 6.7
0.8 2.5 3.4
4.9 5.6 5.6
76.4 61.4 54 .8
2.8 4.3 4.1
15.9 28.7 35.5
13.4 14 .1 13.1
0.2 5.2 5.9
0.9 1.4 3.1
1.5 0.9 0.8
91.0 79.6 79.0
1.7 2.0 1.0
5.8 17.5 19.2
4.3 10.9 11.6
0.3 2.3 2.2
0.3 1.0 1.4
1.6 1.6 1.4
70.8 52.8 47.2
2.5 4,0 3.0
5.1 1.6 48 .4
13.6 15.4 14.5
3.2 9.6 10.3
4.1 5.8 7.2
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First, LDC import penetration has been strongest in simple
mass-produced goods like shirts and underwear, while Finnish
clothing exports are based more on specialised products and
high-fashion goods. It will also be of great importance for the
future development of clothing exports to endeavour to 1lncrease
specialisation and the value-added content as well as to 1mprove
product design and quality. These typically include products
requiring a relatively short distance between the producer and

the markets; hence, they are less sensitive to LDC competition.

A second factor contributing to the relative success of Finnish
clothing exports vis-a-vis imports from LDCs 1is related to
European trade policy. Since joining EFTA in 1961 and signing a
free trade agreement with the EEC in 1973, Finland has enjoyed
freer access to European markets than LDCs. Tariffs 1in these
sectors with EEC countries were finally abolished in 1977. This
has been particularly important in clothing trade, which 1s more
restricted i1nternationally than trade in any other manufacturing
sector. Tariffs on clothing in DMEs are higher on average than
in any other category of industrial products. Moreover, world
trade in textiles and clothing has been restricted by general
agreements from the beginning of the 1960'5.14 Further
limitations have been imposed bilaterally within the framework
of the so-called voluntary export restraint agreements defining

special quotas for clothing imports from LDCs.

The trade policy of DMEs 1is probably the most difficult obstacle
to expansion of LDC trade in clothing. There is certainly no
question that trade restrictions discriminate against LDCs.15
This situation, of course, offers relative competitive
advantages for semi-peripheral economies as long as the present

trade policy of core economies continues.

If Finland has not suffered significant losses 1in clothing
expcrts to DMEs due to LDC competition, in footwecar the
situ.rion 1is almost the reverse. Finnish market shares in
various DMEs have declined heavily parallel to increasing import
penetration from LDCs. There are, however, two exceptions. Both

in Sweden and in Norway, footwe.r imports from Finland have
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Table 65. Market shares of Finland and major regions in six leading
DME footwear export destimations of Finland, 1970, 1976 and

1981 (per cent)

Imports from Market shares
Sweden 1970 1976 1981
Finland 10.2 9.8 11.0
DMEs 81.4 Tu.4 69.8
SOCs 3.4 2.7 1.3
LDCs 5.0 13.1 17.9
of which South Korea 0.1 4.1 9.3
Taiwan Province 1.5 3.1 4.3
Hong Kong 2.6 1.3 1.4
Norway
Finland 7.8 6.0 7.6
IMEs 87.6 78.6 70.6
SQOCs 1.3 1.7 §.3
LDCs 3.3 13.7 17.5
of which South Korea 0.0 3.8 7.0
Malaysia 0.1 6.2 5.2
Brazil 0.0 1.1 3.4
United Kingdom
Finland 0.5 0.2 0.2
DMEs 61.6 64 .1 68.3
SOCs 9.7 111 5.1
LDCs 28.2 24 .6 26.4
of which South Korea 0.2 4.3 T-1
Brazil 0.2 2.7 6.1
Hong Kong 24.9 8.3 4.9
West Gerrany
Finland 0.1 0.0 0.1
DMEs 93.4 88.9 86.8
SOCs 2.3 3.5 3.6
LDCs 4.2 7.6 9.5
of which Taiwan Province 0.4 .2 5.1
South Korea 0.0 1.1 1.6
Hong Kong 2.8 1.0 0.6
Denmark
Finland 5.7 1.4 0.7
[MEs 86.2 82.7 T4.4
SOCs 2.5 1.8 2.2
LDCs 5.6 14.1 22.7
of which South Korea 0.0 4.4 9.5
Brazil 0.0 4.7 4.1
Taiwan Province 0.0 0.5 3.5
United States
Finland 0.1 0.1 0.0
DMEs 85.4 48.0 31.3
SOCs 1.2 0.8 2.3
LDCs 13.3 51.1 66,4
of which Taiwan Province 6.4 21.1 27.5
South Korea 2.1 12.4 17.8
Brazil 1.0 8.1 12.3
OECD total
Finland 0.9 0.5 0.5
DMEs 85.9 68.1 59.8
SOCs 2.7 3.5 2.8
Ls 10.5 27.9 36.9
of which Taiwan Province 3.5 10.3 14.2
South Korea 1.1 8.6 10.4
Brazil 0.5 3.9 5.6
Hong Kong 3.5 1.4 1.8

Sources: OECD, Foreign trade by commodities, 1970, 1976 and 1981.




managed to maintain their market shares, although imports from
LDCs have grown significantly (see Table 65). In al! other major
footwear export destinations, Finland has, however, lost its
competitive edge and suffered noticeable market losses. A
critical example 1is Denmark, where the Finnish share in import
markets was still some 6 per cent in 1970, while ten years later
the share had declined to below one per cent. Danish footwear
markets have increasingly been captured by low-cost LDC
producers. It may be anticipated that a similar type of
development will occur in other Scandinavian markets, too, as

far as Finiand's future export potential is concerned.

The clothing and footwear industries represent good examples of
the competition by peripheral industrialisers in the markets of
core economies. The effects of LDC competition are greater on
semi-peripheral economies than on core ones, since the former
have traditionally exhibited comparative advantages in these
mature labour-intensive industries. For semi-peripheral
economies, the high import penetration capability of LDCs is
primarily manifested in terms of intensified export competition
rather than in terms of an increased import threat in their home

markets.

In the case of Finland, the clothing industry has suffered some
export market losses, but relati-: to other DMEs the situation
has not yet become alarming. The way to adjust has and will be
to specialise in high-fashion goods and special products, while
LDCs are supplying primarily standard 1lines of clothing.
Moreover, Finland has been capable of maintaining its
competitive advantages due to a preferential trade network
established within the European countries that is discriminating

against imports from LDCs.

In contrast to clothing, the Finnish footwear industry has
suffered significant market losses in all major export
destinations except its neighbouring countries. A major reason
is evidently increased LDC competition. As a result, there is a
high degree of country concentration in Finnish footwear exports
SO iﬁ is wery wvulnerable to any market fluctuations. A real
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collapse in Finnish footwear production 'has, in fact, been
avoided only b, the immense expansion of exports to the
protected markets of the Soviet Union. The relative success of
the Finnish clothing 1ndustry, too, has considerably been
dependent on the existence of the bilateral, planned trading
networ.. with the Soviet Union. Without this supplementary market
outlet offered by the Soviet trade, structural constraints and
adjustment problems in these sectors due to LDC export
competition would have been very severe indeed for a semi-

peripheral economy like Finland.

5.3 Forest product exports

The conventional approach of international trade asserts that a
country will specialise in export products made with its
relatively abundant factors of production. In a peripheral
economy the production factors in which it typically exhibits
comparative advantages are either an ample labour supply or a
specific natural resource endowment. Hence, a standard pattern
of peripheral industrialisation is based on the utilisation of a
country's cheap labour force or local sources of raw materials.
Clothing and footwear production represent very good examples of
lJow-skilled, labour-intensive industries in which peripheral
economies have enjoyed comparative advantages. Another classical
example is the forest industry. For many peripheral countries,
wood 1is the natural resource easiest to exploit 1in world
markets. The cost  of utilising forest resources and
manufacturing wood products is relatively small compared to the
investments usually required to enter the resource conversion
field. Consequently, 1in recent years the only trade surplus
sectors in the manufacturing trade of LDCs with DMEs have been -
besides clothing, footwear and leather products - sawn wood and

wood manufactures.

The international competitiveness of the mature standardised
industries producing simple consumer goods or bulk types of
products is primarily dependent on relative factor prices. 1In
the clothing and footwear industries labour costs tend to
determine the competitiveness. In the forest industry, though,
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the key factor of comparative advantage is the raw material
source. The access to wood has primarily determined the global
location of the industry; hence, most of the major forest

product exporters have substantial indigenous natural forests.

5.3.1 Forest resources in Finland

Finland is a country of forests. Productive forest land covers
some 60 per cent of the country's total land area, and the
forest land per capita 1s the largest in Europe. Forests have
traditionally served as Finland's main natural resource for
industrial use and exports: since the 17th Century for making
tar, subsequently for making charcoal and for shipbuilding,
since the beginning of the 19th Century for sawn timber, and
finally in the 20th Century for the rapid expansion of the

mechanical and chemical forest industries.

Finland, together with the other Nordic countries, has been a
traditional supplier of forest products to the rest of Western
Europe. During the interwar period forest products constituted
from 80 to 95 per cent of Finland's total exports. Since the
Second World War, the overwhelming dominance of the forest
industry has gradually declined, although even today its share
1s around 40 per cent of tctal exports. Of the developed
countries of the world, Finland is still the most dependent on
the forest industries.

The development path of the Finnish forest sector has been quite
atyuical 1n international terms. After independence, natural
resources such as agricultural land, hydro-electric power, mines
as well as forests were taken 1into national ownership, and
industrial development in these sectors was reserved for
domestic enterprises. The main part - some two-thirds - of the
forest area have been owned by private non-industrial forest
owners having mainly small (5-20 ha.) or middle~sized (20-50
ha.) forest holdings. Most private forest owners are farmers or
have other rural occupations, although in recent years the
number of urbanised forest owners has increased. Just under a
quarter of the forest land is owned by the State and only some 8




per cent by wood-processing companies. This pattern of small
farm woodland ownership has distributer the benefits of wood
production and exports quite widely 1in society and has
especially promoted rural development by providing Dboth
employment and income. The rapid mechanisation of forest jobs
since the 1950's has, however, broken the traditional links
between the forest sector and *he small farms, provoking a rapid

rural depopulation during recent decades.16

Despite the relatively small proportion of state-owned forests,
the public control and institutional system of forest maragement
is well established in Finland. The public policy has been to
promote the forest resource use on the basis of the sustailned
yield principle. There are laws that prohibit overcutting and
destruction of forests, and a system of public promotion of
forest cultivation has been established. Since the end of the
19th Century, the major problem in the Finnish forest sector has
been how to maintain the resources of the country's principal
natural asset and to avoid overexploitation.17 In fact, although
Finland's share of the world's forest area is only around 0.5
per cent, it accounted for 1.4 per cent of world roundwood
production in 1981 and, furthermore, for 9.7 per cent of world

forest product exports.

The Finnish forests, like the forests in the other Nordic
countries, are in virtually full use on a sustained yield basis.
Hence, the raw material supply situation is very tight compared
with most other forest product exporters. This has tended to
limit the expansion of industrial capacity in this sector. As a
result, during the 1970's Finland began increasingly tc import
timber, particularly from the Soviet Union. Some possibilities
still exist to expand the domestic raw macerial base as well,
e.g. by further intensifying forest management and cultivation,
by increasing utilisation of trees more fully through use of
tops and branches as well as industrial residues, or by
recycling waste paper more efficiently. In this respect, a
mixing of integrated industries would facilitate full
utilisation of the diversify of the material available.

Futhermore, when industrial' growth 1is limited by the raw
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material supply, growth can be brought about by increasing the
refinement cf the product. 1In practice, this ceén either mean
moving from market pulp into paper and board, and finaily into
converted preoducts, or it can mean moving from unfinished lumber
inte planed board or wood-based panels, and finally into

. .. . 8
furniture, joine:, or pre-fabricated houses.1

Nevertheless, since the forest resources 1in the country are
limited, the expansion of industrial capacity is sooner or later
constrained by the availability of wood raw material. Subject to
this constraint, industrial expansion will be guided
significantly by cost competitiveness. The relative resource
scarcity is reflected in the raw material prices. Hence, wood
costs in Finland, like in the rest of Western Europe, are much
higher than in areas where forest resources are more abundant,
as in North America, the Soviet Union or tropical forest areas
of LDCs. In Western Europe wood costs also tend tc incr.:zase due
to a scattered forest ownership structure and environmental
considerations as well as due to poor growing conditions and the
consequent high unit wood costs compared with sub-tropical and
tropical zones. For example, the average stumpage price of
pulpwood in Finland is about twice as high as in North America

and four times higher thai in Brazil.19

Obviously, differences in wood costs have an influence on the
global structural development of the forest industry. The
availabilicy of an abundant raw material basis is one of the key
determinants of competitiveness in this sector. In this respect,
North America and the Soviet Union are very competitive as they
hold substantial reserves of coniferous softwood resources. Some
of them are easily accessible, as in the southern United States;
some are less so, as in northern Canada, Siberia and the Soviet
Far East. Furthermore, also the vast broad-leaved hardwood
resources in the Third World are clearly underused for

industrial purposes at the present time.20
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5.3.2 Forest resources of the world

The total forested arca of the world is about 4 10N million ha.,
covering some 30 per cent of the world land area. However, a
areat share of it is not suitable for industrial use. There are
wooded areas with only limited tree coverage as well as forests
that are not operable for a variety of reasons, such as physical
or econcmic 1inaccessibility, cr different legal constraints
designed to preserve the forests. The amount of operable or
productive forest available for roundwood production amounts to
slightly less than half of the total world forest area. Some 52
per cent of it is located in the Third World. The total growing
stock, given as the bole volume of all trees, 1s estimated at
about 270 000 million m®> for all the operable forests in the
world, of which LDCs together account for some 64 per cent (see
Table 66).

Table 66. World's forest resources and glomal use of wood, 1981

Developed LDCs
ccuntries
All forest area (million ha.) 1 910 2 215
Operable forest area (million ha.) 940 1035
Growing stock in operable forests
(milliard @3) 96 174
Total roundwood production (million m3) 1 314 1 828
of which industrial roundwood 1 069 315
fuelwood and charcoal 245 1513
Roundwood utilisation per cent share of
growing stock in operable forests 1.4 1.0
Industrial roundwood utilisation per cent
share of growing stock 1.1 0.2

Sources: UNINDO (1983) Wood Resources and Their Use as Raw Material
and FAO, Yearbook of Forest Products 1970 - 1981

Trends in forest resources have taken different courses in the
developed and developing countries. 1In general, the growing
stocks in Europe and North America have increased during the
post-war period. This is primarily due to improved forest

management, forest conservation policies and a better knowledge
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of the resource base. 1In contrast, the forest area and growing
stock 1n the LDCs have drastically decreased. Tropical rain
forests, the maln type 1n the LDCs, have decreased in area from
around 1 600 million ha. to about 950 million ha. It has been
estimated that during the pericd of 1976-1980 some 7.5 million
ha. of LDC forests and another 3.8 million ha. of other wooded

land have been lost annually.21

The forest use in LDCs 1s based on extractive exploitation. The
forest exploitation has been uncontrolled, exceeding in many
countries the sustainable capacity level. Moreover, bad logging
practices have brought about erosion. Only a small fraction of
LDC forests are properly managed and protected; 1in fact, nearly
90 per cent of the tropical forests have never been surveyed.
Vast forest areas are, hence, either neglected or receive scant
attention, although in trop cal areas the ecological balance is
particularly fragile. Forest management 1in LDCs 1s generally
left to timber concessionaires, whose priorities, in response to
fluctuating market reguirements, are often in conflict with the

national priority of ensuring the long-term productivity of

forests.
The main cause of deforestation has not, however, been
industrial utilisation, but agriculture and fuel needs.

Spontaneous shifting cultivation is considered to be responsible
for about 35 per cent of the total deforestation 1in Latin
America, 70 per cent in Africa and 50 per cent in Asia.22 In
particular, the still widely used practice of indiscriminate
slash-and~burn agriculture is devastating for forest resources.
Another important cause is the conversion of forest 1land to
extensive grazing. Despite this alarming trend of deforestation,
LDC forests still contain about two-thirds of all the growing
stock in the world's forest representing a significant

productive potentiality in terms of woodbased industrialisation.

5.3.3 Jse of forest resources

The world production of all roundwood reached some 3 100 million

m’ in 1981, of which 58 per cent was produced in LDCs and 42 per
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cent in develcped countries (Table 66). Hence, the overall
distribution of global rcoundwood production corresponds roughly
to the distributicn of the forest resources. A major difference
exists, however, in the type of wood use between regions. In
LDCs the bias towards production of fuel wood is overwhelming.
Nearly nine-tenths of the people in the Third World depend
entirely on wood as their main source of fuel. Consequently,
over four-fifths (83 per cent) of the wood cut down in LDC
forests is used for energy as fuel wood and charcoal. Even
though the pattern c¢f wood use in developed countries -
consisting primarily of roundwood production fecr industrial
purposes - is the reverse, 1in global terms more than half (5¢

per cent) of the total wood consumption is used as fuel.

On the other hand, of the world production of 1industrial
roundwood, only about one-fifth (23 per cent) is produced in the
Third World. The foremost producer of industrial wood is North
America, with about a third of the world total, followed by the
Soviet Union and Europe with about a fifth each. The degree of
industrial utilisation of the forests varies greatly by regions.
Measured by the percentage ratio of roundwood production to the
volume of growing stock, a remarkable difference between
developed and developing countries is revealed (Table 66). In
the former about 1.1 per cent of the growing stock is annually
used as industrial raw material, whereas in the latter case the

ratio 1s only 0.2 per cent.

The variations are even dgreater within the majcr regions. The
most intensively used forests are those of the southern United
States, where the utilisation ratio is about 4.6 per cent. 1In
the Nordic countries the annual cuts are about 2.8 per cent and
in the other European countries about 2.6 per cent of their wood
growing stock. In North America as a whole the ratio is about
1.3 per cent, but in British Columbia it is as lcw as 0.7 per

cent and in the Soviet Union only about 0.6 per cent.23

Within LDCs the forests are clearly an under-used source for
industrial production. Although in some parts of the Third

World, like Southern Brazil, Mexico, some West African countries




and the -ountries of Scutheast Asia, forest resources are beina

used more and more intensively, in most parts the contribution

of tropical forests tc industrial development is negligible. The

most extreme examples are the practically unlimited, but unused,

forest resources of the Amazon and Congo river areas.

The forest industry is conventionally divided into a mechanical
wood industry and a fibre-based chemical wood industry. The
mechanical processing of wood involves three categories of
manufacturing: lumber, and sawn wood; wcod-based panels such as
veneer, plywood, fibreboard and particle board; and products of
secondary wood processing such as wooden articles, furniture,
joinery and pre-fabricated elements. The chemical wood-
processing industry produces pulp, paper and board as well as

converted paper products.

Mechanical wood processing 1is typically a labour-intensive
industry with relatively low capital and energy requirements,
particularly ~hen compared with the pulp and paper industry. It
is not skill intensive, and the size of the undertaking is
frequently rather small. In contrast, the manufacture of pulp
and paper - althuugh quite standardised - is a very capital-
intensive, advanced technology process, usually making even the
smallest mill a large undertaking. Subsequently, the barriers to
entry have been much lower in mechanical wood processing than in

the chemical wood industry.

Typically, the forest industry in LDCs has in its initial stage
concentrated on mechanical wood processing. Of all industrial
roundwocd production in LDCs, some 87 per cent is produced for
the me~hanical wood industry - and, hence, only 13 per cent as
pulpwood - while 1in developed countries the corresponding

figures are 69 per cent and 31 per cent, respectively.

The pattern of forest utilisation in the LDCs is thus fairly
clear. In terms of forest resources, they have about 52 per cent
of the world's operable forest areas and even more, 64 per cent,
of the wood volume in these forests. Their share of global

roundwood production is about 58 per cent, but they produce only
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about 23 per cent of the world's industrial wood. The unbalanced
picture is accentuated by the fact that the proportion of LDCs
in world pulpwood production is merely 11 per cent. While the
relative 1mportance of LDCs as suppliers of industrial wood has
grown markedly during the last two decades, their contribution
1s still far from what it could be considering their vast forest

resources (see Table 67).

Table 67. Comparison of forest resources and roundwood production
of developed and developing countries, 1961, 1971 and 1981
(per cent of world total)

Developed countries LDCs

1961 1971 1981 1961 1971 1981
Growing stock .. .. 35.6 .. .. 64 .4
Total roundwood production 55.6 - 47.3 41.8 by .y 52.7 58.2
Industrial roundwood
production 86.5 83.5 77.2 13.5 16.5 22.8
Pulpwood production 97.6 95.2 89.2 2.4 4.8 10.8

Sources: FAO, Yearbook of Forest Products, 1961 - 1972 and 1970 - 1981

There are several reasons - both economic and technical - for
the low intensity of the industrial use of the LDC forests. At
present, wood processing is limited in LDCs, owing to input
constraints such as capital and skill, the characteristics of
the available raw material, and the lack of basic
infrastructure.

Particularly in the pulp and paper industries, the suitability
of various species of wood is large'y determinated by the
quality of the fibre. The most important characteristics are
fibre length and flexibility. Coniferous species have long
fibres and broad-leaved species short fibres. The use of the two
types of fibres depends on the type of paper to be produced, but
a certain input of long-fibre pulp is generally required. Since
the coniferous forests cover some 75 per cent of the forest area

in the temperate and northern regions, vis-d-vis only 3 per cent
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1n the tropical regions, this tends tc favour northern forests

as a raw material source for the pulp and paper industry.

Furthermore, the composition of temperate and northern forests
1s rather uniform, generally being comprised of one predominant
species. The tropical broad-leaved forests, on the contrary, are
characterised by a generally heterogeneous mixture of hundreds
of species. These different characteristics have important
consequences for their utilisation. In most forest industry
sectors, raw material of a rather uniform nature is required.
Hence, because of species diversity and the consequent cutting
and conversion costs, natural tropical forests have had, until

now, rather limited industrial value.

5.3.4 New possibilities for utilising tropical forests

There are two major factors - technological progress in pulp
making and the plantation programme - that have started to
reshape the global structure of the forest industry by making
tropical forest areas increasingly available as raw material
sources. Chemical wood-processing industries are based on
inventions of a century ago which made it possible to use wood
as a raw material for paper. The groundwood and the sulphite
processes were the original inventions, but they require long-
fibre species, particularly spruce, as the raw material. The
sulphate process, which was invented at the end of the last

century, is less dependent upon the wood quality.

Practically all wood species can be pulped in this process, but
the resultant pulp is dark brown and difficult to bleach. This
situation changed only in the early 1950's, when the modern
process for bleaching sulphate pulp was developed. This has had
a profound effect on the world's forest industry, since a new
type of pulp, short-fibre bleached hardwood pulp, was
introduced. Forest areas with little or no coniferous species
became potential raw material sources for pulping and paper
making. This immediately expanded the raw material base in
Europe, and particularly in North America new natural forests
were taken into use. 1In a longer term, the most dramatic change
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is, however, that the sulphate bleaching process has alsc made
sub-tropical and tropical forests a potential source of chemical

pulp and paper making.

Another development that has influenced the raw material
availability of tropical forests is expanding use of plantation
programmes. Since the 1950's forest plantations have extensively
been used in several LDCs to stop deforestation and to provide
fuel wood for urban areas, but, particularly during the course
of the 1970's, fast-growing plantations have increasingly been
established for industrial purposes. The chief attraction is the
hope of growing cheap raw material by utilising the tremendous
growth potential of bio-climatic conditions in the tropics. The
usual species have been eucalyptus (hardwood) and pine
(softwood), which can produce wood at five to ten times the
growth rate of the natural forests in the temperate zones. Ur ler
favourable conditions the annual growth of eucalyptus may be 43
to 55 m’ per hectare, and that of pine 20 to 45 m’ per hectare,
compared, for example, to the average growth of 4 to 6 m’ per
hectare a year that can be reached in southern Finland. Hence,
the tropical forest plantations require rotation cycles of only

17 to 20 years for eucalyptus and 20 to 25 years for pine after

the 1intial plantation work, instead of the 50-to-80-year
rotation cycles required for the natural forests in temperate
zones.24 The cheap wood raw material potentiality 1is a

permanent competitive advantage fo: many LDCs.

Table 68. Established and planned forest plantations in tropical
LDCs, 1980 (million ha)

Established plantations Planned plantations
(annual rate of
formation 1981 -85)

industrial all industrial all
Tropical America 2.6 4.6 0.28 0.53
Tropical Africa 1.0 1.8 0.06 0.13
Tropical Asia 3.5 5.1 0.23 0.44
Total 7.1 11.5 0.58 1.10

Source: UNIDO (1983) Wood Resources and Their Use as Raw Material,
Tables 1.7 and 1.8
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In the LDCs of the tropical zone, the total area of plantations
existing in 1980 is a%cut 11.5 million ha. The fact that 40 per
cent of all these plantations were established cver the last
five year period, 1976-1980, 1illustrates the rapid increase of
this afforestation effort. Some 60 per cent of all plantations
are used for the production of industrial wood. On a regional
basis Latin America, tropical Africa and tropical Asia account
for 40, 15 and 45 per cent, respectively, of the total
plantations (Table 68).

However, the 1industrial plantations in particular are quite
heavily concentrated 1in large countries. In Latin America,
Brazil alone accounts for about 77 per cent of all the
industrial plantations, and 1n tropicai Asia some 85 per cent is
concentrated in India sand Indonesia. Nevertheless, in recent
years the formation of forest plantations has expanded rapidly
all over the tropical countries, where some 1 million ha. are
established annually. This should, however, be compared with the

annual deforestation of over 7 million ha.25

Once established, the potential contribution of fast-growing
plantations to forest industry development 1is obviously very
great. They can supply a uniform raw material instead of the
existing mixed tropical hardwood <{orests. The plantations
already contribute 40 per cent of the industrial roundwood
production in tropical America, but -~ i1l only 5 per cent in
Africa and Asia. In the short term, 1l the 1990's, their
influence on the global forest indust., Jdevelopment and trade
balance will remain rather limited, since the area devoted to
such ventures is still quite small, but after that many LDCs may
follow Brazil's example as an important power in forestry and

the forest industries.

A gradual restructuring 1is going on in the world forest
industries. The progress of bleaching technology has expanded
the potential raw material base of the chemical wood-processing
industry by making hardwood forest areas available as raw
material sources. Furthermore, plantation forests with fast-
growing timber crops will offer a considerable impetus for this
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expansion in tropical countries. On the other hand, in the
1960's the expansion of the forest 1industry in the Nordic
countries, the traditional suppllers of the Western Eurcpean
market, reached its wood producirg limit. This has restricted
the growth of the Nordic forest industry and has contributed to
a large increase in the cost of 1its wood raw material. In the
short and medium term, North America with 1its still abundant
wood resources and ambitious plantation programmes - e.g. in the
southern United States with already 8 million ha. of forest
plantations - has a good potential to expand its forest 1industry
and also to penetrate into European markets. In the longer term,
however, a major source of forest industry products for the
world markets may be in the Third World, where at present a vast
wood industry development potential lies practically unutilised

in the tropical forests.

5.3.5 Development of forest industry

Over the last quarter of a century, the world forest industry
has grown steadily, although the overall growth of demand has
not been as intense as in many other industrial sectors. In
spite of the relatively moderate growth rate, the world
consumption of forest products is still expected to increase.26
The demand will grow fastest in the Third World, due to the low
starting level, economic growth and urbanisation as well as
spreading literacy. There the production of the forest
industries has also grown the fastest in relative terms during
the last two decades. Th2 global share of LDCs has increased
both in the mechanical and chemical forest industry sectors. The
growth has been particularly intense in the production of wood-
based panels and wood pulp, 1in which the global share of LDCs
has increased threefold during the period of 1961 to 1981 (Table
69). Obviously, the developed countries still dominate the world
forest industry production, but %the continuation of such a
growth rate in LDCs could lead gradually to considerable changes
in the geographical composition of production. At present, about
a fifth of the world mechanical wood processing takes place in
LDCs, but still only a tenth of the chemical wood processing.
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Table 69. Production of forest industries by Finland and major regions,
share of world total, 1961, 1971 and 1981 (per cent)

Finland DMEs SOCs LDCs
1961 1971 1981 1961 1971 1941 1961 1971 1951 1967 1971 1981
Roundwood 2.5 1.6 1.4 32,7 28.4 26.4 20.4 17.3 1.0 a4y s52.7 58.2
Sawn wood 2.4 1.7 2.0 50.3 51.7 49.8 36.6 33.7 28. 10.7 12.9 19.7
Wood-based
ranels 3.2 2.1 1.6 79.0 75.4 64.6 13.0 13.4 16.8 4.8 9.1 17.0
Wond pulp 69 59 58 8.0 8.8 77.1 86 9.7 9.6 2.4 3.7 T.u

Paper and boord 3.1 3.4 3.5 82.2 79.8 75.9 7.8 8.5 8.0 6.8 8.4 12.6

Source: Appendix Table 10.

