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Explanatory notes

References to dolle~s ($) are to United States dollars, unless
otherwise stated.

In tables:

Totals may not add precisely because of rounding.

A hyphen indicates that the item is not applicable.

An em dash (--) indicstes that the amount is nil or negligible.

Two dots (..) indicate that data are not avsilable or are nct
separately listed.

The following abbrevistions are used in this publication:

ASEAN Assocation of South-East Asian Mations

GDP gross domestic product

GNP gross national product

MITI Ministry for International Trade snd Development

NIC newly industrializing country or area

OECD Organisation for Economic Co-operation and Development
SAM social accounting matrix
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INDUSTRIAL POLICY IN EAST ASIA

H, W. Acndtx

Introduction**

Around 1970 the attention of develcymcit ecooomists and
policy-makers was drawn to the remarksble success which four econo-
mies in East Asis asppesred to ha~-e achieved with a deliberately
export-oriented strategy. The four, commonly referred to in the
press end economic literature as NICs, meanirg “"newly :ndustrial-
izing coumtries and aereas”™, are: Hong Kong, Repudbl.c of Xorea,
Singapore and Taiwan Province of China.*** Prom “he mid-1960s
(earlier for Hong Kong) these four recorded very hLigh rates of
growth of gross domestic product (GDP) associated with even higher
rates of growth of exports, especially of labour-intensive manufac-
tures. The suggestion that other developing countries migh: tene-
fit from adopting a similer strategy met with some scepticisr: based
largely on the grounds that such an outward-looking strateg which
had been suited to the conditions of rapid growth of ths world
economy during the 1950s and 1960s would fail in the condiitions of
much slower and uneven growth of the 1970s. Yet, these NiCs, which
were now increasiagly followed in their export-orientation by the
other four economies of the Association of South-Eas. Asian
Netions (ASEAN) (lndonesia, Malaysis, Philiopines and Theiluend),
sustained and even improved on theic growth performance ducing lhe
turbulant 1970s.

*Australian Netional University, Canberra, Austrslia. Paper
prepared in collaboration with the Regional and Country Studies
Brench of UNIDO.

A%2This study draws largely on two sources. The first is the
deliberations and proceedings of two recent conference: at which
the issues were extensively canvassed: the Fifteenth Pacific Trade
snd Development Conference on Industrial Policies for Pscific Eco-
nomic Growth, held at Tokyo, 26-29 August 1985, snd a Workshop
on Explaining the Success of Industrialization in Esst Asia,
held st the Australien National University, Canberrs,
10-12 September 1985. (Individual papers presented at these con-
ferences are included in tha references sppended to this study.)
The second source is the experience of UNIDO, dist:lled in its
industrisl development reviews and in various other studies and
reports. Most of the statisticel tables have been taken, with
permission, from variocus conference psperi. The sources given ace
those used by the authors of the pspers whose contribution is
gratefully scknowledged.

x%xxThe abbreviation NIC is used extensively in the litersture to
describe developing economies, be they countries, provinces or
sreas, where industrislizaetion efforis have been psrticulerly
successful. In the present study, it refers specifically to the
frur countries and sreas listed here.
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The early 1980s led to some faltering in their economic per-
formance, connected with recession in developed countries and other
factors, and again scepticism is being voiced about the advisabil-
ity of an export-oriented industrislization strategy in the years
to come. Thus, it seems an opportune time to reassess the experi-
ence of all eight economies.

This study should be seen as a contribution to s continuing
discussion. In the minds of many readers it will raise as many
questions as it answers. Will it be possible to cowbine a second
round of import substitution with a second round of export promo-
tion so as to ensure the creation of a broader productive base for
the industrial sectors of developing economies? 1s import depend-
ence liable to increase significantly in the next wave of more
sophisticated production for expor'.? Will this second higher level
of industrial transformation ca.l' for disproportionately higher
endeavoiirrs in the field of technological capability and human
resource development? The prospects facing industrial policy-
makers during the remaining years of this century and beyond are
for increasing complexity of strategy choices that will call for a
flexible, business like set of policy Teasures.

After a preliminary discussion of the objectives of industrial
policy, the study summarizes the statistical evidence concerning
the economic performance of the East Asian developing market econo-
mies in the past three decades. It goes on to attempt to explain
their success in terms of preconditions and policies, where pre-
conditions comprise historical, cultural and political features of
their societies and the external economic environment, while poli-
cies include both macro-economic policies which affect industry in
general and micro-economic policies directed at particular indus-
tries, including both incentives (chiefly for export) and protec-
tion (chiefly from import competition). It concludes with an
sssessment of likely future trends for the East Asian NICs3, of the
possible lessons that other developing countries and sreas might
draw fcom their experience, snd of the scope in this field for
technical co-nperation samong aeveloping countries.

A. Folicy objectives

For the purposes of this study, industriel policy is defined
broadly as covering sll government intervention concerned with
manufacturing industry. As such, industrial policy is a branch of
economic policy and must be conceived as serving the whole range of
objectives of economic policy. In developing countries, these
centre on the objective of economic development, to which the pro-
motion of economic growth is crucial, hut which also comprehends a
vaeriety of non-economic objectives, such as nationsl independence,
equitable distribution of the benefits of growth, as well as cul-
tural and political values.

Four aspects of this genersl statement deserve a few words of
comment because of their relevance to the issues to be discussed
later in this report. They are market failure as the rationsle o’
government economic policy; the distinction between allocative and




dynamic economic efficiency as sources of economic growth; the sig-
nificance of trade-offs between economic and non-economic objec-
tives; and the role of industrislizstion in development.

Governments have to act in economic matters because much of
what the community wants to achieve cannot be 1left to market
forces There are many Lhings that markets cannot do at all, such
as the maintensance of law and order, national defence and the pro-
vision of other public goods; and there are many other things that
markets do inadequately, whether because of monopolies, externali-
ties, rigidities or fatlures of motivation. 1In this sense, the
need for government action, for economic policy of any kind, can be
said to arise from market failure. While there are sreas of policy
where the need for government action is indisputable, there are
others where the relative merits of government sction or insction
are debatable. They will depend on the kind and degree of market
failure, on the kinds of government intervention available and on
the efficiency of government - the quality of leadership, the
skills of policy-makers and the capability of administrators. In
some circumstances, even where market failure is clearly in evi-
dence, government intervention mey fail to mend market failure as
market forces tske their course. "Government failure” may outweigh
market failure.

Economic growth depends in large part on the most efficient
sllocation of given productive resources. This is one function
that markets may perform more or less well. But economic growth
depends also, and perhaps even more, on factors which go beyond the
efficient allocation of given resources (in technical language, the
function of markets is not merely to schieve the optimum allocation
of resources on a given production possibility curve but also to
shift this curve outward). These include increasing the quantity
and quality of labour and capital, promoting technical progzress and
improving organization to reduce transaction, informat.on and
insurance costs. They sll relate to the innovative role which in
market economies is the function of private entrepreneurs but which
mey in some circumstances be more effectively performed by govern-
ment. The relstive likelihood of market and government failure
neels to be assessed in relation to both the "sllocetive” and the
"creative” function of markets.

Economic growth is only one of many objectives of national
policy, in developing as in developed countries. Some non-economic
objectives, such as power and prestige, defence capability or the
popularity of the régime, may be dependent on or assc:iated with a
high rate of economic growth. Other socio-economic objectives,
such ss an equitsble distribution of income, protection of vulner-
able groups, self-sufficiency, regional balance, economic stabil-
ity, social security, full employment and other aspects of the
quality of life, may be in harmony with economic growth or attain-
sble at the cost of lower economic growth, depending on the partic-
ular circumstances. Nationsl policy will ther aim at e mix of
objectives, involving some trade-off against economic growth. An
industrial policy which promises the highest rate of economic
growth in the short term may therefore be rejected in favour of one
designed to give greater weight to some non-economic objectives,




which is not to say that it will necessarily orove the first-best,
or even second-best, path to these non-economic ends. Nor can it
be assumed that nationsl policy, with its particular mix of objec-
tives, necessarily represents a nstional consensus. It may be the
outcome of a power struggle, or compromises, between sections of
the community with conflicting, or at least divergent, interests.

Industrializetion has been an invariable ingredient of poli-
cies for economic growth in almost all countries in modern times.
There ate economic and non-economic reasons for this. Among the
economic ones are the fact that in modern economies, much consumer
demand with rising incomes and almost all investment demsnd repre-
sents demand for the products of manufacturing industries and that
manufacturing has seemed to offer the greatest ccope for increasing
productive capacity through techiical progress. A wide range of
historical snd cross-country studies show rapid growth of manufac-
turing highly correlated with rapid overall growth of GDP. When
developing countries embsrk on rapid industrislization, techmical
progress enters into the productive process to increase productiv-
ity. Rising productivity in manufacturing tends to accelerate
growth in other sectors. Among the non-economic resasons for high
priority for industrislizstion are the association of manufacturing
with national security and with urban civilization. Even in coun-
tries rich in natursl resources, the contribution of manufacturing
to GDP surpasses that of agriculture and other primary industries
st some stage of economic development. The rate of growth and
efficiency of & country’'s manufscturing industries is therefore
crucial to the performance of its economy.

There will be frequent occasion in later chapters of this
report to refer back to these rather elementary propositions about
the objectives of industriasl policy.

B. Industrialization in the East Asian developing market
economies: the statistical record

The distinguishing festure of the industrial deveiopment of
the eight East Asian developing market economies is thst, much like
Japan in the inter-war period, they 1lsrgely pursued an export-
oriented strategy. Hong Kong from the stert, Tsiwan Province in
the 1950s, Singapore sfter separation from Msleysia in 1965, the
Republic of Korea in the mid-1960s, Mslsysia and (in response to
the incresse in thei.s oil import bill) also Thailand snd the
Philippines in the early 1970s, and even Indonesis (faced with the
prospect of declining oil earnings) much more hesitantly in the
late 1970s - all adopted s deliberate policy of encoursging and
promoting manufacturing for export in line with their perceived
comparative advantsge. The strategy seems to have been spectac-
ularly successful, most clesrly so in the case of the four Esst
Asian resource-poor economies. They not only achieved rates of
economic growth matched by hardly any other developing countries,
but also did relatively well in terms of income distribution and
other criteria of development.




Table 1 compares average rates of growth of GDP and gross
netional product (GNP) per capita of these eight economies with the
average for low-income, middle-income and all developing countries
during the two periods 1950-1965 and 1965-1983. Three facts stand
out. First, in all the East Asian economies, except Indcnesia and
Malaysia, the rate of growth of GDP was even in the earlier period
sbove, and ir the cases of Hong Kong snd Singapore well above, the
average of middle-income countries. Secondly, from the mid-1960s
when the other four ASEAN economies also sdopted increasingly
export-oriented industrial policies, growth accelerated in all of
them, except the Philippines. Thirdly, in the second period, in
terms of growth of per capita income, all eight except the
Philippines did better than the average of middle-income developing
countries, and the four NICs achieved growth rates of per capita
income almost twice the average of middle- income countries.

Table 1. East Asiasn developing market economies:
average annual GDP and GNP per capita growth, 1950-1983

Per capita

GDP growth GNP growth Per capita
Economy 1950- 1965- 1950- 1965- GNP
or economic 1965 1983 1965 1983 1983
grouping (percentage) (percentage) (dollars)
Singspore 5.5 a/ 10.3 5.5 a7/ 1.4 6 620
Hong Kong 10.1 8.7 5.5 6.2 6 000
Taiwan Province 5.7 b/ 8.9 4.9 b/ 6.7 2 677
Republic of Korea 5.7 8.6 3.3 6.7 2 010
Malaysia 4.7 7.1 1.7 4.5 1 860
Thailand 6.3 7.4 3.3 4.3 820
Philippines 6.1 5.4 2.9 2.9 760
Indonesia 3.2 7.5 1.1 5.0 560

Low-income developing
countries 4.0 5.3 2.0 2.7 260

Middle -income
developing countries

Developed countries 4.6

w
©

3.4 1 310
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Sources: (1); (2}, 1985; [3].

a8/ 1960-1965.

b/ 1952-1965.

Table 2 puts the growth record of the East Asisan economies in
snother illuminating perspective by romparing it with that of var-

ious other economic groupings during the three periods 1960-1973,
1973-1980 and 1981-1983. The interest of ¢table 2 lies in three




Table 2.

Growth of GDP per capits by economic grouping, 1960-1983

GDP per Average snnusl real percentage growth rate of
Population, capita, GPP per capits
1980 1980 1960- 1973-
Economic grouping {millions) (dollars) 1973 1980 1981 1982 1983
Low-income countries 2 098 260 3.2 3.0 2.1 2.9 5.1
Asia 1 901 260 3.6 3.4 2.6 3.4 5.9
China 980 290 6.1 4.5 1.6 5.7 7.6
India 68?7 240 1.3 1.8 3.6 0.4 4.1
Africa (south of Sehara) a/ 197 270 1.2 0.0 -1.% -2.3 -2.3
Niddle- income countries 10713 1 550 3.9 2.8 -0.0 -1,0 -1.3
Bast Asie 322 960 4.7 5.5 4.7 1.5 3.6
Middle East and
North Africa 159 1 500 4.7 1.4 -3.9 4.1 6.6
Africa (south of Sshara) a/ 129 900 2.9 0.8 -4.3 -5.2 -6.6
Southern Europe 91 2 340 5.0 3.1 0.5 0,7 -0.8
Latin America and
Caribbean 344 2 040 3.3 2.9 ~-0.6 -3.2 -5.1
Middle-income oil
importers S19 1 6%0 3.8 3.3 -0.0 -1.4 -1.9%
Niddle-income oil
exporters 4% 1 400 4.1 2.2 -0.1 ~0.5 -1.1
All low- and middle-income
developing countries 3in 700 3.8 3.1 0.7 0.1 0.4
High-income oil exporters 16 14 090 6.1 2.3 -4,3 ~5.9 -11,0
Developed countries 714 10 420 3.9 2.1 0.7 -0.9 1.6

Sougce: [1).

a/ Excludes South Africa, which, however,

is included in snbtotals and totals.
this group of countries iz dominated by that of Nigeris (with about 60 per cent of the income of the

The total income of




main facts. First, growth in the East Asian group of economies
accelerated after the first oil shock in 1973 and 1974, while
growth in ell other categories (except India) slowed down, in-
cluding and especially in developed countries. Secondly, and part-
ly in consequence, the average rate of growth in the East Asian
economies during the latter period was almost twice that of all
middle-income economies and nearly three times that of the OECD
countries. Thirdly, growth in East Acian countries contracted in
1981 and especielly in 1982; & revival of growth occurred in 1983,
but growth was lower than in China, India and the (oil-producing)
wmiddle-income countries nf the Middle East and North Africa.

No less striking is the contrast presented in table 3 between
the market economies of East and South Asia during the 1970s. Thr
much more open economies of East Asia, with ratios of exports and
imports to GDP of 50 per cent or more in the NICs and, by the end
of the decade, at least 25 per cent in the ASEAN countries,
attained comnsistently higher growth rates than the generally more
inward-looking countries of South Asia.

Tables 4, 5 and 6 highlight the very rapid rates of growth of
exports of manufactures attained by all eight economies on average
over the period 1960-1982, but they also bring out the marked
differences in stage of industrial development between the four
resource-poor NICs and the resource-rich ASEAN economies. In 1960
the role of manufacturing in the economy, as indicated by its con-
tribution to GDP, had become substantial only in Hong Kong and the
Philippines, which had embarked on industrialization in the 1950s.
By the end of the period, the contribution in the four East Asian
economies {(and the Philippines) had reached or surpassed the (by
now lower) figure for developed countries, but it was still signi-
ficantly lower in the other ASEAN countries, especially Indonesisa.
By 1983, 90 per cent or more of the exports of the NICs consisted
of manufactures (if Singapore’'s o0il refinery products are in-
cluded). Among the other four ASEAN economies, in contrast, pri-
mary commodities, though diminishing in importance, continued to
predominate.

Purely statistical evidence of the kind presented in the pre-
ceding tables can at best suggest, but not prove, that the high
rates of growth attained by the East Asian developing market econo-
mies were the result of their export-oriented industrialization
strategies. But there are econometric studies, by B. Balassa and
others, which lend strong support to this conclusion (Balassas (10},
Krueger (11)). Why there should be such & caussl relationship is
an important question to be discussed later.

‘Cables 7 and 8, finally, give some indication of the relative
performance of the East Asian NICs in terms of socisi development,
using income distribution, femsle life expectancy and secondary
schoo. enrolment @s relevant indicators. All four NICs appear
sbove the other four ASEAN economies in & rank order of 34 devel-
oping economies in terms of the degree of equality of income dis-
tribution, with Taiwan Province standing out in first place and
Maleysia and the Philippines well down the 1list. But if the
criterion is "growth with equity'”, combining the criteria of growth




Table 3.

Estimated real growth rates of various economies,

or economic groupings, 1965-1984

Per capita GNP

Average
Percentage growth rate of real GDP annual
Average snnual growth rate
Economy or gtowth rate 1983 4/ 1965-1983
economic grouping 1970-1982 1982 1983 1984 (dollars) (percentage)
NICs
Hong Kong 9.9 2.2 5.2 9.6 6 000 6.2
Republic of Kores 8.3 5.5 9.5 8.5 2 010 6.7
Singapore 8.5 6.3 7.9 9.1 6 620 7.8
Teiwan Province 8.8 3.4 7.3 10.6 2 670
ASEAN
Indonesia 7.7 2.2 4.2 5.0 360 5.0
Malaysia 1.7 5.0 5.8 6.9 1 870 4.5
Philippines 6.0 3.0 1.0 -3.9 760 2.9
Thailand 7.1 4.1 5.8 6.0 820 4.3
South Asias
Bangladesh 4.1 0.8 3.3 3.9 130 0.5
Burms 5.0 6.0 5.5 6.3 180 2.2
Indis 3.6 1.8 8.0 4.5 260 1.5
Nepal 2.7 3.8 1.4 7.4 170 0.1
Pakistan 5.0 4.4 6.5 4.4 390 2.5
Sri Lanks 4.5 5.2 4.7 5.2 330 2.9
Chins 5.6 7.3 5.1 12.0 310 4.4
World 3.0 0.0 1.9 . .
Developed countries 2.7 -0.1 2.4 4.4 .. ..
United States 3.1 -2.1 3.7 6.8 14 093
Japan 4.6 3.3 3.0 5.3 9 695
Non-oil-exporting
developing countcies 5.1 0.6 0.7 ..
Africe 3.7 ~0.4 -~0.7
Europe 5.3 2.3 2.2 .
Middle East 6.5 4.3 . ..
Western heaisphere S.4 -1.8% =-2.1 3.4

Soutces: [2], 1984 and 1985; ([4), April 1983, April 1984 snd April 1985; (5]

8/ Vvorld Bsnk Atlss

nearest ten.

methodology,

1981-1983 bsse

period,

rounded to t



Teble 4. East Asian developing market economiecs:
annual export volume growth rates, 1960-1982

(Percentage)

Total Manufactured

exports exports
Eccnomy 1960-1%82 1960-1982
Hong Kong 9.8 11.7
Indonesia 8.6 28.5
Malaysia 4.4 11.2
Philippines 3.9 17.1
Republic of Korea 26.4 38.3
Singapore 7.3 12.1
Taiwan Province 17.5 24.4
Thailand 7.0 21.6

Sources: ([1}; (2], 1985; {6].

Tsble 5. East Asian developing market economies and other
economic groupings: distribution of GDP and employment
oy sector, 1960 and 1983

(Percentsge)

Economy Cthar Manu-
or economic Agriculture _industry = facturing Services
grouping 1960 1983 1960 1982 1960 1983 1960 1983
Hong Kong 4 1 13 ] 26 22 57 69
Indonesia 54 26 € 25 8 13 32 35
Malaysia 36 21 9 16 9 19 46 44
Philippines 26 22 8 11 20 25 46 42
Republic of Korea 37 17 6 12 14 27 43 47
Cingapore 4 1 6 13 12 24 79 62
Teiwan Province 33 9 8 10 17 34 42 47
Thailand 40 23 6 8 13 19 4l 50
Low-income

developing

countries S0 37 6 20 11 14 33 29
Middle-income

developing

countries 22 15 9 15 22 21 21 49
Developed

countries 6 3 10 11 30 24 54 62

Sources: (2], 1979 and 1985; (3).




Table 6.

East Asian develuping market economies and other economic groupings:

the commodity structure of exports, 1955, 1965 and 1982
(Percentage shares)

Fuels, minerals Other primary Textiles Machinery Other
Economy or and metals commodities and_clothing and transport majufactures

economic grouping 1955 1965 1982 1955 1965 1982 1955 1965 1982 1955 1965 1982 1955 1965 1982
Hong Kong L] 2 2 23 11 6 50 43 34 -- 6 19 23 37 39
Indonesia 36 a3 85 63 33 11 1 - 1 - 3 1 - 1 2
Malaysia 23 35 39 72 59 42 - - 3 1 2 15 1 4 5
Philippines 10 11 12 89 84 38 8 1 7 - - 3 2 5 39
Republic of Korea 31 13 1 S0 235 7 15 27 21 - 3 28 2 29 43
Singapore .. 21 30 e 44 13 . 6 4 ‘e 10 26 e 18 28
Taiwan Province 2 ) - 87 56 6 6 15 30 - 4 31 4 20 33
Thailand 15 11 ? 83 84 64 - -- 10 - - [ 1 4 13
Low-income

developing countries 13 11 20 10 85 80 12 16 18 - 1 ) 5 ? 28
Middle-income

developing countries 25 36 37 61 48 21 4 4 8 2 3 11 8 10 23
Developed countries 11 9 12 23 21 14 7 7 4 30 31 37 29 32 32

Sources: [(2), )980 and 1985; [3), (7], (8] and {9).
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Table 7. Income distribution and growth of the East Asian
economies relative to a sample of 34 developing countries, 1983

Rank out of sample s/ of 34 developing
countries or areas

Income
Income distribution

Esst Asian Income distribation and per capita
economy distribution and GDP growth growth
Tsiwan Province 1 1 1
Singapore 5 2 2
Republic of Kores 8 4 3
Hong Kong 11 5 4
Indonesisa 15 8 8
Theiland 16 10 )
Malaysia 26 16 14
Philippines 22 17 17

Source: [2], 1985.
8/ See source for a description of the sample.
Table 8. East Asian developing market economies snd other

economic groupings: changes in longevity and secondary
school enrolment, 1965, 1982 and 1983

Percentage
Female Percentage of Percentage
life decline in secondary decline in
Economy expectancy longevity school enrolment
or economic in_years shortfall s/ _enrolment shortfall b/
grouping 1965 1983 1983 1965 1982 1982
Hong Kong n 78 17.8 29 67 53.5
Indonesis 45 55 28.6 12 33 23.9
Maleysia 59 69 47.6 28 49 29.2
Philippines 58 66 36.4 41 64 39.0
Republic of
Korea 58 71 59.1 35 89 83.1
Singapore 68 75 58.3 A5 66 38.2
Taiwan Provirce 70 15 50.0 53 98 95.7
Thailand 58 65 31.8 14 29 17.4
Low-income
developing
countries S1 60 31.0 20 32 15.0
Middle-income
developing
countries 55 63 32.0 20 42 27.5
Developed
countries 14 19 83.3 11 87 55.2

Source: (2], 1985,

a/ Shortfsll from the maximum sttainable, which is sssumed to
he 80 years.
b/ Shortfall from 100 per cent enrollment.




and distribution, all eight economies are in the top half of the
sample, with the four NICs occupying the first four places. Much
the same pattern emerges from the comparisons of life expectancy
snd school enrolment, both in terms of absolute levels and improve-
ment, but here it is Indonesia that, despite notable impovement,
still trails most behind.

Generalizations bassed on summary statistics inevitably over-
simplify the picture. There have obviously been very great differ-
ences in structure and policy between the four resource-poor NICs
and the resource-rich ASEAN economies with their large agricultural
sectors. Even among the former, Hong Kong and Singapore are some-
what special cases, as traditional entrepot trading centres natu-
rally predisposed to outward orientation. While all eight econo-
mies can be said to be more market-oriented and open than most
other developing economies, the role of Government in the economy,
in all of them except Hong Kong, has been pervasive, Indonesis in
particular, despite moves towards deregulation, remaining a highly
controlled economy. Even within each group, there are considerable
differences in per capita income, with Hong Kong and Singapore
enjoying an sverage more than three times that of the Republic of
Korea, and Malaysis more than three times that of Indonesia. While
Hong Kong and Singapore have throughout permitted free trade in
imports as well as exports, the domestic macket for many manufac-
tures has remained effectively protected in most of the other econ-
omies. Inflaticn hes been well contsined in Hong Kong, Malaysias,
Singspore, Tsiwan Province and Thailand, but there have been seri-
ous bouts of it ir Indonesia, the Philippines and the Republic of
Korea.

Correspondingly, slthough all eight currently rank as middle-
income economies, they have been remaining at different stages of
economic development and, es has heen mentioned, they embarked on
expert-oriented industrisl development at different timcs. All the
East Asian NICs began with the traditional products, textiles,
slothing, footwesr and other lsbour-intensive products, such as
plywood, furniture and processed food, which msde the most of their
initially low wages. These also, together with electrcnics assem-
bly, predominated among the menufactured exports of the second
generation, Malaysia, the Philippines and Thsiland during the
1970s. The Republic of Korea, in contrast, early emphscized heavy
industries, such as shipbuilding and iron and steel, and Hong Xong,
Singspore and Taiwan Province, as rising reel wages made them less
competitive in labour-intensive exports, have sought to move .nto
more skill- and technology-intensive products. Mesnwhile,
Indonesis has tried, so far only with modest success, to gain
export markets in s limited range of labour-intensive manufactures,
chiefly clothing, electronics assembly and plywood.

Any generalization about these eight economies thecsefore
requires qualificetions to allow for varistions in their circum-
stances and experience. But the fact that all of them heve enjoyed
remarkably high rates of zconomic growth associsted with export-
oriented industrisl developmeat is not reslly in dispute. The
debatable gquestions sre how far their good economic performance can
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be asttributed to the policies that were adopted rather than to spe-
cial circumstances; whether the policies that were successful dur-
ing the 1960s and 1970s can be s2xpected to succeed equally well in
the 1980s and 199Cs; and whether the experience of the East Asian
NICs is transferable to other developing countries.

In debating these issues the protagonists of the export-
oriented strategy usually clsim that the East Asien NICs did well
becsuse they adopted appropriate policies. The critics, even when
they are prepared to concede this, have tended to argue that the
East Asian economies were able to adopt these policies and carry
them out so successfully only because of specially favourable
preconditions, both in the domestic features of their societies and
the external environment, the state of the world economy. In dis-
cussing these issues in the following sections, it will be conven-

ient to reverse the crder, beginning with the preconditions, domes-
tic and international, and then discussing policies.

C. Preconditions: historicsal, cultural, political

At least seven features of the domestic setting of the East
Asian developing market economies, the history, social structure,
politics and culture of their societies, have been put forward in
partial _xplanation of the success of their outward-looking indus-
trial policies. It is readily admitied that not asll these features
apply to all eight economies, and that at best they apply to them
in widely varying degree. But it is claimed that, collectively,
they have constituted s necessary, if not sufficient, condition of
success.

The seven features - listed without any implication of order
of importance - are small size, poor natursl resource endowment,
external threat, predominsnce of growth objective, prior elimina-
tion of obstructive interests and institutions through foreige
colonial rule or military occupation, euthoritarien political
régimes and, finelly, a common Confucisn culture and ethi:.

Small size. An open economy and an export-oriented induscrial
policy, it is argued, are unavoidable fo. very small countries and
easier and more advantageous for small then for large countries. A
very small country is inevitably dependent on the rest of the world
for most requirements beyond those of the simplest subsistence, and
the small domestic market of a small country limits the scope for
efficient industrial production for that market based on economies
of scale. At the seme time, s small country is likely to find it
sasier than e large one to pursue sn export-oriented industrisl
policy because its exports will generally claim a smaller share of
the world market; they will therefore face s more price-elastic
demand and are less likely to run into barriers or retsliation.

All these considerations are very relevant to Hong Kong and
Singapore. For neither of these economies wes en inward-looking
industrial policy simed at the domestic market & practicable alter-
native (or st eny rate s sensible one - there are many countries in
Africs no larger than Hong Kong and Singapore which continue on
this counter-productive course). They are much less relevant to




the other two MICs or to the other four ASEAN economies. As table 9
shows, three of the latter four, the Philippines, the Republic of
Korea and Thailand, are large countries, comparable in population
to France and the United Kingdom. One, Indonesia, is the fifth
largest country in the worid. Malsysia azd Taiwan Province are
commensurate with Australia, Canada or the Netherlands. Popula-
tion, of course, is not the only relevant index of size. A low per
capita income limits the size of the domestic market, snd in the
early stage of export-oriented industrial development, the exports
even of quite a large country sre likely to constitute a very small
proportion of world trade in any one product. For both these
reason., Indonesia, for example, still has the characteristics of a
small country for many purposes of industrial policy. What remsins
true and relevant even for the larger East Asien market economies,
is that the relastively small size of the domestic market offers
limited opportunities for continuous pursusnce of pure import-
substitution; an inward-looking policy was liable to run within a
decade or so into satursation or slow growth of the domestic market
for even the most widely consumed manufactures.

Taole 9. Population in East Asia, South Asia and
selected developed countries, 1983

(Millions)
Selected developed
East Asia South Asis countries

Indonesisa 156 India 733 United Kingdom 56
Philippines 52 Bangladesh 96 France 55
Thailand 49 Pakistsn 90 Canada 25
Republic of Kores 40 Burms 36 Australis 15
Teiwsn Province 19 Sri Lanke 16 Netherlands 14
Malaysia 15 Mepal 16 Sweden 8
Hong Kong S New Zealand 3

Singapore 3

Source: (2], 1985.

Poor natural resource endowment. “Lucky is the country that
has no mining sector and few farmers”™ or, in the formulation of a
law attributed to the Yale economist, Gustav Ranis, "a country's
development prospects are inversely proportionsl to its natursl
resource endowment”. The psradox derives what plsusibility it has
very largely from the outstanding economic performance of the
minersl-poor, land-s.erce esconomies of Eest Asia, first Jespen and
then the four NICs.

There are both economic and broader cultursl asrguments for
Ranis's Law. The economic asrgument, with specific rceference to
industrial development, is s long-term counterpsrt to the short-
term “Dutch disesse” problem. The latter refers to the squeeze on
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other :ruded-gocds industries exert:d by upwari pressure on the
real eachange rate due to & sudden incresse in minersl (for e. m-
ple, o0i.) export earnings. Its long-term equivelent is the effe-t
of an eample endowment with exportable natural resources in main-
taininy, ceteris paribus, a relatively tavourabl: halance of pay-
ments or high resl exchange rate and thus keeping down the intecna-
tional competitiveness of other traded-goods industries, including
manufacturing industries. It is merely another way of saying that
such « country has a comparative adveantage in the production of
primary commodities and s comparative disadvantage in menufacturing
at large. This. it should be stressed, does =20t preclude the
devclooment of a comparative advantage in specitic msnufacturing
indurtries or products through technological imncvation or some
othet source of etonomic efficiency.

The cultural case for Ranis’s Law is simply t-- temptation of
"lotus-esting™. Countries with an aemple endowr2nt of natursl
resourcs = do not have to work so> hard at doing « .i 2conomically,
cr they mey think so. Countries which lack naturel resources must
ma.e the most of their human resources - capacity for hard work,
diecipline, thrift, skills, enteririse.

There is no doubt that Jspan and the Sast Asian NICs have
dispiayed these qualities in remarksble degree, nor have their
manufacturing industries had to contend with a leng-term form of
"he hendicap referred to sbcve. In Indonesia, in contrest, ample
0il revenues for most of the 1970s reduced bcti the nend and the
ability to ¢ velop internsticrally competitive minufacturing indus-
t-ies; and the rhetoric on tn. theme that "we ure a rict country”
frequently hesrd in the Sukarno ers may have contributed to an
in~lination to give economic problems relstively :ow priority. But
.t i. difficult to see much relevance of this ar _ument to the
experience of Malaysia, the Philippines or Theiland. Ranis's Law
is at best suggestive. There are many resource-poor countries that
have Jdone badly and resource rich countries that have done well.

Externsl threat. The perception of external danger, struggle
for nstional power or survival, have been powerful motives for eco-
nomic development. Many examples, not least Japan from the Meiji
restorstion onwards, spring to mind. In some countries, the
nationel leadership has continuously and effectively used the need
to strengthen the country sgainst externsl threst as s means of
mobilizing nstionsl energy end giving rapid economic and particu-
larly industrial development high priority among national objec-
tives. Just oz the high standing in the European growth lesgue
tables of the 19505 and 1960s of the three countries defeated in
the Second World Wer, Austria, Germany and Italy, has been attri-
buted in part to the desperateness of their economic situation at
the end of the War and to the destruction of so much of their
capital stock which compelled them to start sgein snd gave them the
advantage of working with the most up-to-dete equipment in many
industries (United Nations (12)), so similsr fsctors may have been
st work in the Republic of Kores and Teiwan Province (Scitovsky
[13])). A perceived external threst also led to the asllocation of
much of each country's productive csapacity to military expenditure,
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at the expense probably of private consumption and social welfare,
but industrial development, especially it heavy and engineering
industries, may have derived some impetus from a hidden defence
agends.

The experience of the other six East Asian developing market
economies, however, demonstrates that perception of an acute exter-
nal threat, while pechaps helpful, is not necessary for an effec-
tive aad successful development effort. It played mno part in
Hong Kong where the incentive seems to have come entirely from
the desire of private individuals and families to improve their
mtterial condition, nor more than quite marginaslly in the other
economies, where the nationsl leadership found other themes on
which to rest its gppeal for individusl and collective effort.

Predominsnce of growth cbjective. Certsinly, whatever the
motive or the rhetoric, the fact that rapid economic growth recnked
high smong netionsl policy objectives in all these economies wes an
important, even necessary, condition of success. All of them for
two or three decades gave priority to economic growth over social
welfare spending. If most of them devoted considerable resources
to education, and largely to government-financed educsgtion, and
Hong Kong and Singapore slso to public housing, they did so in
large part because they regarded both as growth-promoting capitasl
formstion. Protection of vulnerable or minority groups, or delib-
erste redistributive policies for egalitarian objectives, played a
quite minor part in the mix of policy objectives in most of them,
Indonesia aid Malaysis with their programmes for the protection and
promotion of indigenous (pribumi or bumiputra) vis-i-vis overseas
Chinese business being the most important exceptions. 8y the late
1970s, with increasing affluence in the most advanced of the East
Asian NICs, there were signs that these priorities were beginning
to change. As long ago as 1972, a seniotr minister in the Singspore
Government ssid there were some, intellectusls mostly, who thought
that the Government's stress on nationsl achievement was overdone
(Goh ([14], p. 193). Even in Indonesia, questioning emong intellec-
tuals of too single-minded s pursuit of economic growth led to the
formulation in the Third Five-year Plan of an "eightfold path”
towards greater emphasis on socisl justice and the qualitv of life
(Booth and Tyabji [15]), p. 37).

Prior eliminstion of obstructive interests and institutions
through foreign rule. The strongest case for the view that colo-
nial rule or foreign occupstion has helped lsy the foundstions for
rapid industrial development can be made in the cases of the
Republic of Korea and Taiwsn Province. 1In ,aiwan Province, during
the period of Jspanese colonisl rule, snd in both economies as well
ss in Jepan under post-war United States occupstion, land reforms
and the crestion of rural infrestructure and institutions made an
important contribution by reducing the power of s potentially con-
servative lendlord class and providing a sound agricultural base
for industrial development (Haggerd [16]). It might also be argued
thst Malaysia end Singspore benefited by inheriting from the colo-
nisl period an efficient government apperstus snd civil service.
But the legacy of colonisl rule often had negative festures., such
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as the lack of educational institutions eand consequent shortage of
professioaal and other skills and the lingering hostility to free
markets in Indonesis. It will hardly do to attribute success in
the Repubiic of Korea and Tesiwan Province to the presence and in
Japan and Thailand to the sbsence of a colonial past.

Authoritarien régimes. A much more plesusible case can be made
for the view that rapid economic development in the eight East
Asian developing market economies owed much to the fact that all of
them have had authoritarian political régimes of varying shades of
rigour. The eight have been characterized as “insulated develop-
mentalist states” in which "the economic policy-msking process was
relatively insulated from direct political pressures™ by sectional
interest groups. It is worth quoting a few lines which summarize
the srgument: "The weakness of labour and the co--optation of the
peasantry, coupled with periods of repression and economic success
itself, contributed to & broader political phenomenon that differ-
entiates the East Asian cases from other developing countries: a
relative vacuum on the left. ... It is en important irony that
economic developwment in Esest Asis has been more egalitarian than in
Latin America, South Asis or Africs where leftist and populist par-
ties and labour movements have periodically exerted stromg politi-
cal and ideologicsl influence on government policy”™ (Haggard {16]).

It would be idle to deny that the relstive weakness of rent-
seeking groups (Krueger ([17)) or distributional coslitions, which
hase so powerful an influence on economic policy in the developed
market economies, has assisted the more single-minded pursuit of
ecoromic development in the East Asisn economies. The lack of
serivus pressure of competing income claims has made it easier to
pursue prudent macro-economic policies; the trade unions have con-
tributed to creating a co-operative labovrr force; and even business
interests have found it to thrir advantage to go along with govern-
ment policy. But the force of this srgument, too, can be over-
stated. Far more gsuthoritarian régimes in the third world have
been unsuccessful then successful in their policies of economic
development. In Hong Kong, trade unions have been free to organize
and strike bdut have received little support from workers (Riedel
{18), quoting Turner). Singapore trade unions had few grievences
while resl wages were rising at S5 per cent or more s year. It
could be srgued that the causal relstionship ran in part the other
way. The political 1legitimecy and stability of the Easst Asian
suthoritarian Governments rested in large psrt on :he successes of
their economic policies.

Cconfucisn culture end ethijc. There is, finally, the widely
entertained hypothesis that the success in economic development of
the East Asian economies, including Japan, is largel; to be attri-
buted to their common Confucisn culture snd ethic. “"What many
srgue distinguishes the East Asian countries, in perticulsr the
NICs, is the quaslity of their labour force. Diligence, loyslty,
hard work and a strong apprecistion of education sre virtues which
sppear to be more abundant in East Asian NICs than elsewhere”
(Riedel (18], p. 27). Others would sdd respect for asuthourity, age
and officisldom, and socisl cohesion, subordination of individual
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interests to those of the family o~ the nation resulting, particu-
larly in the Jepan model, in co-cperative labour-management, inter-
firm and government-business relations (Hirono (19]).

There can be no doubt that the qualities display~d by the
people of these countries and areas - their energy, skills, enter-
prise and not leest their respect and demand for education - have
played an important role in their exceptionally rapid economic
growth. The trouble, however, with such cultural explanations of
economic performance, as with the climatic theories that were once
populer, is that they can explsin almost anything. They hsve a
flavour of ex post rationalizations. It is doubtful whether they
are good predictors. "Why were the advantages of a Confucien
heritage just discovered only in the 1last five or ten years?”
(Riedel ([18), p. 28). For long, western scholars asttributed to
Confucianism, with its low regard for money-m:king and technology,
its conservative and hierarchical valnes, the decline of China.
There is much evidence, from all parts of the world, that culture
adapts to economic opportunity. The Javanese peasants whom the
Dutch scholar, J. Boeke, thought incapable of behaving like eco-
nomic men responded with alacrity when high-yielding varieties
promised sure increases in yields (Garnsut and McCawley (20])). A
class of industrial entrenreneurs emerged within a few years
when landowners in Taiwan Province were compensated in the land
reforms of the early 1950s with shares in former Japanese
manufacturing enterprises (Steinhoff (21]).

Much the same applies to all seven of the alleged domestic
preconditions which have been discussed in the preceding pages.
All of them have some plausibility in relation to some, if not all,
the eight East Asiasn developing market economies. But there are
too many connter-examples - countries which shared some or all of
these fesatures and did not do well, others which lacked some or all
and performed creditably, Clearly, such preconditions are not a
sufficient condition of successful industrialization and they may
not even be necessary, though all of them can be helpful. Wwhat,
sbove all, distinguishes them from economic policies is that in
their very nature they are largely given, possibly slowly emulated,
but not essily adopted by an effort of political will.

D. Preconditions: the externsl environme .

The second set of favourable preconditions which have fre-
quently been said to explain in large part the success of the
export-oriented industrial development of the East Asian developing
market economies have to do with their externsl environment. Of
course, 3ince the internstionsl economic environment has beern
broadly the same for sll developing countries, it cannot as such
account for the fact that some have been so much mare successful
than others. The very success of the East Asian NICs is, in it-
self, & prima fecie refutation of the view that the problems of the
developing countries are due to the existing internstional economic
order. It is argueble that the internstional economic environment
benefited these NICs in specific ways. Three arguments along these
lines are worth discussing. PFivrst, NICs had the good fortune to

i
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embark on the experiment in the two decades of exceptionally rapid
growth of the world economy and international trade, the 1950s and
1960s . Secondly, as exporters of labour-intensive manufactures,
they had the field to themselves for much of the period. Thirdly,
they enjoyed exceptional external support through aid and direct
foreign investment.

The main answer to the first point was mentioned earlier. The
rate of growth of exports of manufactures and of GDP of the East
Asisn NICs, far from slowing down in the turbulent 1970s, actually
sccelerated. Tahle 10 skows that during the decade 1970-1979 total
exports of the eight East Asian developing market economies grew at
an annusl aversge rate of nearly 30 per cent and exports of manu-
factures at well over 30 per cent, compsred with rates of around
15 per cent for South Asis and sround 20 per cent for the world as
s whole. Nor did protectionist pressures, which undoubtedly inten-
sitied as unemployment rose in developed countries during the
1970s, seriously impede the growth of exports of manufsctures by
the East Asian developing economies, chiefly because the United
States market remained relatively open (Hughes and Krueger [23]).
Clearly, earlier fears that the economies whose export-oriented
industrialization strategy had proved so successful during the
period of relatively smooth and rapid growth of the world economy
before 1970 would prove vulnerable during the disturbed decade of
0oil shocks and slow-down of growth in the OECD countries proved
groundless.

While broadly valid, this answer is in need of some qualifics-
tion. First, the high rates of growth of total exports of some of
the South-East Asian economies, especially Indonesia and Malaysia,
largely reflected booming earnings from oil and some other primary
commodities. Secondly, the high rates of growth of exports of
manufactures, again especielly in the case of Indonesia, were from
s very small base. Thirdiy, growth of GDP and exports in all these
economies did slow down in the early 1980s, in response to the sec-
ond oil shock and the prolonged internstionsl recession. Most of
them (except Malaysis asnd the Republic of Korea) actuslly experi-
encing a decline in export earnings in 198" As the United States
economy recovered strongly in 1984, exportis and growth in the East
Asian NICs and in Malaysia and Thailand salso bounced back, but
remainted subdued in Indonesia, largely because of sagging oil
prices, and depressed in the Philippines because of mounting eco-
nomic and political trouble (UNIDO (24}, (25] end (26]). 1In 1985,
a1l the East Asian NICs and especially Singapore, ran into serious
economic difficulties which clouded the prospects for the rest of
the 1980s. These developments and their implications will be
exsmined further in the last section of this study. Meanwhile,
however, it must be granted that, despite the good record of the
1970s, no finsl verdict can as yet be rendered on the degree of
vulnerability of export-oriented developing countries to disturb-
ance in the world economy.

The srgument that the East Asian NICs did so well with export-
oriented industrialization because they had the field to themselves
is &lso at best a half-truth. These NICs were clearly not the




Table 10. Growth of totsl and manufactured exports of Asian
developing economies and other economic gcroupings, 1970-1984

(Peccentage)
Annual growth rate of
Economy or Annual growth rate of total exports _wmapufectured exports 8/
economic grouping 1970-1979 1979-1981 1982 1983 1984 b/ 1970-1979 1979-1981
NICs 28.5 19.2 -1.1 8.2 20.1 29.7 19.8
Hong Koag 22.) 19.9 -3.7 4.6 29.0 22.0 19.5
Republic of Korea 37.9 18.9 2.6 9.1 19.6 39.2 18.6
Singapore 28.0 19.3 -0.9 5.0 10.2 33.0 20.8
Taiwan Province 30.8 18.7 -2.3 13.56 21.3 34.2 20.7
ASEAN ¢/ 26.2 15.0 -4.1 c.1 9.4 39.4 15.5
Indonesis 34.9 23.6 -6.2 -5.3 3.4 4.4 28.1
Malaysia 233 3.1 2.3 17.4 15.3 38.0 9.0
Philippines 17.6 11.5 -12.3 -1.8 9.1 33.8 17.0
Thailand 25.2 15.1 -1.2 -11.3 16.1 47.1 20.0
South Asia 15.7 7.4 1.5 8.2 . 17.2 ..
Other NICs d/ 20.1 13.2 -5.5 3.7 e 24.1 23,7
Other developing
countries 23.7 1¢.0 -16.2 -13.1 .o 23.5 14.8
World 20.6 10.0 -1.2 -2.4 .. 19.7 17.4
Sources: (&), april 1985; [22); Commodity Trade Ststjstics 1970, Statistical Papers, Series
D, vol. XX, Nos. 1-3, 1-10, 1-3A, 1-46, 1-49 and 1-50 (ST/STAT/SER.D/67); Gommodity Trade
Statistics 1981, Statistical Papers, Series D, vol. XXXI, Nos. 1-4, 1-10, 1l-11, 1-15, 1-18, 1-19,
1-21, 1-22 (ST/ESA/STAT/SER.D/89); The ade_of Chin wa istrict 9 (Taipei, Statistical
Cepartment, Inspectorate General of Customs, 1981); T [ rade S 84

(Washington, D.C., International Monetary Fund, 1984).

a/ Standard International Trade Classification 5+6-67-6847+8.

b/ Preliminary figures.

¢/ Excluding Singapore.

d/ According to the 1979 OEBCD definition: Argentina, Brazil, Greece, India,
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first Asian economies to industrislize. Not only Japan but slso
Indis began to industrislize in the 1860s. During the second half
of the nineteenth century 1Indisa's industrial growth had averaged
10 per cent & year and in the last three decades before 1914
exceeded that of Germany. In conditions of relatively free trade,
India had developed the world s fourth lergest cotton texcile
industry and second largest jute manufacturing industry by 1914,
when modern menufactures accounted for 20 per cent of Indian
exports. Indien industrial growth slowed down during the years
between the First and the Second World War under the impact of
protectionist policies at home and abroad, and even more with the
industrial policies adopted after independence (Lal (27]). 1In 1950
the East Asian economies were industrially well behind India. What
advantage the Republic of Korea and Taiwan Province had gained in
industrisl development during the Japanese colonisl period was
largely destroyed by war (Riedel (18], p. 30).

A major reason for the success of the four East Asian VICs in
expanding their exports »f textiles and other labour-intensive
manufactures during the 1960s and esrly 1970s was structursl ad-
justment in Japan. During the inter-war period, Japan with its low
unit labour costs had become the largest exporter of such products
and it regained this position during the 1950s. But as real wages
rose rapidly, it increasingly lost this source of comparative
advantage. It responded in part by relocating labour-intensive
industries to the Republic of Korea, Taiwan Province, and other
developing economies and partly by woving out of labour into
capital- and technology-intensive industries. A considerable part
of the expansion of exports of manufactures by the East Asian NICs
during the 1960s and 1970s was achieved not through overall
incresase in demand for such products in developed countries but by
their takiag over markets, both in developed countries and in other
developing countries vacated by Japan (see table 11).

Table 11. Esst Asia’s share of world exports of labour-intensive
menufactures, 1962-1981

(Percentages)
Economy or

economic grouping 1962-1968 1969-1971 1972-1976 1977-198.:
Japan g/ 13.17 12.95 9.64 $5.93
Hong Kong,

Republic of Kores,

Tesiwen Province 4.23 7.20 10.26 14.11
ASEAN b/ 0.66 0.59 1.19 2.30
China 1.92 1.70 1.83 2.73

Source: United Nations internationsl trade dats tspes.

a/ Net of imports.
b/ Ipcludln; Singapore.




By 1980 there was evidence that ASEAN was beginning to benefit
irn a similar way at the erpense of the East Asian NICs. As rising
resl wages ere eroding the comparative advantage of Hong Kong,
the Republic of Korea, Singepore and Teiwan Province in labour-
intensive products, those NICs found it necessary in turn to move
into more capital- and skill-intensive manufacturing or service
industries, to the benefit of other developing countries, includiug
ASEAN, or to relocate some of their labour-intensive industries
there (Hughes and Parry (28)). Table 12 shows that, as the share
of labour-intensive manufactures in the exports of the East Asian
NICs declined between 1970 and 1981, it rose in the exports of the
ASEAN countries. {(The extent of the shift :s partly masked by the
ambiguity of the category "electrical mechinery™ which, in the
ASEAN countries, represented almost wholly electronics assembly,
while in the NICs it consisted increasingly of more sophisticated
products.)

Table 12. East Asisan developing market economies:
exports by principal commodity groups, 1970 and 1981
(Percentage of total exports)

NIiCs ASEAN
Commodity group 1970 1981 1970 1981
Textiles 9.6 8.1 0.5 1.3
Clothing 18.3 14.6 0.1 2.0
Electrical machinery 8.1 14.0 0.1 3.8
Miscellaneous 14.5 9.5 0.3 0.8
Other 18.9 29.6 3.9 4.9
Total manufactures 69.4 75.8 4.9 12.8

Source: Commodity Trade Statistics, Statistical Papers,
Series D, various issues.

How far this process, and its benefits, will extend into the
1980s is another question. As more snd more developing countries,
including Chine as well as most of those of South Asia, let alone
newly industrializing countries in other continents, turn away from
import-substitution towards more export-oriented industrial poli-
cies, the field will become more crowded. This, too, is s question
thet will need to be tsken up egsin in a la'.er section.

There are few developing countries to whose good economic per-
formance external support, whether through aid, direct private
investment or credit, made a decisive contribution. Most sid hes
political or humanitarisn motives and tends to go to countries
which, for one reason or another are lesst successful economically.
Similarly, private capital flow tends to be sttracted by good
sconomic performance, prospective profitability in the cage of
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direct foreign investment and credit-worthiness in the case of loan
capital. Good or bad economic performance by developing countries
depends primarily on national policy.