The Finnish share in the global forest industry has declined
slightly 1in every sector except paper and paper board. The most
dramatic decline has been experienced in wood-based panels - the
sector with the highest growth rate in LDCs. The lack of raw
material has prevented the expansion of the base 1ndustry in
Finland; hence, the only way to grow has been to concentrate on
end products - such as different paper grades - with a high
value~-added content. They do not have a cost structure primarily

dominated by wood costs.

Regional shifts in the production capacity of the world forest
industry are not necessarily reflected in the global trade
structure, since the sector in global terms is very strongly
home-market oriented. About 80 to 85 per cent of all forest
industry production in the world is directed toward domestic
markets. In Finland the situation is, hence, exceptional since
about two-thirds of its forest industry products are exported
and in paper products the share is above 80 per cent. 1In the
LDCs the share of exports in total production has been below
average, exccpt in the sectors of wood-based panels and, in
recent years, wood pulp (see Table 70). This indicates that the
forest industry in most LDC cases is predominantly home-market

oriented and in 1its initial stage primarily represents an
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import-substitution type of industrialisation. Obviously,

country variations in thils respect are very great (Table 70).

Table 70. Share of exports in total production of forest products by
Finland and by major regions 1961, 1971 and 1981 (per cent)

*

Finland DMEs SOCs LDCs World

Roundwcod

1961 12.0 2.7 1.9 1.5 2.0

1971 2.6 41 3.9 2.9 3.4

1981 6.2 5.6 4.8 1.9 3.3
Sawn wood

1961 64 .2 16.7 6.5 9.3 12.2

1971 64 .0 18.1 8.2 11.0 13.9

1981 65.1 246 8.4 11.2 17.4
Wood-based panels

1963 70.0 11.3 7.1 27.6 11.4

1971 62.5 10.7 10.5 u7.2 14,1

1981 62.5 13.7 9.9 29.9 16.3
Wood pulp

1961 37.2 17.0 6.0 3.6 15.6

1971 25.0 5.8 5.6 9.9 14.6

1981 23.3 17.4 7.4 18.0 16.4
Paper and paperboard

1961 83.3 18.6 5.0 2.8 16.5

1971 81.8 20.5 10.0 2.8 18.1

1981 80.3 23.6 12.5 4.8 20.4

Note: Including Finland

Sources: FAO, Yearbook of Forest Products, 1961-1972 and 1970- 1981.

Altogether, in global terms the share of exports has gradually
increased in every forest industry sector. In Finland, though,
outward orientation has slightly decreased, particularly in pulp
production, where upgrading in favour of paper products has
taken place.

5.3.6 International division of labour in forest industry

The world economy can be divided into forestry product exporting
areas and importing areas. Table 71 and Appendix Table 10 show

the supply and demand pattern in the international economy based
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on this division. As described earlier, there are some
inherently wocd-rich and wood-poor countries in the world, the
first being the potential exporters and the latter the potential
importers. Furthermore, among the exporters the-e 1s a distinct
division of labcour, which 1is affected by the degree of

development and industrialisation of a particular country.

On a world basis, there are, and will continue to be,
differences regionally between the production and consumption of
forest products. The wood-poor areas in the Middle East and
North Africa have consumed more wood products than they produce,
but so have both Eastern and Western Europe as well as Japan.
The major excess production regions have been North America, the
Soviet Union and the VNordic countries as well as the Far East,
with smaller surpluses coming from Latin America and Africa.
Although the productien 1n LDCs has increased substantially in
the last two decades, the balance between production and
consumption has remained quite stable due to a parallel increase

in their consumption of wood products (see Appendix Table 10 ).

In fact, net 1imports of forest products are generally a
relatively small proportion of consumption. The demand 1is
primarily satisfied by domestic production, even in the main
importing areas of the world. Notable exceptions are the Near
Eastern countries, which must supplement domestic production
with substantial imports, because of a major lack of natural
forests. Obviously, all major exporters have large indigenous
supplies of natural raw materials. There are, how-ever, a few
countries in which the forest industry is dependent on
significant imports of sawlogs. Japan, South Korea, Singapore
and Taiwan are major exporters of wood products that base their
industries on imported raw materials. Half of these raw material
imports originate in North America and the other half in the
ASEAN countries.27

The balance betweea production and consumption of forest
products significantly varies regionally by sectors. These
variations reflect the pattern of the international division of
labour in the world forest industry. While the LDCs are net
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Table 71. Trade balance of forest products by regions, 1961 and 1981

Rounxdwood Saun wond Wood based Pulp: Pager
(eilllon
(eiliton =) (million o) ranels (wtllton
(riilion =) tons) tons)
1961 1381 1961 1981 1961 1981 1901 1981 1951 1381
[MEs .
G 1.7 2.0 .
Finland 5.0 -1.4 5.2 5.4 0.7 1.0 1.6
b'»;tnn Burope -13.8 -16.9 -11.9 -130 -0.5 -3 -1.9 -5.1 -x.g -1.9
North Arerica 0.9 7.6 3.3 9.0 -0.6 -n.9 1.8 6.3 1. 5.5
other DMEs -9.2 -35.1 -1.8 -85 0.4 -0.1 -0.2 -0.8 -0.8 -0.1
subtotal -16.5 -35.8 -5.2 -3.2 0.0 -3.1 0.9 2.1 2.0 8.3
XCs o
-0.1 .
Soviet W 5.3 15.1 49 6.6 0.0 0.9 0.2 0.5
Eh;::rn éL?:pe -2.6 2.7 0.8 0.4 0.1 -0.3 -0.3 -09 0.0 -0.u
subtotal 8.7 17.8 5.7 7.0 0.1 0.6 . -0.4 -0.1 -0.2
LDCs X
0.2 -0.2 0.
Africa 8.6 5.0 0.0 -0.3 0.1 -0.1 0.0
latin Arerica 0.3 0.4 0.2 -0.8 0.0 0.1 -0.5 0.7 0.9 -1.9
Near Fast -0.4 -0.7 -1.0 -h.2 -0.1 -1.1 0.0 -0.1 -0.3 -1.1
Far East 6.3 .5 0.9 5.0 0.1 3.3 -0.3 -1.2 -0.6 -2.5
subtotal 10.8 19.1 0.1 -1.3 0.1 2.2 -0.8 -0.4 -2.0 -h.3

Source: Appendix Table 10.

exporters of forest products as a whole, their sectoral trade
balance 1is positive only in production of roundwood and of
wood-based panels. Particularly in paper products, all of them
are major net 1importers. As far as regions within LDCs are
concerned, the Near East is a net import area - and increasingly
so - in every sector of the forest industry. The Far East is a
major export area of mechanical wood processing, but a net
import area in chemical wood processing. In Latin America the
forest industry is primarily directed toward home markets, while
Africa's role in international trade has been to be a source of
tropical roundwood.

The pattern is the opposite in the DMEs. The higher the value-
added content of a sector, the better the representation of that
particular sector in the DMEs. Western Europe and Japan are the
world's leading importers of roundwood and of sawn wood, while
their dependence on imports is distinctly less as far as more
processed wood products are concerned. Finland, too, 1is a net
importer of roundwood today, while in other sectors it is a
major net exporter, the most rapid expansion taking place in
exports of paper products. This global division of labour in the

trade of forest products is highlighted in Table 72 and Pigure
12,
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Table 72. Camposition of forest product exports of Finland and major regions, 1981

(per cent)
Finland DMEs S0Cs LDCs of which world
Latin America Far East total

Roundwood 3.6 8.1 28.5 37.6 2.1 46.8 13.5
Sawn wood 18.3 17.7 38.1 22.6 25.9 25.0 19.9
plywood 5.9 3.8 §.5 21.6 8.9 23.3 6.8
particle board 1.0 2.2 1.5 0.4 0.8 0.1 1.8
fibre board 0.6 0.8 2.3 0.9 4.y 0.1 0.9
Wood-based panels 7.5 6.8 8.3 22.9 1481 23.5 9.5
mechanical pulp 0.1 0.7 - 0.0 0.1 - a.5
cherical pulp 16.4 20.5 8.9 8.7 35.9 0.0 17.5
Wood pulp 16.5 21.2 8.9 8.7 36.0 0.0 18.0
newsprint 13.8 4.2 3.7 2.4 10.2 0.6 11.7
printing, writing
paper 19.2 11.6 2.4 2.0 3.2 1.6 10.3
household, sanitary
paper 1.1 0.9 0.6 0.2 0.5 0.1 0.8
wrap., pack.paper,
paper board 8.9 12.0 4.7 1.8 1.5 1.4 9.6
special paper 11.0 7.4 4.7 1.7 6.0 0.8 6.7
Paper and paperboard 54.0 46.1 16.1 8.1 21.4 4.5 39.1
Total forest products 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Total (million $) 4 987.6 34 927.0 3 807.8 7 603.6 1525.9 4 yo4.5 51 326.0

Source: FAO, Yearbook of Forest Products, 1970-1981.

The forest product export composition varies distinctly by

regions. In the DME exports, the mechanical wood industr

v 1s

represented below and the chemical wood industry above the world

average, while in the exports of Socialist countries and

LDCs

these relations are reversed. 1In fact, around two-thirds of the

forest product exports of the latter country groups
comprised of basic raw material: roundwood and sawn wood.

corresponding share in the DME exports is only about 25

are
The
per

cent. On the other end of the production chain, paper and paper

board account for about 46 per cent of DME exports, while
for 8 per cent of LDC exports. The pattern of the internati
division of labour is thus fairly clear.

only

onal




Figure 12. Forest product export compo-
sition of Finland and major regions, 1981
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5.3.7 The pattern of specialisation in LDCs

The LDCs have tended to specialise in a rather narrow range of
forest products. A low level of diversification is a typical
feature in their productior and export pattern. In fact, besides
roundwood and sawn wood, only the shares of plywood and, on a
smaller scale, of veneer products in LDC exports are above the

world average figures. Regionally, the high product
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concentration of LDC exports is even more pronounced. In the Far
East - representing about 58 per cent of the total LDC forest
industry exports - some 95 per cent of exports are composed of
either roundwood or sawn wood and plywood. In the cother wmajor
LDC export area, Latin America, the wood processing is cre step
more advanced. Roundwood exports have a meagre share, while all
grades of wood-based panels - except particle board - and
chemical pulp have a share distinctly above the world average.
These are also rather low-yield products, for which the wood

cost 1s the dominant cost factor.

Altogether, the large discrepancy between processed wcod and
unprocessed wood in the LDC exports underlines the argument that
there 1is great potential for expansion 1in the LDC forest
industry. So far, their production and export pattern is
predominantly complementary to that of the DMEs - and
particularly to that of Finland, whose exports are primarily
composed of high-yield products, such as different paper grades.
Hence, the new supply of forest products from LDCs deces not , 1n
its present composition, threaten to undermine the base of the

forest industry structure in Finland or in DMEs as a whole.

As well as a high degree of product concentration, there is also
a strong country concentration in LDC forest product exports. In
fact, only a handful of countries have been responsible for it.
The three leading countries - Malaysia, Indonesia and Brazil -
accounted for almost a half and the twelve leading countries for
some 87 per cent of the total LDC forest product exports in 1981
(see Table 73). Regionally, the 1leading exporters are
concentrated in four areas: South-East Asian insular, East Asia,
West Africa and Latin America. Moreover, there are some other
major LDC producers like Mexico, India and China, but their

forest industries are predominantly home-market oriented.

Developed countries are, however, the leading forest product
exporters in the world. Canada and the United States, with their
large resources, have been the world leaders, follcwed by
Sweden, Finland, the Soviet Union and West Germany. The top LDC
- namely, Malaysia - does not appear until the seventh position

of the world ranking order.




Table 73. Twelve leading LDC exporters of forest products, 1981

Vaiue Per cent share
(rillion US §)
1. Malaysia 1713.0 22.5
2. Indonesia 1020.3 13.4
3. Brazil 945.2 12.4
4. South Korea 550.5 7.2
5. Taiwan Province 502.4 6.6
6. Singapcre yut.h 5.8
7. Philippines 421.5 5.5
8. Chile 344.7 4.5
9. 1Ivory Cocast 300.2 3.9
10. Gabon 178.5 2.3
11. Burra 111.0 1.5
12. Cameroon 104.5 1.4
ALl above 6 676.8 87.2
Total LLCCs 7 603.6 100.0

Source: FAQ, Yearbook of Fcrest Products, 1970 - 1981.

Nevertheless, since LDCs have specialised in exports of basic
forest products, their prominence is more accentuated in those
sectors. Malaysia 1s the world's second largest exporter of
roundwood, and two other South-East Asian countries, Indonesia
and the Philippines, as well as two West African countries, the
Ivory Coast and Gabon, are among the twelve leading roundwood
exporters. Also, 1n the exports of sawn wood, three South-East
Asian countries and Brazil are among the top twelve exporters of
the world (see Table 74).

In the exports of wood-based panels, the position of LDCs has
been the most prominent. In particular, the Far Eastern plywood
industry, as the most important sub-sector of wood-based panels,
has represented one of the most expansive sectors within the
world forest industry during the past thirty years. First Japan
developed a major plywood industry during the 1950's, and soon,
in the course of the 1960's, it was followed by South Korea,
Taiwan and, a bit later, by Singapore. Today, South Korea and
Taiwan are, 1in fact, the world leaders in the exports of wood~
based panels.
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Most plywood production in the Far East is, however, based upon
logs purchased from the South-East Asian countries. Within the
last few years a change has occurred in this division of labour.
The roundwood suppliers have moved to restrict the exports of
logs and to insist that wood-based panels be manufactured in the
country of the log source. Hence, 1t 1s possible that in the
coming ten years Malaysia, Indonesia and the Philippines may
assume the production and export roles filled so far by the Far

Eastern countries.28

Table T4. Twelve leading exporters of forest products by sectors, 1981

(per cent share of world total)

Roundwood Sawn_wood Wood-based panels Wood pulp Paper and paperboard
United States 23.0 Canada 25.0 South Korea 8.2 Canada 34.5 Canaza 21.2
Malaysia 15.7 Sweden 10.1 Taiwan Province £.0 United States 17.9 Finland 13.3
Soviet Union 11.9 Soviet Union 9.3 Finland 7.9 Sweden 1.5 Sweden 2.9
Indonesta 10.3 United States 9.1 United States 7.2 Finland 8.9 United States 10.0
Ivory Coast 3.4 Finlanc 9.0 West Gerwany 6.2 Brazil 4.0 West Gerwany 7.3
Australia 2.8 Austria 6.0 PBelgium 6.2 Soviet Union 3.4 United Kingdom 3.6
France 2.7 Malaysia 4.6 France 5.0 Norway <.6  Japan 3.9
Finland 2.6 Romania 2.3 Singapore 4.4 Portugal 2.2 Netherlands 3.5
West Gerwany 2.5 Brazil 2.1 Soviet Union 4.1 Onile 2.0 France 3.1
Canala 2.3 Indonesia 1.9 Canada 4.0 New Zealand 1.5 Mustria 2.9
Prilippines 2.3 Yugoslavia 1.8 Malaysia 3.2 Austria 1.3 Nomamy 2.6
Gabon 2.3 Singarore 1.8 Austria 3.0 South Africa 1.3 Italy 2.5
Source: Appendix Table Vi,

As far as chemical wood processing is concerned, the LDCs have
not been able to penetrate into world export markets on a
similar scale as they have done 1in the mechanical forest
industry. So far, not a single LDC has succeeded in coming up to
join the twelve leading exporters of paper and paper board
products. By contrast, two Latin American countries - Brazil and
Chile - have emerged among the top twelve wood pulp exporters of
the world during the 1970's (see Table 74 and Appendix Table
11). Their examples may reflect the potential for LDC expansion
in the future global trade of the chemical forest industry. This
expansion will be primarily based on fast growing plantation
forests. What kind of effect the spreading industrial use of LDC
forest resources has had and will have on Finland's role in the

world forest product trade is still an open question.29




3 .3.8 Finland's global market shares

Finlané has for a long time bheen among the leading countries in
the 1nternaticnal trade of forest precducts. In the long run, 1its
global market shares have, however, gradually declined. In
particular Finland has lost markets in Western Europe. Primarily
North American but also LDC producers are efficiently
penetrating into the traditional market area of the Nordic
forest industries. At the same time, however, during the last
quarter of a century, a substantial change has taken place 1in
the composition of Finnish forest product exports. International
specialisation within the Finnish forest industry has shifted it
away from basic products towards end products with a high

value-added content.

At the begirning of the 1960's, Finland was the leading
roundwood exporter in the world, accounting for 13 per cent of
the world total. Furthermore, together with Japan and Sweden it
was the leading exporter of wood-based panels at that time. In
fact, at the beginning of the fifties, Finland accounted for
nearly a half of world plywood exports. Over the course of the

next thirty years, though, the situation changed drastically.

In roundwood exports Finland has iost ground, 1in particular, to
the United States (due to increased exports of coniferous logs
from the US West Coast to the Far East) and to LDCs. The Finnish
global share dropped to 2.6 per cent in 1981. Similarly, in the
exports of wood-based panels, the Finnish share decreased
between 1961 and 1981 from 13.8 per cent to 7.9 per cent, and
also in sawn wood from 12.2 per cent to 9.0 per cent of global

exports (see Table 75 and Figure 113).

The LDCs have taken over Scandinavia's and Japan's position as
the dominant exporters of wood-based panels. In fact, Japan and
Sweden are no longer among the twelve leading exporters in the
world, and although Finland is still the third, its global

market shares have steadily declined in every sub-sector of

wood-based panels. At present, South Korea and Taiwan Province are “he

leading exporters of plywood - the most established and
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conventional wood-based panel product - 1in the world, followed
by Finland and Singapore. The present LDC dominance in the
plywood exports is accentuated by the fact that among the eight
leading countries six are LDCs (in addition to the above
mentioned, this includes Malaysia, the Philippines and
Indonesia). Also in the fibre board exports, LDCs have emerged
as important market powers, Brazil being the world's leading
exporter today. The global market share of LDCs has increased
from a mere 1 per cent in 1961 up to 15 per cent in 1981. With
regard to wood-based panels, only in the exports of particle
board - being of tnr: most recent origin and having appeared in
production only within the last thirty years - have the DMEs so

far maintained their position as the principal exporters.

Table 75. Share of Finland and major regions in world exports of forest products by sectors,
1961, 1971 and 1981 (per cent)

Finland DMEs SOCs LDCs

1561 g7 1381 1971 1961 19601 1971 1981 1961 YAl 1981
Roundwood 13.0 1.1 2.6 29.3 3m.5 408 15.4 7.4 15.4 42,3 47.0 U412
Sauwn wood 2.2 8.0 9.0 57.2 60.5 60.4 20.3 19.0 139 10.3 12.8  16.7
plywoos 13.7 105 8.6 63.8 43.7 39.2 8.3 6.0 49 .2 39.8 47.3
particle board 12.0 8.0 5.7 76.4 B80.9 85.2 4.9 9.6 6.1 6.8 1.5 3.1
{ibre board w.7 10.3 6.8 82.7 71.8 58.7 1.6 121 19.0 1.0 5.8 15.4
wWooxd-based panels 131.8 10.2 7.9 68.1 SY.T U49.7 6.8 7.2 6.5 1.3 36.9 36.0
rechanical pulp 1.0 2.6 2.0 89.0 96.5 97.6 - - - 0.0 0.9 0.3
cherical pulp 15.2 0.1 9.1 80.7 83.8 179.9 35 38 3.7 0.7 2.3 1.3
Wood pulp w9 9.8 8.9 81.2 84.2 80.4 3.2 3.7 3.6 0.6 2.3 1.1
newsprint 10.6 10.2 1.5 8.6 86.0 83.1 1.9 3.0 2.3 1.0 0.8 3
print., writ.paper 13.2 W6 8.2 79.7 80.8 77.2 u.s 3.3 1.7 2.7 1.3 2.9
other paper and board 17.6  W.T 11.7 78.2 78.3 79.4 3.0 5.3 5.1 1.2 1.7 3.8
Paper ana board 13.7 13.2  13.3 82.4 81.8 79.9 2.6 5.1 3.4 1.3 1.3 3.3
Total forest products 13.8 9.3 9.7 68.2 67.3 68.0 9.3 9.7 7.4 9.1 13.7 w.8

Sources: FAO, Yearbook of Forest Products, 1951 - 1972 and 1970 - 1981

Also in the exports of wood pulp Finland as well as Sweden have
gradually lost their global market shares. This is primarily due
to increasing integration of pulp and paper manufacturing
operations aimed at better wood utilisation and economy-of-scale
benefits as well as the upgrading of the end product. North
America has overtaken the Nordic countries as the leading
exporting area. Another expanding source of wood pulp -
particularly chemical pulp - has been some of the Latin American
countries, namely, Brazil and Chile. Mechanical pulp is produced

from coniferous species for special paper grades; hence, in its
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exports the role of LDCs has been negligible. Altogether,
however, the share of LDCs in the tctal world pulp exports has
grown significantly, moving from 0.6 per cent to 7.1 per cent
between 1961 and 1981.

Figure 13. Share of Finland and major regions in world
exports of forest products, 1981
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In the exports of paper products, LDCs have not so far been able
to penetrate into world markets to any considerable extent.
Finland, though, has succeeded in maintaining its global market
share in this sector, despite the declining shares in every
other forest industry sector (Table 75). Already over two
decades, Finland has been the world's second largest paper
exporter after Canada. Within specific paper grades the Finnish
position is even more prominent. It has been the world's leading

exporter of printing and writing papers for quite a time.




Moreover, in recent years Finland has overtaken Sweden as the
world's principal exporter of household and sanitary papers as
well as of special industrial papers (see Table 76). Hence,
Finland has quite successfully substituted exports of
specialised high-yield paper products for exports of basic wocd

products.

Table 76. World leading exporters of chemical forest iadustry products, 1981 (per cent)

Exporta of Share of world total Share of country total

Canada USA Sweden  Finland  World Camada USA Sweden Finlani World
wood pulp 3.5 17.9 .S 8.9 100.0 u2.7 b5y 33.9 23.4 itk
newsprint 60.3 2.3 10.0 11.5 100.0 48.3 3.8 15.2 1.7 20,4
printing and writing
paper 5.8 5.4 71 18.2 100.0 L 7.8 9.4 27.2 8.0
household and sanitary
paper 8.6 2.1 2.7 13.5 100.0 0.5 1.3 1.3 1.5 1.3
wrapping and packaking -
paper and board 5.4 246 22.1 9.0 100.0 3.6 33.2 27.7 12 16.9
special industrial paper 1.8 9.4 U’ 16.0 100 .0 0.8 R.8 12.5 15.6 11.7
Total chemical forest
industry 5.4 12.5 13.4 12.0 100.0 100.0 100.0 100.0 120.0 W0

Source: FAQ, fearbnok of Forest Products, 1970 - 1981,

The Finnish success 1s even more pronounced when compared with

the other leading forest product exporters. More so than
Finland, they have concentrated on relatively low-yield,
standard products such as pulp and newsprint as well as wrapping
and packing paper and board (Table 76). Canada's paper industry
is predominantly producing newsprint. The United States and
Sweden are the world's leading exporters of wrapping paper and
board. Also, the exports of pulp are relatively prominent in the
exports of each of these three countries. Finland, on the other

hand, has specialised relatively more in special paper grades.

5.3.9 Finnish exports by destination

The major export markets for the Finnish forest industry have
traditionally been in Central Europe, particularly the United

Kingdom. As it is Finland's major export industry, the trade

network has been well-established and quite steady; hence,




Table 77. Fimish foreat product exports by major country deatimations, 1960, 1970 and 198Y (per cent of total)

T°"‘:éd£2::’t Sawn wood Noodcﬁr;:rac- Pulp Paper Furnijture

T!;ED‘LTWU—T’;ST 1 1381 L] 1970 1981 1360 1370 1581 1360 h 152 1960 570 TR
inited Kingdom 8.3  25.3 18.8 39.0 3u.8 17.9 53.3 uuLu 6.0 30.3 25.9 15.8 12,6 18,3 20.5 0.4 3.3 2.%
Soviet 'nion 5.7 7.8 15.6 2.0 0.0 0. 1.3 1.0 3.3 u.9 6.7 .2 10,2 12,1 21.0 72.0 25.1 33.7
west Gerzany 2.5 2.5 2.9 13.4 1.3 11,0 4.5 7.8 4.7 7.% 8.8 19.8 6.5 15.7 1.0 16.5 10.2 .
France 5.9 5.3 7.0 6.1 7.5 9.2 0.3 2.2 u.3 9.8 8.9 8.9 4,2 u.5 6.1 1.6 1.2 2.3
Sweden 2.3 3.3 5.5 3.2 3.5 10.0 3.7 12.9 1.3 - 0.1 0.5 0.6 2.9 3.0 1.7 33,3 25 4
Netherlands 7.4 6.5 4.3 10.5 12.3 3. 5.3 2.3 4,2 7.1 8.3 u,3 4,9 4.5 2.9 1.7 1.2 1.7
Derzrark [P 4.2 3.3 4.3 5.5 u.7 4.7 2.7 2.5 2.0 1.4 1.2 4.3 u.g 3.5 0.1 4.5 1.5
Italy 2.5 2.9 2.8 1.2 2.4 1.8 0.2 0.3 2.2 5.2 10.7 9.5 2.4 0.3 0.7 0.5 0.3 2.5
Belziur 49 2.9 2.1 5.9 5.4 3.9 2.6 0.7 2.3 2.9 3.2 2.5 3.3 2.4 1.3 V.2 c.7 2.5
Australia 1.4 1.3 1.9 0.3 0.2 0.1 1. 0.5 - 1.7 1.4 0.5 2.4 1.9 1.2 9.0 7.1 0.4
United States 5.6 5.1 1.5 0.0 0.0 - 3.2 11.% 2.3 5.5 2.0 0.3 3.9 7.1 2.1 2.7 3.4 2.2
ustotal 7.5 730 7u.2 87.5 82.0 68.6 78.1 74.8 86,1 71.8 75.4 77.3 62.6 68.0 67.7 9.1 0.2 A4
XCs 8.5 7.3 1,1 1.7 3.4 19.4 4.3 3.7 20.8 3.3 LR 7.0 16.7 11.2 13.9 0.2 2.7 £,
Tctal 100.0  100.0 100.0 100.0  100.0 10C.J 100.0 . 100.0  100.0 100.3  100.0  100.0 160.0  100.0  100.2 300,733, 300.,3
Total (=zil.zk) 2385.3 S453.0 23660.6 841.5 1006.6 4713.% 365.3  518.8 2010.3 542,7 1213.2  3557.3 328,3 2632.2 13218.9 1.4 77 539.7

Sources: 2fficial Forelgn Trade Statistics, 1960, 1370 and 1981,
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drastic shifts in export destinations have been rare and rather
anticipated. In the long run, hewever, a quite substantial
change 1is taking place in the regional structure of Finnish
forest product exports. The country cemposition has gradually
widened alecng with the diversification and upgrading of the
export structure. In particular, the dominance of the United
Kingdom as the principal market outlet has diminished. 1In 1960
1ts share still accounted for 29 per cent of Finnish forest
product exports, while in 1981 the share was 19 per cent. The
composition of trade with the United Kinzdom has changed very
substantially, since the British share in Finnish paper has
increased markedly, while in other sectors the decline has heen
very notable (Table 77). Another major decline is the almost
total disappearance of the United States as an export market for

Finnish wood manufactures and paper products.

Major 1increases 1in the shares of Finnish exports have been
recorded by the Soviet Union and the LDCs. The Soviet trade has
offered a new market outlet, particularly for the chemical
forest industry, while the growth of LDC trade is primarily due
to increased exports of the mechanical wood industry to the Near
East. The latter growth 1s partly related to construction
projects 1increasingly carried out by Finnish contractors in
Middle Eastern oil-producing countries during the 1970's. At the
same time as the Finnish forest industry exports have extended
into new markets, its overwhelming dominance in the Finnish
trade with the traditional export destinations has gradually
decreased.

Nevertheless, excluding trade with the Soviet Union and Sweden,
the Finnish export structure is still quite undiversified. As
regards the major trade partners, forest products cover some 70
per cent of the Finnish exports to the United Kingdom and France
and 55 per cent to West Germany. These shares were, however,

considerably higher twenty years ago, as shown in Table 78.

The lack of diversification in the commodity structure of
Finnish exports has made the overall economic development in the

country vulnerable to changes in the major export markets. The



demand for forest products has grown more slowly than the
average overall demand, although its growth is expected tc be
quite persistent over the longer run. Moreover, fluctuations in
forest industry exports are usually much larger than variaticons

in world trade in general. There are two reasons for this.

Table 78. Share of forest products in total Finnish exports to major
country destinmations, 1960, 1970 and 1981 (per cent)

1960 1970 1981 Forest product exports
1981 (wil. mk)
United Kingdom 91.0 81.7 69.4 4 y458.2
Soviet Union 30.4 35.7 24.8 3 693.7
west Gerwany 81.6 66.9 55.4 3 054.0
France g4 i 86.9 69.5 1 653.8
Sweden 40.0 14 .1 16.3 1 311.2
Netherlands 94.0 80.1 4g .7 1 019.8
Denrark 89.9 58.2 39.6 791.2
italy 87.5 65.2 56.4 659.7
Belgium 80.9 -87.7 54.7 498 .2
United States 84 .9 61.0 16.3 363.2
Australia 98.2 87.6. 82.3 4594
worid tctal 75 .4 56.3 39.2 17 599.)