The rapid post-war recovery of the Republic of Korea end
Taiwan Province during the 1950s and accelerating growth during the
early 1960s has sometimes been attributed to the large volume of
United States aid they received in the early post-war years. It is
true that in the early 1950s United States aid financed up to
40 per cent of imports of goods and services of Taiwan Province
and that aid to the Republic of Korea before, during and after
the Korean war wss very large, peaking at about $250 million in
1963. The Philippines and Thailand benefited from spillover of
United States expenditures during the Viet Nam war, Hong Kong and
Singapore were subsidized in the early years by the United Kingdom,
and Indonesia received aid both before and after the change of
régime in 1965-1966. But most of the massive aid received by the
Republic of Korea and Taiwan Province was designed and used to
support very heavy defence expenditure, and in the case of all the
other countries aid, even when it was effectively used, was mar-
ginal. This is not to say that it was unimportant. In some coun-
tries in some years it valuably contributed to political stability,
balance of payments and budget support, physical infrastructure and
economic policy advice. But many other developing countries have
received &s much or more aid, in the form of both capital and
advice, without being asble to make good use of it.

The only one of the eight East Asian developing market
economies that has relied heavily en direct foreign investment has
heen Singapore (Hughes and Parry (28]). Substantial flows of
direct foreign investment have in some years gone to Malaysia,
Indonesia and Thailand. But in the Philippines, the Republic of
Korea and Taiwan Province the contribution of direct foreign
investment to the financing of domestic investment has been small.
The Republic of Korea, by a deliberate policy, and the Philippines,
increasingly to relieve economic difficulties, have relied on
foreign louns. Hong Kong and Taiwan Province, from 1960 onwards,
kept totsl capital inflow to & minimum and in recent years have
become substantiel capital exporters. Malaysis has generally been
& net capital exporter. Ais table 13 shows, in only three of the
eight economies, Indonesia, the Republic of Korea and Singapore,
did total capital inflow contribute more than one-quarter to the
financing of domestic investment.

Direct foreign investment - predominantly by the United States
in Hong Kong, the Philippines and Singepore; predominantly by Japan
in Indonesia, the Republic of Korea and Thailand - undoubtedly made
an important contribution to the development of export-oriented
manufacturing industries, chiefly through the supply of technical
know-how, mansgement and access to markets. Through subsidiaries or
joint ventures, transnstionsl corporstions are estimated to have
been directly responsible in the mid-1970s fcr between 10 and 20 per
cent of the exports of manufectures of Hong Kong, the Republic of
Korea and Tsiwan Province, and for as much as 70 per cent in the
case of Singapore (Hughes and Parry (28], citing Nayysr, p. 16).
But these economies received as much direct foreign investment - and




Table 13. East Asian developing market economies and other economic groupings:
Tates of domestic and foreign savings, 1950-1984
(Percentages)
Gro ation sav ate L t fore

Economy or 1950- 1960~ 1970- 1950- 1960~ 1970~
economic grouping 1960 1970 1981 1982 1983 1984 1960 1970 1981 1982 1983 1984
Hong Kong 9.2 20.6 28.33 28.2 25.1 29.0 -0.1 0.0 -1.6 3.5 1.9 -4.7
Indonesisa - 4.9 20.1 18.7 19.9 . .. 6.2 0.1 3.9 4.2 .
Malaysia 23.2 20.6 25.6 27.0 29.2 30.9 -11.0 -2.4 0.5 8.3 4.8 0.2
Philippines 14.3 18.2 23.8 21.6 20.6 17.4 1.0 1.9 4.9 6.8 6.6 0.5
Republic of Korea 3.3 13.7 22.6 24.1 26.4 8.2 9.3 6.8 2.3 0.8 .o
Singapore . 14.9 29.1 40.0 41.9 . 12,2 8.4 11.6 S.1 3.2 .
Taiwan Province 9.8a/ 19.8 32.3 30.4 31.6 33.8 6.5b/ 2.1 -1.7 ~35.8 -8.8 -12.%
Thailand 15.3 19.9 20.6 20.9 17.9 20.9 0.2 2.6 5.5 0.1 5.1 2.2
Low-income developing

countries . 13.9 14.9 . .. .o e 2.3 3.7 .. .. .
Middle-income develop-

ing countries .e 17.3 20.1 .. 21.0 . .o 0.9 2.0 o 1.0
Developed countries 20.9 21.6 22.2 . 20.0 . -0.5 -0.5 -0.4 o 0.0

Sources: (1}, (3); [4), May 198S.
Note: A negative sign indicates a net outflow of domestic savings,

8/ 1955-1960.

b/ 1952-1960.
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particularly in the case of the Republic of Kores technology
cransfer through licensing agreements - as they wished to attract.
In this sense, direct foreign investment wes s policy, rather than
an exogenous variable in their industrial development.

This last point suggests a further comment under the general
hesding of the external enviromment. It has been fashionable in
recent years to blame the ills of developing countries on the
machinations of transnstional corporations, declining terms of
trade, the debt crisis and other features of the existing inter-
national economic order. Whalever the pros and cons of direct
foreign investment, it is not pl. usible Lo give credit to trams-
national corporations fur the good economic performance of the East
Asian NICs and to bleme them for poor economic performance in the
rest of the third world. More specifically, the self-interested
involvement of transnationals in exports of manufactures, wost
directly through sourcing of components, has helped the Fast Asian
NICs not only by providing market links, but also - in countering
protectionist pressures in the OECD countries - they have provided
countervailing power (Hughes and Parry (28]).

With regard to the terms of trade, the oil-importing countries
of East Asia undoubtedly suffered & severe loss of real income when
o0il prices quadrupled and doubled again, but the shock led them to
redouble their efforts to expand exports of manufsctures; con-
versely, Indonesia as an oil exporter, thougk benefiting from a
huge improvement in her terms of trade, was thereby, as was pointed
out above, on balance held back in her industrial development.
Most of the eight East Asian developing market economies managed to
avoid s large foreign debt. Of the two with high debt-GDP ratios,
the Republic of Kores has not been seriously troubled because of
its good export performance, while the Philippines has been in
serious difficulties because of dowmestically generated problems.
On the whole, the eight found the international economic order of
the 1960s and 1970s & favourable environment for rapid economic
growth and they made the most of it.

E. Government policies: the macro-economic framework

It has been necessary to devote the preceding two sections to
the preconditions of successful industrialization in the East Asian
developing market economies in order to deel with the srgument that
it was these unususl preconditions that made possible the adoption
of good policies, in other words thst these economies managed good
policies only because, as someone has put it, they have the kind of
people they have and becsuse they were lucky in their timing. It
is, of course, an argument that can never be finally resolved. In
meny countries of the third world, the adoption of such market-
oriented, outward-looking policies would hsve been more difficult
because of historicslly conditioned political obstscles. And cul-
tural factors - attitudes, institutions, patterns of behaviour -
would have rendered such policies less effective, as indeed proved
to be the case in varying degree in the resource-rich ASEAN coun-
tries. But favourable conditions end good policies interact.
Attitudes and patterns of behsviour respond to economic opportuni-
ties. Politicsl obstscles which seem irremovable in conditions of
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economic stegnation may dissolve in conditions of rapid economic
growth. Vested interests which obstruct the adoption of good poli-
cies are themselves often created by bad ones. The high level of
education, the relative competence and integrity of the bureauc-
racy, the widespread consensus on priority for economic growth and
the role in the economy accorded to private enterprises in the
eight East Asian economies - all these were as much the results as
preconditions of government policies.

Moreover, to underline an important point made earlier, what-
ever the relative weight attached to preconditions and policies in
the success achieved, there is one very practical reason for
focusing primarily on the policies that were adopted: it is the
policies that may have lessons for other developing countries.
Preconditions are given, policies are at least in principle open to
choice. Even if the preconditions are unfavourable, it is useful
to know which are the better and which the worse policies, which
the more and which the less likely to achieve the desired objec-
tives.

The policies which attract most attention in explaining suc-
cess or failure in industrial development are naturally those
designed to assist or promote menufacturing industry in general or
in particuler. But it has often been pointed out that successful
industrial development depends hardly less on the macro-economic
framework set by the broader range of government policies, and that
it is to the generally high quality of overall economic management
in the East Asian NICs and, at least in some respects slso in the
other four ASEAN countries, that their good industrial development

performance must in part be attributed. These macro-economic
policies - defined ss policies which do not discriminate between
sectors, industries or firms - will therefore be examined first.

The most general, and in some respects the most important,
feature of the macro-economic environment for industrial develop-
ment in the eight market-oriented developing economies of Esst Asia
is also one of the most difficult to define precisely. It relates
to the term “"market-oriented”. Government policy in all these
economies, including Indonesia after 1965, explicitly rejected
public owmership of the means of production and centralized plan-
ning and control of the econoay. But none of them, with the
exception of Hong Kong, sdopted s policy of laissez-faire. In all
the others, governments played a pervasive role in the economy. In
seversl of them, especially Indonesis, a considerable part of the
modern sector, not least in manufacturing, consisted of public
enterprises, and the private sector was subject to extensive
government regulation. Nonetheless, all of them could be said to
be market-oriented in thet business activity was in the main left
to private enterprise, that the allocation of productive resources
was largely left to merket forces, that governments generally
speaking encouraged private business to be competitive and that,
to a greater degree than in most developing countries, government
policy aimed at integrating the nationsl economy into the world
market economy. In the "index of price distortions” through
government intervention of one kind or another compiled by the
World Bank in 1983, all five of the eight economies for which dats
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were available, including Indonesia, were found to be less
distorted than the average of the sample of developing countries
(and the same would have applied & fortiori to the other three,
Hong Kong, Singapore and Taiwan Province) (World Banmk (2], 1983, p.
60) .

Even the laissez-faire policy of Hong Kong accorded govermment
an important role with respect to what Adsm Smith called the three
"duties of the sovereign” - defence, law and order, and public
goods. The Hong Kong government once explained that, in its view,
"the government's principal role is to ensure the provision of an
adequate infrastructure to enable industry to function efficiently
and profitably with minimum interference” (Riedel (18], p. 31).
High or at least adequate minimum quality of performance of the
duties of the sovereign has certainly been an important contribu-
tion of policy to industrial development in all eight economies.
Law and order have been well msintained in the East Asian NICs, as
there has, generally speaking, been eificient and honest adminis-
tration. In the other four ASEAN economies, the standard of the
former has been high except earlier in Indonesia and latterly in
the Philippines. If the same cannot be said without ceservations
sbout the standard of administration, at least two of them,
Malaysia and Thailand have been well above the third world aversge
also in this respect. In none of the eight - and this can be said
even of Indonesis since the early 1970s - have tramsport, utilities
and communicstions been the bottlenecks they have been in India,
for example, or in many African countries.

Reference has slready been made to the outstanding contribu-
tion to industrisl development, certainly in the East Asian WNICs,
as earlier in Japan, through the provision end encoursgement of
education. An important part, it has been suggested, of the reason
why by 1983 Japan had achieved 12 times the per capits income of
Thailand, slthough both countries embarked on modernization in the
same year, 1868, was that in that year salready three-fifths of
Japsnese had & good primary education while the people of Thailand
were still largely illiterste (Hirono (19]). As wss 3hown above
(table 8), 8sll four East Asian NICs have achieved secondary school
enrolement ratios comparable to those of developed countries and
even the Philippines and Malaysia are in this respect sabove the
sversge of middle-income developing countries. "Abundant high-
quslity menpower with basic academic training in science and
technology”, it has been said, "is Taiwean Province's most important
resource” (Liang [29), p. 25). The Republic of Korea has made up
for & lower raste of public expenditure on educsation by such high
priority for <children’s education in the private consumption
expenditure of their parents that totel expenditure on education
has been running at the extrsordinarily high figure of 9 per cent
of GNP (Scitovsky (13), p. 219). The Republic of Kores also has
been shead of most developing countries, including the other East
Asian NICs, in government research end development expenditure snd
encouragement of technological innovetion by private industry
(UNIDO [30), vol. III; Roepstorff (31}).
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Another important feature thet has distinguished general
economic policy im these eight economies from many other develop-
ing countries is generally prudent mac_ o-economic management. A3
table 14 shows, five of the cight have a remarkable record of keep-
ing inflation under comtrol, better than that of developed coun-
tries. Even the three countries that suffeced serious bouts of
inflation, Indonesia, the Philippines and the Republic of Korea,
countered them sufficiently tc keep their aversge inflation rate
well below that of middle-income developing countries. It seems
likely that domestic financisl stability and export orientstion
were causally interrelated. Openness of the economy required
cautious domestic finasncisl management since changes in the nominal
exchange rate could not significantly influence the real exchange
rate, and & low inflation rate in turn helped maintain inter-
national competitiveness.

Table 14. Inflation rates of East Asian developing market
economies snd other selected economies snd ecomomic
groupings, 1965-1983
(Annual average percentages)

Economy or Inflation rates
economic grouping 1965-1973 1973-1983
Hong Kong 6.4 9.9
Indonesis 63.0 18.0
Malaysia 1.2 6.5
Philippines 8.8 11.7
Republic of Korea 15.5 19.0
Singapore 3.1 4.5
Teiwen Province 4.3 1.9
Thailand 2.5 8.7
Jepen 6.3 1.7
United States 4.7 7.%
Middle-income developing

countries 5.2 29.3
Developed market economies 5.2 8.0

Source: (2).

Prudant demand management has, generally, gone hend in hand
with promotion cf financial development. Tsiwan Province, ss early
as the 1950s, pioneered the policy of deregulsting interest rates
to encoursge ssving snd efficient sllocstion of cepital. The
Republic of Kores followed suit in the mid-1960s. The other six
have all subseguently opted for financial liberalizstion, including
in the early 19803 even Indonesia, and the Republic of Korea for
the second time. All succeeded sooner or later in ridding them-
selves of overvalued currencies. Hong Kong and Singapore have
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built up major internetional financial centres, snd Malaysia aund
Taiwan Piovimce have become net capital exporters. Some of them,
especially the Republic of Korea amd until receatly Indomesia, have
relied heavily on bank lending as an iastrwment of govermment con-
trol, or at least guidamce, of iavestment (Scitovsky [13]; Wade
[32]); and there is as yet little development of an active securi-
ties market in eny of them. But low inflation, finencial develop-
ment and rapid growth have combined to yield remarkably high rates
of domestic resource mobilization and iavestment in all of thea
(table 13 above).

High rates of growth, not least of manufacturing production,
in the East Asian NICs during the 1960s quickly absorbed open
snemployment snd, in the Republic of Kores and Teiwsn Province,
labour released by sgriculture. With full esployment and rapid
growth in labour productivity ceme s sustained rise in real wages
which helped meaintein a flexible labour market and industrial
peace. In the other four ASEAN countries, labour market experience
remsined more mixed. As table 15 shows, real wages rose rapidly
slso in Malaysia and recovered in Indonesis during the 1970s, but
probably fell in the Philippines snd rose little in Thailand, which
still had large resorves of rural labour. Manufacturing employment
rose substantially in Maleysis aend Thailend but, with incresasing
emphasis on capital-intensive industry, oaly sluggisuly in the
other two countries.

Table 15. East Asian developing market economies:
indicators of labour market conditions, 1955-1983

(Percentages)
Growth of
Growth of Open manufacturing
resl wages unemployment employment
Economy Period Rate Period Rate Period Rate
Hong Kong 1960-1970 4.7 1960-1970 4.2 1961-1971 4.7
1970-1980 4.2 1970-1980 4.5 1971-1984 4.3
Indonesia 8/ 1955-1967 -3.a4 1961-1971 5.9 1961-1921 3.3
1971-1980 5.1 1976-1982 2.5 1976-1982 1.2
Malaysis 1962-1973 - 1967-1972 7.2 .
1973-1981 5.0 1973-1983 5.7 1973-1983 8.1
Philippines 1965-1973 -1.6 1960-1973 6.5 1960-1973 2.6
1973-1981 -- 1973-1983 4.4 1973-1983 4.9
Repudlic 1963-1973 S.4 1965-1973 5.3 1963-1973 11.2
of Kores 1973-1983 9.5 1973-1983 4.2 1973-1983 6.3
Singspore 1965-1973 0.6 1967-1973 6.0 .
1973-1983 S.4 1973-1983 3.7 1973-1983 5.5

continued
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Teble 15 (continued)

Growth of
Growth of Open manufacturing
resl wages unemployment employwent
Economy Period Rate Period Rate Period Rate
Tsiwsn Province 1960-1973 7.7 1960-1973 1.6 1960-1973 8.1
1973-1983 6.5 1973-1983 1.0 1973-1983 4.8

Thailand 1961-1973 .. - ..
1975-1979 2.0 1973-1982 0.8 1973-1983 10.0

Sources: [3); (&), 1977 and 198S; ({33), (34], (35), [36],
[37); Major Statistics of the Korean Economy, 1985 (Seoul, National
Buresu of Statistics, 1985).

&/ The Indonesisn data sre particulerly suspect due to changes
in definition of the orgsenized manufacturing sector over time and
other anomalies.

A feature of overall economic policy in sll these economies,
more elusive but probably very important to their success, has been
flexibility. This has partly been implicit in their market orien-
tastion but has also been conspicuous where government has been
entirely in control. Some of these countries have drawn up four-
or five-year development plans but, like Jspan, they have not
sllowed the psttern 4nd rate of economic growth to be constrained
by them. Government policy-makers have generslly been willing to
learn from past mistakes and to reverse course. In some cases, the
response was quick, as in the shift from import substitution to
export-oriented industrial policy in the Republic of Koreas,
Singapore and Taiwsn Province in the 1960s, Singapore’'s decision to
scrap the motor vehicle assemblv industry in 1980, or the abolition
of exchange control by Indonesia in 1970 and by Singspore in 1978.
In other cases, it came more slowly, as in the corresponding move
into manufacturing for export in the other four ASEAN countries in
the 1970s or financial liberalization in Indonesis and the Republic
of Kores in the early 1980s. Another example, of special impor-
tance to industrial development, has been the early eadoption of
structural adjustment policies with the decline in comparative
sdvantage in labour-intensive manufactures. But this belongs less
to macro-economic than to specifically industrisl policy which is
the subject of the following sections.

F. Government policies: from import substitution
to export orjentation

Countries embsrking on industrislizetion normally begin by
producing st home manufactures hitherto imported. 1In most cases,
domestic menufacturers are initially granted teriff or other pro-
tection from imports. Import substitution has the sdvantage that a
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ready-made wmacket exists, and it is relatively easy to protect
infant industries. In the early post-war years sand during the
1950s, import substitution received further strong impetus, beyond
that resulting from wartime interruption of trade, from import
restrictions imposed in many developing countries for balance-of-
payments reasons, from pessimism about their world markets for
primary products and their capacity to compete with developed coun-
tries in exports of manufactures, and in some countries from a
belief that the central planning model had demonstrated the merits
of sutarkic industrial development (Arndt (38); Little (39]).

Import substitution under cover of protection has also charsc-
terized the first phase of industrial development throughout Asis,
except in Japan where the "unequal treaties” initislly imposed free
trade slthough Japanese industrial development has nonetheless for
a century been largely directed towards the home market, and in
Hong Kong which, with its entrepot past and sided by s post-war
influx of Shenghai industrialists, was able from the 1950s to stand
on its own feet in domestic and export markets.

In the other seven of the East Asian developing market econo-
mies, protection through tariffs and quantitstive import and ex-
change controls was given to domestic manufacturing industries for
varying periods from the early 1950s in the Philippines (as part of
a deliberate import-substitution strategy), the Republic of Korea
and Tasiwen Province. Singapore imposed tariffs and quotas after
independence in 1959, largely with an eye to the market of &
Melayan federation of which it was then a member, as did Malaysias
and Thailand when they embarked on industrialization in the early
1960s. 1Indonesia’'s industriasl development, limited and precarious
until the mid-1960s, has until recently been slmost wholly for the
domestic market snd heavily procected.

Singapore and Taiwan Province were the first to move away from
sole reliance on import substitution. 1In the case of Singapore,
the rationsle for import substitution dissppesared with the break-
down of federation with Mslaysisa in 1965. Its policy-makers
promptly drew the consequence by reverting to free trade and
encouraging manufacturing for export through tex concessions to
exporters and foreign investors. In Taiwan Province the shift
towards s more outward-oriented strategy came even earlier, in the
late 1950s, when the exchange rate was unified, the currency
‘evalued and incentives to exports introduced or strengthened.
This was followed from the mid-1960s by substantial import liberasl-
ization, with abolition of quantitstive restrictions and reduction
of tariffs to low levels for most imports.

The Repudlic of Korea also engaged in deliberate promotion of
exports from the early 1960s. Both in the Republic of Korea and
Taiwan Province, export promotion congisted chiefly in dismantling
or offsetting previously instituted macro-economic policies that
discriminated agsinst exports end partly in measures actively
discriminating in favour of exports. The ending of multiple
exchange rates and overvalustion of the currency were the most
importar among the former gset of messures, but they also included
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export-processing zones and bonded factories which helped exporters
chiefly by eliminating red-tape in securing remission of such
duties. Active discrimination in favour of exports mainly took the
form of chesp bank loans and of tex concessions, such as exemption
from indirect taxes for exports and inputs into exports and of part
of export earnings from income tax. 1In the Republic of Korea,
export production was slso aided by export insurance and discounts
on railway freights and electricity rates (Scitovsky (13],
pp- 234 f.). The vslue to exporters of these concessions is
estimsted to have been around 10 per cent of gross export receipts
in both economies in the late 1960s (Balassa, cited ia
Scitovsky (13]), p. 235). The results achieved by these policies in
both economies were spectacular. Over the period 1965-1981,
exports of the Republic of Korea (in United States dollars) rose at
an average annual rate of 35 per cent, those of Taiwan Province at
2] per cent. The high cate of growth propelled by exports also
caused imports to rise (by 27 per cent annually in the Republic of
Kores and 26 per cent in Taiwan Province) but less rapidly than
exports, so that the balance of payments improved (Scitovsky (13],
p. 235).

Malaysia and Thailand, encountering the limits to import sub-
stitution in a small domestic market and encouraged by the success
of the East Asian NICs, began in the early 1970s to follow their
example by encouragement of labour-intensive export industries -
chiefly textiles, clothing snd electronics assembly, but salso tim-
ber and rubber processing and, in the case of Thailand, precious
stones and jewellery. By 1982, textiles, clothing and electronics
assembly were estimated to generate two thirds of Malaysisn exports
of manufactures and two fifths of full-time employment in Malaysisn
manufacturing industries. Both countries, however, were somewhat
unfortunate in the timing of export orientation, benefiting dis-
proprotionately from boom conditions in their OECD markets in the
early years and running into recession at the end of the decade.
This, snd the discovery of substantial resources of oil (Malsysis)
snd natural gas (Thailand), induced Ltoth countries to shift the
emphasis cf industrial policy in the early 1980s towards heavy
industry.

In the Philippines and Indonesia the desirability of more
export-oriented industrisl development came to be recognized some-
what later, underlined in the former case by & rising oil import
bill in the eerly and lste 1970s, and in the latter by declining
oil prices in the mid-1970s and early 1980s. There was some liber-
slization of tariffs, and in both countries exports of a limited
range of labour-intensive manufactures (chiefly electronics assem-
bly in the Philippines and gurments and plywood in Indonesia)
expended rapidly from a small base. But in both countries, ineffi-
ciencies and vested interests fostered by a long period of pro-
tected import substitution limited the scope of export-oriented
manufecturing ss well as its impact on the domestic economy (UNIDO
{24), (25), [26] and (30); Ariff and Hill (40]).

The reasons for the progressive shift from import substitution
to export orientation in the Eest Asian developing market economies
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during the 1960s and 1970s are pot hard to find. They were basic-
ally increasing concrete evidence of the disadvanteges of the
former and the success of the latter strategy of industrial devel-
opment .

The most obvious limitations of an import-substitution strat-
egy are those imposed by the size of the domestic market, which
depends not only on the size of the country's population but also,
as large countries have sometimes been reluctant to recognize, on
aversge per capits income. In all but very small or voor countries
there is always some scope for import substitution, but even in
large countries it is, in its ngture, limited. The first phase of
import substitution ends when imports of the standard manufactured
consumer goods, such as textiles, clothing, footwear and simple
household goods, have been largely replaced and further expansion
depends on growth of domestic demand alore. If, as is slmost
invariably the case, domesti: manufscturers require tariff or other
protection from import competition, there is a loss of allocative
efficiency reflected in a loss of real income inflicted on domestic
consumers in the form of higher prices or lower quality of home-
produced goods. The loss of allocative effiriincy arises from the
allocation of rcesources to manufacturing industries in which, at
least initially, the country has a comparative disadvantage. The
protection afforded to these industries can be shown to discrimi-
nate egeinst actual or potential export industries in which the
country has a comparative advantage, partly by raising the cost to
these export industries of local factors of production and of
imported inputs, and partly by reducing imports and thus, through
the effect on the exchange rate, the prices exporters obtain (in
home currency) for their products (Corden [4l1], p. 67).