Sources: Official Foreign Trade Statistics, 1960, 1970 and 1981.

First, the mechanical wood industry, in particular, 1is very
sensitive to general economic trends and especially to the level
of construction activities. It is estimated that construction -
which is usually most strongly affected by cyclical variations -
accounted for about 60 per cent of all sawn wood and for 50 per
cent of all wood-based panels used in developed countries during
the 1970's. 30

Secondly, since the world forest industry 1is predominantly
home-market oriented and imports are conventionally a supplement
to domestic production, shifts in demand are first and foremost

met through import reductions.

As a result, for example, in Finland, the annual fluctuations in
the export volume of sawn wood were as high as 40 per cent
during the most unstable years of the 1970‘s. Moreover, since
instability is caused by shifts in demand and, subsequently,

export prices, and since volumes move in the same direction,
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export inceme fluctuations are even further aggravatedc. Hence,
in Finland internaticnal cyclical variations necrmally reach the
economy after a time-lag, but their effects tend tc be more

5
pronounced than usually in DMES.3‘

5.3.10 Factors of competitiveness in forest industry

The wood-processing industry is characterised by slow technical
development. Although considerable evolution has occurred in
sizes of production units and their technical details, there
have been very few revolutionary changes in technology. The
manufacturing technology is based on well-known principles and
universally readily available machinery. Most products are bulk
or semi-bulk types of standardised commodities. Products from
different sources are typically interchangeable, hence, the main
means of competition 1s price. Particularly in the
competitiveness of capital-intensive chemical wood processing,
differences in raw material costs are paramount. Also in the
mechanical forest industry, wood cost is typically the dominant
cost factor. Hence, the global structure of the forest industry
tends to be determined by the availability of suitable raw

material.

The Nordic countries, the traditional external suppliers of
forest products in the Western European markets, have twn main
advantageé: their wood resources are of good quality, and they
are nearer to the main market than their overseas competitors.
However, their wood resources are now fully utilised; hence, the
wood cost 1is high. During the last two decades the Nordic
countries have gradually lost their price leadership in the
European market to overseas suppliers. Especially North American
but also some LDC producers have increased their market shares
in Western Europe. They can benefit from cheap wood raw

material, particularly by utilising fast-growing plantations.

The high wood cost is especially disadvantageous in low-yield
standard products such as sawn wood, wood-based _.anels, pulp and
linerboard. In particular, pulp and different panel products can

now use a wide range of wood raw materials; hence, it is, for
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example, possible to utilise more effectively the diversity of
material available from mixed tropical forests. Te stay
competitive, the Finnish forest industry has to concentrate mere
and more on end products which do not have a cost structure
dominated by wood cost. This wou'd imply a trend away from
primary wood products intc secondary wood manufactures, such as
pre-fabricated houses, furniture and joinery, and from pulp into
paper making and further into converted paper preoducts. These
products are competing primarily 1n terms on their high quality

or specific design.

Furthermore, wood has the potential to become an increasingly
important raw material for the chemical industry. Chemical
feed-stocks derived from wood as by-products of pulp making are
used in the production of turpentine, alcohol, adhesives and
coatings as well as of viscese rayon and other synthetic fibres
processed conventionally by the petrochemical industry. It 1is
also technically possible to produce food for livestock as well
as producer gas and even oil out of wood. As energy prices are
increasing, the production of fuels, such as alcohol and
producer gas, could become a more widespread use of the forest
biomass. These opportunities have, however, been beyond the

scope of the conventional forest industry to date.

In order to upgrade the industrial structure as well as to
innovate new products or processes, substantial research and
development efforts are demanded. Typically, the forest industry
has been a non-science-based, already standardised, low-
technology field compared with most other industries. Therefore,
the relative research 1input has remained quite low, as
highlighted in Table 79.

Altogether, Finland has devoted relatively modest resources to
research and development. Total R & D expenditures in recent
years have amounted to only slightly more than one per cent of
the GNP, placing Finland on the same level as the other semi-
peripheral economies of Europe. As a result, Finnish industrial
development has been dependent on the importation of technology.
Foreign technology inputs have mainly originated from West

Germany, Sweden and the United States,
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Table 79. Total research and development expenditure and R&D
experditure of paper industry in some DMEs, 1979 (per cent)

Total R&D share of Paper industry R&D
GNP share of gross value
United States 2.4 0.8
West Gerzany 2.3 0.5
Sweden 1.9 0.9
France 1.8 1.0
Finland 1.3 0.6
Canada 0.9 0.4

Sources: Official Statistics of Finland, Research Activity 1981
and Marja Korpivaara (1983)

Nevertheless, in some specific fields, particularly in the wood
processing industry, Finland has been able to reach notable
technological self-sufficiency. Based on foreign  basic
technology adaptations, Finnish industry is today capable of
producing its own machinery and equipment and of developing
automated systems of production for wood processing sectors. In
1981 some 92 per cent of the domestic demand for pulp and paper
making machinery was domestically satisfied, and some 24 per
cent of the production of these machines was exported. A
corresponding degree of self-sufficiency does not exist in any
other sector of capital goods production except ship-building
and on a minor scale lifting, construction and mining machinery.
Finland has thus been able to become an important producer of
paper machinery, challenging the domination of the traditional
core producers. It is, in fact, estimated that over the past two
decades a quarter of the world's total forest machinery
deliveries have come from E‘inland.33 Furthermore, during the
last two decades, big specialised forest sector consulting
companies have also emerged in Finland, and they have rapidly
internationalised their activities.34

During the last decade, heavy investments have been made in the

Finnish forest industry in order to modernise the production
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capacity and to expand plant size and, hence, to strengthen the
international competitiveness of the industry. At present, with
1ts preocessing technology, machin2ry and production direction
systens, the Finnish weced preocessing 1ndustry 1s the most
advanced in international compariscons. Similarly, the product
coverage of the sector has widened and the value-added content
increased. The semi-peripheral economy has quite successfully
focused its industrialisation efforts as well as export

expansicn on this resource-based sector.

In the long run, however, there are two major factors which are
restricting the growth potentiality of the Finnish forest
industry: first, tightened resource constraints and, second,
competitive shifts in external markets due to new sources of
production. Finland has already reached its wood producing limit
on a sustained ylield basis, and as wocd has become a scarce
resource, its price has tended to rise. Forest industry products
compete primarily by price; hence, low-cost wood sources have
gradually become more and more competitive. Technological
advances in the use of short-fibre raw materials for pulp and
paper making and programmes of establishing fast-growing
plantations have opened up new vistas, particularly for the
utilisation of tropical forest areas. At present, there is a
great inbalance with regard to the distribution of forest
resources and the processing of these resources between
developed and developing countries. The vast potential of the

tropical forests 1s practically unutilised.

5.3.11 Adjustment requirements due to LDC competition

The worldwide potential competitiveness of the new, low-cost raw
material sources of LDCs has gradually started to reshape the
global structure of the forest industry. During the last two
decades, LDCs have been able to increase their global market
shares in every forest industry sector. Particularly striking
has been the expansion 1n the exports of wood-based panels. Also
in sawn wood and pulp production LDCs have shown strong
potential. This development 1is obviously creating notable

adjustment .equiremenis for the dominant export sector of Finland.
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In the shert run, however, the competitive threat of the LDC
forest industry is rather limited in the traditional export
markets of Finland. First, the new LDC wcood processing industry
is primarily directed toward home markets rather than expoerts.
Secondly, Finland enjoys freer access to European markets than
LDCs due to its preferential trade agreements with EFTA and the
EEC countries. The international trade in wood and wood products
is regulated by means of not only tariffs but also varicus non-
tariff measures. Trade barriers particularly discriminate
against processed products. While logs, sawn wood and pulp are
admitted free of duty 1in DMEs, wood manufactures and paper
products face high tariff rates, which in some cases are nearly

35

prohibitive. These trade restrictions offer a distinct

advantage to Finland as opposed to its LDC competitors.

Third, at the initial stage, the LDC forest industry production
and export pattern is predominantly. complementary to that of
Finland. LDC exporters are concentrated mainly in low-yield
standard products such as sawn wood, wood-based panels and, on a
limited scale, pulp, while Finnish competitiveness is based more
on high-yield paper products, for which the wood cost is not the

dominant cost factor.

Although the new supply of forest products from LDCs does not
threaten to undermine the base of the Finnish forest industry
structure in the near future, in the longer run, however, it has
the potential to reshape the global structure of the wood-
processing industry. The way for the Finnish forest industry to
adjust - both in mechanical and chemical wood processing - is to
further upgrade its industrial structure in favour of end
products with higher value added and special qualities. More R &
D inputs are needed, particularly for advancing chemical
processes in the forest industry and thus for widening the use
of the forest biomass. There are some possibilities of
increasing the domestic raw material supply by utilising trees
more fully to reduce forest residues as well as by recycling
waste paper more efficiently. The only other alternative in
efforts to solve resource constraints is to rely on external raw

material supplies either by increasing imports o¢or Dby

internationalising manufacturing operations.




To what extent has the Finnish forest industry - as well as
Finnish 1industry in general - been able to develop 1its
multinational interests by direct foreign investment? This
question 1s examined in a mere detailed way in the next chapter.

The main focus is on the Finnish investments in the Third Werld.
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Chapter 6
PRODUCTION CAPITAL AND TECHNOLOGY TRANSFERS

Internationalisation of marketing and production via direct
foreign 1investment (DFI) has been a conventional strategy 1in
response to increasing competitive pressure in export markets. A
typical sequence of this internaticonalisation process is for
companies to first rely on traditional export transactions by
utilising foreign trade representatives and agents. The second
phase entails setting up their own sales affiliates abroad. The
third stage involves executing a variety of licensing agreements
for supplying specific technologies, machinery, training of
marketing activities. And fourth, to increase further foreign
involvement, companies attempt to locate production activities

abroad with direct equity participation.1

A general motive for substituting capital investment for trade
1s to deepen and strengthen traditional export ties abroad.
Increased competition, the existence of tariff barriers and
guantitative 1mport restrictions as well as policies of
deliberate import-substituting industrialisation, typical
particularly in LDCs, represent a major reason for DFI 1in
production. There 1s, however, a difference between core and
peripheral countries as reciplents of foreign capital
investment. In developed countries production investments are
largely local-market oriented, i.e. aimed at maintenance of
exlisting market shares and extending previous export ties of a
home country, while in LDCs the bulk of DFI has been made either
in the extractive sector or 1in export-oriented industries
supplying the home country or third country markets.
Accordingly, the main categories of foreign productive
investment may be differentiated in the following way:2

Reason for Critical Production
investment determinant directed toward
Securing of supplies Resources Export

Import substitution Market size Internal market

Export promotion Production cost Export
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These three categories of CFI, although, of course, still
occurring simultaneously, may also be interpreted as
representing the main historical stages in the development of
the global DFI pattern, particularly, with regard to peripheral
economies as host countries. In a first stage, during the
colonial period, the major interest of foreign investment was to
activate deployment of natural resources in order to guarantee a

reqular supply of specific raw materials for exports.

After the Second World War, there has been a persistent increase
of foreign investment in LDC manufacturing operations. After
independence, most LDCs have adopt~d a policy of 1mport
substitution accompanied by high tariff walls and foreign trade
restrictions. In order to overcome these trade barriers, to open
up new markets, and to benefit from the protectionist policies,
foreign manufacturing companies have tended to 1invest 1inside
LDCs. Hence, they can supply LDC markets through local
production rather than through exports from the home countries.
These 1nvestments have predominantly been concentrated in a
small group of upper 1income countries (like Brazil, Mexico,
India and South Korea), with large internal or sub-regional

markets.

Only recently, during the 1970's, a third type of DFI has been
gathering momentum: export-oriented manufacturing investments
are 1increasingly taking place for the specific purpose of
selling the products in third markets or in the home market of
the investing corporation, or of producing parts and components
for assembly into finished products in other countries. The
principal motivating force for these investments is usually
related to differences in relative production costs,
particularly in the relative labour costs between the home and
host country. Hence, such investments have been most frequent in
labour-intensive industries such as textiles and garments as
well as electronics and light engineering. Besides equity
investments, these operations have involved different types of
non-equity arrangements, such as 1licensing, management and

service agreements as well as international subcontracting.
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Changes 1n the DFI pattern, like changes 1n the foreign trade
flows, reflect the competitive position of a country 1in the
international division of labour. A core economy tends to be a
source of international 1nvestment, while & peripheral economy
is an object for such investment by cffering auxiliary markets,
specific resources or relatlive advantages 1in factor costs.
Reality is more complicated than this simple generalisation may
suggest, since various other factors, besides those mentioned
above, affect the direction of international investment, for
example, geographical distance, capital concentration
tendencies, labour shortages, skill differentials, trade
barriers, restrictions on capital flows as well as the political
and economic situation in a country. Nevertheless, in the global
economy the general pattern is that a core country is a net

foreign investcr vis-a-vis a peripheral one.

Relative to a core economy, a semi-peripheral industrial economy
has less capability and less of an incentive to internationalise
its production capacity towards peripheral economies. Due to its
own resource-based, undiversified industrialisation process, a

semi-peripheral country has been relativelvy less dependent on

external raw material supplies, and also factor cost
differentials, particularly in labour costs, are less
pronounced. Furthermore, for a semi-peripheral 1industrial

economy the emerging industrialisation in LDCs 1is competitive
rather than complementary by its nature, and taus it has not
generated demand for those types of products the former are
primarily supplying. The limited trade relations are reflected
by the lack of deeper commercial involvement such as direct
foreign investment or subcontracting arrangements. Altogether,
semi-peripheral economies are net receivers for DFI rather than
source countries. To the extent that they have invested abroad,
it has not been to establish backward vertical integration in
the extractive sector or forward vertical integration in
export-oriented 1industr but horizontal investment in
imrnort-substitution typ. : € industries. This has meant,
producing abroad what 1is aicready domestically produced for
exports. These investments are primarily motivated by attempts
to maintain existing market shares.



6.1 Finnish production participation in LDCs

The relative marginality of LDC markets for major parts of the
Finnish manufacturing industry has been illustrated earlier (see
Chapter 5). This marginality is accentuated further when Finnish
direct investments in LDCs are considered. Without well
established and extensive trade ties, there has been neither the
base nor the incentive for Finnish companies to make productive
investments in developing countries. As highlighted by Table 80,
Finnish DFI performance in LDCs has indeed been very meagre

compared to other DMEs both in absolute and in relative terms.

Table B0. Stock of direct investment in LDC-, by major DMEs, 1970 and 1981

Stock of direct investment in LDCs ILDC affiliates
i - roentage per capita percentage of all
%}I(l)um dolla‘rgﬁ)‘ (‘;‘:)7((‘) AR ol"%gt‘al) (Us ) foreign gfrilates

1683 1980
Switzerland 875 3 151 2.0 2.4 0.4490 13.48
Netherlands 2 2u7 5 089 5.3 3.9 0.357 i7.5
United States 22 300 63 118 92.2 Lg_y 0.°7% 3h.n
thiited Kingdom 5 912 14 713 13.8 11.2 0.763 23.7
Pelgium 765 2 038 1.8 1.6 0..207 13.0
Canada 1 659 4 693 3.9 3.6 0.193 7.1
West Gerwany 1 04g 90 .5 £.8 0.187 17.4
France 3 832 . 678 9.0 6.6 0.161 30.4
Sweden 305 1 209 0.7 0.9 0.5 12.9
Japan 1218 11 022 2.9 8.0 0.)9% 58.2
Denrark s 70 0.1 0.u 0.992 .3
Australia 305 1 359 0.7 1.0 0.791 3.5
Italy 1215 3 584 2.9 2.7 0.963 25.h
Norway u6 224 0.3 0.2 0.95% 13.8
Austria 15 175 0.0 0.1 0.923 1R.0
New 7ealand - 70 - 0.1 0.1n22 3.1
Finlana 1 73 0.0 0.1 0.01%5 6.9
Total W2 712 131 292 100.0 100.0 0.1h7 23.7

Sources: OQECD (1983), Investing in Developing countries, Table 3;
nited Nations .1983), Tramsrational Corporations in World
Development, Table [I.8.

The United States has been by far the most important source of
direct foreign investment. In 1981 it accouated for nearly a
half of the total accumulated stock of DFI in developing
countries which is controlled by companies based in DMEs. During
the course of the 1970's, the distribution of the stock among
source countries has, however, slightly changed. As Table 80
reveals, the importance of Japan and West Germany as sources of
DFI has rapidly grown, while the shares of traditional 11irge
investors, such as the United States, the Ur‘ted Kindom, France

and the Netherlands, have fallen correspondingly.
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The global shares of small countries as sources of DFI stock are
limited, although their relative importance may be quite high as
ls the case with Switzerland and the Netherlands. 1In order :to
measure relative differences among DMEs concerning foreiagn
investment performance in LDCs, two indicators have been chosen.
First, the stock of DFI has been divided by the population of a
source country, and accordingly the countries have been listed
in rank order in Table B80. These per capita figures illuminate
the level of DFI involvement in each country. The second
indicator shows the distribution of foreign affiliates between
developed and developing countries. Based on these indicators,
Figure 14 illustrates country variations among major DMEs. The
lines in the figure indicate averages for these variables. DMEs
in the upper right quadrant (like the US) are above average in
both the level and share of DFI in LDCs, while those in the

lower left are below average in both measures.

Finland's extremely low position among DMEs, as far as direct
investment operations in LDCs are concerned, is well highlighted
in Figure l4. Also the other Nordic countries are among those
with the lowest proportion of affiliates in LDCs. Typically,
those countries with the widest LDC trade relations in their
total trade (like the US, Japan and Australia) also have the
highest share of their foreign affiliates in LDCs. Moreover, in
every Nordic country the per capita stock of direct investment
in LDCs 1s below the DME average. The propensity to make LDC
investments may be limited in the Nordic countries due to the
smallness of their economy, lack of traditional political and
economic ties, and especially due to geographic distance. As
regards Finland, the DFI level pei capita has, however, been
significantly lower than in the other Nordic countries, being
only a tenth of that of Sweden, a sixth of that of Denmark and
about a fourth of that of Norway. These large differences may
reflect the specific semi-peripheral competitive characteristics
of the Finnish industrial structure.
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Figure 14. Share and level of direct investment in LDCs
by major DMEs, 1981
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6.1.1 Subsidiaries abroad

Altogether, the extent of the internationalisation of Finnish
industry 1is ver; limited. There are, in all, only four
corporations that can be classified really as transnationals,
i.e. which have at least six foreign manufacturing affiliates.3
The first Finnish manufacturing subsidiary abroad - Kymi Paper

Star Mill in England - was established in 1930 and the second
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one was started 1in 1957. In comparison, several Swedish
manufacturing firms were established abroad already at the end
of the last century. In fact, not earlier than during the 197C's
have Finnish corperations began to expand abroad to any
considerable degree. In 1983 there were 1 235 Finnish-owned
companies abroad, of which 162, or 13 per cent, were
manufacturing subsidiaries - the rest being sales or service
affiliates.4 The corresponding figures for 1965 had been only 27
manufacturing subsidiaries out of a total of 135 subsidiaries,

as indicated in Tabie 81.

Table 81. Number of Finnish subsidiaries* abroad, 1965-1983

Subsidiaries Mz ufacturing subsidiaries

all in LDCs LDC share all in LDCs LDC share

of total of total
196 135 10 7.4 27 i} 14.8
1378 310 15 4.8 54 L 7.4
1973 432 19 .y 64 4 6.3
1976 661 39 5.9 8s 6 7.1
1979 933 67 7.2 120 11 9.2
1981 1 095 86 7.8 123 14 11.4
1983 1235 99 8.0 162 19 11.7

Note: *Companies in which direct Finnish ownership accouqts for more than
20 per cent of the nominal value of the share capital

Source: Bank of Finland

Data concerning the number of affiliates do not indicate the
size of the foreign operation. They can, however, serve as a
better proxy measure of the global spread of corporate
structures than data about direct investment flows. This 1is
particularly true when the number of foreign operations are
srall like in the Finnish case. Therefore, 1in the following

tables the data presented are based on the numbers of foreign
affiliates.

In LDCs there were merely 99 Finnish-owned subsidiaries in 1983,
Of these, 19 were manufacturing firms, accounting for about 12
per cent of all the Finnish manufacturing affiliates abroad. On

the whole, the data in Table 81 indicate an upward trend in the
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LDC share in the total Finnish foreign investment operations
during the 1970's. However, the small number of feoreign
affiliates raises the question of whether it 1s at all
meaningful to try tc explain changes in the pattern cf foreign

investment with these figures.

Nevertheless, one conclusion can be drawn from Table 8l1: not
until the beginning of the 1980's have Finnish corporations, 1in
general, taken the initial steps to establish manufacturing

plants 1n LDCs.

The major reason for the internationalisation process by Finnish
companies has been to respond to increasing competitive pressure
in export markets, and to defend existing market shares. Hence,
the geographical distribution of foreign investment has mirrored
that of exports. The greatest concentration of Finnish companies
abroad is in Sweden. The other major areas for Finnish foreign
investment have been the United Kingdom, the United States and
West Germany. These four countries together account for about 59
per cent of all Finnish foreign affiliates and about 54 per cent

of all manufacturing affiliates.

LDCs, instead, have traditionally represented a rather minor
market outlet for Finnish exports. The absence of long-standing
commercial ties has been reflected by the lack of direct
investment operations, too. Only 8 per cent of all Finnish
foreign affiliates and about 12 per cent of all manufacturing
affiliates are located in LDCs. Moreover, as manufacturing
investments represent only a small volime, the country
concentration is very high indeed. A mere four countries -
Brazil, Mexico and Saudi Arabia with relatively large internal
markets and Singapore with a strong base in export-oriented

manufacturing - have been practically the only recipients of

Finnish production capital in the Third World, as illustrated in
Table 82.
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Table 82. Number of Finnish firms having subsidiaries, licensed production
and trade representatives in LDCs and in world, 1983

Subsidiaries Licensed Traditicnal exports
all of which prcduction  via an direct
manufacturing agent

Brazil 21 6 1 29 11
Singapore 13 4 1 56 30
Mexico 12 3 2 25 18
Saudi Arabia 10 y 1 64 117
Argentina 10 - 2 53 14
Hong Kang 7 - - 31 15
Peru 3 - 1 33 10
All above 76 17 8 291 215
Rest of LDCs 23 2 16 927 1 311
All LDCs 99 19 24 1 218 1 52¢
World total 1235 162 179 6 804 7 803
Sweden 287 41 6 715 839
United Kingdom 154 15 7 352 265
United States 143 20 16 189 289
West Germany 239 1 9 529 505
Norway 75 7 4 63¢ 682

Sources: Bank of Finland and Finnish Foreign Trade Association

6.1.2 Other forms of foreign participation

While in the world markets as a whole foreign subsidiaries with
direct equity participation continue to be the principal form of
extension by transnational corporations, a variety of other
forms of participation have appeared in recent years. More and
more frequently transnational corporations are making different
types of licensing agreements that are not associated with DFI
or joint venture arrangements. A typical licensing agreement may
contain contractual terms about use of trade marks, components,
technical improvements and other inputs, or about access to

foreign markets. These alternative arrangements, sometimes

referred to as 'new forms' of foreign participation, have been
particularly typical in operations in LDCs. Frequently this is
the result of deliberate policies followed by the host
developing coun@ries, which have the effect of making access to

their markets conditional on the acceptance of these alternative
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forms, rather thar direct control contained in equity

investment .

Statistical evidence on the extent and growth of licensing and
other non-equity forms of activities is, however, quite limited,
because both the nature and the variety of these transactions
make data collecting very difficult. Nevertheless, the scattered
data available suggest that non-direct manufacturing investment
actitivities are continuously increasing in the pattern of

foreign operations of DMEs. >

Altogether, the structure of foreign operations of a country
changes along with the internationalisation process from the
clear dominance of conventional export activities to the
dominance of foreign investment operations. Hence, national
patterns among DMEs may represent quite different structures.
This 1is indicated by Table 83, in which a comparative
calculation about the pattern of foreign operations of some DMEs

at the beginning of the 1970's is presented.

Table 83. Foreign operation patterns of Fimmish, Swedish, West German
and US companies, 1969

Form of operation Finland West Germany Sweden United States
foreign sales through
Exports 91.4 72.8 56.9 17.0
Sales subsidiary 2.8 7.5 13.4 17.8
Licensing operation 1.7 6.3 2.8 4.6
Production subsidiary 4.1 13.4 26.9 60.6

Source: Reijo Luostarinen (1975), Table 19

Although the data in Table 83 are over ten years old, they offer
an indicative view of the relative importance of different forms
of foreign operations in the countries concerned. In Finland, as
a semi-peripheral economy, the internationalisation process has
started much later than in the core countries. Traditional
exports have been overwhelmingly the major form of foreign
activities of Finnish firms, while in Sweden, for example, sales

via foreign subsidiaries have been much more prominent. The

United States has represented the most mature stage in the
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process of internationalisation, and as a result the gross
output of US-owned firms abroad has been three times larger than

the value of its exports.

In Finland foreign market penetration through direct investment
and licensing operations has been distinctly less important than
in Sweden, West Germany or the United States. Furthermore, the
pattern of Finnish foreign operations slightly differs by
destination. In Table 84 these patterns are illustrated by a
simple calculation based on the number of different operations

used by Finnish firms in different foreign markets.

Table 8%. Foreign operation patterns of Finmnish companies in transactions with developed
and developing countries, 1983

form of foreign operation with LDCs Developed countries Sweden United Kingdom United States  West Gerwany
Traditional exports

dlzct 53.2 47.7 5.4 ELUIR | W5 4 42.7

via an agent 42.5 42.5 38.7 us5.2 9.7 4y g
Sales subsidiary 2.8 7.4 13.3 17.9 lg.g ‘8.8
Licensing operation 0.8 1.2 0.3 0.9 .1 0-9
Production subsidiary 0.7 1.1 2.2 1.9 3. .
Total 100.0 100.0 100.0 100.0 100.0 100.0

Source: Based on data in Table 82.

Finnish foreign operations with LDCs have been almost wholly
based on traditional export trade. Long distances, lack of
traditional commercial ties and structural rigidities have
restrained Finnish firms from penetrating more deeply into LDC
markets. In this respect, forms of Finnish transactions with
developed countries are slightly more diversified. Export trade
is increasingly supported by direct investment, particularly in
sales subsidiaries. Nevertheless, so far direct production
investments and licensing agreements have played a very marginal
role in Finnish foreign operations =~ particularly in LDC
operations. This highlights the infant stage of
internationalisation as well as the relatively low technical and

commercial capability of Finnish industry in international
terms.

New non-~-equity forms of arrangements, such as licensing and

marketing contracts, have become more and more significant means




of foreign operations, most particularly 1in LDCs. These
arrangements have been especially typical in outward-oriented,
offshore-processing activities. As regards Finnish operations in
LDCs, however, they are characterised not only by a lack of
production 1investments, but alse by a virtual absence of
licensed production (see Table 82, pP- 289). Those few
manufacturing investments made by Finnish corporations in LDCs
are primarily extending previous export relations rather than
intending to establ1ish outward-oriented of fshore or
subcontracting manufacturing activities. Hence, Finnish trade
and 1nvestment operations in LDCs are primarily oriented toward
local - or, at best, regional - markets, while generally it is
increasingly typical that foreign manufacturing investments in
LDCs are home-country or third-country oriented, utilising their
low production costs, particularly their low labour costs. This
1s also reflected in the sectoral composition of Finnish

investment operations abroad.

6.1.3 Sectoral composition of foreign investments

Finnish foreign manufacturing investments are highly
concentrated in the forest industry or in the heavy engineering
industry, 1l1.e. in the major export branches of the country (see
Table 85). This highlights the fact that Finnish corporations
are, in general, aiming to produce abroad what they are already
producing domestically for exports - and do not intend to meet
the competition in domestic markets by foreign production. It is
particularly notable that manufacturing investments in LDCs do
not diverge from this general pattern. 1In contrast to the case
of Finland, it is increasingly typical among DMEs that their LDC
investments are more and more often related to their imports
rather than to their exports. This refers particularly to the

offshore~processing type of 'run-away' industries.7

The leading LDC low-cost export sectors - textiles, garments,
light engineering goods and miscellaneous light manufactures -
are very weakly represented in Finnish LDC production
investment. Moreover, it is also notable that there are only two

forest industry ventures owned by Finnish corporations in LDCs




{(both 1n Brazil), despite the vast forest rescurces in the Third
world. This may be due tc the unstable economic and political
environment in LDCs and the heavy capital investment needed in
this sector as well as to the deliberate policy cof increasing
naticnal control over domestic raw material resources in LDCs.
Finnish affiliates 1in non-metallic mineral production are
related to construction operations chat have expanded quite
rapidly during the 1970's, particularly in the Middle Eastern
oil-producing countries. As a whole, however, 1t may be
meaningless to draw very specific conclusions about the sectoral
characteristics of Finnish LDC investments, since the number of

ventures 1is so small.

Table 85. Number of Fimmish marmufacturing subsidiaries abroad by

sectors, 1983
Abroad In LDCs
Food industry 10 -
Textiles, clothing and leather prds 7 1
Forest industry 41 2
Chemical industry 19 1
Non-metallic mineral prds 10 3
Iron, steel and non-ferrous metals 2 -
Basic metal prds 16 2
Industrial machinery 32 6
Electrical machinery 13 2
Transport equipzent 3 1
Instrurents 2 -
Misc. light mnfs 7 1
Total 162 19

Scurce: Bank of Finland

Nevertheless, the figures presented above suggest the conclusion
that hardly any low-cost imports from LDCs to Finland have been
generated by either subcontracting or direct investment
operations of Finnish firms. For example, the only Finnish
foreign production investments in clothing - the most typical
low-cost sector - are five manufacturing plants in Portugal. 1In
footwear, the single export-oriented production affiliate is the
joint-venture established by the Nokia corporation in Malaysia

in 1981. 1In contrast to that, in most other DMEs, i.e. in core

economies, the major sources of low-cost import penetration from




241

LDCs have been various types of subcontracting, licensing and

equity 1nvestment operations made by their own corporations.

6 .2 Construction and consulting activitles abroad

Some 10 per cent of Finnish manufactured exports as well as
direct investments are destined for LDCs, as indicated earlier.
The share of LDCs has slightly increased during the course of
the 1970's, but since the external commercial network of Finland
is well-established and the international demand pattern changes
quite slowly, drastic shifts in the direction of commercial
transactions are rather rare, but in ‘new export activities’,
like construction, the regional distribution of foreign
activities may shift quite markedly during a relatively short
period of time. The LDC share in Finnish construction and linked
consulting export has increased very rapidly, indeed, during the
1970's, and now represents a much larger share than 1in the

traditional export of goods.

The Finnish construction industry experienced a drastic change
in its market orientation during the 1970's. Starting virtually
as a home-market industry, it rapidly internationalised. The
extensive industrialisation and urbanisation process in Finland
during the post-war years demanded an exceptionally large-scale
building programme, but towards the end of the 1970's the pace
of domestic construction activity gradually decreased.9 The
industry became outward-oriented and began to operate

increasingly abroad.

The real breakthrough in Finnish foreign constructing operations
has taken place since the mid-1970's. The first contracts abroad
were completed already in the late 1950's ir the Soviet Union,
but in 1970 total foreign invoicing by Finnish construction
exporters still amounted to only about 10 million dollars. By
1975 it had reached about 100 million dollars and by the
beginning of the 1980's it was already in the range of 1 000
million dollars annually. Hence, the Finnish construction

industry has expanded its foreign operations very fast. In 1982

construction abroad accounted for about a quarter of the total




invoicing of all Finnish contractors. This was equivalent to
around 12 per cent of all domestic construction activity. In
Sweden, for example, the corresponding fiqure was 9 per cent-lo
Despite the late start as a construction exporter, compared with
most other DMEs, Finnish contractors have succeeded quite

rapidly in penetrating international markets.

The major market area of Finnish construction exports throughout
the years has been the Soviet Union. It accounted for about
three quarters of all foreign invoicing of Finnish contractors
at the beginning of the 1970's, but since then the Soviet share
has slightly declined to about half of the total at the
beginning of the 1980's. The largest projects have taken place
in the border areas. Typically, Finnish contractors have offered
not only technical expertise, know-how and equipment, but also
labour force for building industrial and mining complexes on the
Soviet side of the border. These projects have increasingly been
based on turnkey deliveries. The Finnish construction industry
has thus been able to start 1its internationalisation process
within the framework of planned bilateral trade agreements with

the Soviet Union.

Since the mid-1970's, Finnish contractors have expanded their
foreign operations, particularly towards the Third World. The
country-concentration has, however, been very high indeed. The
activities have been focused primarily on the Middle Eastern
oil-producing countries. 1In fact, only three countries - Iragq,
Saudi Arabia and Libya - accounted for over 50 per cent of total
foreign invoicing of Finnish contractors in 1981 (Table 86). In
this respect, the Finnish construction industry has followed the
international pattern, since globally over 40 per cent of all
foreiqn construction operations were carried out in the Middle
East during the 1970's.

The overall demand for construction activities in the Middle
Eastern countries has, however, slightly declined during recent
years. The country composition of Finnish exports has changed

accordingly. The limited country coverage is still apparent

although the Soviet trade has becn substituted for the exports
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to the Middle East (see Table 86). As a potential alternative,
the Finnish construction industry has not been able to penetrate
into new market areas of LDCs to any considerable extent. Some
undertakings, partly related to development co-operation
projects, have been pursued in a few African countries -
namely, in Egypt and Kenya - but in generai the magnitude cof

these operations is still rather modest.

Table 86. Finnish foreign construction and consulting operations
by regions, 1981 and 1983 (per cent)

Construction Consulting
1981 1983 1981 1983
Western Burope 1.2 1.4 22.2 20.7
North America 0.3 - 2.4 0.7
DMEs 1.5 1.4 24.6 21.4
Soviet Union 38.9 66.3 17.3 22.2
Eastern Burope 0.3 0.6 0.2 1.3
SCs 39.2 66.9 17.5 23.5
Africa 20.5 18.8 27.8 34.0
Libya 15.7 12.5
Middle East 37.2 12.1 22.4 13.5
Iraq 20.4 9.4
Saudi Arabia 15.7 2.4
Far East 1.6 0.7 7.0 6.1
Latin America - - 0.7 1.5
LDCs 59.3 31.6 57.9 55.1
Total 100.0 100.0 100.0 100.0
Total invoicing (mil.mk) 3 188 4 145 364 414

Sources: Association of General Contractors of Finland;
Finnish Association of Consulting Firms

Altogether, the global market share of the Finnish construction
indvstry has been around 0.5 per cent at the beginning of the
1980's, - and even in the major LDC market area, the Middle
East, the Finnish market share has not been above 0.7 per
cent.11 Nevertheless, compared to Finland's modest export

performance and DFI activities in LDCs, the construction

operations have been quite notable. The total LDC invoicing of

Finnish building contractors was equivalent to 32 per cent of
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the value of Finnish exports to LDCs in 198l1. In some countries,
like in Libya, Iraq, Kenya and Vietnam, the value of the Finnish
construction operations, in fact, surpassed the value of the
Finnish exports. Compared with total exports, the amount of all
Finnish foreign construction operations was around 5 per cent in
1981.12

The expansion of building contracting exports has been followed
by the growth of exports of planning services, which has
frequently been related to construction projects. Hence, the
intensity of the 1internationalisation process of Finnish
consultancy work has been comparable to that of the construction
operations. At the beginning of the 1980's, the value of exports
by Finnish consulting firms was around 100 million dollars
annually, while ten years earlier the value was orly in the
neighbourhood of 5 to 10 million dollars. At the present time,
about one third of the total turnover of Finnish consulting

firms derives from operations undertaken abroad.13

The country composition of consultancy exports differs slightly
from the pattern of foreign construction activities (see Table
86). The Soviet Union is a major market area, although not so
dominant as in construction. In consulting also Western European
markets play a role, but during the 1980's the leading market
area has been in the LDCs, particularly in countries like Libya,
Saudi Arabia and Iraq, but also in Tanzania and Sri Lanka. The
LDC country coverage of Finnish consultancy exports is, hence,
notably more diverse than in construction operations. That is
because consultancy work is very closely related to the Finnish
development assistance. In fact, the rapid expansion of LDC
consultancy operations at the turn of the 1980°'s is directly
bound up with the simultaneous expansion of Finnish development

co-operation efforts.

Finland has been a latecomer among DMEs as far as official
development assistance is concerned. Furthermore, the
quantitative growth of Finnish aid has been slow compared with
those of the other donor countries, particularly those of the

other Nordic countries. Finland's scarce capital resources,




rarrow trade structure and lack of commercial ties with LDCs,
all of which are related to the semi-peripherality cof 1ts
economic structure, have been reflected alsc 1r the modest
develcpment aid performance of the country.14 Finland has
persistently been at the bottom cf the DAC list of donors of
development assistance. At the beginning of the 1980's. the
situation slightly changed, and the aid disbursements start=d to
increase reaching the level of 0.33 per cent of GNP 1in 1983,
which 1s already quite close to the OECD average figqure. The
recent growth of official assistance has partly been related to
the gradual exparsion of Finnish overall commercial relations
with LDCs, particularly since the middle of the 1970's. These
trends thus suygest that the internationalisation prccess of the

Finnish economy has gathered some initial momentum.

6.3 Finnish dependence on foreign production capital and

technology

On the other side of the internationalisation process is the
inflow of foreign production capital and technology into
Finland. As a small country with a limited domestic market and a
narrow industrial base, the economic development in Finland has
been characterised by a low level of innovative activity. Hence,
the country has been a large net importer of industrial
technology and capital. The Iindustrialisation process has
essentially been dependent on adaptation of foreign technology
inputs. Only in a few sectors - the best examples being forestry
and the forest industry - have mutual internal productive
connections between end products, inputs of investment goods,

and indigenous R & D efforts emerged.

The ways 1in which foreign production technology has been
absorbed vary greatly - involving, for example, the
international sale of know-how, services, machinery and
equipment as well as direct investment. The transfer of
technology may be related directly to a transfer of industrial
production capacities, or it may contribut2 to increases in

capabilities to produce new technology. Because of this

heterogeneity and variety of actions involved, well-developed
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and consistent indicators of technology flows are not available.
Hence, there are difficulties 1in attempting to quantify

dimensions of technoloaical dependence.

In this study, the attempt to measure flows of technology into
Finland i1n some detail 1is limited to three indicators. These are
a) payments for licences and other related technical services,

b) trade in investment goods, and c) foreign direct investment.

6.3.1 International compirison of R & D expenditures

The most common way of illustrating differences in the levels of
technological development between countries, ls tc relate
overall research and development expenditure to GDP. The
indicator 1is obviously a gross simplification, but it does
provide one summary figure about the relative scientific . u
technological capacity of a country. .Here it is supplemented by
examining how much R & D efforts are performed, particularly by
the 1ndustrial sector 1in each country. This 1s measured by
dividing 1ndustrial R & D expenditure both by the domestic
product of industry and by manufacturing employment (see Table
87). Although all these indicators are mere estimates, they do
offer some information about the global access and distribution

of technological resources.

Research and development resources are heavily concentrated in a
small number of core economies.15 The United States alone covers
nearly a half of all resources devoted to R & D in the DMEs. If
Japan, West Germany, the United Kingdom and France are also
included, the total becomes 86 per cent of the overall R & D
expenditure. These five large highly industrialised countries
are not only dominant spenders of the world's R & D funds in
absolute ter—s, but also in the context of their national
resources measured by GDP, they belong to the leading countries.
Their leading position is, however, challenged by a few small
core economies like Switzerland, Sweden, the Netherlands and
Belgium if R & D activities are related to GDP. Then, 1in fact,

Switzerland ranks as the world leader, as indicated by Table 87.
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Table 87. R&D expenditures by major DMEs, 1979 (per cent)

R&D expenditure Industrial R &D Licence and royalt
expenditure paymrents share of
share of GDP share of DME share of per capita industrial R&D
total industrial employment expenditure
dorestic (dollars) (1978)
product
i d 2.40 1.2 2.10 1 040 .
3:s§zg:i:2ny 2.40 10.5 1.95 900 10.4
United States 2.38 47 .1 1.94 1 600 1.8
United Kingdom 2.20 6.7 1.87 630 15.1
Japan 2.11 15.4 1.38 730 1 .g
Netherlands 1.99 1.8 1.33 1010 33. .
Sweuen 1.88 1.3 1.95 960 12.4
France 1.81 6.7 1.37 800 13.6‘t
Belgium 1.36 0.9 1.20 680 30.0
Norway 1.35 0.4 0.85 530 ..
Canzda 1.1 2.1 0.64 390 ..
Austria 1.10 0.7 0.78 300 UO.B*.*
Finland 1.08 0.3 0.80 370 31.9,,
Australia 1.03 1.0 0.28 140 33.0*t
Denrark 0.97 0.4 0.78 320 27.4
New Zezland 0.88 0.1 0.21 70 68.8
Italy 0.85 2.6 8.33 ?gg g1,
0.74 0.1 . .o
gp‘:ﬁnd o.gs* 0.6 0.257 86* 155.4*%
Portugal 0.34 0.1 0.07 11 .-
Greece 0.18 0.1 0.01 .. ..
*1976
*1977
%981

Sources: Same sources as in Table 88;
OECD (1982), Science and Technology

In most DMEs over half of the national R & D effort is performed
by the industrial sector. C early, the country variations follow
the pattern of the overall R & D spending. However, the

prominence of the small core economies is accentuated even more

so. Switzerland and Sweden spend the highest percentage shares
of indus:trial gross output on research and development. This, of
course, highlights the particularly strong innovative capacity
of their industrial production, which has had a significant
influence on their international competitiveness.16
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As 15 shown 1n Table 87, the GDP percentages as well as the per
carita Zdistributicen of R & D experditures vary quite widely
among DMEs. A familiar pattern exists. As may be anticipated,
there 1s a clear difference between core and semi-peripheral
economies as far as their R & D performance 1s concerned. The
industrial development of the latter tends to be characterised
by the relative scarcity of innovative activity. Finland is not
an exception in this respect. Although, its overall R & D
expenditures grew more rapidly than its GDP during the 1970's,
Finland still ranks at the lower end of R & D spenders among
DMEs. The relative lack of indigencus R & D resources has and
will 1inevitably entail a dependency on external technological

inputs as far as the industrialisation process is concerned.

6 .3.2 Payments for foreign technology

Payments for foreign patents, licences, know-how and technical
services represent the most 1identifiable form of technology
transfer. An indication of payments and receipts in this regard
1s presented 1in Table 88, which illustrates the balance of
technolegical payments for some DMEs. Payment statistics are not
fully comparable on an international basis, because in different
countries payments cover different combinations of licences,
know-how and services. Furthermore, a large proportion of
royalty and fee payments are between related enterprises; hence,
taxation and regulations have pronounced effects on the methods
and wvalues of payments.l7 Therefore, any accounts of
international technological dependency based on these figures

are only indicative.

Among the fourteen DMEs for which data are available, only the
United States, the United Kingdom and Denmark registered a
surplus with respect to trade from technology in 1981. The other
countries were thus net importers of technology measured by
licence and royalty payment figures, principally from the United
States. In fact, in the case of the United States, receipts from
technology and related services were nearly ten times as much as

all payments. However, out of the total receipts of 5 871

million dollars in licence fees, some 4 700 million dollars were




Table 88. Receipts and payrments of licenses and royalties in some
DMEs, 1978 (millions of US dollars)

Receipts Payrents Balance Trade ratio

United States 5 871 610 5 261 3:.2
Denmark 87 69 i8 11.5
United Kingdom Tuy 625 119 8.7
Netherlands 277 uu6 -167 -23.1
Selgiur® 126 216 -90 -26.3
Sweden® 75 132 -57 -27.5
Frznce 346 679 -333 -32.5
West Gerrany 430 964 -534 -35.3
Austria 29 119 -390 -60.8
Jagan 281 169 -888 -561.2
Italy 103 48 -395 -65.7
Spain 73 398 -325 -69.0
Australia® 13 T4 -61 ~TOx1
Finiand** y 80 -76 -89.3
* <977

*¥*.g8 1

Scurces: UN Centre on Transrational Comporaticns (1983), Table 3;
OECD (1661), Seminaire sur la Balance des Pajiements
Technologiques;

3znk of Finland

Note: The trade ratic is measured by [(X-M)/(X+M)]
stands for receipts and (M) for payments.

- 100, in which (X)

paid by foreign subsidiaries of US transnationals to their
parent companies. The rest represented receipts from other
foreign firms. Furthermore, the proportion coming from
subsidiaries is increasing faster than the comparable percentage
for non-affiliated firms.18 These observations may indicate that
an increasing share of repatriated profits of US TNCs are
transferred via licence payments. As far as the form of
technology transfer is concerned, the United States and also the
United Kingdom have relied more on foreign direct investment in
contrast to, for example, Japan and West Germany, which have

exported machinery and equipment rather than made DFI

extensively.




In Table 87, licence and royalty payments were related to
industrial R & D expenditures. The aim was to 1lluminate the
degree of dependency on foreiqgn technoleogy supply in the context
of the indigencus capacity tc develop 1t. The results reveal,
quite clearly, that those countries with the highest R § D
capacity are least dependent on the foreign supply of know-how,

licences and technical services - and vice versa.

In the Finnish case, foreign licence and royalty payments are
equivalent to about a third of the value of the industrial R & D
expenditures. This ratio is roughly within the same range as in
several other small industrialised economies (see Table 87).
What 1is notable, however, 1s the striking imbalance between
Finnish receipts and payments.19 In 1981 Finnish licence and
royalty receipts from abroad were 19 million marks, whereas
payments were nearly twenty times as much, 344 million marks.
The corresponding figures in 1983 were 22 million marks and 425
million marks, indicating a constant 1imbalance 1in Finnish
technological payments. These convincing figqures are nct,
however, very representative of technological dependence, since
by far the largest proportion of Finnish technological trade
takes place via conventional exports and imports of capital
goods and equipment. This seems teo be in line with the argument
that as industrialising countries have developed they have
tended to buy more licences and advanced technical services,
rather than buying machinery and equipment.20 Since Finland
belongs to the group of relativ '  less industrialised - and
geographically as well as economically peripheral - countries
among DMEs, the transfer of technology tends to take place

primarily via traditional channels of trading goods.

6.3.3 Trade in investment goods

The pattern of external exchange in capital goods is the basic
determinant in defining a country's position in the
international division of industrial labour. The capital goods
sector represents more than Jjust another industrial branch,

since it <constitutes the core of the overall industrial

accumulation process and productivity increases. It is directly




interrelated with other sectors of a national economy, thus
making 1t possible to create an integrated industrial structure.
It can be argued that on a hierarchical scale of industrial
sectors, the capital goods i1ndustries are at the top since they
command the essence of production processes in other sectors.
Hence, in terms of the international division of indust-ial
labour, the global distribution of capital goods producticon is

paramount.

Two types of 1ndicators have been chosen to 1illustrate the
relative differences among DMEs as far as their investment goods
producticon and trade is concerned. Here 1investment goods are
defined as including machinery and equipment, without transport
equipment.21 The 1indicators, rresented 1in Table 89, are
measuring both the degree of import penetration and the trade
performance capacity of majér DMEs 1in the 1nvestment goods

sector.

Table 89. Machinery and equipment trade of major DMEs, 1970 and 1981

Share of imports

in gross fixed Trade balance Trade ratio

capital formation (mil. $)

{(per cent)

1970 1981 1970 1981 1970 1961

Japan 7.8 6.5 2 664 46 335 60.7 88.4
West Germany 26.0 43.9 6 716 27 305 46.6 39.9
Italy 34.3 50.4 1 304 6 8u7 22.9 24.6
Switzerland 53.6 73.5 416 3 089 15.0 23.3
United States 9.7 21.3 6 090 21 602 36.5 21.4
United Kingdom 32.9 57.0 2 U455 5 271 29.9 12.°
Sweden 79.9 84.6 176 1 662 5.5 12.6
Denrark 83.3 84.6 -123 551 -8.0 9.9
France 32.6 45.0 =223 566 -3.2 1.5
Netherlands 88.9 122.1 -571 519 -13.8 -3.1
Austria 55.7 67.2 -187 -395 -13.8 -5.2
Belgium 131.9 122.6 -459 -809 -15.6 -6.5
Finland 69.5 70.7 -351 -834 -45.3 -18.4
Spain 42.2 41.1* -771 -1 351 -60.9  -22.2
Ireland 105.4  114.1* -2u4 -987 -68.5  -33.6
Canada 70.4 90.9 -1 547 -9 455 -30.2 -38.9
Norway 100.1 96.4 =432  -1986 -50.1 -45.1
Portugal .. 70.1 =261 -1 317 -65.4 -62.7
Greece 63.3 62.0 -386 -1099 -96.5 -78.7
* 1979

Note: Machinery and equipment are SITC 7 less 78 and 79.

Sources: OECD ( 1983), National Accounts 1964 - 1981 and
OECD, Foreign trade by commodities 1970 and 1981.
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Imports of capital goods by DMEs, expressed as a proportion of
gross fixed capital formation cof machinery and equipment, tend
to be quite strongly related to the size of the economy. Large
countries - whether core or semi-peripheral eccnomies - are less
dependent on imports, while small ones, 1ncluding Switzerland,
Sweden, the Netherlands and Belgium, have relatively high import
penetration as far as their demand for investment goods 1is
concerned. Altogether, 1in most DMEs - a major exceptlon being
Japan - 1imports of capital goods increased relative to gross
investments during the 1970's. The growth of trade among DMEs in
this sector has been facilitated by general trade liberalisation
efforts and particularly by preferential trade arrangements

established in Europe.

Data on import penetration may, however, give a quite misleading
picture of the extent to which the industrialisation process as
a whole 1s dependent on the external supply of capital goods.
Small highly industrialised countries typically  have a
specialised industrial structure and are inclined ‘toward
increasing external trade relations, frequently on an intra-
industry basis. They are typically capable of expanding exports
within a branch in which imports may also be high. Hence, trade
balance figures reflect the international strength or weakness
of an industry more clearly than mere data on import
penetration. For international comparisons, the relative trade
balance as measured by the trade ratio indicator is the most

illuminating.

With regard to the capacity to supply capital goods in the world
economy, the industrial structures of Japan and West Germany
exemplify the most vivid competitive strength. During the past
two decades the previous leader - the United States - has
gradually lost its prominent position, Nevertheless, all small
core economies are more or less self-sufficient in the capital
goods sector, as indicated in Table 89.22 As opposed to
that, semi-peripheral economies tend to have an overall trading
imbalance in investment goods, which illustrates the dependence

of their industrialisation process on the foreign supply of

technology.
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{n Finland, some 70 per cent of gross fixed-capital formation 1n
machinery ané equipment has been covered by imports. The 1mpor:t
share has remained stable during the 1970's. Although the
Finnish trade balance 1in investment goods has slightly
deteriorated in absclute terms, the relative trade bal ance
measured by the trade ratio has imprcved quite significantly.
Exports have grown faster than imports. The export success has,
however, been concentrated in a few sub-branches - namely, in
production of wood-processing machinery, lifting, loading and
construction machinery, and cooling equipment as well as within
the cc-egories of electrical machinery, television recelvers,
and cables and insulated wires. If, moreover, shipbuilding 1is
included, tnese are the principal capital goods that are export
products of Finland. These are not the most skill- and R & D-
intensive branches within the capital goods sector, which would
thus lead to overall technoleogical progress. The Finnish
national economy is, hence, characterised by the lack of broadly
based capital-gocds industry. In fact, only within the forest
industry, significantly encugh, has an integrated industrial
structure evolved. Every other industrial branch in Finland is
more or less dependent on an external supply of investment goods

and related technology.

Table 90. Machinery and equipment trade of Finland by major regions, 1981

Irports Exports Trade balance Trade ratio
Teil. §) (per cent) (mil. §Y (per cent) (mil. $J
DMEs 2 520 93.9 1 036 56.0 -1 484 -41.7
SOCs 127 b.7 627 33.9 500 66.3
LDCs 36 1.4 186 10.1 150 67.6
Total 2 683 100.0 1 849 100.0 -834 -18.4

Source: Appendix Table 3.

The relative external dependency 1s even more pronounced if the
regional distribution of the investment goods trade is
considered. Some 94 per cent of the imported investment goods
originate from DMEs, while the rest come primarily from

socialist countries. In exports the corresponding regional

shares are 56 per cent and 34 per cent (see Table 90). Hence,
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the Finnish trade with DMEs incurs a large deficit in the
capital-goods trade balance, but trade with socialist countries
and LDCs, on the other hand, shows a surplus. These regional
trade balance figures thus highlight the semi-veripherality of
Finland vis-a-vis the dominant DMEs. With its respective trade
ratio (-41.7), Finland ranks very low indeed among DMEs as far
as the relative trade balance in machinery and equipment trade

1s concerned (compare with the ranking order in Table 89).

6.3.4 Forelign direct investment

Foreign direct investment 1is the most immediate form of
transferring technological capacities between countries;
consequently, it also <creates the most c¢vert dependency
structures. Peripheral economies have typically been large net
receivers of DFI in the world economy, while the core economies

are the major suppliers.

Since the beginning of the 1960's in Finland, there has been a
steady rise in investment operations of foreign companies. Until
the mid- 1970's the country was, in fact, a net receiver of
equity capital, but since then Finnish direct investment abroad
has surpassed the counterflow. Furthermore, repatriated
interest, dividends and payments for technology have been
distinctly greater than the inflow of new foreign investment
capital. The slow growth in foreign equity capital inflow is
partly explained by the fact that the activities of foreign
firms operating in Finland have been financed, to an increasing

extent, through Finnish sources.

Finnish equity investment abroad has expanded particularly
vigorously since the end of the 1970's, as indicated earlier. As
a result, in 1979 the number of Finnish subsidiaries abroad for
the first time exceeded the number of foreign firms in Finland
(see Table 91). Nevertheless, as far as manufacturing

subsidiaries are concerned, the number of foreign ventures in

Finland is still above the number of Finnish ones abroad.
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Table 91. MNumber of foreign subsidiaries in Finland and Finnish
subsidiaries abroad, 1965 - 1983

Subsidiaries Manufacturing subsidiaries

foreign in Finnish foreign in Fimmish
Finland abroad Finland abroad
1965 286 135 67 27
1970 480 310 106 54
1973 660 432 156 ol
1976 782 661 171 85
1979 876 933 186 120
1981 958 1 095 202 123
1983 1 036 1 235 207 162

Source: Bank of Finland

In 1983, there were altogether 1 036 firms in Finland whose
foreign ownership was over 20 per cent. Of these, 207, or 20 per
cent, were manufacturing firms. Hence, the vast majority of
foreign enterprises in Finland are sales and service affiliates

typically owned by the world's leading TNCs.

Finland has been geographically a remote area as regards
transnational preduction activities. Compared to most other
DMEs, the degree of dependence of 1its proa:.ction system on
direct foreign investment is thus quite meagre. In the mid-
1970's some S5 per cent of the total Finnish manufacturing
turnover was generated by foreign-owned enterprises. In Sweden
the corresponding figure was about 10 per cent, in Denmark 8 per

cent and in Norway nearly 19 per cent.23

Besides the long distance, the small market size has contributed
to the relative lack of foreign investment activities in
Finland. Moreover, strategic raw material resources (forestry
and mining) are protected by special legislation. Even relative
labour-cost differentials - Finland being a low-cost area within
Europe - have not been a strong enough incentive for foreign
companies to locate their production plants in Finland to any
considerable degree. Southern European semi-peripheries and,
increasingly, developing countries offer more attractive and

even adjacent locations for the labour-intensive investments of




TNCs. In fact, only for Scandinavian companies - particularly
Swedish cnes - has distance not been an obstacle to i1nvestment
in Fianland; hence, they have been able to utilise the reiative
production cost differentials between the neighbouring
countries. Two-thirds of all fecreign manufacturing plants
operating 1n Finland are owned by companies from the other
Nordic countries, as indicated by Table 92. Swedish companies

alone account for 54 per cent of the total.

Table 92. Number of foreign companies and payments of licenses and
royalties in Finland by source country, 1983

Subsidiaries Payrents cf licenses
and royalties
all of which ril. mk per cent
ranufacturing

Sweden 549 112 76.2 17.9
United States 99 15 181.0 42.5
Switzeriand 84 23 34.0 8.0
Denmars 82 18 30.5 7.2
West Germany 53 8 20.7 4.9
United Kingdom 50 10 31.9 7.5
Netnerlzands 30 5 8.0 1.9
Norwzy 27 6 9.4 2.2
France 15 y 5.9 1.4
Belgiur 11 3 5.6 1.3
Soviet Union 3 - 10.2 2.4
All above 28 3 413.4 97.2
Total 1 036 207 42s.4 100.0

Scurce: Bank of Finland

As far as Finnish payments of licences and royalties are
concerned, the position of Swedish companies is less prorounced.
In fact, the dominance of US companies is accentuated. Over 40

per cent of all Finnish licence payments have gone to the United
States.

Despite the fact that, internationally speaking, foreign
enterprises in Finland play a relatively marginal role, in two
types of activities they are relatively strongly established.

Their importance has been rather significant, on the one hand,
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ir the technically most advanced sectors such as electrical and
mechanical engineerina as well as the chemical industry and, on
the other hand, in labour-intensive sectors such as clothing,
textiles and miscellaneous light manufactures (see Table 93). in
these branches foreign-owned companies cover from 8 to 15 per

cent of total value-added and employment.