Protection for import-competing domestic msnufacturing indus-
tries is usually justified by the "infant industry” argument - that
the protected industries will gradually, through "learning by doing”
and increasing attainment of economies of scale, become inter-
nstionally competititve. The trouble is that, in almost universal
experience, the protected infants fail to grow up (it is s moot
point whether the infants grew up so well in Jspan because they
were, or were not, protected). The inefficiencies crested by
protection against imports are lisble to become cumulative. If
tariffs give insufficiently secure protection, often because they
are eroded by smuggling, they are commonly reinforced by import
licensing of ever-increasing product coverage and ever finer selec-
tivity. If, as is often the case, import substitution is at first
embsrked upon to relieve balance-of-payments difficulties, the
consequences of overvalusiion of the currency in the form of a
proliferating network of exchange controls sdd to the stifling
effects of bureaucratic regulation, which in turn generates black
merkets requiring more controls. If industries producing consumer
goods sre also assisted by low or zero duties on imported capital
equipment, in a "cascading” tariff structure, there is a bias in
favour of cepital-intensive methods of production which is rein-
forced if industries are also helped by chesp credit or other
investment subsidies.
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Most important of all, there is the working o- %“e political
market of "rent-seeking” vested interests. Protect - .iufacturers
find it easier to lobby for more protection than improve the
efficiency of their firms. Non-protected snd dissdvantaged indus-
tries complain about unfair treatwment and demand compensatory
assistance. Labour in protected industries shares in the rents
through higher wages, at the expense of employment opportunities
for other sections of the work-force. Price distortions maintained
by the regulatory framework reduce flexibility, the capacity of the
economy to adjust. In sum, the adverse effects of the dynamic los-
ses imposed by an import-substitution régime on the efficiency of
the whole economy may greatly exceed those due to the more obvious
loss of static alloceative efficiency.

These problems of the imnort-substitution approach to indus-
trial development first became apparent in Latin America, India and
the Philippines. From the late 1960s they became the subject of an
extensive literature (Little, Scitoveky and Scott (42]); Asian
Development Bank [43); Balassa and Associates [44]; Krueger (45],
{46]), which undoubtedly contributed to the change in the climate
of opinion in favour of a more export-oriented strategy. It is
importsnt to understand that thkis strategy did not imply a move to
the opposite extreme, distorting the allocation of resources in
favour of exports, though this has happened in some degree in some
cases. The primary objective was to "unshackle exports”
(Riedel [18], p. 35), to eliminste, or at least reduce, the dis-
crimination against exports introduced by 1mport-substitution
policies, in other words to move towards & more neutral policy
stance, not markedly biased in favour of either import substitution
or export promotion. In this sense, it was a more market-oriented
policy, though in most of the East Asian economies government
policy remained strongly intarventionist.

The advantages of export orientation in this sense were found
to be very largely the converse of the disadvantages of import sub-
stitution that had come to be expeiienced. There was, first and
most obvious, the improvement in resou-ce allocation implicit in a
pattern of trade and structure of production more in accord with
comparative advantage. All the East Asian economies had initially
an abundance of relatively unskilled labour. Export orientation
enabled them to follow the course pioneered by Japan in the
interwar years - to maximize the advantage of thig cheap labour by
competing in overseas markets for labour-intensive products,
chiefly the traditionsl triad of textiles, clothing and footwear,
but also miscellsaneous manufactures from Hong Kong's dolls and wigs
and Taiwan Province's tinned mushrooms, to Thai jewellery, Philip-
pine furniture, and later electronics assembly and components, the
latter largely through offshore sourcing by Unitec States compsnies
and relocation by Japsnese companies. Low lsbour costs gave these
industries a competitive advantage in overseass markets and their
labour-intensity reinforced the beneficial effects of their rapid
growth on employment.

While the resource-poor East Asian NICs had to rely slmost
wholly on their comparative advantage in cheap unskilled labour and
later increasingly in skilled labour, export-oriented industrisl
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development in the resource-rich other four ASEAN countries could
also draw on comparative advantsge in resource-based manufacturing
industries, such as mineral or cash crop or timber-processing
industries - "export substitution™ in Hla Myint's phrase (quoted in
Asiaen Development Bank [43]).

In the o0il and metals sectors, such processing industries
tended to be very capital-intensive. They therefore coatributed
relatively little to employment. But provided they had s genuine
comparative advantage (at international prices), their development
represented a more efficient use of resources for growth, even in
purely static terms, than highly protected production for the home
market.

Again, however, the most important advantages of export orien-
tation were almost certainly the dynsmic gains from trade. These
gains, it is important to note, were not confined to the direct
contribution made to GDP growth by rapidly growing export indus-
tries; they extended throughout the non-export sectcrs. Export
orientation, as Balassa has put it, raised "total factor productiv-
ity through its favoursble effects on the efficiency of resource
sllocation, capacity utilization, economies of scale, asnd techno-
logical change™ (Balassa [10], p. 1), to which one might add the
broader effects on the competitiveness and flexibility of the econ-
omy, as well as on income distribution. None of these erfects is
easy to demonstrate coaclusively, let slone quantify (Balassa (10};
Krueger [46], p. 147). But there is & wide consensus in the
literature that they largely account for the outstanding develop-
ment performance of the East Asian economies that was documented in
section B.

Export orientsation can reap economies of scale not avsilable
in production for a small domestic market. How important this is
depends on the technical conditions of production and market struc-
ture in different industries, as well as on the size (snd pev
capita income) of the country. For processes and activities that
are bighly divisible and have constant returns to scale, the size of
production run does not matter (Krueger [46), p. 145), which partly
expleins why in Tsiwan Province and Hong Kong, in particulsr,
manufacturing industries consisting of hundreds nf very small firms
were able to do so well. Even in these industries, however, there
may have been industry-wide pecuniary economies of scale, relsted to
infrastructure, marketing etc., which would not have been obtsinsble
without the addition of exports to sales in the lhome market.
Industries with processes for which there is & minimum efficient
size of plant or production run, such as motor vehicles, tyres,
metsl smelting and fabrication, shipbuilding and meny others, can-
not operate efficiently in a small economy without export markets,
and for many such modern industries the home market even of very
large but poor developing countries, such as India or Indonesia, is
too smell.

Economies of scale may or may not be significant, but there is
little doubt about the powerful stimulus to efficiency and growth
which export orientstion gives by freeing business enterprise from
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some of the shackles of bureasucratic regulation and by exposing the
domestic economy to international competitiveness. Nays has well
summarized these benefits: "Flexibility in resource deployment;
competitive abilities that arise from production for contestable
markets abroad; learning of technological and managerial skills;
fostering of good work habits and attitudes rcather then ‘rent-
seeking® behaviour; sall tend to be more associated with export-
oriented, outward-looking development strategies. 1In turn, these
dynamic gains are reinforced by domestic economic policies that
allow both market forces to work and improve the infrastructural and
institutional framework of the economy”™ (Nays [(47), p. 28; see slso
Donges and Hiemenz [48) and Krueger [46]).

Not all these benefits will accrue inevitebly and in all cir-
cumstances. Feeble domestic wanufacturers may be put out of busi-
ness rather than being stimulated by international competition.
Markets may work imperfectly. Regulation may be needed for norn-
economic objectives. But the evidence is overwhelming that in the
East Asian economies the shift from import substitution to export
orientation released energies which translated into astonishingly
rapid and dynamic growth. Merely to be relieved of the incubus of
overvealued currencies, of «ctrictions on imnorts of necessary
materials and eguipment, and of the need for innumersble official
signatures for almost every business transaction, gave a 1lift to
anyone with a spark of enterprise. Lobbying for government protec-
tion or subsidies did not wholly disappear, but it ceased to be the
easiest road to profitability or survival. Risk-takers now had the
advantsge over those preferring the monopoly rents of the quiet
life. Exporting reduced informetion costs by establishing contact
with foreign suppliers and buyers, business trends and practices,
new ideas and technologies. Price signals in the market provided a
feedback, facilitating the correction of mistakes and adjustment to
changing market conditions. Market orientation in trade policy was
in most countries accompanied by liberalizetion of financial and
foreign exchange markets. Mor. realistic interest retes encoursged
higher rates and more efficient use of domestic saving (Scitovsky
[13]; Riedel (18); Hughes [49], (50)); more realistic exchange
rates helped release investment and growth from chronic balance-
of -payments constraints.

Export-oriented industrial development, finally, is wiacly
believed to have been an important contributory factor .n the com-
binstion of high rates of growth with relstively low aad dimin-
ishing income inequality in the East Asian NICs (Riedel (18],
p. 21; Naya [47]), p. 18). Sustained high demand for labour conse-
quent upon rapid growth of labour-intensive industries proved an
effective - perhaps the most effective - way of slleviating pover-
ty. Resal wages rose extremely rapidly in all four economie., and
in some - certainly in Taiwan Province and during the 1960s in the
Republic of Kores, and probably also in Singapore and Hong Kong
slthough no relisble data for these two ecnncmies are avsilsble -
the share of lahour in nstional income increased (Scitovsky (13],
p. 241)., Export-oriented industrisl development does not guarantee
overall improvement in a country's income distribution. This
depends on many other factors which hsave probsbly been favourable
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in the East Asian NICs, but much less so in the other four ASEAN
countries or in some of the more highly indus:rialized Latin
American countries, such a&s Brazil or Mexico. But there can be
little doubt that it is, in itself, a potent favourable factcr.

In none of the eight East Asian economies any more than in
Japan did the shift to evport orientation mean the end of import
substitution, not even in Hong Kong or Singapore where import sub-
stitution did not enjoy tariff or other protection. In most of
them, menufacturers producing for the domestic market, particularly
in the :intermediate and engineering goods industries, continued to
enjoy some degree of tariff protection, though generally at much
reduced effective rates, exporters being compensated more or less
fully for ihe higher costs by tax and other concessions. In addi-
tion, invisible barriers of one kind or the other limited access to
their domestic markets for imports of manufactures from other coun-
tries.

Table 16 shows that, except in Singapore (and a fortiori Hong
Kong, for which such data are not available), effective rates of
protection remained quite high even after liberalization reforms,
at least in sensitive categories, such as transport equipment and
consumer durables. The most widely discussed case of a huge poten-
tial market 1largely closed to foreign manufscturers despite low
formal trade barriers is Japan. Explanations of the puzzle range
from the high quality of Japanese products, at least in Japanese
eyes, to business practices and marketing arrangements which
scverely handicar, if not altogether exclude, foreign suppliers
(Saxenhouse (51}, Kraus and Luetkenhorst ([52)). Much the same is
said to aupply, if not quite in the same degree, to the Republic of
Korea. Even of Taiwan Province it is said that formsl liberaliza-
tion has been qualified by "the reluctance of the lower ranks of
the bureaucracy to give up their restrictive powers” (Liang [29],
p. 20). These failures to liberelize imports mor> effectively have
been, and remain, of concern to foreign Governments and exporters
seeking access to these markets, but since export industries have
been generally exempted or compensated they do not detract from the
export orientation that has characterized the trade régime of these
countries. This régime has not been one of free trade but of “free
trade for exporters”.

Export orientation is not without its costs. Anart from gen-
eral opposition to a merket economy (which is not prominent in the
Esst Asian market economies, except to some extent in Indonesia),
three main objections are commonly advanced. One is that, by inte-
grating national economies into the world market economy, it ren-
ders them more vulnerable to external fluctustions and shocks. The
second is that, once substantial import-substitution industries
have been built up under cover of protection, removal - especially
sudden removal - of this protection inflicts undue hardships on
some sections of the community. The third is that, at best, export
orientation is fessible only at a feirly advanced stage of economic
development, after an initial industrisl infency phsse, to be reck-
oned in decades, of import substitution. The first two of these
objectives will be considered in some detail in the next two sec-
tions. But s word should be added sbout the third.




Table 16. Rates of nominal and effective protection, 1965-1980
(Percentages)
East Asian All Consumer Transport
economy and manufactures durables Machinery equipment

reference year

Nominal Effective

Nominal Effective Nominal Effective Nominal Effective

Indonesia
1975

Malaysia
1978
Philippines
1965
1980
Republic of Korea
1968
1978
Singapore
1967
Teiwan Province
1969
Thailend
1978

20

22

51

11

18

3

12

27

30

39

15

170

224 .. 15 . 715
55 173 22 39 0 -5 .
70 86 16 34 . 75 &
115 . 24 . . '

31 51 28 43 54 164

40 131 18 a7 a1 135

1 10 5 6 1 -1

14 29 9 1 27 55

57 496 21 58 80 417

Sources: [33),

[(53) and [54).
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In principle it should be no more difficult to "learn by
doing™ in an export industry than in an import-competing one. In
practice, however, it is much easier for Governments to protect
infants in the home market than to subsidize their exporcts (if only
because export subsidies are more lisble to provoke retaliation).
Almost anything can be sold in & fully protected home market. No
msnufactures cen be sold abroad without skilful marketing that
requires knowledge and experience not generally at the disposal of
manufacturers in developing countries. 1In the East Asian econo-
mies, this marketing function has been performed partly by buyers
from the developed importing countries (or transnational corpors-
tions in the case of offshore sourcing) or, most vigorously and
successfully in the Republic of Korea, by specialized trading com-
penies, modelled on the Japsnese sogo shoshas (Scitovsky [(13],
p- 237).

Towsrds the end of the 1970s there was a shift in industrial
policy in all the East Asian developing market economies from
labour-intensive towards more cspital- and skill-intensive indus-
tries, and in some of them, in consequence, towards a "second round
of import substitution”. Scitovsky has summed up the considera-
tions behind this shift in the case of the Republic of Korea:

"The desire to exploit the comparative advantage of the
Republic of Korea in skilled labor, to defeat United States
import restrictions by increasing the domestic value-added
conteit in textile exports, to diversify exports, partly by
stepp ng into the void created by Japan's diminishing compet-
itiver.»ss in some sectors and by the advanced countries' own
reduced output of certsin products for fear of industrial pol-
lution, and to cater to the Republic of Korea's own increased
domestic demand, including the demand of its export industries,
incressed domestic demand for intermediate goods. Finally,
defense considerations, prompted by the threatened withdrawal
of American forces from the Republic of Korea, also played a
part” (Scitovsky [13], p. 258).

In the case of the Republic of Korea, the shift was from light
industries, such as food-processing, textiles, clothing and ply-
wood, to steel, chemicels, shipbuilding, construction, motor
vehicles and, within textiles, to sports clothing and other
specisality and high-quality items. The gradual and quite success-
ful shift during the early 1970s was suddenly drastically speeded
up when 80 per cent of investment under the Fourth Five-Year Plan
was crowded into three years (1977-1979), just as the world economy
was moving into s severe and prolonged recession, with very adverse
effects on domestic inflation, capacity utilization and the compet-
itiveness of exports of the Republic of Kores (Scitovsky [13}).

In Hong Kong and Taiwan Province the change resulted mainly
from business reactions to loss of competitiveness in labour-
intensive industrirs with rising resl wages, although in Taiwan
Province there was also considerable investment in State-owned
steel, shipbuilding and petrochemical industries. 1In Singspore,
government direction wss largely responsible for the decision to
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develop one of the world's largest oil-refining centres and petro-
chemical industries, snd also played an important part in encour-
aging private investment in such service industries as tourism
(hotels) and finance (the Asian dollar merket). Just as Singapore
sought to tske advantage of its key location in Asian oil trade, so
the other ASEAN countries were sll tempted into heavy industry pro-
grammes by their endowment with natural resources, oil, natural gas
and minerals. The not altogether happy experience of all four with
these programmes presents illuminating case-studies in problems of
structural sdjustment which are the subject of the following sec-
tion.

G. Government policies: structural adjustment

The previous section traced the shift from an import-
substitution strategy of industrial development to an export-
oriented one based chiefly on labour-intensive manufactures - in
the East Asian NICs during the 1960s and in the otner four ASEAN
countries during the 1970s - and the moves towards more capital-
snd skill-intensive industries in the late 1970s as rising wage
costs at home and narrowing market prospects overseas seemed to
turn comparative advantage away from labour-intensive industries.

What role did government industrial policies play in this pro-
cess of structural sdjustment? Is it true, as is widely believed,
not least in some of the ASEAN countries, that success was largely
due to the influence of the Japan model - strong government guid-
ance of the process, through anticipatios of changes in comparative
advantage, picking winners and phasing out losers? To exsmine this
question is the purpose of the present section.

It is not a question that permits a straightforward snswer, if
only because, despite extensive discussion, the working of indus-
trial policy in Japan is not yet well understood and because the
role of Governments differed considerably among the East Asian NICs
themselves.

Picking winners. Patrick has pointed out that there are two
schools of thought about Japanese industrisl policy:

"One school sees Japan as embodying a State-guided capitalist
developmental system in which MITI (Ministry for Trade and
Industry) snd industrial policy have played a central role.
Irn this view, government leadership has been the key to
Japen's economic success, with business s willing follower.
An extreme version of this aspproach is encapsulated in the
phrase Japan, Inc.... The other school sees the basic source
of Japen's economic growth in a vigorous private sector which
energetically, imaginatively and diligently engaged in busi-
ness, productive investment and in commercially oriented
research and development snd in the saving to finence those
activities. Business entrepreneurs were the engine of growth”
(Patrick (55), pp- 15 £.).
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MITI itself has lesaned towards the first school. MNITI liked
to think that it could better anticipate the long-run strategic
needs of the economy than could the market-plece. It saw its task
es accelersting the transfer of resources to the major industries
of the future while smoothing the process of decline of uncompeti-
tive industries. The industries of the future would be industries
of significaent size in which Japan would have a future comparative
sdvantage as relative supplies and costs of factors of production
changed with domestic growth end evolving international economic
conditions, industries for which domestic and world demand could be
expected to be highly income-elastic and in which Jspan would
become internationally price-competitive (Patrick [55], p. 6).

It was a market-oriented policy which emphasized economic
growth, efficient allocation of resources and a domestically and

internationally competitive economy. It rested on close
co—operation between Government and business, but Government -
represented primarily by MITI - was in the driver's seat. MNITI

picked the winners, and once it had selected a winner, it backed it
with a comprehensive package of support: accelerated depreciation
sllowances, special resesrch and development furding or tax bene-
fits and loans through the Japan Development Bank or other finan-
cial institutions. MITI's objective was to use "msrket incentives
to encourage business behaviour in desired directions™ - that is,
directions desired by MITI (Patrick [55], p. 9).

As far as outsiders can judge, this MITI image of its own role
was an important part, but not the whole, of the truth. It prob-
ably requires qualification in at least three respects. First, it
does not seem to have been simply MITI officials who picked the
winners. There wss continuous close consultation, sand interchange
of information, between MITI and business, st least big business,
and the selection, it appears, was frequently based on business
advice. Secondly, MITI's encouragement of competition was not
unqualified. Certsinly it simed at making Japesnese industry inter-
nationally competitive. It also promoted competition among
Jepanese firmg, for example by encouraging the co-existence of
seversl firms in each growth industry. But it also regarded it as
one of its tasks to avoid "excessive competition” (Uekuss and Ide
{56]), s task which must have muted competitive pressure on indi-
vidual firms, and, ss wes noted esrlier, domestic Japsnese industry
was not generslily exposed to foreign competition until it was well
sble to hold its own.

Thirdly, MITI hss a by no mesns unblemished record in "picking
winners”. It hsd some notable successes but also & good many
important failures. Many of Japan's most successful industries of
the 1960s - consumer electronics, motor cars, indeed virtually all
consumer goods - succeeded on their own without special government
support. MITI initislly opposed the estsblishment of the steel
industry (end, it is said, of Sony). It sought unsuccesafully to
prevent the emergence of new motor cer msnufacturers snd only thus
failed to kill at birth one of Japan’s success stories, Honda. 1In
promoting dubiously competitive petroleum- and energy-intensive
industries, such es aluminium, in the 1960s, MITI, like others,
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failed to foresee the rise in energy prices thst rendered these
industries even less competitive. MNITI encouraged s huge expansion
of shipbuilding that was widely, and as it turmed out, correctly,
expected to run into world-wide excess capacity. Among industries
which MITI at various times saw as potentisl winners but had to
sbandon in the face of foreign competition were the production of
construction equipment, chain-saws, marine engines and plate hest-
exchanges. The chemical iundustry that MITI pushed vigerously has
remsined fragmented and plagued by high costs (Kasper ([57]; Patrick
£55); Brittan (58]).

The success of Japen’'s industrial policy during the past quar-
ter of a century is indisputsble, and it would be unreasonsble to
deny MITI's share in the success. The role of NMITI in gathering
snd faciliteting exchange of information about market and technol-
ogy trends snd in steering industrisl policy through a consensus
established by and with industry participants - “industry planning
from the bottom up™, as it hss been called (Kasper {57), p. 4) -
must have helped by reducing risk and informetion costs. More gen-
erslly, indastrial development unquestionsbly benefited from
Japan's tradition of co-operative and mutually Dbeneficial
government-busiress relations - Patrick contrasts it with the
United States’ "sdversarisl, suspicious, more individualistic soci-
ety and its institutions™ (Pat-ick ([55], p. 11). But whether
HMITI's record demonstrates the value of the Jspsn model in the
sense of strong government guidance of the process of structural
adjustment, snd particulerly of a governmen:t cole in picking win-
ners, is an open question.

"Investment decisions must be based on predictions of future
nceds end availabilities; and politicisns and civil servants
need be no worse than businessmen at weighing sll the informe-
tion available for making the best predictions. People in
government, however, are seldom affected quite so pers-naslly
and profoundly by the outcome of their investment decisions as
are businessmen... MNoreover, central planners can too essily
overrule businessmen's dissent, which puts officisl investment
plans in danger of being too monolithic, too nsrrowly and con-
fidently focussed on what seemed best in the planners’ judg-
ment.” (Scitovsky (13}, pp. 256 f.).

MITI planning by consensus must have reduced this danger, and there
is no doubt of the high aversge level of professional quality of
MITI steff. But the historical record of failures even in Japan
serves as 8 warning sgasinst over-optimism.

The East Asisn NICs followed the Japan model in varying
degree, end here, too, the record of Govarnments in picking winners
is mixed. The Hong Kong government asdopte. 8 policy of what its
Chief Secretary once celled "positive non-interventionism™:

"When faced with an interventionist propossl, the Hong Kong
government does not simply respond that such a proposal must,
by definition, be incorrect. It is true that, more often than
not, we come to the conclusion that the balence of advantage
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lies in not intervening. Yet, in sll cases, decisions are
made positively, and not by defsult, and only sfter the iwme-
diate benefits and costs, to the extent that they can be con-
fidently predicted, are weighed agasinst the medium- and
longer-term implications of the interventionist acts proposed
(including the inevitable difficulties of unwinding them)™
(quoted in Riedel [18]).

The industrisl policy of Taiwan Province has been only margin-
ally more interventionist than Hong Kong's. During the 1960s the
government certainly did all it could to encourage investment in
export-oriented labour-intensive menufactucing industries by the
various mecro-economic policy measures that were described earlier
(see section F), but it left investment decisions by end large to
business. 1Its objective was to create "an essentially free-trade,
free-market régime for expocts and export production™ (Scitovsky
(13), p. 223). 1Imn the face of the problems presented to sustained
expansion of labour-intensive manufactures by rising labour costs
st home gnd slower growth and protectionism abroad, the government
has responded bLy promoting a shift from unskilled-lebour- and
capital- and energy-intensive industries to skill and high-
technology sreas. It provided incentives in the form of cheap
credit and tax hclidays and took a major initiative in the form cf
s science-based park or industrieal estate to encourage new "strate-
gic” industries, especially machinery manufacturing and information
and electronics industry. A programme of technical co-operstion
projects was designed to attract overseas technology, and if the
first major investments attracted were in McDonsld's hamburgers,
Kentucky Fried Chicken and Procter and Gamble's toothpaste, this
was at any rate evidence of its willingness to let business seek
out opportunities; with increased emphasis on government and
privste research and development spending, the emphasis, it was
hoped, would shift towards high technology before long (Lisng (729},
pPpP- 14 £f.).

In the Repudblic of Kores, government influence over economic
affaicrs was very much greater and more detailed. "The machinery of
economic planning was larger, more elaborste, more centrally and
prominently placed in the Republic of Kores Government's sdminis-
trative hiersrchy” snd the planners made extensive snd forceful use
of a wide range of incentives, snd of the dependence of business on
bsnk lending, "to asssure private industry's close compliance with
their plans”™ (Scitovsky {13), p. 229). Business was fer more con-
centrated in lerge conglomerates than in Taiwan Province, and the
Government continually pushed investment and growth well sbove the
rate that could be finsnced from domestic saving. st the price of
almost chronic inflation and increasing foreign debt. But, as in
Teiwan Province, for at least s decade from the mid-1960s, the
thrust of industrial policy was to take full advantage of the
Republic of Korea’'s relatively low labour costs in world markets
for labour-intensive manufactures, with outstanding success. In
the 1970s, ss alresdy pointed out (Scitovsky (13}, p. 44), the
emphssis for various reasons shifted towards more capital- snd
skill-intensive development, initislly quite successfully. But in
1977 this shift was suddenly grestly accelerated and many costly
mistakes were made. The petrochemical industry was given heavy




protection from imports, at the cost of higher prices to users,
including exporters, reduction in the size of the domestic market
and underutilization of capacity. More than $3 bdillion were
invested in expansion of the merchant merine, with subsequent los-
ses and bankruptcies. Overseas construction, especially in the
Middle East, was encouraged to expand with rising oil prices, only
to be in trouble when oil prices fell. "Picking winners™ had not
been difficult when low wage costs made labour-intensive industries
an obvious target. It was another matter when it came to choosing
among hundreds of hkesvier and technologically more sophisticated
industries, each requiring the investment of very large amounts of
capital.

Singapore industrial policy stood somewhere between that of
Hong Kong and the Republic of Korea. Like Hong Kong, Singapore
maintesined free trade, encouraged a highly competitive domestic
economy and followed s course of prudent demand manaegement, keeping
inflation well under control and svoiding foreign debt. But much
more like the Republic of Korea, the Government in Singapore kept
business on a tight rein. A variety of incentives, as well as mon-
itoring and regulatory devices, were used to steer investment in
what government policy-mskers thought asppropriate directions. As
in the Republic of Korea, this worked well while compacrative advan-
tage lay obviously with lasbour-intensive export industries. It
became more difficult when, in the late 1970s, 3ingapore’'s compars-
tive advantage seemed to be shifting towards skill- and technology-
intensive industries. Already in the early 1970s advantage had
teen tsken of the oil boom to promote the creation of very large
oil-refining capacity, and of Singapore's presumed comparative
advantsge in service industries to promote tourism and inter-
national finance. In 1979, as part of s new strategy of "economic
cestructuring”™, the National Wages Council deliberately began to
raise wage levels to discourage low-skill, lsbour-intensive activi-
ties. By 1985, oil refining and the hotel industry were in deep
trouble and, with rising domestic costs and sluggish world demand,
economic growth came, temporarily, to a halt (Kirkpatrick [35] and
[36)).

In the other four ASEAN countries where the move towards
export-oriented manufacturing at various times Juring the 19°0s had
been carried out in the mein by measures of trade liberalizstion
and export incentives that involved no major direct government con-
trol of investment, the "Japan model” became a prominent theme in
government thinking and public discussion about economic policy
around 1980. In Malsysie in particulsr, "Look East” became &
much-heard slogsen (Awanohars [59]). One suspects that to many in
the politicel 1leadership the appeal 1lay in the imsge of the
Japanese as diligent patriots ready to subordineste personal inter-
ests to the common good. But the notion that Jspan's economic
success had been due to strong government guidance of the economy,
as contrasted with western "laissez-faire liberslism”, also fell on
receptive ears. It served to justify s shift towards more inter-
ventionist industrial policies.




~ 45 -

In all four countries, Governments, eanticed by oil, gas and
mineral resources, anxious to reduce dependence on s few labour-
intensive export industries and impressed by the new priority
sccorded in the East Asian NICs to skill-intensity snd high tech-
nology, adopted ambitious plans for heavy industry development.
Malaysia's Fourth Plan of 1981 contained s heavy industry pro-
gramme, including large automobile, cement, sponge iron, methanol,
paper, engineering and petrochemical plants (UNIDO [2S5), p. 4). 1In
the Philippines, the Government in 1980 embarked on s prograsme of
eight ™major industrial projects™ bssed on exploitation of the
country’s natural resources with massive injections of foreign
capital and technology (UNIDO [24], p. 6). Thailand's Fiftn Plan,
sdopted in 1982, contsined a far-reaching Eastern Seaboard
Development programme, including a large petrochemical complex
(UNIDO (26]). In Indonesia where, with the financial resources and
spparent opportunities created by the oil boom, industrial develop-
ment had during the 1970s become increasingly capital-intemnsive,
the lure of high technology found expression in the Nurtanyo
project for the production of modern aircraft and other advanced
equipment (Aciff end Hill (33); Roepstorff ([31]).

In Malaysia and Thailand, severe budget and balance-of-
payments constraints in the less favoursable conditions of the pro-
longed internationsl recession compelled drastic cutbacks of these
programmies in mid-term plan reviews (UNIDO [25] and [26])). 1In the
Philippines, the "major industrial projects” had to be virtually
abandoned as pclitical and economic problems mounted. In Indonesias,
too, the financial repercussions of declining o0il prices required
severe pruning of some of the more ambitious oil sector and other
public investment plans, although the Nurtanyo project sppears to
continue to enjoy high priority in the sllocation of resources.

It is too early to judge how these programmes will fare through
the 1980s. The evidence so far does not suggest that "economic
restructuring” ostensibly guided by the Japan model has been an
unquslified success.

Helping losers. If one side of structural adjustment consists
in finding the growth industries, whether through the market or
through government attempts to pick winners, the other side con-
sists in deciding what to do with the losers, the declining indus-
tries that are losing comparative advantage. It is here, rather
than at the "sunrise” end of the spectrum, that the Japan model has
so far shown itself markedly superior to general western practice.
There has, in Japen and the East Asian NICs, been a grester
willingness to phase out, rether than protect and attempt to
resuscitate, "sunset” industries.

In the 1960s, as Japan was losing its comparsative sdvantsge in
labour-intensive industries, business responded to market signals
without major government initiatives in restructuring, except for
some MITI help in coal mining, cotton textiles snd wood industries
(UNIDO [60)). As table 17 shows, the relstive importsnce of tex-
tiles in Japanese manufacturing declined steeply, and there were
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smaller falls in food processing and, in the 1970s, in the cloth-
ing, footwear and furniture industries (and changes within these
and other industries that such aggregated figures do not reveal).
Adaptstion to changing comparative advantage proved relatively easy
in a period of very rapid overall economic growth and was further
faciliteted by the flexibility and wmobility of that part of the
Japanese work-force not anchored in the core of lifelong employ-
ment . Outside Japanese agriculture, there wes little organized
political pressure for protection.

Table 17. Labour-intensive manufacturing industry in Japan,
1963, 1978 and 1981
(Percentages of total manufacturing)

Value of gross output Number of employees

Industry 1963 1978 1981 1963 1978 1981
Food processing 10.1 9.7 8.9 9.6 9.5 9.5
Textiles 10.5 5.8 3.9 14.2 8.6 1.0
Clothing 1.3 1.3 1.1 2.8 4.3 4.2
Footwear 0.2 0.2 0.4 0.3 0.3 0.3
Furniture 0.8 1.0 0.9 1.6 1.7 1.1

Source: Yearbook of Industrisl Statistics, verious issues

(United Nations publication).

The industries that ran into difficulties in the late 1970s
presented much more serious problems of adjustment and redeploy-
ment of resources. The Depressed Industry Law of 1978 designated
14 industries as "structurally depressed”, including aluminium
refining and synthetic fibres hurt by high energy costs, shipbuild-
ing by low world demand, electric furnace steelmaking, ferrosilicon
and linerboard by low domestic demand, and spinning and chemical
fertilizers hit by increased competition from the East Asian NICs
(Uekuss and Ide ([56]), p. 17). The law called for a number of
measures to assist structural adjustment in these industries,
including collective capacity reduction (which was exempted from
anti-monopoly legislation), a8 joint credit fund for the purchase of
scrapped facilities and various measures to help displaced workers
and depressed communities (Uekusa snd ide [56])). But the emphasis
was on adaptation, phasing out or at least sceling down, not on
protection or subsidies.

The same has broadly been true in the East Asisan NICs,
although not many tests have as yet come. In the Republic of
Korea, employment in the food proccessing, textiles, footwear and
furniture industries declined relatively between 1970 and 1978 and
even absolutely in the next four years, but government industrisl
policy focused on the expanding capital-intensive industries and
did nothing to halt the decline. The Singapore Government, ss was
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mentioned earlier, was quite prepared to close down the motor car
industry when it showed no prospect of becoming internationally
competitive, and has been conteat to use macro-economic measures,
stepping up public works snd reducing intake of foreign workers, to
cushion the economy in the recent recession, rather than inter-
vening in particular industries. In Taiwan Province, the Govern-
sent has at times given special assistance to companies in trouble
(Liang [29]), but the general stance of industrial policy has been
to facilitate adjustment in line with market forces.

This cannot be said of the other four ASEAN countries without
considerable qualification. Admittedly, all four in varying
degrees opted for export-oriented industrial development in the
1970s, and the problem of phasing out modern industries has not yet
presented itself in any of them. But in all four, merket orientas-
tion of industrial policy has been qualified by non-economic objec-
tives, least so in Thailand though c¢ven here regional balance and
help to small-scale industry have been important considerations,
much more so in Malaysis and Indonesia for the protection and pro-
motion of indigenous (bumiputra/pribumi) vis-a-vis overseas -Chinese
enterprise, and both in Indonesia and the Philippines, where moves
towards a more outward-looking and market-oriented industcisl pol-
icy have had to contend with deeply entrenched protectionist senti-
ment and vested interests. 1In this respect, industrial policy in
Indonesia and the Philippines still has more in common with its
genersl tenor in most other developing countries (especially in
Latin Americe) and indeed increasingly in recent years with many of
the OECD countries, than with that of Japan and the East Asian NICs.

The contrast hinges, in essence, on the extent to which
declining industries and other vulnerable groups are best served by
an industrial and general economic policy which aims at rapid
economic pgrowth and flexibility or whether specisl protective
measures are needed. In developed countries, protectionism is
motivated primarily by s desire to msintsin employment and allevi-
ate social problems in industries adversely sffected by technolog-
icel change or for other ressons no loiger sble to compete inter-
nationslly. While this sentiment is buttressed by powerful politi-
cal pressures exerted by organized interest groups of capitsl and
labour, it derives support from wide sections of public opinion; as
caves has ssid, the average citizen’'s objective function in most
western countries must be interpreted as including a term for "the
utility gained from the knowledge that fellow citizens have been
trested fairly” (Caves [61])).

Even in Japen and the Republic of Korea, this combination of
public sympsthy and the working of the political market - reinforced
in this case by defence arguments for self-sufficiency in food - has
sustained protectionist policies for agriculture which cannot be
justified on economic grounds. In Indonesia and Malaysia, protec-
tion and promotion of indigenous business hss been the single most
powerful motive for interventionist and regulatory industrial
policies, although a good many other non-economic objectives -
considerations of equity in the context of regional industrial
development and fostering of small-scale industry, considerations of
national autonomy in the control ot foreign investment and of self-
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reliance in support of neo-mercantilist commercial policy - have
also played a part in both of these countries, as in the Philippines
(Ariff and Hill {33]).

Econoaic analysis cannot refute the case for non-economic
objectives of national policy. What the economist can do is to put
up warning signals about the extent to which sentiment disguises
rent-seeking by sectional interests and sbout the frequency with
which well-intentioned industrisl policies for non-economic objec-
tives prove counter-productive. For one thing, policy cannot pro-
tect everybody: protecting some must hurt others. Unlike economic
growth, protection is in practice almost always & zero-sum game.
Sometimes it is possible to soften the shock and spread the costs
of adjustment, through open or hidden subsidies paid for by tax-
payers or consumers at large. But policies to protect property
rights, in particular jobs or sunk capitsl, inevitably fail and
merely add to the costs of adjustment deferred if the problems of
an industry are not reversible.

Protecting jobs in an uncompetitive textile industry by pro-
tectionist barriers to imports may destroy more job opportunities
in export and other industries (Lloyd [62)), and if the "vulnerable
group” happens to be highly paid automobile workers equity is not
obviously served by subsidies to the automobile industry (white
[63)). In the long run, the most insidiously counter-productive
effect of protection is that it deprives the intended beneficiaries
of the incentive to help themselves; it encourages them to lobby
for more protection rether than seek out market opportunities, and
this applies as much to pribumi in Indonesis as to capital and
lsabour in high-cost industries in developed countries.

In Japan and the East Asian NICs, industrial policy during the
past quarter of a century has been relatively free of such svowedly
protectionist measures (although, as was pointed out earlier,
domestic industry has in practice enjoyed a good deal of de facto
insulation from import competition, at least in Japan and the
Republic of Korea). High priority accorded to economic growth and
to efficiency over social objectives has been one factor in this;
the relative weakness of orgenized pressure groups a second; the
actual achievement of rapid economic growth, by facilitating
continuous adjustment, a third. None of these three factors may be
as effective in .he future as in the past. With increasing afflu-
ence the weight 1n the mix of national objectives has already begun
to shift from economic growth to vsarious aspects of the quality of
life; government dominance over orgsnized pressure groups has prob-
sbly weskened; and growth itself has slowed down. It may become
more difficult to maintain the policies for industrial development
which have been so conspicuously successful.

To consider future trends and policies from this point of view
is the purpose of the final gection.

H. The future: prospects snd policies

The success of export-oriented industrial development in the
East Asian developing market economies has been discussed in the
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preceding sections. An attempt has been made to assess how much of
this success must be attributed to unususlly favourable conditionms,
domestically and externally, and how much to good policies. There
remains the task in this section to consider what lessons, if any,
the Fest Asian experience has for other developing countries. What
are the prospects for export-oriented industrial development for
the 1980s and beyond, in East Asia and elsewhere? How far is the
success with which the strategy met in East Asia replicable else-
where? What specific policies are most promising?

Prospects. Little need be added to what was said before about
favourable domestic preconditions. Not that they were unimportant,
in Jepan and the East Asian NICs in particular. Unquestionably,
one reason why the people of these countries and arras did so well
was because of the sort of people they were - havd-working,
thrifty, enterprising, relatively well educated, individually
competitive, yet as communities socially cohesive. But, to repeat
a point made before, such explanations in terms of historical and
cultural factors, even where they are more than ex post rational-
izations, carcy no lessons for others because a country's history
and culture ceannot be imitated. Education may change people’s
bzhaviour and attitudes in ways more conducive to rapid industrial
development, increasing sffluence in ways less conducive, but such
changes occur slowly and cannot easily be accelerated or retarded
by Governments. For this reason, the more success can be traced to
deliberate policy reforms which could be adopted elsewhere, rather
than to immutable preconditions in history and culture, the bet-
ter. Who, a decade ago, would have been bold enough to predict the
outward-looking economic policies that have, in the 1980s, been
adopted in China?

The external preconditions, the international economic envi-
ronment, which the East Asian NICs enjoyed, raises much morce
pointed questions. Economic growth in the developed countries has
slowed down considerably as compsred with the h:igh tide of the
1950s and 1960s and seems unlikely to regain such momentum soon, if
ever., The problems this has presented to all developing countries
with export-oriented industrial policies have been aggravated by
resort to protectionist measures by Governments of developed coun-
tries under pressure, in conditions of high unemployment, to help
their own high-cost industries. Higher tariffs, import restric-
tions, voluntary export restraint agreements and various kinds of
invisible barriers sdopted in almost all the developed market econ-
omies have particularly hit developing country exports of labour-
intensive manufectures, such as textiles, clothing and footwear,
but have also extended to more capital- and skill-intensive indus-
tries in which the NICs have become competitive, such as electronic
and engineering products.

Reference has been made in earlier sections to che economic
difficulties that ell the East Asian eveloping market economies
have encountered in recent years. The prolonged internationsl
recession slowed down their export growth, particularly to the
countries of the European Economic Community, partly becsuse their
currencies - tied to the strong United States dollar - made their
exports less competitive, and to the Middle East, with the slump in
oil prices snd earnings. Although exports to the United States
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fluctusted with cyclical conditions in the United States economy,
falling in 1982, bouncing back strongly in 1983 and 1984, but weak

ening again in 1985, the relatively open United States market has
been the main source of continuing strength of world demand fnr
East Asian manufactures. It accounted in 1984 for 35 per cent of
Japanese exports, 50 per cent of Taiwan Province's, 45 per cent of
Hong Kong's, 35 per cent of the Republic of Korea's and 20 per cent
of Singapore’'s. But this dependence on the United States macket
may prove a source of weakness in the next few years. For the
strong import demand has depended on continuous growth in the
United States current account deficit, financed by a capital inflow
that has helped finance a large and still growing fiscal deficit.
If and when this situstion ends, the East Asian export-oriented
economies could be expected to besr the brunt (Mohs {64],
Wade [32}), Streeten [65]). The year 1985 was a bad one for all the
East Asian developing market economies, and although 1986 was much
better, there has continued to be only half-humorous talk about
"export-led slowdown™.X

But all this may be taking too myopic and gloomy a view. Jim-
ilarly pessimistic prognoses were made for the export-oriented
developing countries when the secular-boom decades of the 1950s and
1960s gave way to the tucbulent decade of the 1970s, yet that
decade, as shown earlier, brought even faster growth of both
exports and GDP in these countries. Export pessimism is a common
failing because in a world market economy it is always easier to
identify the obstacles than the opportunities, and it is a failing
to which those are most prone who in any case distrust market
forces and prefer inward-looking policies.

A substantial part of the slow-down in economic growth in 1985
in Indonesia, Malaysia, the Philippines and Thailand was due to a
virtual across-the-board decline in commodity prices - coffee, rub-
ber, tin, palm-oil, timber, sugar and rice. Commodity prices we:e
beginning to pick up in 1987, although prospects for the rest of
decade remained uncertain, not least for oil.

With che exceptiona of the Philippines and, temporarily
Singapore, the East Asiasn developing market economies are still
growing faster than most other market econc  'es, developed or
developing; and among other Asian developing cou.cries, those which
have in recent years sadopted more outward-looking policies, su:h as
China, India and Sri Lanka, are showing the highest rates of growth
(see tables 2 and 3 above).

Certainly, much depends on the prospects for economic growth
and 8 reasonably liberal trade régime in developed countries, espe-
cially the United States and Westcrn Europe. While protectionist
policies did not hold back East Asian exports of manufactures in
the 1970s as much as had widely been feared (Hughes and Krueger
{23]), such policies can still do much damage, both to export-
oriented developing countries, and to economic efficiency and liv-
ing standards of developed countries themselves.

*See the Far Esstern Economic Review, 26 September 1985.




- 51 -

A special responsibility cests on Japan to open up its domes-
tic merket to exports of manufactures more effectively than hither-
to. Japan has a potentially huge market for precisely the labour-
intensive and simpler capital- and skill-intensive manufactures
that many developing countries, not only in East Asia but also in
South Asia and Latin America, can now produce increasingly competi-
tively. Given Japan's large balance-of-payments surplus, it is
difficult to believe that aggressive import liberalization, includ-
ing action to prize open the domestic marketing structure by such
measures as tax incentives to sell imported goods, coupled with
moderately expansionary domestic monetary-fiscal policy, which
would be heipful to the rest of the world, would pose any threats
to Japan's domestic economic stsbility. One might add in parenthe-
sis that a similarly valuable contribution to the industrisl devel-
opment of developing countries could be made by the countries of
the Council for Mutual Economic Assistance, whose domestic markets

remain relatively closed to manufactures from the developing market
economies.

Taiwan Province and Hong Kong, in particular, have demon-
strated that there is also increasing scope for South-South trade.
Table 18 shows that developing country markets by 1983 accounted
for almost 40 per cent of the exports of the East Asian NICs and
for 33 per cent of those of the ASEAN countries. Exports of tradi-
tional products, such as textiles and clothing, from the NICs to
other developing countries declined in the 1970s as the latter
developed ‘heir own capacity, but exports of electrical machinery,
resourc2-based and miscellaneous manufactures increased.

Countries which integrate their national economies into the
world market economy are obviously more exposed to buffeting by
cyclical fluctuations in economic activity in developed countries
and other disturbances. But the historical experience of the past
40 years has clearly demonstrated that there is no net gain in
insulation from the world economy through inward-looking policies.
On the contrary, the evidence of relative economic performance of
inward- and outward-oriented economies indicates strongly that the
static and dynamic gains from internationsal tracde and factor flows
on balance greatly outweigh the risks of vulnerebility. The trend
towards more outward- looxing policies, even in Asiaa countries that
had for long been wedded to inward-looking trade régimes, such as
China, Pakistan, Sri Lanka and even Burma, suggests that, at least
in Asia, this evidence has come to be accepted as convincing.

Policies. What policies - industrisl policies in the widest
sense - are most likely to minimize the risks and maximize the bern
efits of an export-oriented industrial policy?

The first point to stress is that export orientation and
import substitution ere not mutually exclusive. Import substitu-
tion goes on all the time in tne course of economic development, as
domestic cepacity to produce goods and services efficiently
improves. 1In countries at a very early stsgze of industrial devel-
opment, guch import substitution may need some infent industry pro-
tection. There may also be s case for a "second round” of import
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Table 18. Destination of exports from the Esst Asian NICs and ASEAN,
1970, 1979, 1981 and 1983
(Percentages)

Exports of East Asian NICs a/ Exports of ASEAN countries b/

Destination 1970 1979 1981 1983 1970 1979 1981 1983
NICs 7.8 8.7 9.9 7.9 18.9 17.8 17.8 21.0
ASEAN b/ 10.2 9.4 10.3 12.2 5.2 3.1 3.6 3.9
South Asia 0.8 2.5¢/ 3.0¢/ 3.1 ¢/ 0.6 1.3 1.6 1.7
Middle East 1.5 5.7 5.9 6.2 1.2 1.6 2.3 2.0
Other developing

countries 10.0 7.6 9.8 9.6 1.8 3.3 5.9 4.8
Japan 11.7 13.1 10.4 9.1 28 .4 33.1 32.7 30.3
United States 31.8 26.5 25.9 31.5 19.6 19.3 17.7 18.7
Australia 2.3 2.5 2.7 2.2 1.8 1.4 1.8 1.2

Europesn Economic

|
Community d/, e/ 15.0 16.2 13.1 10.9 15.4 14.5 11.3 11.0 h
Other developed '
countries f/ 1.0 6.0 4.9 4.7 3.1 2.3 2.2 2.4
Total Pacific g/ 63.8 62.7 59.2 62.9 13.9 16.0 13.7 75.1
Total developing
countries 30.3 33.9 38.9 39.0 21.17 27.1 31.2 33.4
Total developed
countries 67.8 64.3 57.0 58.4 68.4 70.6 65.7 63.7

Source: Commodity Trade Statistics, various iserues (United Nations publication).

a/ As defined in United Nations commodity trade statistics.
b/ Excluding Singapore.
¢/ Excludes exports from Taiwan Province.
d/ Including United Kingdom.
e/ Including Greece starting in 1981,
£/ Excluding centrally planned economies.
&/ Pacific treade includes trade with NICs, ASEAN, Japan, United States and
Auatralia.
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substitu‘ion in newly industrializing countries as and when they
begin to lose their comparative advantage in labour-intensive
industries. Such second-round import substitution may take the
form of domestic production of capital equipment hitherto imported
or of further processing of primary products for the home market or
for export ("export substitution™), and it may justify some initial
government encouragement and assislance. But it should not be the
excuse for s return to inward-looking, protectionist policies.
Assistance should teke the form of incentives and subsidies rather
than barriers to imports (and if the latter are needed at all, in
the form of tariffs rather than import licensing), so that the new
industries are from the beginning exposed to international competi-
tion. For the same reason, and to take all possible advantage of
economies of scale, the new industries should be encouraged from
the outset to seek export markets; subsidies should therefore, in
part and preferably, consist of export incentives of various
kinds. Where the new industries produce capital equipment, it is
particularly important that they do not damage domestic user indus-
tries through high-cost or low-quality output (UNIDO [30]}).

Similar considerations apply to structural adjustment from
labour-intensive to more capital-, skill- or technology-intensive
export industries, if and when the need for such adjustment
arises. A good deal of pessimism has been expressed in various
quarters in recent yesars asbout the market prospects for further
expansion of exports of labour-intensive manufactures and about the
capacity of any developing countries to compete with developed
countries in export markets for capitsl- end technology-intensive
manufactures. Protectionism in developed countries, as was empha-
sized above, is undoubtedly a matter of the most serious concern to
countries that still depend mainly on comparative advantage based
on low wage costs, and the market for their products may become
even more competitive as a third and fourth generation of newly
industrializing countries - including not only Chinas and the
countries of South Asis, but also developing countries in Africa,
Latin America and the Middle East - seek to enter this market
through the 1980s and 1990s. Not all will be successful. But
judging by the experience of the East Asiarn NICs during the past
two decades, success in this field may well do more for indus-
trisl and general economic development of many developing countries
than any alternative strategy.

Pessimism about the capacity of newly industrializing coun-
tries to compete in world markets for more snd more sophisticated
manufactures is even less justified. That, after all, is how
Germany, France and the United States contested the field with
Great Britsin in the latter part of tha nineteenth century, and
Japan and many of the Western European countries, including
Austria, Belgium, Denmark, Italy, the Netherlands, Sweden and
Switzerland, end more recently slso Spain, Yugoslavia and others,
established a compsarstive advantege in all kinds of specislized
menufecture. The Republic of Korea in steel, shipbuilding, con-
struction and trensport equipment, Taiwan Province in electronics
and electrical machinery, Indisa in spinning and weaving equipment,
Brazil in motor cars and militery hardware - these are only the
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most conspicuous examples of a new generation of industrial econo-
mies emerging from among the newly industcializing countries of the
1960s and 1970s.

Export markets do not fsll like manna from heaven, nor can
they be created by goverament intervention. Governments can help
by providing incentives, to use the accepted euphemism fsr export
subsidies, so long as they do not become toc blastant and provoke
retaliation. Particularly useful foras of indirect subsidy may be
export credit, export insursnce, and the provision of information
and contects through trade commission and similar services. But
the task of marketing exports, which is much more demanding for
manufactures than for primsry commodities, and for more differenti-
ated capital- and technology-intensive products than for the more
standerd lsbour-intensive ones, requires entrepreneurisl initiative
much more likely to be found in the private sector. While the
large transnational corporations have the capacity to do their owm
marketing, smaller manufacturers in developing countries can be
greatly assisted by specislized trading companies, such as have
played so important & part in modern Japan snd have operated effec-
tively in the Republic of Kores. Other newly industrializing coun-
tries may find this s useful exsmple to follow.

What lessons, with respect to specific policies, can be
learned from the experience of the East Asian developing market
economies? The aenalysis of this experience in the preceding
sections has suggested a number of such 1lessons that aay be
summarized under three headings: the provision of public goods,
macro-economic policy and industrial policy (in the narrower sense
of policy directed at the structure of manufacturing industry).