Table 93. Foreign participation in Finnish manufacturing industry, 1981 (per cent)

Foreign subsidiaries* Share of all
number distribution firms employment value addec
by sectors

Focd industry 13 6.1 i.2 4 6.1
Textiles 15 7.0 5.2 5.8 4.7
Clothing 34 16.0 7.4 i0.1 8.6
Leather prds and footwear - - - - -
Forest industry 5 2.3 0.4 0.4** 0.3
Printing and publishing 9 4.2 1.2 0.7 1.9
Chemrical industry 51 24.0 11.2 7.9 8.8
Non-metal mineral prds 5 2.3 1.2 2.5 2.7
Steel and non-ferrous metals 6 2.3 6.8 i.7 2.5
Basic zetal prds 10 4.7 1.5 1.3 2.3
Industrial ~achinery 28 13.1 3.9 3.6 4.y
Electrical zachinery 23 10.8 11.2 3.3** 8.3**
Transport equipment 4 1.9 7.4 0. u** 0.5%*
Instrurents 6 2.3 8.3 3.5 16.3
Misc. light mnfs 4 1.9 3.4 5.9 8.0
Total manufacturing 213 100.0 3.0 3.9 4.4

Note: *Companies in which foreign ownership accounts for more than 20 ger cent
of the nominal value of the share capital

**Only companies in which foreign share is over 50 per cent.

Source: Official Industrial Statistics of Finland, 1981.

The sectoral pattern of foreign manufacturing operations
highlights the semi-peripheral characteristics of the T[innish
industrial structure. It is typical that TNC operations in DMEs
have focused on the technically most advanced sectors such as
the chemical and engineering industries, whereas the role of
transnationals in the traditional standardised sectors 1is

24 In Finland's case, however, Swedish

practically negligible.
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investments in labour-intensive export industries, such as in
clothing, represent a transaction pattern prevalent in relations
between core and peripheral economies. Similar technological and
industiial dependence 1is shown when the Finnish engineering
industry 1s increasingly subcontracting for Swedish machinery
production. Hence, Swedish companies have moved some of their
standardised and labour-intensive production processes into
Finland in order to benefit from the lower labour costs there

(see p. 24).

In global terms, however, Finland represents an incignificant
destination for transnational production 1lnvestments aiming
toward export markets. TNCs operating in Finland have mainly
been interested in widening their local market shares. Hence,
some 80 per cent of the foreign enterprises operating in Finland

are sales and service affiiiates.

The above presentation leads to the conclusion that structural
development "~ i the competitive position of Finland has primarily
been mirrored by changes in the foreign trade flows rather than
by changes 1in capital 1inflows and outflows. As Finland is a
semi-per pheral country, its industrialisation has been
dependent on the foreign techonological supply, but 1t has
absorbed these 1inputs primarily by importing capital goods
rather than by importing direct investment capital. Hence,
foreign investments in the Finnish production system have played
a marginal role. The counterflow, l.e. Finnish production
investments abroad, have been even more marginal. There a .~ more
foreign manufacturing affiliates in Finland than Finnish abroad.

In particular, investments in LDCs have been negligible.

Up until the end of the 1970's, the cour:ry was a net receiver
of investment capita!, but during the last few years the initial
steps in the 1nternationalisation process of Finnish
corporations have been taken. The prime motor of foreign
investments has been to secure and widen existing market shares.
Since LDC markets have played an insignificant auxiliary role in

Finnish exports, they have also been very minor recipients of

Finnish direct investment., Instead, LDCs may play -~ more




important, but unquantifiable role as a comp2titor for foreign
investment in labour~-intensive, iow-cost industries or
resource-based industries. hence challenging Finland's

traditional position i1n the international division of industrial

labour.
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CONCLUSIONS

An inevitable transformation 1S taklng place 1n the
international division of labour. The developing countries, with
over two-thirds of the world's populaticn, will 1n coming years
markedly 1lncrease their share in world manufactured production
and trade - even if not as much as the Lima target suggests.
This structural <change has an 1mpact on the patterns of
production and trade in the already industrialised economies.
Nevertheless, these trade-related adjustment constraints vary
among DMEs, depending on the characteristics of industrial
development and the consequent trade structure in each country.
The purpose of this study has been to investigate how these
restructuring constraints have been manifested in the Finnish
case - representing an economy In an intermediate, seml-—

peripheral position in the international division of labour.

In a short summary of the Third World industrialisation process,

the following features may be noted:

a) The relative contribution of LDCs to world manufacturing
output and exports is stil! rather small, around ten per
cent.

b) Tle country composition of LDC manufactured exports is highly
concentrated. The ten leading countries account for over 80
per cent of the total.

c) The commodity composition of exports 1is also dominated by
only a few oranches, mainly by low-skilled, labour-intensive
consumer goods, and by some standardised, resource-based
p:oducts as well as most recently by labour-intensive
components demanding simple production operations in some
otherwise highly R & D-intensive sectors such as electrical
engineering.

d) The roie of TNCs in LDC manufactured exports is notable ,

although their influence in traditional export sectors is

based on their control over international marketing and

distribution networks rather than on direct equity
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varticipaticn in preoductien. In contrast, the new experts cof
LDCs are frequently initiated by TNCs, forming an integral

part of the global production chain of the company.

Despite the growth of LDC manufactured exports, the global
economy is primarily based on the coicnial type of complementary
trade pattern. Still today, primary products ‘comprise some 85
per cent of the total LDC exports to DMEs, while manufactured
products comprise 80 per cent of the reverse trade flow. This
means that manufactured trade between COMEs and LDCs has been
highly imbalanced, at a ratio of around four to one. Hence, on
average, the manufacturing industry in DMEs has had a
significant net gain in production and employment from trade
with LDCs.

Moreover, as far as the composition of manufactured trade is
concerned, also the emerging new international division of

industrial labour is complementary rather than competitive in

nature for most advanced industrial economies. Their industrial
dominance and the key to their compeiitiveness is based on the
acquisition of the most sophisticated, knowledge-intensive
industries, i.e. those in the ‘'early stage' of the product
cycle. Apart from requiring high skills, these industries are
ofter relatively labour-intensive as well as having high value-
added contents. That type of 'tailor-made' production is also
less sensitive to price competition. The most typical sector is

capital goods production.

By contrast, in LDCs the dominant industries are mainly in
macure, non-science-based sectors tenefitting either from local
natural resources or cheap labour, in which the capacity to
innovate and to lead technological development 1is limited.
Design and prodiction methods are standardised and productivity
growth is slow. The major form of competition 1is price

competition.
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The Finnish trade and 1ndustrialisation pattern has deviated
from the cones typical among advanced i1ndustrial econcemies. The
net export sectors are either mature, capital-intensive,
resource-based 1ndustries which produce semi-processed goods
(pulp, paper, non-ferrous metals) or low-skilled, labour-
intensive 1industries (clothing, footwear, wood manufactures,
furniture). The import dependence, on the contrary, 1S strongest
in sectors with a high value-added content and R & D-intensityv.
This type of dichotomy in the foreign trade structure makes the
whole economic development quite volatile. 1In Finland a gradual
diversification within the 1industrial structure 1is, however,
taking place. The import dependency has decreased during the
1970's in all the metal 1industry branches, including the whole
capltal goods sector, and, on the other hand, the overwhelming
dominance of the forest sector 1in exports has relatively

decreased.

Nevertheless, the overall structural characteristics of Finnish
foreign trade and industrial specialisation still have some
similarities to those of the LDCs. Hence, for Finland the Third
World industrialisation process is potentially competitive, to
the extent that it leads to the development of alterrative
sources of supply in those sectors upon which the relative
Finnish industrial competitiveness and specialisation have

traditionally been based.

Moreover, as typical of an economy with a rather one-sided
production structure and limited innovative capability, it
responds quite ineffectively to changes in external competitive
conditions. The adjustment may work through prices or
quantities. As a general rule, the lower the price flexibility,
the larger have to be the quantitative adjustments including the
subsequent employment effects. Particularly in standardised,
labour-intensive or resource-based industries which are
relatively more sensitive to price competition, the adjustment
to changing market conditions primarily takes place via shifts
in output and employment. Hence, in semi-peripheral economies -

like Finland - where these sectors dominate, structural changes
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may potentially be quite disruptive. The more dynamic core
economies are in a position to achieve greater technical
proegress and to make product improvements, and are therefore
able to respond effectively to the changing internaticnal
division of labour. There the potential adaptability to traae-
related competitive shifts is high compared to that of semi-

peripheral economies.

The new industrial competition takes place within three possible
market areas: a) as import penetration into home markets, b) by
way of import substitution in the markets of LDCs themselves and

c) as erport competition in third markets.

In Finland the pressure of foreign competition comes almost
totally from core countries. Its economic relations with the
Third World have to date been very meagre. Less than 3 per cent
of the total manufactured imports originate from LDCs, while the
corresponding figure for the OECD area as a whole is 11 per

cent.

On the export siac, some 10 per cent of the Finnish manufactured
exports go to LDCs, while in the OECD area the proportion 1is
about 30 per cent. There are several explanations for the
relatively low level of Finnish trade with LDCs. The small size
and geographical distance play a role. Also, trade with
socialist countries, especially with the Soviet Union is, at
least, a partial substitute for the low LDC share. But a major
reason is the competitive nature of the Finnish specialisation

pattern vis-d-vis that of the rapidly industrialising LDCs.

The above ooservations suggest two major conclusions as to why
the Finnish manufacturing industry has not succeeded in deriving
an advantage from the increased demand for manufactures
resulting from the Third World industrialisation. First, new
demand for wanufactures tends to concentrate in technically
advanced sectors, such as capital goods industries, which semi-
periphrral economies like Finiand are not primarily supplying.

Second, evrn the export prretration potential of semi-peripheral
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economies tends te be restricted by import substitution
cffects, since the LDC 1industrialisaticn 1s focussed on those
sectors upon wiich the relative competitiveness of sem:-

peripheral economies has traditionally been based.

Due to meagre trade relations, *he LDC 1mport penetraticon into
Finnish markets, along with the possible disruptive effects, has
also remained very limited. Around one per cept of domest:ic
manufactured demand has been satisfied by imports from LDCs. On
the other hand, since the LDC manufactured imports have a high
branch concentration, particulariy in slow-growth or declining
sectors such as leather products, clothing, footwear and
textiles, the restructuring constraints may be greater than mere

market share figures are suggesting.

As far as the employment effects of LDC import penetration are
concerned, the calculations made in this study show that during
the 1970's manufacturing 1imports from LDCs remained a minor
source of employment change in Finland. Moreover, j1ob losses due

to 1mports in some industries were compensated by gains due to

increased exports in others, so that the net effect of trade
with LDCs stimulated rather than reduced employment .
Furthermore, even 1n the sectors most strongly threatened by

competitive pressure from LDCs, the labour displacements caused
by imports from LDCs were less than the decline in employment
due to technical progress. Altogether, during the 1970's about
thirty-three times more jobs were lost in Finland through the
growth of labour productivity than through the growth of imports
from LDCs. Similarly, the employment displacement effect of
manufactured imports from DMEs was some twelve times more than

that of imports from LDCs.

Nevertheless, in certain specific sectors the direct 1labour
displacements caused by increased imports from LDCs were rather
significant. The most severe effects were experienced in the
leather products and clothing sectors. The gross labour
displacements attributable to the net increase in trade with
LDCs were some 730 jobs in the former and 1 660 jobs in the
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latter during the veriod 1970 teo 1981. These figures represent
an average annual employment decline of 1.9 and 0.5 per cent,
respectively. For the two other traditional import branches, job
losses during the same ecleven-year pericd were 320 (-0.4 per
cent per year) in footwear and 690 (-0.2 per cent per year) in
textiles. Considering other sources of employment decline ac
regards clothing, for instance, increased productivity caused a
2.6 per cent annual reduction in employment and declining
domestic dema.d caused a 1.6 per cent reduction, while for
leather products productivity growth caused a 3.3 per cent
decline in employment, and trade with DMEs caused a 2.5 per cent
decline. These data indicate that trade with LDCs is not the
major cause for employment reductions and unzmployment, even

within the sectors of the highest LDC import penetration ratio.

The problem of LDC competition is, however, accentuated by the
fact that t.ese branches are declining sectors 1in Finnish
manufacturing, and displacement 1s concentrated within
disadvantaged groups of employees, 1i.e. women, unskilled and
low-wage workers, often employed by relatively small or medium-
sized firms located regionally 1in structurally weak areas.
Hence, import competiticn may intensify adjustment difficulties,
although these difficulties would have been present even in the
absence of that competition. Nevertheless, employment losses due
to manufactured imports are substantially overshadowed by the
positive employment effects of exports to LDCs. Hence, the major
issue is not job displacement as such, but rather the sectoral

restructuring of labour.

In the 1long run the major restructuring constraints may,
however, bhe duve to the intensification of export competition.
This vulnerability is accentuated by the fact that Finland has a
high degree of country as well as commodity concentration in its

exports.

For core economies, LDC export growth is predominantly
complementary because the new supply of manufactured goods 1is

not concentrated in those industrial sectors in which their




competitive pesition is stroncest. The situation 1s quite +the
oppeosite in semi-peripheral econcomies. For Fianland LDC export
expansion 1n manutacrures  creates 4 potential competitive
pressure. It has lost market shares, partly owing to increased
LDC exports, particularly 1n these sectors upen which 1ts
relative industrial ccmpetitiveness and specialisation have

traditionally been based.

Nevertheless, for the time being, Finland has succeeded Qquite
well in adjusting to the increasing LDC competition in its net
export sectors. The clothing and footwear industries represent
good examples cf the competition by LDCs. Finland ranks twelfth
among the world exporters of footwear and thirteenth 1in
clothing. The Finnish clothing industry has suffered some export
market losses during the 1970's, but relative to other DMEs the
situation has not yet become alarming. The way to adjust has
been to specialise in high-fashion goods and :tpecial products,
while LDCs are primarily supplying standard lines of clothing.
Moreover, Finland has been capable of maintaining its
competltive advantages, due to a preferential trade network,
establ ished within the European countries, that is

discriminating against imports from LDCs.

In contrast to clothing, the Finnish footwear industry has
suffered significant market losses in all major export
destinations except its neighbouring countries. A major reason
is evidently an increased LDC competition. A real collapse 1in
Finnish footwear production has, 1in fact, been avoided only by
the rapid expansion of exports to the protected markets of the
Soviet Union during the 1970's. The relative success of the
Finnish clothing industry, too, has been considerahly dependent
on the existence of the bilateral, pianned trading network with
the Soviet Union. Without this supplementary market outlet
offered by the Soviet trade, structural constraints and
adjustme. t problems in these sectors due to LDC export

competition would have been very severe indeed.
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(oothe torest industry Finland has for a long time been among
the W rld's leading exporters. In the lera run its global market
shares  have, however, gradually declined, particularly in

Westoern Europe, due primarily te North American but also te LDC
producers. At the same time, during the last quarter of a
century, the composition of Finnish forest product exports has

beer substantially upgraded.

In the long run there are two major factors which are
restricting the growth potential of the ~Tinnish forest
industry: first, tightened resource constraints and second,
competitive shifts in external markets due to new sources of
production. Finland has already reached its wood-producing limit
on a sustained vyield basis, an< as wood has become a scarce
resource, its price has tended to rise. Forest industry products
compete primarily by price, and hence low-cost wood sources have
gradually become more and more competitive. Technological
advances in the use of short-fibre raw materials for pulp and
paper making, as well as 1in making programmes for establishing
fast-qrowing plantations, have facilitated the utilisation of

tropical forest areas.

In the short term, however, the competitive threat from LDC
forest industry is rather limited. First, the new LDC wood-
processing industry is primarily directed to home markets rather
than to exports. Secondly, Finland enjoys freer access to
European markets than LDCs due to its preferential trade
agreements with EFTA and EEC countries. Third, at the initial
stage, the LDC forest industry production and export pattern is
predominantly complementary to that of Finland. LDC exporters
are concentrating mainly on low-yield standard products such as
sawn wood, wood-based panels and, on a limited scale, pulp,
while Finnish competitiveness is based more on high-yield paper
products, for which the wood cost is a relatively less important
cost factor. Although the new supply of forest products from

LDCs does not threaten to undermine the basis of the Finnish




torest industry structure in the near future, in the long run 1t
has the potential of reshaping the glebal structure of the

wond-processing industry.

These observations suggest a general conclusion that,
particularly in semi-peripheral economies, there is a need for a
far-reaching restructuring policy. It 1s not Jjust one of many
policy options, but an important preconditicon for preserving 1in
the long run the overall industrial competitiveness 1n relation
to trade-related competitive shifts in the world economy. The
way is to diversify and upgrade the industrial structure, and to
reallocate resources towards high-technology and innovative
sectors. This implies a more Iintegrated 1internal 1industrial
development. This type of restructuring is, however, conditioned
by the degree of integration of semi-peripheral economies within
the European division of labour. The problem of adjusting to
emerging LDC compebitibn 1s thus complicated by the overall
structural constraints of semi-peripheral economies and by the
present institutional arrangements of their external relations.
Hence, the task of adaptation and restructuring has to be
understood in a broader context than would be required by simply

adjusting to the low-cost competition of LDCs.




NOTES

Chapter 1

1.

2.

UNIDO (1983 ¢} and Worid Bank (19382).

Conventicnally, an 1nternaticnal comparison of the level of
development has been made by indicating the average twelve-to-
one difference in per capita gross naticonal preduct between
developed and developing countries (9, 770 and 840 deollars,
respectively, in 1980). Yet the distribution of the world
industrial output is even more unequal than the distribution of
1ts GNP. The average per capita GNP from manufacturing in 1980
was 2 720 dollars in DMEs compared with 170 dellars in LDCs -

i.e. the difference was of the order of sixteen to cne. These
calculations are based on figures given by UN, 1980 Yearbcok
of National Accounts Statistics, Vel 11, International

Tables, and World Bank (1982). Compare with D.B Keesing (1978)
Table 1.

Throughout this study the world economy has been divided 1into
these three major regions. Unless cotherwise specified, the
following classification is used in the text as well as in the

tables: the DMEs consist of all European market economies
including Turkey and Yugoslavia; North America, Australia, New
Zealand, Israel, Japan and South Africa. The socialist

countries constitute centrally planned eccnomies 1in FEastern
Europe and the Soviet Urion. The LDCs include the rest of the
world, 1i.e. the Caribbean area, Central and South America,
Africa (except South Africa), Oceania (except Australia and New
Zealand) and all countries 1n Asia 1including China (except
Isreel and Japan).

The category 'developed countries' refers to the DMEs and the
soclalist countries together. When the OECD area is referred
to, 1t covers only the OECD member countries and, hence,
includes only the principal DMEs, but not all of them. The
terms 'developing countries', 'less developed countries' (LDCs)
and the 'Third World' are used interchangeably throughout the
test.

Several economists have supported export-oriented strategies as
the most appropriate way for industrialisation in the LDCs. See
e.g. I. Little, T. Scitovsky and M. Scott (1979); A.O. Krueger
(1978) and B. Balassa (1981 b). Others have challenged the
export-oriented industrialisation strategy. R. Prebisch (1959)
and (1964) and P. Streeten (1973) and (1982). See also H.
Spetter (1970) and G. Fichet and G. Norberto (1976).

UNCTAD (1978 c) and (1983 c). See also H. Chenery and D.B.
Keesing (1978) and D.B. Keesing (1979).

UNIDO considers seven countries to be newly industrialising
countries: South Korea, Hong Kong, Singapore, Brazil, Mexico,
Argentina and Turkey, UNIDO (1981 c¢). The Royal Institute of
International Affairs excludes Turkey f{rom this 1list but
includes instead Taiwan and India, Louis Turner et.al. (1980).
See also Louis Turner et.al. (1982). The LO study (Swedish
Central Trade Union) classifies as NICs Hong Kong, Singapore,
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south Korea, Indonestia, Malaysia and the Philiopines. LO

+ 19803 . In the OECD study the group of NICs also includes four
Southern European countries: Greeae, Portugal, Spain and
Yugoslavia as well as Honag Kong, South Keorea, Singapcre,

Taiwan, Brazil and Mexicc. OECD (1979 b). The EIU Report has
the same countries with the exception of Greece. Anthony
Edwards (1979). The widest spectrum of countries as NICs is
considered by the UK Foreign and Commcnwealth Office in its
study 1including the all abeve-mentioned as well as Thailand,
Pakistan, Iran, Israel, Malta, Poland, Romania and Hungary.
Foreign and Commonwealth Office (1979).

These countries have often been characterised as sub-
imperialistic centres within the Third Weorld, integrating the
surrounding peripheral econcmies as their satellites. See e.g.
R.M. Marini (1972), R. Viyrynen and L. Herrera (1975) and R.
Vdyrynen (1979 a).

See e.g. OECD (1982 b) and OECD (1982 aj), Chapter XII,
Developing country exports of manufactured products: The
experience of the 'second-tier® countries. Several authors
regard the appearance of second-tier exporters as part of a
global 1industrialisation process in which all countries are
progressing on the comparative advantage scale of industrial
development, and consequently the number of NICs will continue

~

to increase. See e.g. Bela Balassa (1981 h), Chapter 6.

Others 1like Paul Streeten and Deepak Nayyar warn that the
experiences of the NICs cannot be generalised to all developing
countries. P. Streeten (1982) and D. Nayyar (1978). The World
system approach, represented e.g. by Andre Gunder Frank (1983},
emphasises that just because rapid industrialisation has
occurred in some parts of the world, that would exclude and
prevent the rest of the world from doing the same. 'The recent
export-led growth of the NICs is part of the process of unequal
capital accumulation on a world scale' and the other part 1is
unindustrialised periphery. This type of approach, however,
overestimates the significance of external markets for rapid
industrialisation and, hence, underestimates potential
possibilities generated by growth in domestic demand.

s5ee OECD (1982 b). Existing statistics frequently understate
total manufactured exports to neighbouring developing countries
because of inaccurate records and smuggling. Similarly, the
frequent inclusion of re-exports distorts the picture in the
opposite direction.

For further details, see UNCTAD {1978 a), J. Donges and J.
Riedel (1977), D.B. Keesing (1979) and H.D. Tuong and A. Yeats
{1980). See also Table p- in which market share changes in
OECD imports by the major regions are differentiated. ‘
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UNIDO (1979 d) pp. 69-76 has compared industrial structures
ot the branch level in the developed and the developing
countries. The conclusion is that in the former the
sectoral structures of manufactured exports are more
homogenous. in contrast to the variation ir these structures
between the LDCs. In addition to mutual similarity, in

the developed countries manufactured exports are spreading
in a relatively balanced way throughout all the industrial
branches.

As regards the broad composition of manufactured exports in
second-tier countries, product categories found in SITC 6
(basic manufactures) have lost considerable ground. But
product categories within SITC 7 (machinery and tramsport
equipment) and especially within SITC 8 (miscellaneous
manufactures) have experienced rapid growth. OECD pp.129-131
and OECD (1982 b). See also H. Chenery and D.B. Keesing
(1978).

The following branch classification has been applied:

intermediates/low skill: leather, wood, textiles, non-metal
minerals, pulp, paper, iron & steel.

final products/low skill: furniture, clothing, footwear,
miscellaneous basic metal, transport equipment.

intermediates/high skill: rubber, chemical.

final products/high skill: pharmaceuticals, instruments,
industrial machinery, electrical machinery.

In a more detailed analysis based on a finer definition of
processing chains, it has been revealed that well over one
half of the total exports of the LDCs require further
industrial processing before their final consumption,
whereas the comparable figure for the DMEs is only about

a quarter. UNIDO (1981 b). See also UNIDO (1979 d),

pp. 187-193.

John M. Dunning (1974) p.13. There is no unambiguous
definition of transnational corporations. Often a
distinction is made between industrial TNCs, which are
corporations with production facilities in two or more
countries, and trading and other service TNCs. At the
present, both sets of TNCs number around 18 000 worldwide.
F.F. Clairmonte and J.H Cavanagh (1982). Conventionally,
the concept of TNC only refers to international producing
enterprises. A distinction is also made between TNCs and
MNCs (multinational corporations), the latter referring to an
international enterprise whose capital is owned by cconoumic
agents of more than one nationality. About seclected
definitions of TNCs, see United Nations (1973), Annex I[I.

J.H. Dunning (1978).

G.K. Helleiner (1975) pp.12-13. Sec also United Nations

(1978), pp- 41-45, Precise measurement of the extent and
the growth of TNC operations in the world economy is
hampered by limited data. All figures presented are, hence,

more or less estimates and should bhe taken merely as
orders of magnitude.
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OECD (1983), p. 7.

The grewth of DFI flows intc the LDCs has exceeded that of the
investments in DMEs. The average annual growth rate of direct
foreign investment flows from the DMEs to the LDCs has
increased from 7.0 per cent in the 196.-68 pericd and 9.2 per
cent in 1968-73 up te 17.5 per cent in 1973-81. As far as DFIs
in the DMEs are concerned, the corresponding figures were 12.6
per cent in the 1960-73 period and 11.9 per cent in 1974-79.
OECD (1981 b), Annex Tabtle 6 and pp. l1-16.

UNCTC (1979) p. 11

In 1966, still 49 per cent of the DME total stock of DFI in
LDCs was in extractive industries (40 per cent being in
petroleum alcne), while manufacturing had cnly 27 per cent and
other sectors (particularly service industries and finance) 24
per cent. Due to substantial nationalisations within the
extractive sector, its share declined by 1976 down te less than
one fifth of the total DFI. In 1976 the major 1lnvestors the US,
the UK, West Germany and Japan, had from 39 per cent to 61 por
cent (according to country) of their foreign direct investments
in LDCs in manufacturing and from 23 per cent to 48 per cent in
the service sector. OECD, (1977 &), p. 72 and OECD (1981 b},
Annex Table 10. See also United Nations (1978), Table III-51,
UNIDO (1979 c), p. 162, and UNCTAD (1978 d).

Sec e.y. D. Nayyar (1978) and C. Vaitsos (1979).

T. Szentes (1974); F. Frébel, et.al. (1980); R. Murray (1972);
G. Adam, Multinational Corpcrations and Worldwide Sourcing in
H. Radice (1975); J. Annerstedt and R. Gustavsson (1975); R.
Skarstein (1979) and H.S. Marcussen and J.E. Torp (1982).

C. Vaitsos (1979), Turner et.al. (198C), D. Nayyar (1977) and
A. Hone (1974).

In these twelve leading exporters the average share of the
manufacturing sector in the total stock of DFI has increased
substantially from 56 per cent in 1967 up to 74 per cent in
years 1975-76. OECD (1972) and ILO (1981 a ) Table 10.

For further details, see e.g. J.M. Finger (1975 b); Frobel
et.al. (1980) and K. Kiljunen (1984 a).

Various terms, such as 'Export Processing Zones', 'Free Zones',
'Free Economic Zones', 'Investment Promotion Zones', 'Duty-Free
Zones', '‘In-Bond Industries' or even 'Process of Selective
Deregulation’ have been used to describe this entirely new,
rapidly growing phenomenon in international production and
trade. Tnese are zones engaged primarily in manufacturing
export production activities, as opposed to traditional 'Free
Ports' or 'Free Trade Zones', which are predominantly engaged
in commercial activities mainly in the form of transit trade.
See for further details R. Skarstein (1979); H. G. Grubel
(1982); 1ILO (1981 a), Chapter IV, UNIDO (1980 a), and ICFTU
(1983). Several inter_national organisations have promoted
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toreran direct anvestment and the ostablishment of EPZs as one
answer to the nduastrial-isation eofforts of LDCs. Guideline

legislation for EPZs and similar sites was developed by UNIDO
already during the 1960's. See e.g. UNIDO (1976), and OECD
{1983). Sceme other internaticnal organisations like UNCTAD have
been more critical in assessing the success of EPZs. See UNCTAD
{1982 ¢) and (1983 a).

UNIDC (1980 a), Annex Tables 1, 2 and 3; UNCTAD (1983 a), Annex
Tables I and II; ICFTU (1983}, Appendix I, and K. Kiljunen
{1984 a) Table 4.

Several case studies have been done about individual EPZs in
different countries. Sce e.g. about Mexico, G. Teutli Otero
{1981) and NACLA; (1975), about South Korea, <Chan-Jin Kim
{1981), about Singapore, Chia Siow Yue (1982); about Sri Lanka,
D. Ramanayake (1982) and J.A. Karunaratne (1982); about the
Philippines, Judy S. Castro (1982); about Malaysia, M. Lester
{1981) and M. Datta-Chaudhuri {(1982); and about China, Chung-
Tong Wua (1983). Scme more general studies about EPZs - besides
those mentioned in the previcus notes - include S. [Laestadius
11979}, F. Frdbel et.al. (1980), D. Wall (1976), C. Hamilton
and L. Svensson (1980), U.G. Hagglund (1979), A. Basile and D.
vermidis (1984) and R. Maex (1983).

UNIDO (1981 b) Chapter VIII. The measure of wage levels used by
UNIDA 1s the sum of wajges and salaries repecrted hy all
manufacturing enterprises in each country divided by the number
of employees. Accordingly, in 1978 the average annual wages in
manufacturing were 12 500 dnllars in DMEs and 2 100 dollars in
LDCs, i1.e. a difference of about si1x to one. If the number of
hours worked are considered - the work ycar in LDCs being some
35 per cent longer than in DMEs - the difference in wage levels
1s about 8.1 tc one.

R. Skarstein (1979) p. 11 and A. Robert (1983) p. 31.

According to several estimates, labour productivity for
international sub-contracting operations in LDCs 1is, at its
lowest, about 60 per cent of the DMEs' levels, and at 1its
highest, may even be as much as 30 per cent higher than the
average in DMEs. M. Sharpston (1974). See also F. Frobel et.al.
(1980) pp. 355-357 and P.K.M. Tharakan (1981) pp. 106-107.

In several studies it has been emphasised that foreign direct
lnvestment has played a major role in the rapid growth of
manufacturing in the LDCs. See e.g. NECD (1981 b); G. Helleiner
(1975) and F.F. Clairmonte and J.H. Cavanagh (1982). Others
have stressed that local entrepreneurs aided by international
buying groups have been a decisive factor in the development of
exports. ILC (1981 b), D. Nayyar (1977), A. Hone (1974) and L.
Turner et.al. (1980).

ILO (1981 b) p.73. This ~stimate does not include multinational
buying groups, which have had a very important impact on
manufactured growth in LDCs.




34.

36.

274

F.F. Clairmonte and J.H. Cavanagh (1932) pp. 157-162 and
UNCTAD, (1982 c) p. 76.

In Brazil in the mid-1970's, the TNC affiliaces accounted for
78 per cent of fixed asset: 1n the electrical machinery
industry, 74 per cent of non-electrical machinery, 84 per cent
of transport equipment and 69 per cent of chemicals. In Mexico,
the corresponding figures were 60 per cent of electrical
machines, 95 per cent of non-electrical machines, 79 per cent
of transport equipment and 68 per cent of chemicals. In
Argentina TNCs accounted for 82 per cent of both non-electrical
machines and transport equipment. In Hong Kong 40 per cent of
employment in the electronics industry has been covered by
transnationals. The share of TNC affiliates in these branches
has reached even higher levels in many other LDCs where’
investment has been forthcoming from domestic sources to an
even less appreciable extent. P. O'Brien, Table 3 and ILO (1981
a) pp. 29-33.

For a detailed presentation about ‘new forms' of international
investment, see C. Oman (1920) and A. Edwards (1979).
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From the beginning of th> seventeenth century up to the mid-
ninetecenth century tar was the main export product of Finland.
It is even estimated that during the seventeenth century
Finland was the world’'s leading producer and exporter of tar.
The distilling of tar took plaze 1n 9Pprivate domestic
production. In the whole of Finland, the right to export tar
was granted to the Swedish 'Nerland-Finland Tar Company' and it
defined the prices paid tc the producers. As a result of the
trade concentration the world market price of tar was steady
and high, but the profits accrued to the tar company and the
capital of the realm rather than teo the Finnish peasant
producers.. Hence, despite the extent of the trade 1t was never
able to act as an 1impetus for local «ipital accumulation and
large-scale industrial production. See K.O. Alho (1949) p. 218
and E. Jutikkala (1968) pp. 104-105.

In English, the best presentation about Finnish
industrialisation is L. Jorberg (1970) and E. Jutikkala (1962).
See alsc J. Linnamo (1967). In Finnish, the most recent and
cemprehensive account 1s J. Ahvenainen, et.al. (1982) as well
as P. Virrankoski {(1975):

See. e.g. K.Q. Alho (1949).

F. ®thkala (1969) pp. 32-33 and K.O. Alho (1949}

L. Jutikkala (1968) pp. 212 and 214, and E. Jutikkala (1962)
p. S58.

E. Jutikkala (1967) pp. B86-87.

for further details, see L. JOrberg (1970) pp. 52-63 and E.
Jutikkala (1962) pp. 60-64.

See V. Halme (1955).
R. Wuorinen (1975) pp. 197-198.

S5ee E. Jutikkala (1968) p. 215 and E. Pihkala (1969) p. 46 and
54.

During the twenty years between tne wars the food self-
sufficiency of Finland increased from 50 per cent up to 90 per
cent, reducing considerably the share of foodstuffs in imports.
H. Oksanen and E. Pihkala (1975).

See E. Jutikkala (1967).

P. Kosonen (1976) pp. 75-76, H. Oksanen and E. Pihkala (1975)
p. 19 and S. Haininen (1974).
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In Europe, cnly in Rumania, bulgaria and Yugoslavia was tho
proportieon of agricultural population higher than 1i1n Finland;
in the other Scandinavian countries the corresponding figures
were in Sweden 31 per cent, Denmark 30 per cent, Norway 27 per
cent. E. Jutikkala (1968) p. 218.

On average about 10 per cent of the State expenditures during
1945-1952 were used for the reparations, which censtituted on
average, 3.7 per cent of the GNP. The war reparations were a
substantial stimulus to the Finnish metal ané engineering
industry, so that its output doubled. J. Auer (1956).

Se¢ e.g. H. Hakovirta and P. patokallio (1975) and H.
Kyroldinen (1977}.

P. Hemmild and J. Koponen (1975) p. 58.

For more details see e.g. H. Hakovirta (1976) and V.
Reinikainen (1970). See also G. Maude (1976) and D.G. Kirby
(1979).

The best summary report about the post-war economic policy and
industrial development i3 E. Dahmén (1966).

Besides the usual investments in infrastructure, exoort
promction measures and subsidies to industry the state has
taken part in production directly, covering about one-fifth of
the total value added in the industry. This 1is more than the
average (10-15 per cent) in other OECD countries. Besides
primary production (min‘ig, energy supply) the state takes part
also in key sectors of manufacturing and heavy metal
manufacture, as well as the pulp anc paper industry. In a
small, semi-peripheral econom; the state has intervened
directly in order to create preconditions for sectcral
diversification of industrial production. The extension of
public enterprises has, however, been more a result of ad hoc
decisions than of a comprehensive and overall programme of
structural change.

About Finnish balance of payment problems, see R. Airikkala and
T. Sukselainen (1976). See also P. Waileasteen U. Vesa and R.
Viyrynen (1973). They emphasise intra-Nordic co-operation as an
option for countries such as Finland, to counter polarisation
effects due to increasing economic integration within Eurcope.
See also R. Vdyrynea (1974).

Statistical Yearbook of Finland, respective years. See for
further details A. Tanskanen (1976).

T.R.G. Bingham (1976) pp. 66-70.

OECD (1984).

In the period 1950-73 no other OME has experienced as severe
absoluce fluctuations in economic growth as Finland. The
average amplitude of the business cycle was 8.0 peir cent,
T.R.G. Bingham (1976) pp. 31-38. Since 1973 the swings in
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Finnish annual Troewth rates  have  alsc bheen abrapt. The>
recessions and ovelical upswinas tend to be sharper “han thoso
experienced 1o other DMEs. OECD (19843,

P. Batroch (19821, see particularly Table lo.

See for further derails e.g. K. Kiljunen (1972 b)Y and (1979 <)
2nd Central Statistical Off:ce of Finland (19771,

See GATT (1983)
See T.R.G. Bingham !1276) Chapter III.

Two-thirds of emigrants are of werking age. They tend to be
rather young - 70 per cent between 15 and 35 years of age. At
the cnd cf the 1960°'s about 40 per cent of the Finns emigrating
to Sweden were industrial workers. Only 15 per cent were from
primary producticn. This is partly explained by the two stage
migration flows. For mecre details, see e.g. R. Wiman (1975) and
A. Majavz2 (1979).

The effects of these ext>:nal constraints are summarised in K.
Kiljunen 71979 a) p. 300: "The rapid growth in Finland has been
unstable and vulnerable. The reasonably high level of welfare
is quite unevenly distributed sccially and regionally. The
structural diversification in terms of industrialisation has

been one-sided including high secteral concentration with

little multiplie:r effecet, a low level of processing and
productivity and a lack of R & D efforts. The dependent, cne-
sided industrialisation has ultimately caused balance of
payments prcblems, increasing foreign indebtedness, hig

inflation rate and severe imbalances in the labour markets, as
well as extensive groewth of the tertiary sector.”

D. Senghaas (1981) and (1982) has compared the Finnish
development pattern with other countries and comes to a similar
conclusion chat Finland has been able to achieve a considerable
level of autucentric development - in contrast to deepening
peripheralisation - despite a continuous export orientation
based on stapie commodities. J.Raumolin (1981) emphasises the
relative success 1n Finnish development during the inter-war
period compared with post-1945 period when Finland fell into
'maldevelopment trap' due to the externally oriented imitative
growth pattern.

The indicator is derived from A. Tanskanen (1977).

Official Finnish statistics available do not relate commodity
trade to domestic production. However, the Economic Planning
Centre of Finland (TASKU) has created a data file (called
TUTTi) combining basic industrial sector statistics with
foreign-trade ctatistics. Sec: P. Parkkisen (1977) and J.
Halttunen and M. Lariola (1979). The fnareign trade statistics
used in TUTTI are based nn the BTN (Brusscls Nomenclature), and
the disaggregation of sub-sections has been done in view of the
specific structure of the Finnish eco..omy. Hence, international
comparisons are more difficult than by using the SITC
classification,
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ancther  prodjem 1s that  a common, precise statistical
Zefinttion of trade in manufactures does not exist.
Traditionally, rhe scope of manufacturing activities 1s

described 1n the framework of the industrial production (ISIC)
staticstics. On the other hand, the foreign trade data are based
on the SITC ciassification. For the purpose of this study,
trade 1n manufactures has been defined to include SITC codes =
through & excluding 68 (non-ferrous metals) and including 23

(pulp}. This means that SITC sections 0 thrcugh 4 represent
orimarly commodities including, for example, all types of
processed foods. As far as industrial sector statistics (ISIC
codes) are concerned they have been converted to SITC
categories {see Appendix Table 1). Hence, the scope of

manufacturing activities according to 1SIC covers the whoie
code 3 less 31 (food, beverages and tobacco manufactures), 353
and 354 (petroleum products), 33 ill (sawn wcod) and 372 (non-
ferrous metals).

In 1976 a second revised version of the SITC classification
came into force. In Appendix Table i the correspondence between
SITC Rev. 1 and SITC Rev. 2 is also described.

The industry break-down of the present analysis has been
carried oLt at a relatively high level of aggregation. The
basis is a two-digit SITC category with some combinations of
sections comprising a arouping of 21 industry sectors
altogether. More-over, separate figures of some resource-based
industries commonly accounted as raw materials have been
presentec. These are SITC coues 24 (sawn wocd), 68 {non-ferrous
metals) and 3 (fuels), since they constitute an 1important part
in the economic relations between Finland and the Third Worid.

Patterns of manufacturing specialisation among the DMEs are
compared in ECE, Structure and Change in European Industry, New
York 1977 and ECE, Economic Survey of Europe in 1980, Chapter
4, New York 1981. See also L. Ohlsson (1980).

See K. Kiljunen (1979 a) and (1980) as well as H. Koskenkyla
and K. Pekonen (1979) pp. 28-34; J. Halttunen and M. Lariola
(1979) pp. 58-62; J. Raumdlin (1981) and R. Alapuro (1980).

K. Markkula (1980).

The index of structural change adopted here has been utilised
by ECE for gquantitative assessment of structural changes in
manufacturing output and emplcyment in Jdifferent countries. 1In
this study a similar index has been developed for investigation
of changes in trade patterns. See ECE (198l) p. 189. See also,
UNCTAD (1982 c) pp. 70-71.

Compare with ECFE (1981).

Fa *crs ariecting che real competitiveness have been discussed
in 1.B. Kravis ard R.E. Lipsey (1971). See also related Finnisi
studies SITRA (1976 a), T. Larjavaara (1978) and J. Pekkarinen
and T. Peura (1984).




42. The concept of revealed comparative advantage was made
operational by B. Balassa (1965). For further elabecration, see
also B. Balassa (1977) and (1979 b). Abcut applications of the
RCA concept, see e.g. J. Docnges and J. Riedel (1973), R.
Ballance, J. Ansari and H. Singer (1982) and K. Schatz and F.
Wolter (1982).

43. B. Balassa (1977) p. 327.

44. Ibid. and UNIDO (1982 a) pp. 23-25 and UNIDO (1981 c) p. 73.

45. The trade ratio indicator has been introduced e.g. by UNIDO
(1982 a) p. 23.

46. For a discussion on inter-industry and intra-industry trade,
see H. Grubel and P.J. ilovd (1975) and H. Giersck (1979). P.
Parkkinen (1982) has pursued a study about intra-industry trade
in Finnish foreign trade.

47. The RCA indicator used here has been applied by K. Schatz and
F. Wolter (1982) p. 91.

48. See UNIDO (1982 a) p. 24.

49. As far as the commodity break-down is concerned, the previous
disaggregation has been slightly deepened to include the sub-
sections of passenger vehicles and power generating machinery.
This has been done in crder to characterise more precisely the
fuiictlonal composition of trade.

50. See e.g. P. Hemmild and J. Koponen (1975).

51. For more details, see T. Hamadlainen (1971), T. Sukselainen
(1974), P. Parkkinen (1977) and J. Pekkariner (1931).

Chapter 3

1. The concepts of trade creation and trade diversion were

introduced first by J. Viner (1953) in his pioneering stndy
related to the theory of customs unions. Subsequently, these
concepts have been widely used to analyse the effects of the
change in trade patterns which might fcllow the establishment
of a customs union. Trade would be created and the welfare
effect would be positive when removal of tariff barriers inside
a customs union resulted in a transfer of output from a high-
to a low-cost source of supply within the unicn. But if removal
of tariff barriers resulted in a switch from a mcre efficiently
producing, low-cost country to a less efficiently prcducing,
high-cost country, there would be what Viner called trade
diversion. This will lead tc a lowering of welfare, as it
entails a less efficient allocation of resources.

In this study these concepts are used for a more limited
pucposes of illustrating the pattern of changes in sources of
supply resulting from the expanding manufactured import
penetration from LDCs. The major interest is whether the
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Improrts from LDTs have replaced deomestic production or imports
from ~ther external scources »f supply. The welfare aspects are
not considered at all. See e.g. S. Hirsch (1973).

A very good review of several studies made in the 1970°'s
assessing the effects of 1mports from LDCs on employment 1in
different developed countries 1s UNIDO (1978). The UNIDO
Working Papers on Structural Changes issued by the Division for
Industrial Stucdies and the ILO Working Papers published by the
International Division of Labour Programme within the World
Employment Programme Research are the best sources of
comparative research made in this field. Among these
publicaticns, there are case studies about adjustment problemns
and employment constraints from almost every industrialised
economy, although not from Finland. See also H.F. Lydall
(1975), V. Cable (1978), D. Schumacher (1977) and (1982), H.
Kierzkowski (1980), L. Ohlsson (1980} and A.0. Krueger (1980
b).

See C. Hsieh (1975)V.
D. Schumacher (1982).
H.F. Lydall (1975,

This conclusien 1s based on estimates made by B. Balassa (1979
a). According to him, there are considerable differences in
average labour-input coefficients feor the exports and for the
imports of manufactured gncds of the developed countries in
trade with the LDCs. Fer the OECD area as a whole, the average
number of jobhs for 1 million dellars of output is 18.4 for
exports tn LDCs and 28.5 for imports from LDCs, the ratio of
the two being 0.65. This is not surprising, since impeorts from
LDCs tend to be more labour-intensive than the corresponding
exports of DMEs. Hence, on the basis of this type of a purely
static analysis, one may conclude that if imports from LDCs
increase by an amount replacing the production of one hundred
workers in DMEs, the same amount in increased exports to LDCs
would only create employment feor sixty-five persons. Since DME
manufactured imports from LDCs were 58 milliard dollars in 1980
and exports 234 milliard dollars, one can estimate the
'employment balance' for DME trade with LDCs. The employment
creation effects of DME manufactured exports to LDCs were 2.6
times greater than che employment displacement effects caused
by the reverse trade flows. B. Balassa's article (1979 a) is
also published in B. Balassa (1981 b) Chapter 7.

The formulae have been introduced by OECD (1979 b) Annex II,
which in turn cites Commissariat Général du Plan, Rapport du
Groupe Chargée d'étudier ]'évolution des économies du Tiers-
Monde et 1'appareil productif francais, Paris 1978.

See e.g. Vincent Cable (1978), Foreign and Commonwealth Office
(1979), UNIDO (1279 a). Similar calculations have been carried
out by A.0. Krueger (1980 b), K.W. Schatz and F. Wolter (1982)
and UNTDO (1982 c¢).




9. A. Singh would like to question the apprepriateness of the
model even further. According tce him, the medel can not at all
analyse the effacts o¢f trade 1in a balance of payments
censtrained economy (such as that of the UK), which is
characterised by a long-term structural disequilibrium. In such
an economy, an increase in trade 1mbalance has a multiple
effect on the level of domestic demand and output, and hence on
employment. These effects manifest themselves on the level of
the economy as a whole and not simply as direct 'microeconomic'
effects of the kind estimated by the medel A. Singh (1981) pp.
30-33.

10. The conclusion that, with very few exceptions, domestic demand
1s the most significant component of industrial growth is also
drawn by R. Ballance, J. Ansari and H. Singer (1982), chapter
II, while studying the industrialisation process 1in some 30
LDCs. They state that export expansion 1s only a supplementary
factor - at best, a catalyst. This finding 1s somewhat
paradoxical 1in view o0of the emphasis often given tco trade-
related strategies for industrialisation. O. Forssel and I.
Seppa (1976) have made an input-output analysis of the Finnish
economy in order to estimate the relative significance of home
market production.

11. It is particularly interesting to note that import competition
from DMEs 1s regionally more concentrated on industries located
in structurally strong areas in Southern Finland (Table 48).
This 1s in line with the argument that in the more developed
regions of Finland the ©prevailing industrial structure
resembles the industrial structure of core economies. Hence,
spatial core-periphery relations may exist intra-naticnally as
well as internationally. See e.qg. K. Kiljunen (1977) and (1979
cl, D. Seers, B. Schaffer, M.l., Xiljunen (1979) and D. Seers,
K. Ostrom (1983).

12, See K. Kiljunen (1979 c).

Chapter &4

1. This is a major conclusion of the study pursued by W. Leontief,
A.P. Carter and P.A. Petri (1977). See also B. Balassa (1981
a).

Chapter 5

1. Some 30 per cent of Finnish manufactured exports go to

socialist countries, particularly to the Soviet Union. But
although this trade represents a structurally beneficial
supplementary market outlet for Finnish industry, it has not
been examined in detail in the following. Soviet trade is based
on planned barter agreements and does not reflect the same
market constraints as trade with DMEs. Moreover, potential
disruptive effects of increasing LDC export competition are
primarily experienced in the markets of core economies.




10.

11.
12.
13.

14,

Abcut the applicaticen of market share apprecach in the
calculaticon of Finnish export performance, see e.g. T.
Sukselainen (1974).

See H. Tulokas (198l), H. Tulokas ja J. Nieminen (1984) and
T. Sukselainen (1974).

Finnish export performance has been analysed in Committee
Report (1976). According to the report the volume of Finland's
exports increased yearly in the period 1960-75 by 4.5 per cent,
while the average in the whole OECD area was 7.2 per cent. The
weak export performance has been a consequence c¢f the
concentraticn of export production on a few slow-growing and
cyclically sensitive sectors and its direction into slow-growth
countries (UK, Sweden).

B. Kadar comes to a similar conclusion as far as East European
{semi-peripheral) countries are concerned. He stresses that the
socialist countries will be the first to face the effects of
the LDC export-oriented industrialisation mainly on the Western
Europear, markets. B. Kadar (1974) pp. 28-30.

The most comprehensive study about adjustment constraints of
the Finnish textile, clothing, leather and footwear industries
due to increasing LDC competition is Jyrki Halttunen and Martti
Lariola (1979). See also SITRA (197C) and (1972), L. Halme, P.
Haavisto, J. Salomaa (1978), Teva-toimikunnan mietintd {(1978),
P. Haavisto (1980), M. Lariola (1980), L. Fagernas (1980) and
J. Lanner (1983). Some of the most recent international studies
include A. Field (1979 a), D.B. Keesing (1978), A. Field and
J.-P. Sajhan (1979), B.A. de Vries and W. Brakel (1981) and
UNCTAD (1983 b). See also B, Evers, G. de Groot and W.
Wagenmans (1975).

See A. Field (1979 a).
See international comperisons in D.B. Keesing (1978).

UNIDO (1583 b), Chapter VIII, Wages in manufacturing: an
inter-national comparison. Data on labour costs of the textile-
industries in various countries are presented in D.B. Keesing
(1978) Table 6 and J. Lanner (1983) Table 5.

B. Evers, G. de Groot, W. Wagenmans (1977). See also G.
Shepherd (1980).

See Statens Industriverk (1979).
Industrial Statistics 1981, Official Statistics of Finland.
P. Haavisto (1980) pp. 80-82,

International trade in cotton textiles was regulated by the
Short-Term Arrangement (1961-62) and the Long-Term Arrangement
(1962-73). The mosct important agreement concerning trade in
textiles and clothing is the Multi-Fibre Arrangement (MFA),
signed in 1974 for a period of four years, and subsequently
renewed in 1977 and again in 1981, which extended it unti’
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1986. The MFA covers all major textile and clothing products
and allows in principle a 6 per cent annual volume increase in
LDC imports to DMEs.

See e.g. UNCTAD (1983 b), K. Morton and P. Tulloch (1977) and
D.B. Keesing (1978) about restrictions against textile and
clothing trade from LDCs.

Public forest ownership 1s dominant in most <countries,
supplemented with corporate ownership. In Sweden, for instance,
wood-processing companies own 25 per cent of the forest area.
In the Third World, forests are typically under public or a
semi-feudal latifundia type of ownership. Hence, in
international terms the Finnish pattern, in which most forests
are owned by the indepenident peasantry, 1is quite exceptional.
About the structure of Finnish forest ownershkip, see A. Reunala
(1974) and M. Hdkkild (1981). Furthermore, the control over the
forest industry in many countries is in foreign hands, 1li%e in
Canada or in several LDCs, where the utilisation of forest
resources is based on extractive exploitation. See R. Hayter
(1984). Particularly in the Third World, comprehkeasive forest
management systems exist in only a few cases, UNIDO (1983 d).
See also J. Raumolin (1982 b).

See e.g. J. Raumolin (1983).

R. Eklund (1974) and J. Pdyry (1977).

N. Ryti (1981) and Jaakko Pdyry Consulting (1979).

The best comprehensive internation..l survey about the forest
sector development in the Third World is UNIDO (1983 a). See
also UNCTAD (1980 b) and (1982 a).

J. Poyry (1977) p. 2 and UNIDO (1983 d) pp. 25-28.

UNIDCO (1983 @) p. 26.

J. Poyry (1977) p. 4.

J. POyry (1982) p. 3.

UNIDO (1933 4).

FAO (1982).

For example, imports of rough wood account for an estimated 73
per cent of the value of gross output of wood products in South
Korea, and in Japan the share is 24 per cent. UNIDO (1983 b)
p. 351.

See UNCTAD (1982 a) and UNIDO (1983 4).

Very few studies have been made about the structural

development of the Finnish forest industry in relation to the
increasing competitiveness of LDC producers. 1In this respect




34.

35.

svee H. Seppald, J.  Kuuluvainen, R. Seppdld (1980) and Jaakko
Pivry Consulting (1979).  See also J. Raumolin (1984) and K.
Naitonen, I. Heikkild, A. Ketelainen (1933},

UNIDC (1983 &) p. 45.
H. Kunnas (1981), K. Torvi (1980) and UNCTAD 11978 b).
See e.g. T.R.G. Bingham {1976).

See e.g. J. Raumolin (1984). The Finnish forest industry and
the forest eguipment suppliers are closely integrated, nect only
by wautual commercial transactions, but alsc by ownership
structure. Dominant wood-preocessing companies have extend~d
their involvement into metal. electro-technical and also
chemical industries and have thus become large multi-sectoral
conglomerates. Some examples are Rauma-Repola, Ahlstrom,
Kymmene-Strombnrg, Nokia and Tampeila. This successful
diversificatiri from traditional wood processing towards forest
machinery production and other industrial spill-over effects
have been facilitated by the system of national contro! which
has reserved industrial development in the forest sector for
domestic cnterprises. In contrast, for instance in Canada,
where control over forest industry is to a marked extent in
foreign (mainly US) hands, the industry has not been able to
create backward and forward linkages with the domestic econcmy
on a similar scale to that in Finland. Canadia1 forest
industry is heavily dependent on importation as far as capital
goods and R & D inputs are concerned. See R. Hayter (1984).

Jaakko Pdyry and Ekono are the biggest Finnish consulting
companies in the forest sector. The Jaakko Péyry Group, feor
example, has expanded rapidly and nas today eleven subsidiary
companies abroad, of which three are in the Third World.

See UNCTAD (1982 a).

Chagter 6

1.

About the internationalisation process of the firm, see R.
Luostarinen (1975) ana (1979).

See C.V. Vaitsos, Power, knowledge and development policy:
relations between transnational enterprises and developing
countries, in G.K. Helleiner (1976 b).

The four Finnish TNCs - having at least six manufacturing
affiliates abroad -are Kone, Nokia, Wairtsila and Kymi, the
first three being engineering groups and the last one a pulp
and paper company.

In 1982 Finnish affiliatcs abroad employed altogether some 40
000 people, that is about 7 per cent of the domestic
manufacturing employment, and their gross output was some 10
milliard marks, i.e., around 15 per cent of Finnish total
exports. £. Asvik (1982) and H. Aintila and P.J. Boldt (1984).
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In comparison, employvment 1n tfoereign affiliates of Swedish
firms was 34 per cent of manufacturina employment in Sweden 1n
1978 and foreign production was 92 per cent of Swedish exports
already in 1971, B. Swedenborg (1979). Sweden, in fact,
represents  a country in which the relative s1ze of
manufacruring investment abroad 1s one of the highest among
DMEs. Only 1n the United States, Switzerland, the United
Kingdom and Francc was 1nternaticnal production as a percentage
share of exports higher than in Sweden 1in 1971, the figures
being respectively 396 per cent, 236 per cent, 215 per cent,
and 94 per cent. For example, in Japan and West Germany the
correspeonding share was only 38 per cent and 37 per cent
respectively, United Nations (1973) Table 19.

See e.g. United Nations (1983), H. Luukkanen (1982) and
Committee Report (1980.

Because of the lack of comprehensive and uniform data, the
figures 1in Table 86 indicate only the rough magnitude of
different foreign operations. The patterns have been
i1llustrated by using the values of sales of different operation
forms. Hence, total foreign operations comprises the total sum
of sales through direct expeorts, licensing, sales subsidiaries
and direc* production investments. See R. Luostarinen (1975)
Tables 19 and 20.

See e.g. B. Swedenborg (1979).

See e.g. Foreign and Commonwealth Office (1979) and G. Shepherd
(1979).

AL 1ts greatest height, during the 1960's and at the beginning
of the 1970's, construction investments accounted for nearly <u
per cent of Finland's GNP, while the level in other Western
European countries has been around 10-13 per cent. In the mid-
1970's, housing construction in Finland approached 16 new
dwellings per thousand inhabitants, compared with a general
OECD average of abhout 8 dwellings per thousand. Since then, the
relative volume of new construction activity has, however,
decreased. At the beginning of the 1980's, construction
investments in Finland fell below 15 per cent of GNP, i.e.
closer to the average comparable international figures.

Data concerning foreign construction operations are based on
calculations made by the Association of General Contractors of
Finland. Sec also P. Huovinen (1977), K. Keravueri (1979) and
R. Vayrynen (1983 b).

Contractors from the United States are dominating LDC
construction markets, covering some 37 per cent of the total
market shares (36 per cent in the Middle East) in 1982. South
Koreans rank second, having a LDC market share of 11 per cent
(21 per cent in the Middle East). Third is France with a market
share of 9 per cent (7 per cent), followed by West Germany 8
per cent (5 per cent), Japan 8 per cent (5 per cent), Italy 6
per cent 6 per cent) and the United Kingdom 6 per cent (6 per
cent). fhe data 1is given by the Association of General
Contractors of Finland.
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It 1s estimated that only about 20-50 per cent cf LDC involcing
cf Finnish cont "actors is registered 1n the trade statistics as
exports of goods from Finland to the target country. This
relates to the industrial and ccnstruction equipment which have
been supplieé by Finaish marufactures for foreign construction
operations. The major share of the invoicing is registered 1n
the services account as receipts from technical assistance and
consultancy, or are related to local labour costs and sub-
contracting activities. As regards the construction projects 1in
the Soviet Union, the amount of Finnish material input 1is
usually much larger than is the case in the LDC cperations.

Data concerning the foreign planning services of Finnish
consulting agencies are based on information supplied by The
Finnish Association of Consulting Firms.

An analysis of the Finnish development assistance performance
in relation to the semi-peripheral international position of
the country is presented in K. Kiljunen (1983 b). See also V.
Harle (1978), E. Antola (1979), U. Vesa (1979), R. Vayrynen
(1980) and T. Rosberg and H. Rytovuori (1981}).

The LDCs account for a very small fraction of world R & D:
approximately 3 per cent. The share of the socialist countries
is estimated to be around 30 per cent. J. Annerstedt (1979).
Here, however, the major 1interest 1s 1in examining the
differences among DMEs. In this respect the best sources are
the publications, Science and Technology Indicators and The
Science Resources Newsletter issued by the OECD Secretariat.
The latest 1ssues avallable have been from the year 1982.