The East Asian NICs owe much of their success to the fact that
they have generally enjoyed efficient government. Their govern-
ments have been able to provide efficient administcation and good
infrastructure and have given high priority to education; and in
varying degree the same can be said - at least relative to aversge
developing country standards - of the other four ASEAN countries.
Joan Robinson, noted socislist economist, inferred in one of her
last publications from & comparative study of South-East Asian
countries that "the degree of government action to be tsken in an
economy should be considered in the light of the efficiency and
honesty of & Government; if & Government is not efficient and
honest enough, it is far better to let markets express themselves,
otherwise control will lead to more control, corruption, abuses and
inefficiency” (Robinson (66), pp. 758-759). Even eccnomists of a
more merket-oriented persuasion have conceded that interventionist
policies may work if Governaent is in able hands. *In the Republic
of Korea's practice ... potentisl dangers inherent in too much
control over investment were avoided most of the time, thanks to
exceptionally able snd intelligent planning” (Scitovsky (13), p.
258). Unfortunately, the aveilability of exceptionslly intelligent
planners cannot be tsken for granted. Even in the Republic of
Korea, the Government st the end of 1970s made "serious mistakes
which would probably hsve been svoided under less tight govern-
mental controls” (Scitovsky (13]).
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The presumption that education is good for industrial develop-
ment may be largely an act of faith. A respect for education may
be part of a generally achievement-oriented social ethos, so that
its specific contribution to success in industriai development cen-
aot be easily identified. Much depends on the kind of education.
Comprehensive primary educstion not matched by further opportuni-
ties at secondary snd tertiary level may lead to frustration and
restlessness; generous provision of tertisry education may turm out
unemployable gradustes if demsnd and supply are ill-fittimg. But
all the East Asisn economies - Japan, the Republic of Korea,
Singapore and Taiwan Province, in particular - seem to have bene-
fited greatly from an smple supply of sanpower with a basic scien-
tific and technological training.

Rather different issues arise in connection with the much dis-
cussed question of the role of government in the acquisition of
technological know-how. Government expenditure on research and
development has been relatively low in Japsn and the Eest Asisn
NICs, where this has been left largely to private firms. It was
Japsnese private business that, from the Meiji period onwards, took
the initiative in the acquisition of overseas technology, and this
has broadly remained the case in Jepan. Government-funded resesrch
and development expenditure reached 30 per cent of total research
and development outlays in the 1970s, and its share has been
declining since, while competition for the development of high
technology has rsised research and development expenditure in the
private sector (Uekusa and Ide [56], p. 21).

Taiwan Province has in the past relied largely on the import
of foreign technology through the continuous inflow of imported
capital goods, although there have been suggestions that with the
move towards high technology, Government will need to assume s por-
tion of the risk by providing some resesrch and development funds
and ercouraging collaboration between business and research centres
(Lisng (29), pp. 16 f.). In the Republic of Korea, the Government,
to facilitate the development of industrial technology for capital
goods production, in 1979 designated certain capitsl goods as
"newly developed innovative machines™ and offered special incen-
tives for their production and purchase. The scheme attracted
mostly small and medium-sized compsnies that developed many
innovations in response to market needs, quality being controlled
by an independent quality inspection laboratory. Singapore, mcre
than the other East Asian NICs, hass relied on direct foreign
investment as the main channel for the acquisition of industrial
technology. More recently, reverse dicect foreign investment has
become an interesting alternative device, exemplified by the estab-
lishment by Republic of Korea and Singapore electronics companies
of subsidisries in Silicon Valley, California, to learn more asbout
the business.® Direct foreign investment and licensing acrrange-
ments have also becowe means whereby technical snd management
know-how spreasds from the East Asian NICs, especially Hong Kong and
Taiwan Province, to the other four ASEAN countries, especially

*See The Economist, 28 April 1984.
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Malaysia and Indonesis (Hughes and Parcy [28]), p- 26 f.). In these
and other developing countries, the most important task for Govern-
meats is to encourage the development of a basic engineering infra-
structure, training facilities and efficient wockshops, so as to
upgrade locsl capacity to absorb, apply and adapt new technology
(UMIDC (30], vol. I, p. 61).

The chief prerequisites for industrial development in macro-
economic policy are undoubtedly prudent domestic demand management
snd policies to ensure freedom ‘rom balance-of-payments coastrsint.
The Republic of Korea and Indon2sia did well despite severe bouts
of inflation, but it is difficult to believe that they would not
have done still better had they managed to keep the domestic economy
on a more even keel. A severe bslance- of -payments constraint, with
its vicious circle of overvalued currencies, trade and exchange
controls snd still larger deficits, has been the bane of economic
and industrial development in many third world countries. In the
East Asian economies, freedom from such constraints for most of the
time has been both cause and result of export-oriented policies.
The early establishment of a uniform exchange rate and abolition of
quantitative import restrictions and exchange controls, usually
sccompanied by liberalization of financisl markets, have been msjor
factors in freeing exports and thus stimulating industrial develop-
ment, while rapid growth of exports has in turn helped maintsin a
healthy balence-of-payments situation.

The unforcunsate experience of several Latin American coun-
tries, especially Chile, following sudden liberalization of foreign
trade and payments in the mid-1970s has led to some rethinking of
sppropriate policy packages. Questions have been rsised, in par-
ticular, about the relative merits of sudden liberalization (which
minimizes the opportunities for the formation of hostile cosli-
tions) end gradusl liberalization (which softens the shocks and
herdships of adjustment); about the desirability of using the
exchange rate for domestic price stability (for exsmple, pegging
the currency to a strengthening United States dollar) at the cost
of eroding the competitiveness of traded goods industries; and
sbout the danger of destebilizing capital flows following sbolition
of exchange controls (Donges 2nd Hiemenz [48), pp. 23 and 36). The
experience of Chile, where a sharply asppreciating exchange rate,
reinforced by repidly rising resl weges (fuelled by indexation to
higher past inflation rates) and high interest rates, led to a
disastrous outflow of <cepitsl, has suggested to some that
restrictions on cepitsl flows should be lifted only sfter tcade has
been liberalized (Donges and Hiemenz [48]). Similacly. the Repub-
lic of Korea is said to hsve succeeded in retsining the benefits of
low interest rates without risk of cepitsl outflow only by main-
taining exchange control (Scitovsky (13}, p. 236). The experience
of many other developing countries, however, suggests that exchange
control, ostensibly designed to control capitel flows but extending
inexorsbly to current account transsctions, may be very demaging to
trade. Indonesia hss mansged to avoid seriously destabilizing
capitsal flows without having to reimpose exchsnge control.
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There is, finally, the policy ares of structural adjustment.
This was fairly thoroughly discussed earlier and requires here only
& brief summary of the two main conclusions. The first is that
Governmeats are generally not very good at picking winners. The
Governments of Jspsn and the East Asian developing market economies
had little difficulty in decidiag that jiow wage costs conferred a
compsrative asdvantage on labour-intensive export industries and
then providing appropriste export incentives. But when it came to
selecting potential winners smong heavier industries, many mistakes
were made. In the developed market economies of the OECD area,
Governments have largely given up trying to find the future growth
industcies or products, a task they leave to large and smeall com-
penies asnd these companies’ research, development and marketing
departments. It seems likely that the current vogue in South-East
Asis for the "Jaspsn model™ will gradually give way to similar
self-restraint. This of course does not mean that Goverament has
no role tc play at the "sunrise™ end of the spectrum of structural
adjustment. Government inevitably impinges at so many points on
decision-making in the manufactucing sector - through its role in
macro-economic policy, in banking and the capital market, in
research and development and wmonitoring of foreign investment end
lirensing, in cowmercisl policy and industrial relations - that
Government and business depend on one snother for information; aend
in practice non-economic aspects of national policy such sas
defence, and the political process, will slmost always involve some
degree of control by Government over business.

The second m-in conclusion is that Governments cannot help
giving sowe assistance to losers. This is not becsuse of any gen-
eral presumption that redistributive or other socisl welfare poli-
cies are the best way of reducing poverty or inegquality. The
evidence of the East Asian economies rsther goes the other way: it
was rapid export-oriented industrial growth which, by raising real
wages, did most, certainly in Teiwan Province and probably also in
the other three East Asisan WNICs, to rsise living stsndsrds and
achieve s relatively even income distribution. But public senti-
ment and political pressures make it difficult for Goveranments to
avoid giving some help to declining or depressed industries. The
important lesson here is the desirability of helping labour end
capital to move out rsther than stay in such industries; to adjust
rather than to dig in. If protection has to be given, it should be
"credibly temporary” protection, preferably at rates "pre-set to
decline” (Lawrence (67)).

It is in this respect that government industrisl policy in the
Esst Asian economies has bean for the most part clearly superior to
its counterpart in most other market economies, developed or devel-
oping. Government intervention, while often very intensive and
detsiled, has generally been designed to promote rather than to
obstruct edjustment to market forces. It has, in that sense, to
use the OECD phrase, consisted of "positive adjustment policies”.
To s much greater extent than 'n most other countries, it hss fol-
lowed the precept that the i centive structure of prices, in the
merkets for goods, capitsl and 1lebour, should promote sdjustment
end thus industrial development. To quote s well-known saying by
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Peter Timmer: “Getting relative prices right is not the end of
development. But getting prices wrong frequently is” (quoted in
Riedel (18], p. 43).

I. Scope for economic and technical co-operation
smong developing countries

UNIDO has devoted amuch effort in recent years to study and
encouragement of economic and technical co-cperation for industrial
developwment among developing countries (UNIDO [68], [69], ({70] and
{71]). The rationale for this approach, apart from the universal
support that "co-operation” commends in almost all human endeavour,
is a desire to reduce dependence of the South on the North, espe-
cially becsuse of what is seen as the reduced value of the Novt' a:
sn "engine of growth™ for the South im the circumstsnces of slower
world economic growth during the past decade (UNIDO [68), p. 103).
It may therefore be desirsble to add to the preceding sections on
industrial policy in the East Asian developing economies a brief
note on the light that East Asian experience throws on the scope
for such co-operation.

Economic co-operation. East Asian experience is of particular
interest in this context because it presents two strikingly dif-
ferent models. The three North-East Asian NICs, Hong Kong, the
Republic of Korea and Taiwan Province, have pursued their export-
oriented industrislizstion with their eyes on the world market,
exploiting their comparative advantage in labour-intensive manufec-
tures. Their meain markets, and their main sources of technology
and capital, have been in the industrial countries of the North.
Economic co-operation with one another, or with other developing
countries, has played virtually no part in their industrial strate-
gies and policies.

By contrast, the countries of South-East Asia - including
Singspore which rtesembles the North-East Asian NICs in other
respects - have tried to combine increasingly export-oriented

industrial development with regional economic co-operation. ASEAN
was, in its original economic design, based on the case for region-
sl integration that had been developed in Europe snd Latin America
in the 19503 (United Mations ([72]). 1Its central thesis was that
industrial development for an integrated region could overcome some
of the limitations of small domestic markets. Regional integration
wes to be achieved mainly in three ways: intraregional trade
liberalization; allocation among member countcries of large indus-
trial projects with preferentisl access to member countries’ mar-
kets; and private sector co-operstion in so-cslled “complementa-
tion” schemes in which each country would produce different compo-
nents of a motor car or other complex product (Arndt and Garnaut
{73); Suhartono (74}).

ASEAN has been a resounding success, perhaps more so than eny
other regional grouping smong developing countries. But its suc-
cess has been in the degree of cohesiveness, of belonging together
and unity of purpose, which it hss engendered, éespecially in rels-
tions with the rest of the world, rather then in the practicalities
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of economic co-operation. Here, results have so far been meagre.
There has been progress in intra-regional trade liberalization
measured by the large number of items on which tariffs have been
reduced or eliminsted, but the items have been almost entirely of
no or minimal importance in mutuel trade; the process of tariff
liberslizstion has not yet touched major sensitive iteams, nor has
it extended to non-tariff barriers. Of the five major public-
sector industrisl projects initially envisaged, only one, the
Indonesian ures plant (which had already been planned as s nationsl
project), has been completed, and it is in difficulty. Nor have
any of the private sector "complementation™ schemes as yet overcome
the obstacles to sgreement as to which country should produce which
component (Wawn [75]; Akrasanee (76]); Rieger (77]); Wong [78]).

Part of the difficulty of attaining more substantial results
has been the disparity in industrial development and international
competitiveness among the five original member countries, espe-
cislly between Singapore and Indonesia. But underlying it has been
the implicit perception in each country that its national economic
interests were not necessarily best served by preferential treat-
ment of the products of its ASEAN partners rather than by freedom
to buy and sell in the world market. The likely costs of trade
diversion have tended to outweigh the potentisl benefits of trade
crestion (Ariff and Hill [40])). ASEAN efforts to expand trade with
other developing countries have frequently encountered trade bar-
riers more intracteble than those imposed by developed countries
(Wadhva and Asher [79]).

This is not to decry the value of economic co-operation among
developing countries, both neighbours and others further afield.
Anything that removes buresucratic and other obstacles to mutual
trede in goods and services and jointly builds institutions that,
by reducing information and transaction costs, improve the working
of merkets slmost certainly benefits all concerned. But the ASEAN
experience cautions asgsinst expecting e decisive contribution to
industrial development from this approach.

Technical co-operation. While much new technology for agri-
culture has been developed by public or foundations-endowed research
institutions that have made this knowledge freely available as a
public good, the enormous complexity of modern industrisl technology
and high cost of research and development investment have caused
new technical knowledge for industry to be almost invariably and
universally subject to property rights, held by Governments or by
private corporations. Since sll but the very lergest countries must
scquire almost all new technology from abroad, the scquisition of
new industrial technology involves a cost in foreign exchange,
whether as licensing fees or as part of s direct foreign investment
package, which can be burdensome on developing countries. Technical
co-operation among developing countries has been suggested as one
way of reducing their dependence on developed countries as the
source of new technology and the cost to them of ascquiring such
technology (UNIDO [68); Economic and Social Council for Asis and the
Pacific (80); Lall snd others [81]).
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The most obvious limit to what can be achieved in this way is
the near-monopoly of new industrial technology held by developed
countries, both market economies and centrally planned economies.
But this monopoly is increasingly being breached with the progress
of industrializing countries in the third world. Direct foreign
investment by transnational corporations from newly industrislizing
countries, not least in other developing countries, has been san
important new feature of the world economy ir the past decade (Lall
[82]; Dshlman ([83]). Much of this investment has come from the
East Asian NICs.

In the past twc decades, the four Esast Asian NICs have devel-
oped substantial stocks of technically and scientifically skilled
manpower that, while not yet capeble of contributing major innova-
tions in industrisl technology, can apply and adapt new technology
and establish a comparative advantage in skill- and technology-
intensive industries - the Republic of Korea in steel and ship-
building, Taiwen Province and Hong Kong in electronics and tex-
tiles, Singapore in ship and oil-rig repair and petrochemicals - at
least vis-a-vis other countries and ereas of the third world. This
technological capability also enables them to play a role, still
modest but growing, in transfer of technology to other developing
countries, including the other four ASEAN countries, through direct
foreign investment (Economic and Social Council for Asia and the
Pacific and the United Nations Centre on Transnationsl Corporations
{84); Thee [85]). The fact that their own factor endowment is
still closer to that of developing countries means that their tech-
nology may often be more appropriate than the very highly capitsl-
intensive and sophisticated technology obtainable from the United
States and other developed countries (Kojims {86}, chap. V), =al-
though they lack the advantage of transnational corporations of
developed countries in giving access to large home markets. 1In the
wider <sphere of managerial know-how and the essential business
infrastructure of accounting, financial, trading and marketing
skills, & good deal of interchange already goes on, in the form of
inter-governmental technical assistance and services provided
commercially, and is being promoted within ASEAN by various
co-operative schemes (Akrasanee (76]).
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EXPORTS AND LABOUR ABSORPTION: THE CASE OF
BANGLADESH MANUFACTURES

Dilip Kumar Roy*

Introduction

Export is a major source of providing foreign exchange for
economic activities in genersl and industrial growth in particular.
Expcrt receipts cover s considersble part of the needs of devel-
oping countries for capital equipment, technical services and other
goods essential to the asccumulation process. The development of
export-oriented industries is therefore one of the major components
of the industriaslization process. The effort to improve the
external conditions of industrialization cannot be separated from
the effort to mobilize sll internsl resources for economic growth.
In Bangladesh, export promotion is encouraged so as to generate
more foreign exchange to weet the increasing demand for imports wnd
to repay external lcenms.

The experience of many developing countries has shown that
industrisl growth based on import substitution hss been highly
capital-intensive and has created few employment opportunities.
Export-oriented industries of developing countries are frequently
more labour-intensive than import-substituting industries. Bsanerji
and Riedel (1] compsred the experience of Indis and Taiwan Province
of China from 1950 to 1970, during which time the two countries
took very different paths towards industrializetion. 1In Taiwan
Province the industrisl structure shifted towards lsbour-intensive
industries, while in India it shifted towards capital-intensive
industries, which explains in part the faster rate of employment
expansion in Taiwan Province. An expansion in the export of manu-
factures may therefore be an ingredient of & policy for increasing
labour absorption in the manufacturing industries.

The purpose of this paper is to assess the impsct of the
export of manufactures on employment in the economy of Bangladesh.
In section A the relative importance of the export of manufactures
in the total exports of Bangladesh is analysed and an attempt is
made to determine some of the factors that contribute to the growth
of manufacturing industry. The methodology used to measure the
employment effects of exports is set out in section B. The stan-
dard input-output model is employed in this analysis and the factor

*8angladesh Institute of Development Studies. This paper is
sdepted from chapter 5 of the asuthor's doctoral dissertation sub-
mitted at UFSIA, University of Antwerp. The suthor is grateful to
P.K.M. Tharankan, L. Berlage, R. Van Strselen, De Bondt and Nurul
Islam for their comments on the earlier drafts of the paper. How-
ever, the suthor takes full responsibility for any error found in
this study.
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content embodied in the export and import products is measured.
The masin findings and conclusions of the study arc presented in
sections C and D. The main sources of data used sre given in the
snnex.

A. Export expansion and the causes of growth
of manufacturing industey

Table 1 shows the extent to which Bangladesh relies on trade.
There is a continuous deficit in merchandise trade. Exports rep-
resent a smsll proportion of gross national product (GNP), which
varies from 2.4 to 6.3 per cert. Exports from Bangladesh have
increased moderstely since 19/3. The expoct performance in dollar
value has not been very satisfactory. In & régime of flosting
rates, the parity of the dollar with other msjor currencies may be
undergoing regular and significant changes. But since the effec-
tive exchange rate* of the dullar remained on the whole stable
between 1973 and 1978, dollar values may be used as aspproximate
messures for the exchange earnings of Bangladesh during that period.

Foreign exchange earnings from manufsctures formed the major
portion of toteal export earnings, their share ranging bestween 60
and 68.5 per cent from 1974 to 1979. Textile industries alone
covered from 90 to 96 per cent of the exports of all msnufacturing
industries. Within the brosd cstegories of manufactures according
to the Stsndard International Trade Classification (SITC), basic
manufactures (SITC 6) continued to have a dominating position.
Their share vsaried from 60 to 66 per cent during the period con-
sidered. The export share of non-jute goods such as tea registered
some increase since 1973. The relative share of non-manufactures
in total exports was far less.

Although the contribution of the manufacturing industry to
gross domestic product (GDP) was smsll, export expansion was domi-
nated by manufactures. It is worthwhile to exsmine the contri-
bution of exports to the growth of the manufecturing industcy. The
approsch of Chenery, as stated in Lin and Lin (7]}, is followed in
order to evaluate the effect of export expansion on the growth of
manufacturing output. The growth of such output is broken down
into an import-substitution effect, s home-demand effect and en
expcrt-expansion effect.

Symbolically, the growth of manufacturing output (6)
cen be written as

Q=fUy-u) sy s up HeuE (0

= (Import-substitution effect) + (Home-demand effect) +
(Export-expansion effect)

*See Rezs ((2), p. 280). The effective exchange rate is an
index combining the exchange rates between the dollar and 20 other
major currencies, with weights given in the multilateral exchange
rate model of the International Monetary Fund.
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where Q, H and E stand respectively for the increase in domestic
production of manufasctures, home demend for manufactures snd
exports of manufactures.

$ = Q+Mt = Total supply of menufactured goods

where M stands for imports and Q for domestic production of
masnufsctures.

u = Q/S = The share of domestically produced manufactures
in the totsl supply (also called the degree of
self-sufficiency)

{1-u) = The degree of import reliance

Subscripts 1 and 2 refer respectively to the initial and
terminal years of the period concerned. In this case, sub-
script 1 refers to the period 1965/1966, and 197671977 for
subscript 2.

1he growth of menufscturing output, which consists of an
import.-substitution effect, a home-demand effect and sn export-
expansion effect, is based on the assumption that u, that is, the
degree of self-sufficiency, is kept at its initial level in both
the home-demsnd and export-expansion effects.

As the impact of these relative effects on the growth of manu-
fecturing output is not based on the causal relationship between
them, the results have to be viewed with qualifications. The three
relative effects of incressed home demand, export expansion and
import substitution are calculated for nine major manufscturing
industries between 1965/1966 and 197671977 and presented in tsble 2.
For totsl meanufacturing output,* the home-demand effect (69.6 per
cent) is the most important factor contributing to the expansion of
manufacturing output. This was not expected because in Bangladesh,
as in most developing countries, an import-substitution strategy
was followed at lesst during the esrly stages of industrialization.
This finding based on total manufacturing output obscures the real
picture because the relative importance of import substitution,
home demand and export expansion is different for different manu-
facturing industries, as shown in table 2.

Bangladesh is one of the world's largest exporters of jute
goods and raw jute. 1In 197671977, 99.5 per cent of world exports of
caw jute and 34 per cent of jute goods were from Bangladesh [5]). As
expected, the relstive effects of export expansion on the output of
jute textile, tes msnufacturing und lesther industries are approxi-
mately 101, 84 and 98 per cent respectively, which shows that thess
three industries are highly export-oriented. Products such as
sugsr, tobacco and paper are produced mainly to meet local needs,
end the relative effect of home demand, messured at 94 per cent for

"As covered in the Census of Manufacturing Industries (8].
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Table 2. Relative effects of incressed home demsnd, export
expension end import substitution on msnufacturing output
of selected industry groups betweea 1965/1966 and 1976/1977

(Percectages)
Eifect of Effect of Effect of

Itea home demand export expanmsion import substitution
Total manufac-

turing output 69.6 19.9 10.5
Tea manufec-

turing 15.84 83.58 0.57
Sugar 147.50 1.37 -48.87
Tobacco 93.70 5.78 0.52
Jute textiles -0.95 100.95 0.00
Cement 26.70 0.0 73.30
Machinery 6.87 0.03 93.15
Transport

equipment 43.71 -0.004 56.29
Leather 0.18 97.78 2.98
Paper 90.02 -~-13.71 23.69

Notes: Figures for 1965/1966 are from [9].

Figures for exports snd imports of 1976/1979 are from
{4, (5) and (6].

tobacco and 90 per cent for paper industries, is high. The indus-
tcies that owed their expansion to the import-substitution effect
were the cement, machinery and transport equipment industries. The
export-expansion effect for these industries was negligible. The
home demand effect for machinery was very smsll (7 per cent), but
for transport equipment and cement it was about &4 per cent snd
27 per cent respectively.

B. Theoretjcal frsmework he ana is of labour absorption
in the production of tures for expor
1. Methodologicel remarks snd assumptiong

According to the fsctor proportions theory (H-0-S), a welfsre-
maximizing country will specislize in the production of goods that
use more intensively the factors of production that are relatively
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sbundant in that country. Hence an increase in exports from coun-
tries with a relative sbundance of labour and s scarcity of capital
to countries with an abundance of capital snd a scarcity of labour
will tend to favour labour-intensive industries and thus improve
employment. Diffecrent studies ([11], [12]), [13]) have provided
conclusive evidence that the pattern of exports of developing coun-
tries is strongly concentrated oan lesbour-intensive manufactured
products. A study [11] by Lydall, which was confined to 12 selected
manufactured and semi-manufactured products, has indicated thet in
general, the lower the level of development, the larger the number
of jobs generated by a given increase in exports. This also sug-
gests conformity with some of the implicstions of the factor pro-
portions theorem.

A conceptusl framework for asnalysing the likely effects on
employment of an increase in exports has been developed by a number
of economists ([1ll1], {14)). The open input-output system is judged
the best available analytical framework to estimate labour require-
ments for producing manufectured exports. The major advantage of
the input-output framework is that indirect and totsl backward
linkage effects can be taken into account. The linkage effects
heavily depend on the sssumption that the domestic economy is able
to supply s significant proportion cf necessary raw materials or
semi-processed manufactures to the export industry so that some
sort of balanced growth of various industries msy be mainteined.
Thus the expansion of a certein industry cen lead to cumulative
rounds of demand for the output of other industries, resulting in
cumulative rounds of employment creation. A situation cen also be
imasgined in which the backward linkages are so great (or are s$0
labour-intensive) that the total employment effects of exporting a
cepital-intensive product could be greater than those of exporting
s directly labour-intensive one. The indirect effects may be
relatively unimportant in a developing economy where there exists a
low degree of industrisl diversificetion and economic inter-
relatedness. The inclusion of indirect effects, however, becomes
highly important for s developing country with a high degree of
interrelatedness. The analysis in this paper will be msinly con-
cerned with total effects.

The wunderutilization of industrial ceapacity is & common
feature in most developing countries. If hign levels of cupacity
underutilization sre related to either demand or import supply,
export expsnsion would sllow grester utilizstion without additional
investment. If there is a continuous increase in demand, invest-
ment will be needed ot some point.