The relationship between the 1nnovative capaci.y of industry
and the international competitiveness of a country,
particularly in Scandinavian countries, is examined in detail
by P.H. Kristensen and J. Annerstedt (1980). The Finnish case
is studied by R. Lovio (1984) and R. Vayrynen (1984). See also
K. Pavitt {(1979) and (1980, particularly chzpter 3).

In the case of the United States, for example, out of total
receipts related to licences and royalties from abroad in 1978,
corporations affiliated with US-based corporations accounted
for 80 per cent. In the United Kingdom the corresponding figure
was 28 per cent. Without doubt, this phenomenon is connected
with the fact that licence payments are an expedient means of
manipulating transfer prices, i.e. that profits are transferred
by TNCs via licence payments. For further details, see UNCTC
(1983).

ibid, pp. 8-9.

In addition to licence and royalty payments, the Finnish data
supplied by the Bank of Finland include fees for trade marks
and the costs of patent applications, while management fees are
not included.

H. Luukkanen (1980). See also Komiteanmietintd 1980:55. About
foreign licence and know-how agreements made by Finnish
corporations, see N. Oravainen (1979). R, Vdyrynen (1976) has
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examined the degree to which TNCs are dominating the Finnish
patent market. See alsco R. Lovie (1985) and H. Luukkoaen
(1984).

This is a simplification, since not all goods classified by the
trade and preduction statistics within the categories of

machinery and equipment are investment goods - and similarly a
major propertion of transport equipment includes, in fact,
investment gocds. Machinery and equipment are understood here

as SITC 7 less 78 ang 79, or ISIC 38 less 381 and 384.

For a more detailed presentation, see A. Field (1979 b}, OECD
(1979 a) and UNIDO (1981 a).

OECD (1”7 b) Table 1. See also O. Knudsen and E. Landmark
(1979) and H. Aintila (1975).

Compare e.g. with OECD (1981 c), Table 7, in which industries
have been ranked according to the degree of TNC penetration in
developed and developing countries.
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STATISTI AL

cf the data used t0 osupport the propositicns made Inothis study are glven

he series have been compried spec:ifically for

~

in the following tables. Some of
this study. The cfficial Finnish foreign trade statistlcs are primarily based on
the BTN {Brussels Nomenclature), it since 1960 trade data have been published
also bv usirng the revised SITC classification. In this study the SITC classifi-
caticn 1s used, since 1t makes lnternaticnal comparisons pessible. The data for
Finlard are taken from —varicus issues of the Official Statistics, EBcard of

compar Lsans

ree

Customs, Fcreign Trade. The main statistical scurce for internationa

has been various issues of CECD, Foreiagn trade by commodities. Finnish data have

peen published in the OECD statistics since 1967. The figures presentcd 1n

Appencix Tabies are 1n current prices.

A majcor croblem of using the SITC classificatlon for €inland in the 125G's and

the 1960°'s 1s that the country group disaggregaiion - in particular as far as

A
{1

<

\

cdeveloping ccuntries are concerned - varies notably. Hencefzrth, the SITC bas
trade data for the years 1233, 1960 and 1965 nave specifically been collected
for this study from the archives of the Foreign Trade Section of Finnish Beard

of Customs.

The world economv has been divided in this study into three major rajilcns
covering the following areas or countries:

DMEs (developed market economies) constitute all Eurcpean markst ¢concmies in-
cluding Yugoslavia and Turkey; North America, Australia, liew Zealand, Israel,
Japan and South Africa;

SOCs (socialist countries) consist of East European centrally plamned economies
and the Soviet Union;

LDCs (less developed countries) consist of the Cariblean area, Central and South
America, Africa (except South Africal, Oceania (except Australia and New Zealand)

and all Asian countries including China and Vietnam (except Israel and Japan).

The domestic industrial production and employment data is from Official Industrial

Statistics produced annually by the Central Statistical Office of Finliand. If any
other data sources than those mentioned above are used, they are indicated in the

tables concerned.




Appendix

Table 1. SITC and corresponding ISIC categories constituting °‘trade in manufactures

SITC code SITC code ISIC code
Rev .1 Rev .2
Labour-intensive 1ntermediates
leather prds 6l 61 323
rubber prds 62 62 355
wood mnfs 63 63 331
less 33 111

textlles 65 65 321
non-metal mineral prds 66 66 36
Capital-intensive ilntermnedliates
chemicals 5 less 54 5 less 54 351, 356 and 332

and 55 and 55 less 3522, 3323
pulp 25 25 34 112
Diaper 64 64 341 less 34 111
iron and steel 7 67 371
Consumer goods
pharmaceuticals and clearning prds 54 and 55 54 and 55 3522 and 35323
furniture 82 82 332
clothing 84 84 322
footwear 85 85 324
instruments (incl. watches) 86 87 and 88 385
passenger vehicles (incl. motorcycles) 732.1,732,9 781 and 785 -
misc. light mnfs 81, 83, 89 8l, 83 and 8S 342 ang 3¢
Capital goods
basic meral prds 69 09 381
power gen.machilnery 711 71 3821
irdustrial machinery 712, 715, 717 72, 73 and 74 382 less 38z1,

18, 719 3825

office and computing machinery 714 75 3825
tele, TV, radio appar. 724 76 3832
electrical machinery 72 less 724 77 383 less 3832
transport equipment 73 less 732.1 78 and 79 384

732.9 less 781,

785

Note: Typlcally, a statistical definition of trade in manufactures includes SITC
codes from 5 to 8 less 68 (non-ferrous metals). Here, however, 25 (pulp) is
included because of its significance in Finnish exports. The correspondence
between the SITC and the ISIC draws upon United Nations, Classification of
Commodities by Industrial Origin, Statistical Papers, Series M, no 43. The scope
of manufacturing activities according to the ISIC covers whole code 3 less 31
{food beverage and tobacco manufactures) and 353 and 354 (petroleum products! as
well as less 33 111 (sawn wood) and 372 (non-ferrous metals).




labour intensity =
raw material intensity =
energy intensity = energy costs/value added;
wage level = wages/wage earners;
labour productivity = value added/labour force;
female 1ntensity = women employees/labour force
labour force/establishments;
[DR intensitv = LDR labour force/labour torce

firm size =

Appendix

(wages + salaries)/value added:

raw materials/gross production;

Sources:

Table 2. Indices of factor intensities in Finnish manufacturing branches, 1981
R &D capital labour raw energy
intensity intensity intensity material intensity
intensity
Leather prds 5.6 37.5 109.8 116.5 44.6
Rubper prds 131.6 51.5 106.1 76 .4 56.9
Wood mnfs 13.7 82.8 108.4 103.5 79.0
Textiles 13.0 74.7 100.5 95.6 46.6
Non-metal mineral prds 42 .1 107.9 93.7 69.2 139.6
Chemicals 158.3 162.5 83.9 123.8 157.7
Pulp 82.2 511.4 72.6 121.8 404 .6
Paper 82.2 277.3 79.6 120.1 185.3
Iron and steel 79.4 254 .4 109.2 120.6 447.5
Pharmaceuticals 595.6 98.8 61.1 65.4 20.3
Furniture 13.8 36.6 103.5 89.6 30.7
Clothing 13.1 16.1 112.6 89.5 13.9
Footwear 4.8 16.9 111.5 109.2 15.5
Instruments 486 .4 31.1 88.6 55.1 11.6
Misc.light mnfs 15.5 46.7 91.6 45.6 12.4
Basic metal prds 45.9 46 .3 102.2 86.1 30.7
Industrial machinery 141.7 50.8 116 .6 91.2 28.1
Computing machinery 484.1 22.1 98.9 56.9 6.3
Tele, TV, radio appar. 726.5 31.1 124 .8 109.8 13.4
Electrical machinery 252.0 64.6 110.2 94.5 26.6
Transport equipment 42.2 52.8 135.6 103 .4 31.7
Tctal manufactures 100.0 100.0 100.0 100.0 99.9
Sawn wood 13.6 109 .4 113.7 141 .6 94.7
Non-ferrous metals 294.2 192.1 121.9 162.1 282.1
Fuels 143.3 527.9 23.4 186.7 45.5
R & D intensity = R&D expenditure/value added + R&D personnel/labour force;
capital intensity = fixed capital/labour force;
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Appendix Table 3.

Finnish foreign trade

by mijor regions, 1659=1981 (mil, mk)

Table 3 a. Trade with DMEs
imports exports

1953 1960 1965 1970 1976 1981 1957 1600 101, 1970 1076 198
LEATHER 1.392 8.685  14.691 49,9  185.0  243.6  0.46% 0.143 7.708 17.8 47,2 97.1
RUBBER S.651 33.961 S7. 17 129.6 255.7 500.2 0.092 1,803 4,719 19.3 27.0 116.8
wooe 2.151 7.858 14,431 x.4 73.1 138.8 56,309 151,015 228,934 483,1 717.4 1395.7
TEXTILES  60.586 179.705 233.997  €07.1 1207.3 2048.9 1,306 18,243 57,540  158.5 317.5  513.3
NOHNE TAL 6.496 28,773 48.078 118.7 272.6 622.2 4,304 9.416 25,923 50.6 160.8 424,8
susTo Y 76,275 259.182 368.914 937.7 1993.7 IEBR.7 62,480  1U0.620 324,824 729.3 1279.9 2547.7
CHEMICAL  41.044 220,212 384,361 788.3  18B81.7 4027.7 1.930 13.675 56.658 173.3 583.3  1463.1
PuLP 0.109 1.3 5.952 5.7 21.4 85.8 182,940 425.173 641.898 991.7 1177.5 2653.,1
PAPER 0.98? B.273  24.748 £9.0  199.6  422.2 165,399 567.101 999.859 1922.6 4409.7 858..3
IRON 74.062 292.331  312.M) 789.7 1124.5 1639.1 1.359 7.030 88,928  305.6  606,9 1756.8
SuBTOT 116.202 S32.529 7127.772 1642.7 3227.1 6184.8 351.628 1012.979 1787.343 3393.2 6777.5 144G4.3
PHARKACE  9.728  34.713  99.463  206.4  468.1  B60.9  0.089 0.257 3,309 18.2 8.9 152.9
FURNITUR 0.172 0.722 10.791 £8.6 7.0 136.2 0.218 2.060 9.973 5S.8 157.0 414.1
CLOTHING 8.963 10.310 31.113 138.4 257.0 540.6 0.03) 2.%5 16.073 3R9.7 1035.8 1944.2
FOOTMEAR  0.104 0.960 7.219 0.9 €5.7 215.1  0.224 0.656 9.7113 3.6 87.8  1%2.2
INSTRUWNE 9.552 46,434 92.128 196.1 689.1 13%.3 0.489 1.747 4,583 12.2 88.4 310.3
PASVEHIC  5.571  5&.173 307.245 373.2  628.6 1438.4  0.000 0.015 0.143 28.6 223.2 3.2
NISCHNF S.223 45,055 111.916 286.4 675.5 136,17 4.263 8.722 31.558 149.0 472.1 1143,0
SUBTOT 39.313 190.367 659.975 1263.1 2656.0 ©5680.2  5.313  15.782 75,412  647.1 2153.2 4470.9
BASICKET 13,160  73.362 144.211  288.4  723.2 1256.2 1,843 5.243  17.428  108.7 247,41  62R.0
POWERCEN 0.000 0.000 0.000 136.7 650.1 932.7 0.000 0.000 0.000 16,0 91.4 220.3
IND.MACH 110.351 555.455 814.979 1315.9 3051.0 5861.8 3.305  36.867  B8i.189  376.3 11515 2836.5
CONPUTIA  0.000 0.000 0.000  133.3  422.2 11715  0.000 0.000 0.000 4.7 21.2  111,5
TV.RADIO  0.000 0.000 0.000  161.5  600.9  864.8  0.000 0.000 0.000 90,8 368.7  634.4
ELECTRIC  45.217 194.240 348.936  551.5 1289.8 2041.1  1.447 7.670  36.531  109.3  281.6  636.8
TRANSPOR  86.336  264.6€5 270.142 834.6  20%3.3  3305.2 3,068 32,740  30.196  248.,9  715.4  1699.2
SuBTOT 255.104 1087.722 1578.268 3421.8 8770.4 15455.3  9.663 81.540 173,344 954.7 2876.9 6770.7
TOTAL 486.895 2069.800 3334.929 7265.4 16647.2 31074.0 429.084 1290.921 2360.923 G5724.3 13087.4 28243.6
AGRICILT  80.001 162.792 248,978  394.4  940.0 2350.8 25,300 110,337 104.633  239.7  613.6  864.4
SANHWO0D 1.312 4.424 16.692 3r.9 68.5 86.6 329.104 792.847 664,031 969.7 1671.1 3787.6
NONFERRO 28.158  €8.756  77.861  221.8  335.0  761.4  2.254 9.577  64.647  277.9  705.9 1585.7
OTHERRAM  60.804 151.990 224.507 ¥K2.6 769.0 2017.5 23.172 74.150 148,655 181.2 554.3  1529.0
FUELS 24.890  45.085 51,629  120.6  A75.5 2331.5  0.011 1,069 1.852 79.3  370.8  2427.5
sSuBTOY 195,165 433.847 619.667 1127.2 2588.1 T47.8 379.841 987.982 984.018 1807.8 3915.8 10164.2
SITC 9 0.016 5.049 5.ATS 3.6 20.4 69.8  0.000 1.315 1.520 1.7 16.8 59,1
TOTTRADE 682.076 2508.696 3960.071 8396.3 19455.7 38691.7 608.925 2280.218 2346.465 7533.8 17020.0 3BA66.9




Table 3 b. Trade with socialist countries
impor‘ts LXpUrt s i

1653 1960 1966 1870 1976 1981 1053 1960 1565 1970 1976 1681
LEATHER 1.619 1.862 2.487 2.6 3.8 7.9 0.001 0.003 0.001 0.013 0.4 1.2
RUBBER 0.3'9 1.177 1.397 2.4 7.2 28.5 0. 062 0,028 0.348 0,286 4.5 8.2
WOOD 0.036 0.262 0.2581 2.5 6.9 18,3 66,240 7.1%@ 3,808 16,397 £9.5 196.6
TEXTILES  18.062 8.633 9.75% 20.8 67.5 157.2 0.4 0.229 3,142 9,082 £9.2 210.9
NONNE TAL 1.433 1.947 3.134 7.4 17.4 42.9 0.180 0,783 0.027 2,636 28.5 169.6
SUBTOT 21.469 13.881 17.084 5.7 102.8 254.8 66.954  B.175 7.326 28.414 151.8 £86.5
CHEMICAL 27.100 40.137 46.720 n.5 156.1 499.8 1.261 4,183 11,377 35,928 112.4 900.9
PULP 0.002 0.001 0.015 4.3 0.3 2.3 26,742 72.278 140,709 176.431 9.8  654.6
PAPER 0.170 0.204 0.434 2.1 0.3 0.9 35.770 123.569 224.269 415,763 1220.4 2916.0
IRON 16.755 56.656 65.571 135.90 154.0 199.6  3.083 0.470 30,441 0.035 46.5 208.5
SUBTOT 44,025 97.078 112.740  215.9 310.7 702.6 66.856 200.520 406.796 78,157 1739.0 4&82.0
FHARKACE 0.667 0.595 1.954 4.8 8.2 10.2 0.006 0.129 0.187 0.924 8.9 509.5
FURNITUR 0.004 0.015  0.659 1.8 9.5 20.0 0.39% 5,365 8.443 20,743 62.7 245.0
CLOTHING 4.928  3.225  3.217 W 12,2 84,2 0.003 1.463 18,091 60.130  267.2 139:.8
FOOTMEAR  0.3S4 0.519 0.846 1.5 11.2 31.0 0.002 0.591 0.257 9,611 114,5  595.7
INSTRUKE ~ 2.557 1.464 2.829 3.8 16.3 29.1 0.049 0.117 2.912 0.553 18.3 7.6
PASVEHIC 19.633 41.545 25.249 17.0 90.6 136.4 0.000 0.121 0.036 2.461 2.0 2.1
K1SCMNF 2.337 &5.2® 7.568 12.3 6.0 7.1 0.118 1.221 6,466 16.634 111.4 g27.1
SUBTCY 30.480 52.645 42,32 28.6 183.1 387.0 0.571 9,027 236.402 111,053 G5B84,7 3342.8
BASICHET 3.008 2.622 8.531 1.7 x.1 33.9 11.186 15,988 19,503 44,438 215.9 7317.5
PONERCEN 0.000  0.000 0.000 11.0 197.0 197.8 0.000 0.000 0.000 3,768 30.9 92.2
IND.MACH 4.844  10.935 28,309 36.0 148.9 244.5 53.709 48.425 118.867 186.638 1137.8 1750.5
COMPUTIN 0.000  0.000 0.000 0.4 2.2 S.8 0.000 0.000 0.000 0.067 3.1 16.1
TV.RADIO 0.000 0.000 0.000 5.0 22.2 38.0 0.000 0.000 0.000 9,572 30.0 1724.3
ELECTRIC 2.583  7.066 8.105 10.5 27.2 61.0 8.528 20.719 34,884 57.684 163.9 668.6
TRANSPOR  6.973  6.807 19.011 18.6 44.0 93.9 107.437 208.279 192.4R8 312,973 1362.2  1866.8
SUBTOY 17.408 27.430 63,956 89.2 4744 674.9 180.060 293,411 365,682 615,157 2343.8 5305.0
T0TAL  113.382 191.034 236.072  386.5 1071.1 2019.3 315,241 611.1%2 B16.206 1362.781 ©5419.3 13916.3
ACRICULT 146.987 135.765 63.38) 125.5 79.4 114,911,509  17.595 72,853 90,125 265.6 1694,2
SAWNND0D 0.103 13.300 108.508 107.2 476.9 510.0 56.675 34,872 13,245 2.420 1.8 39.9
NOWFERRO 0.579 19.118 26.112 54.0 93.3 255.2 4,591 8.460 6.348 8.119 96.2 194.1
OTHERRAN 20.333 ©55.058 72.408 127.9 162.2 245.5  11.970 26,097 29.122 3,862 28.7 102.2
FUELS 134,441 264,730 41S.730 927.3 4273.6 13034.2 0.038 0,002 0.099 0.%56 15.5 108.7
SUBTOT  302.443 487.971 686.138 1341.9 5085.4 14159.8 84,783 87.026 121.367 134.882 397.7  2036.1
SIfC 9 0.013 7.492 36.480 4.8 6.8 85.0 0.000 0.520 0.183 0.017 0.4 0.2
TOTTRADE 4165.838 6066.497 958.(90 1783.2 6219.2 16264.0 400,024 598.679 937,753 1617.677 SB817.1 16952,7




Table 3 ¢. Trade with LDCs
imports cuncpts

1053 1960 1965 1970 1976 1953 1960 1965 1970 1070 TGH]
LEATHER 4,613 0.049 0.125 4.267 18.43% 0.000 0.000 9.001 0.004 0.088 6.6
RUBBE & 6..78 8.448 0.102 0.294 0.692 0.015 0.001 0.038 0.053 0.158 6.2
WOCL 0.000 0.1S3  0.069 1.736 5. 760 5,779 7.154  6.140 19,246  99.144 18.5
TEXTILES 5.969 2.164 5.387 9.870 60.599 0.004 0.188 0,541 2.002 5.418 19,3
NOHKE TAL 0.001 0.032 0.091 0.192 1.100 0.179 0.328 0.770 2.074 10.657 36.3
SuBToY 1.361 10.846 S. 74 16.3%9 86.586 5.977 7.67% 7.483 23,376 115,455 Bo, 7
CHEMICAL  6.069  23.096  4.537  5.234 5.888 0.038 1,475 3,438 25,487  89.765% 55.9
PULP 0.000  0.000 0,000  0.000 0.185 12,874 45,226 49,307 49.939 34,980 2
PAPER 0.000 0.002 0.014 0.010 0.907 64,130 138.080 153,082 2953.874 542,499 .6
IROR 0.020 0.000 0.001 1.365 0.133 3._006 14.467 10.015 9,008 4.466 8
SUBTOT 6.089  3.098  4.552  6.609 7113 77.048 199.248 115.B42 376.368 671,710 ]
PHARNACE  0.167  0.048  0.102  0.227 1.029 0.000  0.006 0.174  3.858 8.668 3
FURNITUR  0.000  0.006  0.102  0.1S6 0.270 0.016  0.017  0.83% 0,562  12.890 6
CLOTHING  0.272  0.391 5.546 11.968  62.202 0.000  0.002  0.017 0.1 0.810 0
FOOTMEAR 0.000 0.175 0.332 4.649 12.060 0.000 0.000 0.000 0.105 0.198 9
INSTRIME  0.002  0.009 0,637  1.048 1.664 0.128  0.174  1.457  3.07?  20.627 3
PASVWEHIC  0.000  0.000  0.000  0.000 0.000 0.000  0.000 0,001 0,013 0.406 2
MISCHNE 0.030 0.635 2.633 12.916 26.350 0.625 1.182 0.567 1.617 17.863 .2
SuBToT 0.471  1.234  9.358 30.964 106.575 0.769  1.401 2.509  9.40L  61.662 .5
BASICMET  0.003  0.062  0.825  1.097 4,025 0.586  7.633 1,695 5.847 53,387 9
POMERGEN 0.000 0.000 0.000 0.000 0.17%6 0.000 0.000 0.000 0.470 6.247 s
IND.KACH  0.012 0,006 0,153  0.108 0.837 1 0.010 15.459 13,351 23.191 163,27 4
COMPUTIN  0.000  0.000  0.000  0.109 3.525 1 0.000  0.000 0,000  0.000 0.306 .5
TVL.RADIO 0.000 0.000 0.000 0.214 8.281 [ 0.000 0.009 0.000 0.470 £9.641 36,0
ELECTRIC 0.000 0.010 0.190 1.074 5.819 3. 0.2366 1.630 7.961 11.497 19.805 .7
TRANSPOR 0.000 0.009 0.018 0.013 0.549 2. 0.269 24.416 11,228 114,427 241,831 7
SuBTOT 0.016  0.087 1.246 2.615 23,212 11 1.231  49.138 74.235 166,907  G614.489
TATAL 13.937 15.265 20.924 86.547 223.486 986 8G.025 257,458 250,069 G67.047 1363.26  4563.1
WRICWY  81.782 108.522 202.513 497.314 1025.882 1512, 2.440  9.011 5.7 20.977  65.124
SAMNWO0D 0.366 1.794 3.624 4.829 7.110 13 16.174 13,908 8.592 34,494 208.1¢8
NONFERRD 0.7 2.268B 28.29% X%.1i12 46.1N 89. 0.480 2.430 4,303 8.037 14,183
OTHERRAN 21,553  46.725 48,610 82.123 194,069 2% 0.0%2  2.508 3,024 3,370  12.714
FUELS , 2.167  3R.991 42.344 216.014 1383.39 347, 0.000 0.000 0.016 0.002 1.226
SUBTOT  106.667 192.30f 305,386 ©35.392 2656.561 5326.9 19,096 27.850 21,669 66.880 301,425
SI1TC 9 0.000 0.014 0.011 0.012 0.060 0. 0.000 0,022 0,002 1.263 2.660
TOTTRADE 120.604 207.580 346.319 891.951 2880.107 6313. 104,121 285.330 281.740 6€35.193 1667.412

o¢e



Table 3 d. Total trade

imports e eeprts

1523 1950 1905 1470 1976 10 1944 1500 106, L 197C G
LEATHER 2,624 10.5%6  17.303 56.767  207.23%5  3TR.5 0.470 0.146 7.710 17,814 47,388 104.9
RUBEE R 12.148 43,586 59,216  132.294 263,592  530.6 0.169 1.82 5.098 19,639 41,658  131.2
00D 2.187 8.273  14.78% “6.636 85.760  171.2 128.328  165.301 230.882 518,743 876,044 2010.8
TEXTILES  79.217 190.502 249.13 637,770 1335.399 2339.0 1.781  18.660  61.223 169,584  382.118  743.3
NONME TAL 7.930 30.752 51,303  126.292 291,100  670.1 4.663 10,527 26,720 55,310 199,957  £30.7
SuBTOTY 105.106 283.909 391,742  989.759 2183.086 40B83.4 IS5.311 196,466 339.633  781.090 1547.165 %620,9
CHERICAL  74.213 273.445 455,618 868.034  2043.688  4590.7 3.289  19.%33  71.473 234,715  785.465 2819.9
PLLP 0.109 1714 5957 10. 000 21,885 0.7 222,556  542.677  831.914 121B,130 1572,280 557.9
PAPER 1167 8.559  25.196 61.110  200.807  438.3 265.299  828.770 1377.210 2632.237 6172.509 1%016.9
1ROH 90.837 _ 348.987  378.283  926.065  1278.633 1880, 4,448 21,967  129.384  314.643 657,866 PIAE A
SUBTOT 166.315 63.705 845,064  1865.209 2544.913  7000.0 195,532 112,747 2209.983 4%99,725  9188.210 21733.5
PRARGACE  10.562  35.326  101.519  211.427  477.329  BWN.3 0.095 0.392 3.670 22,979  106.668  683.7 -
FURNITUR 0.175 0.743  11.552 20.556 81,770  159.4 0.627 7.442 18,709 77,105 232,590  €99.7 =
CLOTHING 14,163  13.925  39.876  154.768  331.402  848.6 0.033 3,830 34.181  390.004  1309,810 X340.0
FOOTMEAR 0.458 1.654 8.49? 40.049 88.960  295.8 0.2a6 1.247 10.040 63,316  202.498 788, 8
INSTRUNE  12.111  47.907  95.594  200.948  709.064 1392.6 0.666 2.0z8 8.952 15,825  127.%7  4%5.2
PASVEHIC  25.204  93.718 332,494  390.200  719.200 1577.6 0.000 0.136 0.180 31,074 225,606  316.5
MISCHNF 7,590 50,972 122,311  311.616 737,850  1538.5 _5.006  11.185 38.591 167,251 £01,063  1716.3
SUBYOT 70.264 244,246  711.649 1322.664 3145.675 6686.8 6.653  26.210 114.7@3 767,554 2799.562 7982.2
BASICMET  16.171  76.046 153,567  297.197  T59.3@5  1316.0 13.615  28.864  38.626 158,985 516,387 15244
FOMERGEN 0. 000 0. 000 0.000 147,700 847,276 1131.8 0.000 0,000 0,000 20,258  128.547  430.0
IND.MACH  115.248 S66.396 BA3,441 1352.008 3200,737 6125.8 57.024 99.771 213,407 SB6.129 2452,572 S074.4
CONFUTIN 0.000 0. 000 0.000 173,009  427.925  1189.2 0.000 0,000 0.000 4,767 24,606  134.1
TV.RADIO 0.000 0.000 0.000  166.714 631,381  967.0 0.000 0,000 0.000  100.842  428.341  B841.7
ZLECTRIC  47.800 201.316 357.231  S63.074 1322.819 2155.9 10,341 20,019 79,176 178,478 465,305 14781
IRANSPOR . _ 93,309 271,481 289,231  853.213 2078.649 342:.,9 10,774 265,435 241.852 676,700 _ 2319,431 929,37
SUBTOT 272.528 1115.239 1643.470 613,615  9268,012 16309.8 191,754 424,089 573,261 1725.759  6335.189 434124
T0TAL 614.214 2276.099 3691.925 7708.447 18141.786 34080.0 Be9350 2059.512 337,198 7674.128  19870.026 46749.0
AGRICWLY  308.770 407,079 G14.871 1017.214 2045.282 23978.2 39,249 136,943 183,120 410.802 934,704  2606.2
SAMHNOOD 1.781 19.518 128.824 149,929  S52.510  610.0 401,953  B41.620 685,868 1006.614 181,008 4713.6
NORFERRO  29.536  90.142 132,268  310.912  474.471 1105.? 7.35  20.467 75,298 294,056  B816.28% 1B819.0
OTHERRAN  102.690 253,774 345,525  G62.623  1125.269 2495.7 35,144 102,755 180,801 218,43 595,714  {Bil.7
FIELS 161,498 343,606  509.703  1263,914 613,429 18844,9 (. 0.049 1,071 1,967 79,658 207,596 . 2544.5
SUBTOTY 604.275 1114.119 1631.191 23304.492 10330.061 27034.5 483,720 1102.858 1127.054 2009.562 4614.925 134951
SIT¢C 9 0,089 12,555 41,966 58.412 83.260 154.9 0.000 1,857 1,705 2.980 19,560 63,8

TOTTRADE 1218.518 3402.773 5265.080 11071.451 28555.007 61269.4 I313.076 " 3164.227 4565.958 9686.670 24504.512 60308, 0



Appendix Table 4.