Although there exists excess plant capacity in many developing
countries, the excess labour capaczity of those countries is even
greater. Widespread unemployment snd underemployment sre indicators
of the existence of generaslized excess labour capacity. If such
unused manpower were employed, the production of & wide range of
different goods and services would be increased on the following two
conditions: there is adequate effective demand for the products;
and sufficient orgenization, skill and capital equipment are forth-
coming from either domestic or foreign sources to complement the
available supplies of unskilled labour (11).
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The existence of excess plant capacity implies that if export
demand were to increase, the employment effects witkin these indus-
tries would, in the first instance, be less prorounced than they
would otherwise be. For example, output might be increased to a
certain degree largely by taking on additional workers, with little
or no increese in overhead staff. But if the expansion were to
continue, there would soon come a point where employment* in all
grades of staff would need to be increased. Thus, the existence of
excess plant capacity in certain industries in developing countries
creates some problems for the measurement of the employment effects
of an expansion in their exports. <These are problems only for the
transition from a level of unusually high excess plant capacity to
a level of normal capacity use. The utilization of capacity at a
normel level can be achieved fairly quickly if the expansion in
exports were both continuous and substential.

Leontief's input-output technique is used in the analysis
presented in this paper. The Leontief input-output model makes
seversl assumptions:

(a) A given product is only supplied by one sector, in other
words, joint products are ruled out. This means that each industry
produces only one commodity and each commodity is produced by only
one industry;

(b) The quantity of each input used in production by any
industry is proportional to the level of output of that industry.
The input function is linear. The linear input functions imply
that the marginal input coefficients are equal to the aversge.
This is based on the following two closely relsated but distinct
assumptions: there are constant returns to scale; and no substi-
tution among inputs is possible in the production of aay good.
Since there is only one process or method of production in each
industry, the level of output determines the level of each input
required;

(c) The total effect of carrying on several types of produc-
tion is the sum of the separste effects. This is known as the
additivity sssumption, which rules out externsl economies and dis-
economies.

Technically, the production process is characterized by cou-
stant technical coefficients of production, that is, esch addi-
tionsal unit of new output is produced by an unchanging proportional
combination of material inputs from different industries. This
implies no technologicel change in the sectoral production
processes. Thus the technologically observed relationship between
inputs of goods and primary fectors end output remsins constant.
The assumption of fixed input coefficients would have to be relaxed
to the extent that technological change or changes in prices or

*This includes employment in industries producing investment
goods; especially if the expansion encourages the building of
sdditional plant and the estsblisument of new firms.
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increasing costs induce substitution. The assumption of & single
production process rules out the possibility of choosing the optimal
technique of production. The aggregation of firms of different size
into & single industry further limits the practical application of
input-output techniques with regard to emplcyment projections. The
size of the firms can be critical in determining whether a given
increase in output will have & major or & minor effect on job
creation. On the other hand, the aim of aggregation is to produce
minimum average error for all the production and employment totals
of the solution.

The absence of substitution smong inputs might be expleined on
one of two grounds: either the technology is such thet no substi-
tution is possible, or relative prices do not change, so that it is
not efficient to alter input proportions regardless of the shape of
the production function.

2. Mathematical method of estimating employment through exports

(a) Total labour sbsorption

Because of the difficulty of obtaining separate data for input
coefficients of production specified for export or for domestic
consumption, it is assumed that the same quantity of 1labour is
necessary, whether the goods are for export or not. It is also
assumed that there is & unique relationship between input used and
the amount of total output produced by & particular industry. The
level of employment in each industry is therefore relsted to the
amount of total output produced by that industry. Thus, to find
the amount uf labour employed in industry j, it suffices to multi-
ply the corresponding labour coefficient 1: by the total output
Xj of that sector. The labour coefficient calculated for esach
industry is as follows:

lj = lexj (2)

where Lj = Level of employment in j
X5 = Totsl output of j

The total industrial employment is them given by the expression,

L
L= je1 ljxj (3)
where L represents total industrisl smployment,
BL = (BLj] = (1) (I - AJ-1 (4)

where BL = Row vector of totsl labour (direct and indirect) coeffi-
ctents used by industry j. It is also cslled the back-
ward employment linkage effect. The direct and indirect
labour requirements per unit of final demand may bhe
interpreted as s messure of labour absorption per unit of
finsl demand in esch industry.

1 2 [15] is the row vector of coefficients of direct
lebour used by industry j.
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A

Input-output technical coefficient matrix

(I-2)-1 = Leontief inverse matrix (direct and indirect require-
ments of labour per unit of final demand)

The indirect labour coefficient for an industry j may be
expressed as

ILj = BLj - lj (S)

The indirect and the ~.iresponding direct labour coefficients
should slso be estimated by the following method,* where direct and
indirect effects are both expressed in terms of final demand.

Equation (4) may also be written as
BL = [BLj] = 1* [I-A)-]

where 1' is the diagonal metrix showing the labour coefficents
along the diagonal.

Wow let BL=|1; 0 0 0 0 ] r11 T2 rl;}
0 12 0o 0 O £21 22 --- rzni
i |
0 o0 01, |fp1 fn2 --- Fan’
L Jt J
={l1 1 11 712 .- 11 Fia
1 r21 12 vz ... 12 r2q
Lln a1 lp fp2 - 1lp Fpg

The coefficient of indirect labour for an industry j is expressed as

A n
IL, = I 1. r,.-1l ¢ (6)

and the corresponding direct labour coefficient for industry j is
written as

A
- IL (7

*This method was suggested by R. Van Straelen of UFSIA,
University of Antwerp, Belgium.
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The labour employmeat generated through msnufactured exports
may be written as

LE = [1°] (I-A)-1 [E] (8)
where LE = Column vector of the direct and indirect labour
required to produce manufactured exports for n
industries
and E = Exports of manufactures in the form of column
vectors

Bias may arise due to the overestimstion of the total emgloy-
ment required for manufactured exports. The labour-output ratios
by industry will decrease in accordance with the growth rates of
average labour productivity. The growth of total employment
attributable to manufactured exports is affected by different rates
of productivity by industry ard export growth. With slower produc-
tivity growth in the more labour-intensive industries, the employ-
ment effects sre greater. Similarly, a changing export composition
in favour of more labour-intensive commodities ceteris paribus will
generste more employment.

Within e given industry, exports may well be less 1labour-
intensive than domestic market ssles because of generous subsidies
given for investment in export industries. As a result of the
provision of duty-free imported inputs in export-processing zones,
the relative import content will be increased. Consequently, there
will be reductions in che domestic inputs for export production and
in the indirect employmeat genersted, resulting in an over-
estimation of the labour requirements for exports. 1In 1976 there
were no export processing zones in Bangladesh, but a decision was
taken in 1980 to establish one in the port city of Chittagong.

The (I-A)-1 matrix explicitly sssumes that all intermediates
sre domestically produced, but it is always possible to use imports
of intermediate inputs. The 1indirect effects on domestic
resources, labour arnd capital asre moderated through leskages from
imports. To estimate the total employment effect of output expan-
sion, the coefficient matyrix A should relate only to domestic
intermediate inputs purchused per unit of output.

To estimate the total employment effect of output expansion
with the help of a matrix of technically determined input coeffi-
cients, including both imported and domestically produced
intermediste inputs, the assumption can be made thst either non-
competitive imported inputs will be domestically produced within a
certein period of time, or the technical coefficient matrix should
be based on domestically produced inputs only. 1In this paper, the
197671977 input-output table of Bangladesh, prepared by the govern-
ment planning commission, has been used for the empirical snalysis.
It is the latest avsilsble input-output table. Market prices have
been used in recording the transactions in the input-output table,
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and the intermediate input* flows include both domestically produced
intermediste inputs and also imported inputs.

(b) Unskilled lsbour absorption

The labour generated through manufsctured exports in equation
(8) consists of both skilled snd unskilled labour combined. It
would be useful to deal separately with unskilled labour in orde:
to discover the extent to which manufactured exports depend on it.
The absorption of unskilled labour by esch industry will be meas-—
ured and these variables will be correlsted with the exports of the
different industries. By substituting unskilled labour coeffi-
cients for all labour coefficients in equations (2) to (7), the
following equations for unskilled labour absorption are obtained:

U u U -1
L = {le = (1] [I-A]} (9)
= Row vector of coefficients of total (direct and indirect)
unskilled labour used by industry j
U Row vector of coefficients of direct

17 = [1.] = unskilled labour expressed in man-years (10)
J per taka of output

u
1j = Direct unskilled labour coefficient for industry j

The indirect unskilled labour coefficient may be expressed as:
U U . .
ILj =L, - 1j for industry j (11)

Row vector of coefficients of indirect unskilled

U U
I = [ILj] ® labour

*The ir.ermediate inputs required by an industry can be divided
into non-competitive imported inputs and domestic inputs. Non-
competitive inputs are commoditites that are not produced domesti-
cally but are required for production. The larger the proportion
of non-competitive inputs, the weaker the link between the industry
and other producers, since production will call for additional
imports (foreign production) rather than for domestic production.
Some non-competitive imported inputs are needed because they may be
technologically impossible to produce at home. For example,
superior-quality cotton is imported into Bangladesh since it cannot
be produced localiy for climatic reasons. There may exist techno-
logical constraints on the production of non-competitive imported
inputs at home because there is a limit, over a given time period,
on the rate of growth of the corresponding domestic industry.
Machinery imports into Bangladesh for use in meny industries may be
cited as an example.
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The corresponding egquations of indirect unskilled labour coef-
ficients using the other method are exprested as:

n
A
L, = I

5 i 1? r.. -1, ¢

1 4 Ty 1 for industry j (12)

1j

The corresponding direct unskilled labour coefficient for the
same industry j is expressed as:

1. = Lq - IL? (13)
)
Similarly, wunskilled lsbour employment generated through
manufactured exports may be expressed as:
LUE = (1Y) [1-A}-1 [E] (14)

Column vector of direct and indirect unskilled labour
generation

where LUE

and 1V = Diagonsl matrix with unskilled labour coefficients in

the diagonal

3. Impact of trade on employment

The net effect of foreign trade on the level of employment for
the year 197671977 will now be considered.

It is measured [15] by N%
where NU = (LE/E)/(LM/M) (15)
E = Total value of exports
M = Total value of imports
LE = (1] (I-A}-1 (E) (16)
LM = (1) (I-A]"1 fm) an
snd (1) = Row vector with elemeats of direct labour

coefficients per unit of output for n indus-
tries

(1-2)"1 = Inverted Leontief matrix
[E] = Column vector of exports for n industries
(M} = Column vector of imports for n industries
I1f N' is greater than 1, it may be concluded that the struc-
ture of foreign trade of the economy is such as to increase the
level of employment. Alternatively, N? may be interpreted as a

measure of the effect that one taka of bslanced tcade has on the
level of employme-*.
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4. Factor intensi ad the H-O-S theorem

It is now common to make empirical measurements of the factor
content embodied in export and import products. Sometimes direct
and sometimes total (direct plus indirect via intermediate inputs)
factor intensities are used in empirical tests of the factor pro-
portion hypothesis of internstional trade theory. Recently,
Hamilton and Svensson [16], on the basis of theoretical analysis,
have shown that the direct factor intensities are relevant for the
allocation of gross production, whereas total factor intensities
are relevant for the explanation of trade flows.* *“Trade will be
the difference between gross output and the sum of consumption and
goods iaput into the production, or, equivalently, the difference
between net output and consumption. The average factor intensity
of consumption may reflect the world factor intemsity. The average
total factor intensity of the country's net output will of course
equal the country's factor intensity. 1In that sense, trade still
depends on total factor intensities and differences in relative
endowments between the country and the world” {16]). In this paper,
total factor intemsity is used to examine the employment implica-
tions of exports of manufactures. For this purpose, the following
equation has been defined [15]:

-1
(/)€ = & = k (I-A) E (18)
1 (I-A)1 E

where k is a vector that measures the amount cf capital used per
unit of output in each industry.

Similarly,
-1
k0™ = ™ = M_I_H {19)
1 (1-m)-1 n
and ¢ = k°/K, 150 (20)

Thus (18) is a measure of the capital-labour ratio in exports
while (19) measures the capital-labour ratio in imports. Finally,
(20) is 8n index of the capital-labour ratios in exports versus
imports. If ¢ is 1less than 1, exports are labour-intensive
relative to imports. The opposite holds if ; is greater than 1.

The Heckscher-Ohlin-Samuelson mode) (H-0-S) implies that the
composition of trade 1s determined by relative labour and capital
endowments of countries and the relative factor input requirements
of the products. Therefore, countries with s relative abundance of
capital should export goods produced capital-intensively and import

*They assume the absence of factor intensity reverssis and of
factor price equalization. Tbere is a tendency for s country to
specialize in the production of goods whose factor intensities,
loosely speaking, are closely related to the relative endovments of
the country.
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goods produced labour-intemsively, and vice versa for countries with
relatively abundent labour supplies. The H-0-S theorem is a prop-
osition on the pattern of trade under conditions of free trade and
perfect competition between two countries. It can be stated in its
simplest form as follows:

__A __B
if (K/L) > (K/L), then 3™ > :B (21)

The bsr over the variasbles K and L refer to total endowments of
capital and labour, respectively, and A and B denote two countries.
Therefore, in order to test the H-0-S theorem, the following is
required:

(a) Knowledge of the relevant variables of countries A and B
to be able to make the comparison established in (21);

(b) Knowledge of what the pattern of trade would have been
between A and B under free trade and perfect competition.

More than 62 per cent of the foreign trade of Bangladesh took place
with North America, Europe end Japan in 1978/19/9, and in 1976/1977
and 197771978 the percentages were approximately 56 and 59 per cent
respectively (17]). These countries may be regarded as "capital-
abundant” countries in releation to Bsngladesh. Hence, by examining
the values of ¥ for Bangladesh, the above-mentioned requirement (a)
is met. It seems difficult to meet requirement (b). It may be
objected that the trade patterns actually observed need not coincide
with trade patterns that would have been observed under free trade.
But it is also true that the exports of developing countries are
concentrated on labour-intensive products. It thus seems reasonable
to use the above equations to calculate *.

(a) Leontief paradox

The intention here is not to provide an empirical verification
of the factor proportions theory, but rather to determine the
employment implications of exports of manufactures in Bangladesh.
Nevertheless, it is worthwhile to mention the influential empirical
study* of Leontief published in 1953 and 1956. Leontief showed
that, despite being richer in capital endowment than the rest of
the world at large, the United States of America exports labour-
intensive products in exchange for capital-intensive imports.
Leontief found that, on average, $1 million of United States
exports required $14,30C of cepital per man-year, while, on the
other hand, $1 million of United States imports could have been
produced domestically for 4$18,200 of capital per men-year. The
finding stood in sharp contrast to the traditional theory according
to which a country should exporst commodities that make intensive
use of its abundant factors of production snd import goods using
intensively its gscarce factors.

*Summarized in (18], p. 61.
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The literature on international economics includes different
works that seek to determine the validity or invalidity of the
Leontief paradox, from both an empirical and s theoretical point of
view [12], (18], {19], ([20], [21). The measure of factor intensity
used by Leontief mixes up the two factors (skilled and unskilled
labour), one of which is abundant in the United Ststes while the
other is not. Since the United States has an abundant supply of
both capital end skills, it is assumed that the Leontief calcula-
tions would show the United States to be an exporter of capital-
intensive and an importer of labour-intemsive products. Isolatirg
skilled Yabour from unskilled labour in Leoniief's data, Rshaman's
study ([7), p. 59) shows that the parsdox is reversed. Therefore,
with the correct definition of factor intensity and factor abun-
dance, the expected result is found.

Leamer {20] has argued that calculations of the factor require-
ments of trade based on Leontief are misleading if more than two
commodities exist. On the basis of Vanek's [22) generalization of
the H-O model to n goods and factors, Leamer argues that the
Leontief criterion would hoid for many commodities only if the net
export of capital services were positive and the net export of
labour services negative. If this is not the case, the proper com-
parison will therefore be between capital per man embodied in net
exports and capital per man in consumption. The empirical work cf
Stern and Maskus ([21), which used the above-mentioned conceptuel
framework of Leamer, showed that in recent years (for example,
1972), the Leontief parador has tended tc disappear in the American
case.

5. Investment linkages

The mathematiczal formulations of the input-output framework in
this paper measure the indirect and total (direct end indirect)
effects using intermediate inputs only and employing the Leontief
inverse natrix. It ic also possible within the input-output system
to find total (direct and indirect via investment, in other words,
beckwsrd linkage thrcugh investment) capnital use in each industry.
The gnalysis of tne investment linkage is important in an exercise
whero employment implicetions of exports of manufactures are con-
sidered. An increase in final demsand aerising from an increase in
invegstment will call for an incresse in the production of the
indugtries supplying investment goods. This will have an impact on
employment genersation.

This paper is concerned with menufacturing activities. Only
four out of 10 industries - metal products, machinery, transpcrt
equipment snd wood - deliver investment goods as steted in the
1976/1977 input-output table (23). The other six industries
supp.ying fixed capital for investment - urban and rural house-
buildiag, non-recidential building, and coastruction fcr electricity
and gas, for trensport and for other purposes - remain outside the
scope of the present analysis. The employment potential of manufac-
tured experts due to backward linkoge through supply of investment
goodr is not covered in this snalysis.
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C. Findings

1. Total labour sbsorption

The direct labour of all types used by esch industry is pre-
sented in the first column of teble 3. It is calculated as the
average of each industry’s man-years per 1 million taka of output.
The direct plus :indirect 1labour requirements per unit of final
demand as presented in the fifth column of table 3 may be inter-
preted ar s measure of labour absorption per unit of final demand
in each industry. An examination of the direct labour requirements
shows that the jute textiles, tea, wood and cotton textiles indus-
tries use the highest amount of labour in relation to other indus-
tries. The indirect labour requirements (iL) are also higk in jute
and cotton textiles, followed by miscellaneous manufacturing and
pharmeceutical industries. The Spearman rank correlation clgeffi—
cients (tsble 3) between direct and two indices (IL and IL) of
indirect lasbour reguirements of 20 industries are 0.30 and 0.03
respectively, which shows that the indirect lasbcur requirements of
each industry in the industrial structure of Bsangladesh are not
closely related with its direct labour requirements. The rank cor-
relation coefficient (r = 0.93) between direct and total labour
requirements is significant. This implies that indirect effects do
not change the rankings of the industries, and the relativa ‘mpor-
tance of the direct component in total employment requirements is
considerable.

Table 4 shows that the largest employment is generated in the
jute textile industry, which contributes abouc 86 per cent of the
total employment generated by expcrts. The tes industry comes next
with 6.14 per cent, followed by miscellaneous industries, leather
and other chemicals. The correlation coefficient between industry
shares of employment required to produce goods equivalent to the
value of exports in 1976/1977 and the totsl labour absorption in
each industry is 0.61, which is highly significaat (t = 3.27).
This result indicates that labour absorption through manufactured
exports is positively relsted to the absorption of more labour per
unit of output. The share of each industry in the exports of 2¢
industries for 1976/1977 is shown in tablrs 4 and 5. There is a
positive association (r = 0.56, t = 2.87) between the industries’
export shares (table 4) and the total iasbour absocption (BL in
table 3), showing that the industries with a high share of exports
absorb more labour per unit of output. This finding is not sur-
prising for s country like Bangledesh. It is in line with the fac-
vor proportions theory. The correlation coefficient betweer the
industry share of exports and of employment due to exports would
obviously be high, end it is found to be 0.98. A similar obsecrva-
tion seems to remain valid for 1977/1978 and 1978/1979, on the
basis of the labour coefficients end input-output table of
1976/1979 (table 5).
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Table 3. Totsl labour required ia eacn imcuwscry
to satisfy final demand, 197671977
(Man-years per millioa taks of output or final demand)

Dicect and
Direct lsbour Indirect labour indicect

Industey 1 5! Foa L labour (BL
Tea 38.60 38.7) A 4.64 43.37
Sagar 14.20 14.20 1.43 1.43 15.63
Edible oils

and fats $.70 5.70 0.89 0.89 6.59
Tobacco 2.70 2.10 3.52 3.52 6.22
Other food 12.56 12.67 3.20 3.09 15.76
Cotton textiles 35.70 51.01 20.49 5.18 56.19
Jute textiles 4%.70 68.01 20.19 1.88 69.89
Paper 19.80 21.98 7.88 5.70 27.68
Leather 5.00 S5.84 4.90 3.06 8.90
Fertilizer 6.50 6.51 8.75 8.74 15.25
Pharmaceuticals 11.70 12.63 15.05 14.12 26.75
Other chemicals 21.20 24.719 7.10 251 28.30
Cement 2.60 a.M) 1.06 3.63 9.66
Jasic metels 4.20 7.06 6.47 2.61 10.67
Metal products 15.80 17.08 5.28 4.00 21.08
Machinery 12.40 13.57 10.74 9.57 23.14
Transport equipment 11.60 12.70 5.0?7 3.97 16.67
Wood and furniture 37.80 238.3a 1.03 0.49 38.83
Other menufactures 35.10 &7.97 15.89 3.02 $0.99
Petroleum ind coal

products 0.2 2.1V 3.50 1.60 3.7a

Notes: 1. The variables 1, IL and BL are estimated by means
of equations (2}, (5) and (4), respectively.

2. The vaciables T 1 sce wmessured by mesns of
equations (7) and (6), respectively.

Teble 4. Industry shares of export msnufacturing employment
and trade in menufactures, 1976/1977
{Peccentages)

Industry share of total employment Industry

required to produce exports shere
Excluding of total
tea and jute manufactured
ndustey Al]l industries textile industcies exports
Tea 6.137 -- 8.844
Sugasr 0.019 0.235 0.971
Edible oils and fats 0.015 0.192 --
Tobaceo -- 0.0036 0.006
Other food 0.004 0.05 0.014
Cotton textile: 0.276 3.46 0.097
Jute textiles 85.886 .- 70.452
Paper 0.476 5.95 0.597
Leather 1.427 17.89 13,641
Fectilizer 0.181 2.26 0.057
Pharmsceuticals .- -- --
Other chemicel~ 1.3 16.67 0.499
Cement 0.002 0.02 --
Basic metals 0.102 1.28 --
Metsl produc’s 0.303 3.80 0.009
Hach'nery 0.843 10.57 0.08¢
Trensport equipment 0.0%9 0.74 0.239
Woord and furniture 0.363 4.%% 0.030
Other manrufacturas 2.340 29.20 1.841

Pstroleum snd
cos. products 0.249 3.12 3.512
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Table 5. Correlation coefficients of total labour
abscrption (BL), 1976/1977 to 197871979

Industries’ share of

employment regquired Industries’ share
Year to produce exports of exports
197671977 0.61 0.56
(3.27) (2.87)
1977/1978 0.62 0.58
(3.35) (3.02)
197871979 0.61 0.54
(3.27) (2.72)

Note: Figures within parenthesis are t-statistics. They are
significant at the 1 per cent level of significance.

The number of observations in each case is 20.

2. Unskilled labour sbsorption

The estimated unskilled labour requirements, calculated by
meang of equations (9) to (14), are presented in table 6. The rank
orders of manufacturing sectors by unskilled labour absorption are
not cifferent from those messured for total lasbour atsorption. The
rank correlstion coefficien: between them is r = 0.94, which means
that the sectors that have more total labour absorption employ more
unskilled labour. The Spearman rank correlstion coefficient between
direct unskilled lsbour requirements (1U) and indirect unskilled
labour requirements (ILU) is 0.45 (t = 2.14). But the rank cor-
relation coefficient bstween direct unskilled labour requirements
(1Y) and indirect unskilled 1labour requirements (TLV) estimated
by means of the other method is 0.06.

Table 6 presents the industry shares of total unskilled labour
required to produce goods 5. ivalent to the value of exports in
1976/1977. Once again, strong similarity is found between absorp--
tion of tital labour and the ungkilled labour share in the exports
of each inuustry. The coefficient of correletion between totsl
unskilled labour requirements (L) and the industry's share of
unskilled employment generated due to exporis is positive (r =
0.65). Again, when the direct plus indirect unskilled lsbour
requirements are correlsted with the industry's shere of total
exports, the resuit is r = 0.61. It appears to confirm that
Bangladeshi exportis absorb more unskilled labour. Similar results
are also observed for the years 1977/1978 and 1978/1979 using labour
coefficients and the input-output table of 1976/1977 (teble 7).
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fable 6. Unskilled lsbour required by industries in 1976/1977

Industry share

unskilled lsbour in man-years of total
per million taks of output unskilled labour
or final dec:nd required to
Direct Indirect Total produce the
A ~ value of exports
“ndustry 1t 1V Y 3 A v (percentage)
Tea 30.54 36.6 3.65 3.55 34.19 5.644
Sugar 8.05 8.1 1.14 1.14 9.19 0.012
Edible oils
and fats 4.16 4.2 0.69 0.69 4.85 0.013
Tobacco 2.14 2.1 2.59 2.59 4.73 -
Other food 8.41 8.5 2.22 2.15 10.63 0.003
Cotton
textiles 30.68 43.8 17.23 4.08 47.91 0.276
Jute
textiles 43.51 59.5 17.43 1.40 60.94 87.397
Paper 13.17 14.6 5.91 4.46 19.08 0.367
Leather 3.68 4.3 2.99 2.37 6.67 1.221
Fertilizer 4.34 4.3 7.24 7.24 11.58 0.140
Pharma-
ceuticals 6.75 7.3 11.49 10.95 18.24 -—
Cther
chemicels 17.21 20.1 5.58 2.66 22.79 1.255
Cement 2.02 31 5.82 §.78 7.83 0.002
Basic metsls 2.95 5.0 4.77 2.76 .72 0.083
Matal
products 13.20 14.3 4.02 2.95 17.22 0.294
Machinery 8.64 9.5 8.20 7.28 16.84 0.683
Transport
equipmenc 8.19 9.0 3.77 2.99 11.9% 0.048
Wood 26.24 29.7 0.79 0.38 30.03 0.326
Other manu-
factures 26.94 32.2 12.49 7.21  39.42 <. L8
Petroleum
and coal
products 0.13 1.16 2.28 1.25 2.51 0.157

Note: i u. ILU. 30, fﬁu and ﬂ! are measured by mesns of equa-

tions (9) to (24).
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Table 7. Correlation coefficients of toteal unskilled
labour absorption, 197671977 to 1978/1979

Industries’ share of employment Industries’ share

Year required to produce exports of exports
197671977 0.65 0.61

(3.62) (3.26;
197771978 0.656 0.624

(3.69) (3.39)
197871973 0.65 0.583

(3.62) (3.04)

Note: Figures within brackets are t-statistics. They are
significant at the 1 per cent level of significsnce.