QECD foreign trade by najor royions 1970 add 1981 (mil. dollars)

Table 4 a. Year 1970
imports exports

DMEs SOCs  LDCs Total DMEs S0Cs 1DCs Total
LEATHER 648.9 18.1 192.9 859.9 707.8 27.4 9.5 794.7
RUBBE R 1312.9 9.8 14.9 1337.5% 1301.2 26.3 3N 1698.6
woQo 1047.2 46.7 338.6 14R.5 1035.6 18.0 77.3 1120.9
TEXTILES 6610.4 127.9 9€9.6 7707.9 7.%2.8 3401 1982.¢< 9405.4
NONME TAL 3614.4 100.1 215.9 4030.4  3t03.2 76.9 695.9 4576.0
SUBTOT 13233.8 302.6 16831.8 15368.2 14000.6 488.7 3186.3 1767%.6
CMEMICAL  11350.2 299.3 625.8 12175.3 11273.4 695.9 448,77  15420.0
PULP 2254.8 28.4 15.9 2303.1 2156.1 99.4 189.9 244G, 4
PAPER 3905.8 30.7 14.6 3951.1 3969.8 233.9 836.6 5060.2
IROR 10083.7 429.7 271.4 10784.8 10253.5 656.0 2845.7 13785.2
SUBTOT 27595 788.1 831.7 29214.2 27674.8 1685.1 71320,9 36680.8
PHARKACE 2343.6 25.5 136.9 2506.0 2359.6 7.6 1103.% RB¥S.7
FURNITUR 998.1 48.4 k.0 1078.5 896.5 9.7 102.1 1008.3
CLOTHING 944 120.6 1208.6 4823.6 3397.9 134.2 kYR 3903.3
FOOTMEAR 1271.0 3.9 153.4 1464.3 1291.7 7.0 74.0 1422.7
INSTRUKE 3859.1 33.1 47.5 3939.7 4098.7 98.9 1037.0 6234.6
PASVEHIC 9208.8 24.8 5.8 9239.4 9878.0 45,2 980.5  10903.7
MISCHNF 6446.9 108.4 888.1 T443.4 €555.3 76.8 1067.8 7899.9
SUBTOT 27621.9 400.7 2472.3 30494.9 28477.7 494 .4 4736.1 X3708.2
BASICMET 4086.0 56.0 94.2 4236.2 4220.4 140.4 1310.0 5670.8
POMERGEN RN.9 13.9 44.6 RR.4 34495.7 42.8  1071.3 4609.8
IND.BACH  1S5723.2 223.3 36.7 15989.2 17160.2 1358.5 5912,7 24431.4
CORPUTIN 3642.8 9.5 81.1 3.4 3631.1 83.3 411.2 4125.6
TV.RAD1O 2783.4 13.0 260.2 056.6 7.9 40,1  1075.6 4290.6
ELECTRIC 8219.9 .7 ®90.7 8616.3 8467.2 339.8 2378.5 11168.5
TRANSPOR  10863.8 90.4 76.3  11030.5  12555.0 A12.4  4818.2 17665.6
SUBTOY 48593.0 487.8 913.8 49994.6 52703.5 2217.3 16978.5 71999.3
TOTAL 117043.2 1979.2 6045.6 125072.0 122856.6 4985.5 3XR221.8 160063.9
AGRICWLY 20702.9 1122.8 11350.7 176.4 17507.7 689.4 4464.9 22662.0
SANKMNOOD 242.4 683.S 1287.6 4713.5 2308.6 11.6 107.8 2428.0
NOWFERRD €564.8 407.3 3426.6 10398.7 6141.9 162.1 T83.0 7057.0
OTHERRAW  12702.4 S82.6 6966.9 20251.9 9557.3 3%2.4  1119.6 11029.3
FUELS 6175.7 1230.5  1503%.6  23038.8 6278.4 85.0 521.6 6805.0
SUBTOT 49488.2 R12.1 38064.4 90764.7 A1793.9 1300.5 6966.9 50061.3
S1IC 9 2429.1 2.0 35B6.7 2847.8 1481.3 3.0 526.5 2040.8
TOTTRADE 168970.S 60527.9 44470.7 219499.1 166131.8 6319.0 39715.2 212166.0

ctt




Table U b. Year 1981
inports exXports
DEs SOCs LDCs Total DMEs INCe 30Ca Total
LEATHER 2064.5 s?.2 1196.5 4118.2 2997.0 169.7 789.9 J956.6
RUBBE R 612.7 8.2 481.5 8176.4 TRe.3 256.3 2306.4 10485.0
_N000 2714 154.2 1MM.3 6202.9 4237.¢ 91.2 933.8 5282.0
TEXTILES 24426.8 S41.2 6720.4 31688.4 25377.2 1525.8 9598.1 36501.1
NOHKRETAL  21030.9 607.4 2963.5 24601.8  18247.7 402.8 6024.9 25476.4
SBYOY T g0e®.3  1We. 2 130®™.7 A7gT.? BESOILE éAat.t T 21053.1 81701.1
CHEKICAL 68610.S 23%6.6 3312.4 T4279.5  66954.1  4410.4  24890.1% 96262.6
PULP 7690.3 142.9 448.7 8281.9 1287.9 318.9 1102.9 8709.7
PAPER 19521.9 176.2 3719.4 20077.5 18708.7 1048.2 A772.0 245240.9
IRON 35796.8  1158.1 2788.4 39743.,3 35295.4  4350.9  20096.2 59742.5
SuBToY 131619.5 3833.8 6928.9  142382.2 128246.1 10128.4 50869.2 189243.7
FHARMACE  12824.4 ..8 643.3 13543.5  12890.1 623.4 5993.9 19507, 4
FURNITUR 6836.4 488.1 989.0 8313.9 €575.5 83.7 1942.4 8601.6
CLOTHING  16254.4 1017.2 16173.4 45,0 14989.3 630.7 2511.% 18031,5
FOOTMEAR 5683.1 262.2 3484, 9429.4 ©393.1 216.4 633.9 6243.4
INSTRUGE  26306.4 126.9 2405.7 26839.0 26499.2 671.8 9690.4 36861.4
PASVEHIC S52412.2 380.9 413.0 8206.1 53201.0 84.4 9624.0 62909.4
K1SCHNF 31272.8 466.2 8487.0 40226.0 28927.3 509.0 _ B8785.5 368221.8
SUBTOY 151589.7 2817.3 X595.5 187002.5 148475.5 2719.4 39181.6  190376.5
BASICHNEY  20131.0 3R1.4 2184.5 22636.9 19837.3 776.9  12197.1 32811.3
POMERCEN  20539.1 2682.0 1225.9 22047.0 20828.6 307.0  12479.7 33575.3
IND.MACH  70050.4 938.8 1786.8 T2776.0  T3SL1.?  S682.9  A7860.2  1269G4.4
CONPUTIN  23951.5 40,7 1260.3 262%2.5 23672.7 253.9 3466.8 27¥93.4
TV.RADIO  20098.0 13.0 S754.8 25925.8 21731.1 202.8 11079.6 33013.9
ELECTRIC  33220.8 338.3 207.9 40635.0 31808.8 1069.5 17911.6 50789.9
TRANSPOR  59693.2 408.4 1895.8 61997.4 62672.3 1593.9 973.4  103998.6
SUBYOT 247684.0 2402.6 21184.0 271270.6 254062.5 9786.5 144687.4  40BS536.4
TOTAL $91099.5 10495.9 73847.6 675143.0 506965.3 25081.1 255791.3 8676857.7
AGRICILY 89312.7 2122.8 38882.6 130318.1 83642.9 1051{4.9 39328.0 133485.8
SAMNMOO0D 10281.2 1604.0 4174.3 16059.5 8640.1 45,1 1081.9 9767.1
NONFERRO 21984.8 1042.4 U22.0 30449.2 20792.6 S14.1 3384.1 24690.8
OTHERRAM  45177.7 1792.1 20895.6 67865.,4 37325.6 1754.7 9437.3 40517.6
FUELS 88401.9 22031.1 257486.9 6T7919.9 82249.4 743.0 7863.6 90856, 0
SuBYQT 255158.3 28%92.4 3X8061.4 612612.1 2326%50.6 13571.8 61094.9 2307317.3
SITC 9 12200.9 153.9 3026.7 15381.5 9210.7 349.1 4534.7 14094.5
TOTTRADE 858458.1 39242.2 405736.3 1303436.6 830846.6 39002.0 321420.9 1191289.5
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Appendix Table 5.

PHARMACE
INSTRUNE
PASVEHIC
BASICHET
POMERGEN
IND.MACH
COKPUTIN
TV.RADIO
ELECTRIC
TRANSFOR
TOTAL
ACRICWLT
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FOOTMEAR
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CHEXICAL
PULP
PAPER
IROK
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TEXTILES
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Finnish international compelitiveness (BCA index) bnoranulactured trade, 195%5=19%)
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Appendix Table o.

Table 6 a.

Trade with DMEs and soctalist countrices

1860

1953

or~oum
rm.-rb.ffwe
) ]
AD Y O
3 coaq
(Ve @ W
T [
Moyt~
~ o~ 0o
- - O -
e ()
VNedw
Do OND
D@
Vo [
W e OO~
e o e 0 e
%%008
[ -2 4
(] [

1
2
A
3
6

S6
9?
9.
9%
- 30,

NONRE TAL

LEATHER
RUBBER
00D
TEXTILES
SUBTOY

-11.7

o« OO O~
O OO e
~ o ©

99.0

-99.9

95.3

99.6

-35.2

190,0

120, 0
99.6
-98.3

34.4
-61
-14.5
-9,
-99
-65.9

21
%2.
99
98
A1.6

CHEMICAL
PULP
PAPER
1RON
SuBToT
PHARKACE
FURNITUR

M~ N« T

WD O
@ @ ™M G -

-21.0 - 91.6
- 96,8

S8.4
10.4
-18.2
-49.9
-21.3

-31.4

-32.1

-55.0

8.9

- 21.8

FCOTREAR
INSTRWE
PASVEHRIC
KISCHNF

CLOTHING
SuBYOY

75.4
89.6
-45,0
70.9
42.4
3.2
€9.9

1
6-127.

50.1
12.9
-14.1
7.8
1z,
93.3
70.9
65.4

[

59.1
70.5
-48.7
6.7
-11.2
88.8
4.7
56.4

- 5.4
40.4

2.2
70.9
6.1

4.8

-69.2
73,2
83.17
48.2

50.2
- 13,0
80.6
- 13,0
79.4
37.8

-25.3
-42.2
-67.0
-43.6
-85,0
-47.3
-17.7

-17.7
-51.3
-76.4
-47.6
-90.8
-52.7
-16.3

-45.1
-19.0
-85.4
~93.2
-56.3
-11.7

-18.0
2.2
-81.%
2.2
-17.8
-15.2

-1.0

A.8

-86.0
-81.2

4.8
-85.3
-19.1

The RCA index is derived according to the trormlae presented in pages 1
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3
6
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78.

13.
94,
- 93.6
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BASICHET
POMERCEN
IND.KACH
COMPUTIN
TV.RADIO
ELECIRIC
TRANSPOR
SUBTOT
TOTAL



Table 6 b.

Trade with LDCs and total trade

LDCs Total

1953 1960 1965 1970 1976 1981 1653 1960 1965 1970 1976 1081

LEATHER -100.0 -100.0 -98.4 -100.0 - 99.1 -91.1 - 80.0 -97.1 -37.0 -82.1 -64.4 -62.0
RUBBC R -99.6 -100.0 -52,3 - 69.4 - 64.4 44,3 - 97.6 -91.% -83.8 ~74.1 -73.9 -65.7
W0D 100.0 96.0 917.8 83.5 88.5 92.3 96.1 90.9 8.6 86.8 81.3 81.4
TEXTILES -98.8 -83.2 - B1.,3 - 66.2 - 84.3 -78.3 - 96.2 -81.2 -689,7 -57.9 -57.4 -58.3
NONKE TAL 98.7 83.1 79.3 83.1 80.4 1.3 - 35.5 -46,23 -20.0 -39.0 -22.1 -16.2
SUBTOT -22.0 - 12.8 14.8 17.8 10.3 144 - 2.0 -13.9 - 5.0 -11.6 -20.6 -18.8
CHEMICAL - 98,9 - 3.1 - 1i.8 66.0 87.1 .1 - 927 -86.1 -1.2 -57.3 -46.9 -34.,2
PULP 100.0 100.0 100.0 100.0 98.9 97.6 99.9 99.4 98.6 98. 4 97.1 94.14
- - PAPER 100.0 100.0 100.0 100.0 99.7 99.3 99.0 98.1 96.5 95.5 93.4 92.4
IRON -~ 53.8 100.0 100.0 13,7 93.9 S3.7 -91.9 -81.5 -47.9 -49,2 -35.0 - 8.1
suBTQY 82.8 97.1 92.6 96.6 97.8 90.1 40.9 41,1 47.6 40.6 41.7 42,2
PRARBACE  -100.0 - 47.4 21.7 88.9 78.2 €9.0 - 98.4 -97.7 -92.9 ~-80.4 -65.0 -24,4
FURNITUR 100.0 50.3 19.5 %6.6 95.7 8.7 48.5 82.7 25.3 43,3 45,5 %6.0
CLOTHING -100.% -88.8 -9%.4 -97.1 - 975 -97.0 - 99.6 -54.6 - 5.6 43.3 57.6 ©1.9
FOOTMEAR - 13.0 -100.0 -100.0 - 95.6 - 96.9 -96.9 - 42.5 - 9.5 10.3 22.7 36.1 3.2
INSTRIRE 96.4 90.6 40.5 49,2 61.4 12.4 - 90.9 -91.4 -82.5 ~85.4 -70.9 -58.8
PASVEHIC - 13.0 4.8 100.0 100.0 100.0 -23.9 -100.0 -99.7 -99.9 -85.2 -54.3 -11,0
HISCHNE 89.2 3.4 -63.8 - 77,7 -22.7 -47.4 - 30.8 -62.3 -50.9 -20.0 ~14.1 - 8.8
SUBTOY 10.7 10.8 - 5.7 -%53.3 -129.9 -50.5 - 84.9 -719.6 -11.7 -26.4 - 9.9 - 5.9
BASICHET 98.8 96.5 35.9 68.5 85.3 66.0 - 20.4 -42.1 -58.9 -30.2 -22.% - 1.3
POMERGEN - 13.0 4.8 2.2 100.0 94.3 97.4 - 13.0 4.8 2.2 -75.8 -74.8 -52.4
IND.MACH - 24.3 99.9 97.8 99.1 98.9 90.9 - 42.4 -68.5 -58.7 -%9.4 -17.0 -21.7
COHPUTIN - 13.0 4.8 2.2 -100.0 - B4.,7 -52.6 - 13,0 4.0 2.2 -93.4 -89.6 -82.%
TV.RADIO - 13.0 4.8 2.2 37.6 54.3 -38.0 - 13.0 4,8 2.2 -24.5 -22.6 -19.6
ELECTRIC 100.0 98.8 95.4 82.9 52.4 43.6 - 69.0 -7 -62.8 -61.8 -50.2 -29.7
TRANSPOR 100.0 9.9 98.6 100.0 99.5 98.2 - 5.5 3.7 - 6.9 -11.4 1.0 - 7.6
SuBTCY 97.0 99.7 93.1 96.7 91.0 1.9 -26.1 -42.0 -47.4 -34.0 -22.3 -22.0
TOTAL 66.9 89.3 85.4 81.9 70.5 58.0 0.0 0.0 - 0.0 - 0.0 0.0 - 0.0
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Apgergin Tatla 7. Ioployrent ang Traductlion by marulactured sectors

in Finland, 1977, 197z and 1901 {(mil. mk)

€¥e1970 P97 eue-1981 5001970 Geei975 GoF1o8:

LEATUCR 2484 3140 2755 126.8 299.2 454.9
RUESER 474 50532 1823 191.4 402.3 762.7
Weep 34214 21357 22797 899.2 2018.5 4245.9
TEXTILES 29871 250:5 322 1368.5 2704.8 2692.8
NCNME TAL 20159 21545 21244 875.4 2567.5 48541
SUgToT 82452 712 13788 3451.5 8040.5 14291 4
CHEMICAL 20434 24895 26229 1659.9 4905.2 11070.3
ewe 16297 16292 14504 270L.9 5465.5 105%9.3
FAPER 29781 35123 35682 3293.4 87251 1881L.4
IRCH 10342 18629 14824 118:.8 335.:.3 7113.6
SugTaT 75814 91930 91239 8647.0 23459.1 7694.5
PUARMACT 3730 4890 S614 280.5 754.8 1857.4
CURMITUR 10285 1219 13445 6.5 1010.2 2075.4
cLoTumg 31549 34627 331 905.3 3369.2 4290.2
COOTLEAR 7587 5383 818L 214.7 507.9 1396.8
TNSTRUME 2:52 33:5 3507 80.2 290.2 837.9
MISCMSE 32600 236394 41745 13%7.9 4194.5 9:48.5
- SugToT 88134 97823 106609 3191.3 91:7.9 19507.3
QASICNET 24923 30255 21582 1207.4 X308.9 5322.5
IND, ¥ACY 52897 51015 53519 2251, 569:.8 13037.3.
COKPUTIN 901 937 egell 3. 5.0 $36.5
TU.RADTO 2% 10955 91:5 215.7 1330.3 1725.9
ELECTRIC 162298 20099 21390 818.1 1927.0 4292.:
TRAMNSEOR 2124 79165 30678 1503.7 5774.1 8215.5
sSygroT 122418 1624527 169719 5018.! 19105.2 34120.9
T0TAL 379808 429312 441355 21507.9 58733.8 1:5544.2
SABNHCCD 20624 18360 22214 1381.5 2913,2 5281.5
MONFERRD 4151 5222 5157 1349.5 17:9.2 3470.2
clELS 2275 3420 3636 865.9 5099.3 144217

GRANCTCT 475859 456313 47837 26125.0 68454.5 1397178

Source: Cfficial Irdustrial Statistics of Finlard,
1570, 1575 and 1SE1L.
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Appendix Tahle Qa.

by branches, 1

DME trade

SOC rrade

ag1

Direct empiovment c-ntent

of

Hinnieh

manufaetured trade with maicre regionn

L trade

total trude

imports exports net imports exports net Imperto axports net. imparts exports net

effect : =f oot et lteot
LEATHER 1449 51 - M 47 T - A 70 39 - 680 2215 624 - 1592
RUBBE R 3163 739 - 2424 180 S2 - 128 12 K] 27 3355 830 - 2526
WOCo 44 7481 6137 98 1054 95¢ % 2043 2167 948 10777 9860
TEXTILES 11681 2926 - 9755 896 1202 306 8 109 - 649 13335 4238 -~ 9097
NONME TAL 2723 1859 - 664 188 742 555 ee _ 159 137 2933 2760 - 172
SUBTOY 19750 13%83 - 6177 1409 3057 1648 158e 2589 1002 22756 19229 - 3€27
CHEMICAL 9543 3467 - 6076 1184 213% 930 150 1080 930 10877 6681 - 4196
PULP 116 3897 3480 3 88?7 884 L) 339 336 123 4823 4700
PAPER 80 162N 16457 [4 853% 8833 10 262 k52 831 25074 24243
IRON 3416 3661 245 A6 434 19 87 37 2 3918 4453 535
SUBTOT 13895 27002 13107 1605 8991 T738€ 251 5038 47689 15749 41034 25282
PHARNACE 2601 462 - 2139 31 1539 1508 10 64 5% 2641 2065 - 9576
FURNITUR :1: ] 2684 1799 130 1586 1457 el 263 242 1032 4531 3499
CLOTHING 4173 15009 10835 650 10744 10094 1728 31 -1697 6551 25784 19233
FOOTMEAR 1357 1213 - 144 195 3758 362 314 6 - 308 1866 4976 3110
INSTRUME 1166 1669 - 5497 187 385 229 168 287 119 7491 2341 - 5150
MISCANF 6191 G216 - 975 347 2405 2058 482 211 - amn 7020 7832 811
SUBTOT 22370 25250 3880 1511 20417 18905 e723 862 -1861 26601 47529 20927
BASICHETY 6305 3167 - 3138 170 3696 3526 130 77 646 6605 7639 1034
IND.KACH 33103 14893  -18210 2155 8978 6823 01 2947 2846 35360 26818 - 8542
CORPUTIN 5970 568 - SA0D 30 92 63 61 23 - 38 €060 683 - 8377
TV.RADID 4567 XSO - 12y7 201 905 704 340 190 - 150 5108 4445 - 663
ELECTIRIC 10482 k70 - 12 313 3433 3120 276 887 611 11074 7594 - 3488
TRANSFOR 2358 9968  -13616 1140 9252 8112 28 1811 1784 24751 2102 - 3720
SuBTOY 84010 35216  -48794 4009 26356 22347 936 6634 5699 98385 668208 -20749
TOTAL 140035 102051 ~-37984 8534 58821 50287 5498 15123 9629 154061 179997 219313
SANNNOOD 306 13288 12982 1804 503 - 1301 A7 3240 3192 2157 17031 14873
NORFERRO 1134 2361 1227 380 89 - 31 133 63 - 70 1647 2482 836
FUELS 588 612 24 X286 48 - 3238 a7? 2 - 875 4751 662 - 4089

Note: The direct employment content figures are derived according to the formulae

presented in page 172.
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Appendix Ten leading exporters of forest products by sectors, 1961, 1971 and 1981

Table 10. {per cent share of world total)

Roundwood Sawn wood Wood-based panels wood pulp Paper and paperboard

1961

Finland 13.0 Canada 22.4 Japan 14.4 Sweden 27.6 Canada 36.6
Philippines 12.5 USSR 13.1 Finland 13.8 Canada 27.6 Finland 13,7
USSR 11.2  Swede 12.3 Sweden 9.5 Finland 14.9  Sweden 11.5
USA 7.7 Finland 12.2 France 8.8 USA 13,2 USA 10.2
Malaysia 5.6 Austria 7.8 Canada 8.5 Norway 6.1 Norway 4.4
Canada 5.5 USA 5.2 West Germany 6.6 USSR 2.4 United Kingdom 3.4
France 5.4 Romania 3.8 Belgium 3.5 Austria 2.0 Austria 2.8
Ivory Coast 4.3 Brazil 2.9 USSR 3.5 West Germany 1.1 Wwest Germany 2.7
Gabon 4.0 France 2.8 Italy 2.7 South Africa 1.1 Netherlands 2.5
Ghana 3.6 Yugoslavia 2.0 Philippines 2.1 France 0.7 Japan 2.4
1971

USA 17.9 Canada 28.0 South Korea 10.9 Canada 33.3 Canada 26.5
USSR 14.7  Sweden 13.3 Finland 10,2 Sweden 23.5 Finland 13.2
Philippines 11.7 USSR 12.2 Taiwan 7.4 USA 15.2 Usa 12.4
Malaysia 11.2 Finland 8.0 Japan 6.9 Finland 9.8 Sweden 12.0
Indonesia 8.5 USA 5.7 Canada 6.0  Norway 3.9 West Germany 5.3
Ivory Coast 4.9 Austria 5.7 West Germany 5.9 USSR 3.0 Norway 3.8
Canada 3.2 Romania 3.8 France 4.9 Portugal 2.0 France 3.4
Sweden 3.0 Brazil 2.9 Belgium 4.8 South Africa 1.7 United Kingdom 3.2
France 2.8 Malaysia 2.2 Italy 4.2 Austria 0.9 Austria 2.8
New Zealand 1.8 Yugoslavia 1.8 USSk 4.2 France 0.8 Belgium 2.7
1981

USA 23.0 Canada 25.0 South Korea 8.2 Canada 34.5 Canada 21.2
Malaysia 15.7 Sweden 10.1  Taiwan 8.0  USA 17.9 Finland 13.3
USSR 11.9 USSR 5.3 rinland 7.9  Sweden 14.5  Sweden 12.9
Indonesia 10.3 USsA 9.1 USA 7.2 Finland 8.9  USA 10.0
Ivory Coast 3.4 Finland 9.0 West Germany 6.2 Brazil 4.0 West Germany .3
Australia 2.8 Austria 6.0 Belgium 6.2 USSR 3.4 United Kingdom 3.6
France 2.7 Malaysia 4.6 France 5.0 Norway 2.6 Japan 3.5
Finland 2.6 Romania 2.3 Singapore 4.4 Portugal 2.2 Netherlands 3.5
West Germany 2.5 PBrazil 2.1 USSR 4,1 Chile 2.0 France 3.1
Philippines 2.3 Indonesia 1.9 Canada 4.0 New Zealand 1.5 Austria 2.9

Source: FAO, Yearbook of Forest Products 1972 and 1970 - 81,
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Appendix Table 1l. World production, consumption and trade balance of forest
products by regions, 1961, 1971 and 1981

Roundwood (million m*)
Production Consumption Trade balance
1961 1971 1981 1961 1971 1981 1961 1971 1981

DMEsS
Finland 50.7 42.9 43.9 45.1  45.4 45.3 5.6 =2.5 -1.4
Western Europe 197.2 217.3 206.0 211.0 230.4 222.9 -13.8 -13.1 -16.9
North America 383.3 455.9 548.0 382.4 133.7 530.4 0.9 12.2 17.6
Other DMEs 90.0 86.6 77.0 99.2 127.6 112.1 -9.2 -41.0 -35.1
sub total 1.2 802.7 874.9 737.7 847.1 910.7 -16.5 -44.4 -35.8
Sociallst countries
USSR 351.0 384.7 356.6 345.7 369.7 34l1.5 5.3 15.0 15.1
Eastern Europe 67.4 77.1 83.0 68.0 77.8 80.3 -0.6 -0.7 2.7
sub total 418.4 461.8 439.6 413.7 447.5 421 .8 4.7 14.3 17.8
LDCs
Africa 209.9 295.1 392.1 205.3 288.5 387.1 4.6 6.6 5.0
Latin America 222.0 279.1 390.0 221.7 278.7 389.6 0.3 0.4 0.4
Near East 37.7 75.9 81.3 3.1 76.3 82.0 0.4 -0.4 -0.7
Far East 440.1 758.6 365.1 433.8 734.8 950.7 6.3 23.8 14.4
sub total 909.7 1408.7 1828.5 898.9 1378.3 1809.4 10.8 30.4 19.1
world 2049.3 2673.3 3142.9 2050.1 2672.9 3142.0

Sawn wood (million m)
Production Comsumption Trade balance
1961 1971 1981 1961 1971 1981 1961 1971 1981

DMEs
Finland 8.1 7.5 3.3 2.9 2.7 2.9 5.2 4.8 5.4
Western Europe 43.2 55.8 54.9 55.1 69.6 68.0 -11.9 -13.8 -13.1
North America 94.8 117.9 109.3 91.5 113.6 100.3 3.3 4.3 9.0
Other DMEs 33.7 48.9 44 .6 35.5 52.2 49.1 -1.8 -3.3 -3.5
sub total 179.8 230.1 217.1 185.0 238.1 220.3 -5.2 -8.0 -3.2
Socialist countriles
USSR 104.3 123.2 98.3 99.4 115.5 91.7 4.9 7.7 6.6
Eastern Europe 20.6 21.8 21.3 19.8 21.3 20.9 0.8 0.5 0.4
sub total 124.9 145.0 119.¢ 119.2 136.8 112.6 7 8.2 7.0
LDCs
Africa 2.1 4.0 6.4 2.1 4.2 6.7 0.0 -0.2 -0.3
Latin America 12.4 16.3 25.4 12.2 15.9 26.2 0.2 0.4 -0.8
Near East 1.1 2.9 4.2 2.1 4.2 8.4 -1.0 -1.3 -4.2
Far East 21.0 32.1 46 .5 20.1 29.9 42.5 0.9 2.2 4.0
sub total 3€.6 55.3 82.5 36.5 54.2 83.8 0.1 1.1 ~1.3
wor 1d 341L.3 430.5 419.° 340.7 429.1 416.8
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Paper and paperboard {million tons)

Production Consumption Trade balance
1361 1971 1981 1961 1971 1981 1961 1971 1981
DMES
Finland 2.4 4.4 6.1 0.3 0.8 1.3 2.0 3.6 4.8
Western Surope 18.7 30.1 38.6 19.9 33.2 40 .5 -1.2 -2.1 -1.9
llorth America 38.7 58.3 72.8 37.1 54 .6 67.3 1.6 3.7 5.5
Cther DMEs 6.3 15.2 21.3 6.7 15.5 21.4 -0.4 -0.3 -0.1
sub total 66.1 108.0 138.8 64.1 104.1 130.5 2.0 3.9 8.3
Socialist countries
USSR 3.4 7.0 8.7 3.5 6.8 8.5 -0.1 0.2 0.2
Eastern Europe 2.6 4.1 5.3 2.6 1.6 5.7 0.0 -0.5 -0.4
sub total 6.0 11.1 14.0 .1 i1 .4 14.2 -0.1 -0.3 -0.2
LDCs
Africa 0.1 0.2 0.3 0.3 0.7 0.9 -0.2 -0.5 -0.6
ratin America 1.8 4.1 7.3 2.7 5.7 9.2 -0.9 -1.6 -1.9
Near East 0.1 0.1 0.7 0.4 1.0 1.8 -0.3 -0.6 -1.1
Far East 3.3 6.2 13.7 1.9 7.6 o2 -0.6 -1.4 -2.5
sub total 5.3 10.9 22.0 7.3 15.0 28.1 -2.0 -43.1 -6.1
world 77.5 129.9 174.9 77.5 130.3 172.7

Note: Apparent consumption stands for the value of gross production plus import
Net wmport 1is indicated by (-) and net export by (+).

minus 2xpore.

Source:

FAO, Yearbcok of forest products 1972 and 1970-1981.