The number of observations in each case is 20.

3. Impact of foreign trade on employwent

Table 8 presents tle aggregate impact of foreign trade on the
level of employment for the years 1976/1977 to 1378/1979. The
direct labour coefficients of 1976/1977 and the imput-output table
of 197671977 are used to calculate the total effect of trade on
employment for these three years. it is interesting to see that
N® is Jrr pgreater than one for .ne periods considered. Thi:
result shows thiet the structure of Bangladesh foreign trade is such
that exported manufactures sre more lsbour-intensive than imported
ones. The quaatitative difference was as high as 162 gec cent in
1976/1977 for usnskilled luoour. The leabour requirements of exports
ste consistently greater than :hose of importz in ell the years
considered. It would not be incorrect to conclide that the struc-
ture of foreign trsde increased the 1level of employment in
1976/1977.

Teble 8. Aggregate impact of trade on employment,
197671977 to 1978/1979

(Values of N")

Year All labour Unskilled labour
197671917 2.34 2.62
(2.71) (3.03)
1977,1978 2.85 3.22
197871979 2.49 2.80
Simple average 2.56 2.88

Notes: NP is estimsted Ly means of equation (15). Figures
within parentheses ars alsc velues of NP, with import values at
c.i.f. prices. Import values in al' other cases are at market
prices.
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4. Factor intensity snd the H -0-S theorem

Estimetes of ; (an index of the capital-labou: ratic in
exports versus imports) have been made using the same source of
dats. Th: resnlt sppears in table 9. Since ¢ is less than one, in
197671977 the expoerts of manufactures from Bangladesh were
labour-intensive in relation to imports. 1This finding shows that
the pattern of foreign trade of menufactures follows what the H-0-S

model would predict in spite of ite limitetions. It should be
noted that : is a psrameter chat may change cver a period of time
because comparative advantage changes cver time. It would be

useful if the time series of :, which reflects the structural
tehaviour of foreign trade of & country, could be examined. But in
the present case, the value of : has been estimated using the
technical coefficient matrix of 1976/1977 over the years 19/7/1978
and 1978/1979. It is difficult to draw any inference from the
yearly fluctuations, given the limitations in the methodology and
the data employed in the analysis.

Table 9. Factor content of foreign trade,
197671977 to 1978/1979

_All labour Unskilled labour
Year 1 éz - 1 2
1976/1977 0.282 0.196 0.251 0.175
1977/1978 0.208 . 0.185
1978/1979 0.258 .. 0.230

Notes: All values of : are indices of capital-labour ratios
ia exports versus imports and are estimated by means of egquation
(20).

‘1 and ‘2 are computed using imports at market and c¢.i.f.
values respectively,.

All the export values sre in f.o.b. prices.

5. Factor intenrity uring fized capitsl investment-cutput
ra ios and the H-0-S theorem

In order to examine factor intensity embodied in exports
relative to imports, the value of ¢ has been estimated by means of
equations (18) to (20), using fixed capital investment coefficients.
The results are presented in table 10. As in tatle 9, % is le.s
than one, which means that exports of manufactures from Bangladesh
sre labour-intensive relative to imports.
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Table 10. Factor content of foureign trade usiag fized
capital-output ratios, 197671977 to 1978/1979

All labour Unskilled labour
Year 11 sa "1 to
197671977 0.590 0.516 0.527 0.461
197771978 0 51 .. .456
197871979 0.568 .- .507

Notes: All values of ¢ are indices of capital-labour ratios in
exports versus imports aud are estimated by means of equation (20).

%1 and %2 are computed using imports at market and c.i.f.
values respectively.

All the export values are in f.o.b. prices.

D. Concluding remscks

Industrial export expansion is advoceted by policy-makers and
social scientists to increase labour absorption in developing coun-
triec. The results of this study support such a view.

It is important to point out some of the drawbacks in the light
of which the findings and inferences drawn in this paper should be
read. First, the adoption of the input-output anslysis imposes a
number of well-known limitations, such as that of ignoring the
problem of the choice of techniques, in addition to the assumptions
relating to factor prices, technical progress etc., which determine
the technical inpu* coefficients during the period under study.
Secondly, intermediate inputs wused in the input-output system
include both domestically produced and impnrted inputs. 1In the
extreme case, it might be conceivable that there would be no
employment crestion if all intermediate inputs are imported
inputs. The scattered evidence* tends to suggest that the con-
clugsions reached in this paper might not be affected in spite of
this theoretical possibility.

*In an senslysis of 1970 data for the Republic of Korea,
L. P. Jones ({24]), p. 332) observed that the Spearman rank cor-
relation coefficients between total labour requirements employing
two Leontief inverse matrices (I-Ad)‘1 snd  (1-A)-1  were,
respectivaly, 0.77 for 18 industries and 0.61 for 340 industries.
(I-Ad)'1 was measured using domestically produced intermediste

inputs, while (I-A)-l was measured using intermediate inputs that
included both domestically produced and imported inputs.
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ine input-output data oi 157671377 {or Lthe econcmy of
Bangladesh have been used in this empirical analysis. The results
can best be seen as illustrating the points discussed. The findings
are important from the point of view of the employment problem in
Bangladesh. The analysis indicates that the promotion of manufac-
tured exports helps to generate higher levels of employment. The
commodity composition of trade between capital-intensive and labour-
intensive goods has not been reversed in Brazil, Chile, Colombia,
Cote d'Ivoire, Indonesia, Pakistan, Republic of Korea, Thailand,
Tunisia and Uruguay, as shown by the results of individual country
studies ([13]), p. 13).

Industries such as those of jute textiles, tea and leather are
found to be export-oriented, and together with the sugar industry
absorbed approximately 70 per cent of totsl manufacturing employ-
ment in 1976/1977. Manufacturing export expansion is a force in
providing employment for a small economy like that of Bangladesh.

The findings of this paper reveal that 1labour absorption
through the production of meanufsctured exports is positively and
significantly related to the asbsorption of labour per unit of out-
put, in other words, Bangladeshi exports are labour-absorbing.

In the Mexican economy for 1970, S. Levy ([15), tables 1 and 2)
compared the two values of totsl labour requirements per unit of
output and the two values of total factor intensities (capital-
labour ratios), using both Leontief inverse matrices (I-Aq)~1

and (I-A)~} for 59 industries. There was very little difference
between the two indices of total labour requirements. The two
indices of total factor intensities were almost identical. The
basic reason for this result was that total imports were a small
percentage of GDP in Mexico for that year (the ratio of imports to
GDP was 0.065).

The ratio of imports to GDP for the year 1976/1977 in the
economy of Bangledesh was 0.1284 ({3}, table 2.4). This might
partly explain the extent to which imports are affected by the
employment impact of menufactured exports.




Annex
SOURCES OF DATA

The data used in this study came from different sources, the
main ones being listed below:

(a) The detsiled report on the Census of Manufacturing Indus-
tries of Bangladesh for 1976/1977, published in September 1981 by
the Bangladesh Bureau of Statistics. The year 197671977 is con-
sidered as a period of comparatively normal economic conditions;

(b) The 1976/1977 input-output table for the economy of
Bangladesh. The input-output table constructed by the planning
commission is also based on the Census of Manufacturing Industries
for 1976/1977. The input flows include both imported and domes-
ticelly produced imported inputs. The A matrix of technical coef-
ficients of this input-output table has been used, since it is the
latest available input-output table for the Bangladesh economy.

The original table constructed for the second five-year plan,
1980-1985, consisted of 47 industries [23]. Twenty industries are
used in the anslysis contained in this study, since other indus-
tries are classified as agriculture, construction and service
industries. The category of "other manufacturing industries”
includes optical goods, plastic products, pens and pencils, ice,
clay products, glass products, potteries, bricks and concrete prod-
ucts, umbrellas, rubber products, ready-made garments, printing and
publishing, thread and narrow fabrics industries;

(¢) The values of exports and imports of Bangladesh in cur-
rent prices for the years 1976/1977, 1977/1978 and 1978/1979 have
been collected from [4), (5], (6) and [17]). The figures have been
regrouped according to the input-output industry classification.
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INPUT-OUTPUT VERSUS SOCIAL ACCOUNTING IN THE MACRO-AMALYSLS
OF DEVELOPMENT POLICY

S.I. Cohen*

Introduction

The role of social accounting matrices (SAMs) is often prima-
rily seen as that of a helpful tool in the setting-up and estima-
tion of corresponding models. In an overview of modelling and
socisl accounting matrices Thorbecke [11) concludes that the advan-
tage of forcing & model into a social accounting framework is that
one cen discover incomsistencies of which the authors were not even
aware. The discipline of building an explicit SAM assures that the
initial values of the variables in the system are internally con-
sistent. There is a second role which a SAM can play, howaver. By
appropriate manipulations the table can be rearranged so as to give
sets of exogeneous variables and s coefficient matrix that can be
subjected to a useful multiplier analysis.

Most of the empirical litersture on SAM has been concerned more
with its first use as a data framework then with its second use for
multiplier analysis. The literature has particularly dealt with
construction of data systems for some thirty developing countries,
for s few of these counterpart models were developed.** In
contrast, the published multiplier snalysis of social accounting
matrices is limited to s wmuch smaller number of developing
countries. Xxx

*Director, Growth Dynamics University Institute, Ecrasmus
University Rotterdam, The Netherlands. Paper prepared for the
Eighth Internationsl Conference on Input-Output Techniques,
Sapporo, Japan, 26 July-2 August 1986. The author is greatly
indebted to seversl associates who worked closely with him on the
construction of the social accounting matrices for Colombia,
Pekistan, the Republic of Korea and Suriname, respectively,
T. Jellema, I. Havings, B. Ferment and E. Seslamons. Many thanks are
also due to B. Kuijpers and M. de Zeeuw for providing programming
and computational sssistance. The results for Pakistan are based on
a tenstive matrix thet may be revised. The matrix is the result of
colleborative work with the Pakistan 1Institute of Development
Economics. The author is grateful to have had access to this
matrix, which has made possible an essential extension of the cross-
country anslysis. Useful comments by L. Mennes and G. Pyatt are
also gratefully scknowledged.

*%For sn inventory of most of the available SAMs, see Pyatt and
Round [8). This paper supplements the list with four more SAMs.

x%%3¢e¢ Hayden and Round {6) for Botswans, Cohen end Jellema {4)
for Colombis, Defourny snd Thorbecke (5) for the Republic of Kores
and Pyatt and Roe {7) for Sri Lanks.
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The purpose of this paper is to examine the use of SAM as &
solid framework ror conducting international comparisons on the
structure of socio economic systems of different countries. In
particular, sn analysis of multipliers across countries should show
meaningful, significant end stsble results. Se-tion A deals with
the construction and content of social accounting matrices for four
countries, namely Colombia for 1970, Paikstan for 1979, the
Republic of Korea for 1975 snd Suriname for 1979, which were con-
structed by the author in collaboration with several associstes.
Section B presents the case for considering the SAM as a model of
analysis in its own right, and expresses the steps in deriving the
multipliers of the SAM and their decomposition into transfer,
open loop and closed-loop effects. Section C applies the multi-
plier analysis to the wants fector and institutional accounts of
the SAM. Section D evaluates the multipliers of production activi-
ties in the four SAMs and compares them with those obtained from
the narrower framework of the input-output matrix. Section E draws
conclusions on the compsarative analysis of the structural proper-
ties of the SAMs of the four countries.

A. Social sccounting matrices of Colombia, Pakistan,
the Republic of Korea snd Surinsme

For obvious reasons greater anslyticsl insight is gained if
basically comparable social accounting matrices are constructed for
the individual countries. Table 1 gives the SAM for Colombia,
which is meant to serve as a standard example. Although this SAM
hes been closely followed in the applications to Pskistan, the
Republic of Kores and Suriname, certsin modifications in the clas-
sifications for the latter countries were unavoidable.

Social accounting matrices are compiled according to the same
accounting principles as input-output tables, each transaction
being recorded twice so that any ingoing in one account must be
balanced by an outgoing of snother account. In contrast, SAM
contains s complete list of transactions describing income, expen-
diture and production flows. These transsctions are grouped into
different sets of accounts es indicated below:

(a) Wants account;

(b) Factors of production sccount;

(¢) Institutions current accoun’, which can be further cisag-
gregated by type of institution into:

(i) Househnlds account;
(ii) Firms acount;
(iii) Government account;
(d) Institutions capital eccount;
(e) Accivities account;

(f) Rest of the world account.




Wents sccownts - —F8ctor eccounts
1ten 1 2 3 L} H [ ! 8 9
1. Food . . . e o
2. MNoa-food . . . . . o
3. Nousing . . . e o
4. Nesltdh . . . . .
- $. GTducation . “ . o e .o o
6. Other social secvicys . . .
7. Urbsaa ledour income . . . . f -
8. Rural ledour income . . . e o .o
9. Gross profits . . o R . e
10. Urban salary-eacaers . 13 259.4 . 16 625.7
11. Urban wage-eoarners . . . 6 866.2 . o
12. Urban smployers B . o 1 392.4 2 694.9
13. Urban self-employed 9 304.8 16 419.1
14, Urban femily helpers . . 4 528.7 . 6 502.3
135. Rursl salacy-escners . . .o ‘. 1 208.7 958.1
18. Rural wage-earners . . . 5 826.7 o
17. Rural employers . . . A8l.0 1 178.5
18. Rursl self-employed . . 5 486.4 4 04,2
19. Rucal fsmily helpers . . . .. 12111 822.3
20. Firms . . . e . 15 492.4
21. Goverament . ‘e 1 882.2
22. Aggregate capital
account . .o . . e o .
23. Agricultuce 13 661.6 23.5 425.3 148.5 .. . .
24, Mirning .. 3 67.9 .. S4.4 . . e
23. Cotfee $33.7 . .. .. . e i o
26. lndustcy 29 883.2 12 0d4.2 43.0 1 064.2 . 1 628.1 .. .
27. Electricity, gas
snd weter .. .. 934.1 . o
28. Wodern services . 151.6 13 626.8 .. .. 3 378.5% .
29. Personal services . 7 139.% .. 1 944,23 3 632.0 1 207.6 .
30. Govermmenl services 3.9 394.5 60.4 69.0 9%.3 90.7
31. 1lmdirect tazes . . .
32. lmport duties .
33. Rest of the world o . .. . ..
34.  Totals 44 4343 20 947.0 14 231.4 3 012.% 3 731,37 a0 3% 251.5 13 973,966 8797

continued
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The focus of attention of the disaggregations in the applica-
tions reported here lies with the household account. The disag-
gregation cf households emphasizes dualities in the location of
population (rural, urben), mode of earning (modern employmert,
self-employment, inactive) and occupational chacacteristics of
worker (within modern employment a distinction is made between
employers, non-manual workers and msnual workers). As a result,
the general rule was to distinguish five rural groups and five
urban groups as the example in table 1 shows. The factor accounts
were meant to be subdivided into capital and several types of
1arour, while the activities accounts were meant to be subdivided
into eight to ten sectors at the one-digit level.*

The first set of accounts in table 1 is the wants account. It
is not obligatory to include this account in the SAM. But, by
incorporating the wants account, the present SAMs increase focus on
s whole reange of goods and services classified according to basic
needs. Here they include food, housing, heslth, education and
other goods and services. It is informative to know, for instance,
how much expenditure on food products is taken up by specific
household groups and how this expenditure is matched by agriculture
and the non-agricultural sectors. This interest in itemizing the
achieved consumption stems from the policy questions addressed by
basic-need approaches and corresponding systems to model them.**

Rows 1 to 6 contein one large block of entries on the inter-
sects with columns 10 to 19, giving the breakdown of consumption
expenditure over the six wants categories and over the 10 household
groups. The outgoings of the wants account, columns 1 to 6, are
entered as incomings to the asctivities account, rows 23 to 30.
This block of entries converts broad categories of consumption
expenditure on food and other items into the more well-known sec-
toral classification. For example, column 1 contains the sectoral
breakduwn of food consumption: 3u per cent of food is produced
directly by agriculture, 6/ per cent of food is supplied by the
food- processing industry.

The next set of accounts is the factor account, showing, for
instance, that the largest part of urban labour income originates
in the services sectors, while the largest source of rcural labour
income is sgriculture.

In the institutions current account, household groups receive

s mixture of labour and capital incrme. Firms and governaent
receive capital income. Additional sources of income to households

%*Several exceptions in these classifications were unavoidable,
as may be noted from the spplicsations in table 3.

A%An early sttempt to model basic needs within a genersl
equilibrium framework is found in Cohen (([2), (3])). The study,
which conteins applications to the Republic of Kores, includes
time series tables that can be joined together to form a series of
SAMs for the Republic of Kores.
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are transfers from government and transfers from the rest of the
world. The expenditures by the different institutions are directly
readable from their respective rows.

In the institutions capital account, all savings of the insti-
tutions are entered in row 22 and columnr 10 to 21. Furthermore,
on the intersect with column 33 the balance-of-payments deficit
provides the balance with gross investment demand, which is cap-
tured in column 22 and rows 23 to 30.

In the activities account, which represents the well known
input-output structure, the different final demand categories are
recorded by rows. The columns of the activities account, from top
to bottom, show factor payments, intermediate costs, indirect taxes
snd import duties.

Finally comes the rest of the world account. Row 33 registers
imports as if they are all complementary, while column 33 registers
exports.

With regard to details of estimation and statistical sources,
in all four SAMs, the official national accounts statistics were
used as the building blocks of these statistical applications.
This 1s necessary because national accounts statistics form the
reference framework for national policy-making. Besides, extended
modelling in & later phase will have to work with time series based
on national accounts statistics. The above use of national accounts
statistics implied rescaling statistics from other data sources to
fit into these aggregates. In particular, there are three main
types of other data sources concerned: the input-output table, the
labour force survey and the household income and expenditure survey.

The first type of data used is the input-output table. In
most applications it was necessary to apply the RAS-method to
upgrade the sveailable input-output table to the selected year of
the SAM.

The date of the household income and expenditure survey,
giving average values per type of esrner, and lsbour force survey,
giving the numbers of corresponding earners, were combined and used
to fill the inner structure of the cross-accounts of households
and factors and households and wants, after rescaling to fit the
nationsl accounts aggregates. In filling the incomings in the
household account it was necessacy to keep st zero the receipts of
households from other households, and to assume that household
receipts from the rest of the world sre distributed on household
types in proportion to each household group income. These assump-
tions reflect the general lack of data on income transfers between
household groups.

As for the outgoings, the household income and expenditure sur-
vey together with the lstour force survey provided the required datas
to fill consumption expenditure and direct tasxes on household
groups, after rescaling to fit the national sccounts aggregates.




The difference between income and expenditure for each household
group constitutes the entry in the capital account. Furthermore,
groups with negative residuals, in other words, dissavings, were
assumed to incur no outgoings to the rest of the world. oOutgoings
were proportionately distribured smong households with positive
residuals, or savings, on the basis of their income.

Finally, the submetri= that converts private consumption cate
gories belonging to the wants account to final demand categories
belonging to the activities account has been made consistent by
applying the RAS-method to a converter matrix obtained from various
sources and the already-found column and row totals of private con-
sumption and final demand categories.

The SAM of Pakisten differs in two important respects from
those of the other countries. First, the avgilable input-output
table for Pakistan imposed registering all imports as compet-
itive.* Secondly, household surveys and other income datas in
Pakistan do not allow an explicit specification of the factor
accounts, so that institutional income had to be mapped directly to
the activity accounts._x®

B. The social accounting matrix as a model of analysis

Compared to the Leontief input-output model, SAM is a broad-
ening of focus in development thinking. It is importent to resolve
this question befcre elaborating on algebraic derivations.

For a long time much of the national planning of producton and
investment has been conducted within the nacrow framework of the
Leontief input-output model, thus dealing primarily with inter-
sectoral delivery, to the exclusion of other significant mechanisms
in the economy such as those of factor remuneration, income trans-
fers and expenditures by participating sctors and their recycling
back to sectoral activitv. The same bias is true of the studies on
the intersectoral impact of international trade. Needless to say,
other things remaining the same, economic policy based on inter
sectoral accounts is inferior to thsat based on intersectorsl,
income, transfe~ and expenditure accounts.

The other argument in favour of working with the SAM
is obvious. It is increasingly required by policy-makers, many

*As a result of the sbsence of leskage through imports in the
spplication to Pakistan, the impact multipliers are bound to be
over estimated in Pakistan as compered with other countries.

*%*This, by itself, is not & handicap. For conducting the
multiplier analysis a factor sccount with the same subdivisions as
the institution sccount is attached to the SAM. Activity receipts
by institution sre sllocated to its corresponding factor as
ingoings, and resllocsted again from the factor ~rncerned to the
corresponding institution ag outgoings.
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economists and the larger public, in develoging and developed coun-
tries alike, to apprsise, besides the production objective, other
development objectives pertaining to income policy and the sallot-
ment of basic provisions and obligations among population groups.

In spite of the above compelling arguments, the use of SAMs
for economic analysis is not frequent. This could be a matter of
time. However, other arguments can be raised against SAM, such as
the static nature of the economic analysis obtainsble from assuming
constant coefficients or the sometimes arbitrary classifications,
unreliabilities and obsolescence imposed by the timing and the kind
of dats that go into the construction of SAMs.

However, all these limitations apply also to input-output in a
greater or lesser degree. Constan. coefficients may be more objec-
tionable in a SAM, but they can be minimized by appropriate clas-
sifications.

In the context of a comparative analysis of the structural
properties of different socio-economic systems, which is the focus
of this paper, SAM is an appropriate framework for comparison in
ways similar to comparative structursl analysis of input-output
tables.* In the context of comparative analysis the constancy of
the coefficients can pe an advantage. Impact multipliers based on
constant coefficients obtainable from inverted input-output or
social sccounting tables can have the advantage of being more
country-neutral in cross-country compsrisons, in contrast to flex-
ible models that involve non-uniformities in their treatment of
individual case-studies.

With regard to algebraic derivations in the input-output anal-
ysis, sn endogenous vector of sectoral production, p, can be pre-
dicted from s matrix of input-output coefficients, A, snd a vector
of exogenous final demand, f, a* in equation 1.

p=Ap +f = (I-M)-1 ¢ (1)
SAM can be used similarly.

Several steps are required to transfort.n SAM into a predictive
model along the lines of the input-output matrix. First, the
accounts of SAM need to be subdivided into endogenous and exogenous
categories and regrouped so that the exogenous accounts would fall
to the right and st the bottom of the endogenous accounts.

Following an established convention, which provides & suitable
basis for comparing the underlying structures of different
socio-economic systems, the endogenous sccounts would include the
following four categories, with rows and columns, as detsiled in
table 1:

1. Wantg (rows and columns 1 to 6)

%*See Chenery and Watanabe (1].
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2. Factor incomes (rows and columns 7 to 9)
3. Households and firms (rows and columns 10 to 20)
4. Pproduction activities (rows and columns 23 to 30)

These endogenous accounts form & 28 x 28 submatrix within the
regrouped SAM, containing all the flows from and to endogenous
accounts.

The outgoings of other accounts constitute a 28 x 5 submatrix
to the right, containing flows of sectoral export and investment
demand and income transfers from the rest of the world and govern-
ment. These are exogenous outgoings and can be suwmed into one
exogenous vector.

To the bottom of the endogencus accounts is & submatrix that
contains the outgoings of the endogenous accounts into the other
accounts, that is, imports, texes and savines. These residual
balances need not be treated further here.

Secondly, the flows in the endogenous accounts need to be
expressed as average propensities of their corresponding column
totals. Thus each flow in the 28 x 28 matrix is divided by its
respective column total to give the matrix of average propensities,
denoted by A.

As a result of the above manipulations the SAM takes the form
of table 2 (also see annex). Note that the A matrix appears in a
partitioned form to facilitate a decomposition of the multipliers.
The vector of row totals y represents the endogenous variables,
while the vector x represents the exogenous variables.

The vector of endogenous variables y can now be solved from
equation 2.

Y =AY + x = {I-A)-1x = M,x (2)

where My, is the aggregate multiplier matrix which can be subjected

to a standard reduced form analysis as is commonly done with input-
output tables.

Furthermore, the aggregate multiplier matrix cen be decomposed
into three multiplier matrices My, M, and My, as in equation 3
below. M;, which is known a&s the transfer multiplier, captures
effects resulting from direct transfers within endogenous accounts
(for example, between production sctivities). The open-loop
effects, M,;, capture the interactions smong and between the endo-
genous accounts (from production activities to fsctors, institutions
and wants). The closed-loop effects, My, ensure that the circular
fiow of income is completed smong endogenous accounts (from produc-
tion activities to factors to institutions to wants and then bsck to
activities in the form of consumption demand).

Y = Ay + 1 2 (I-0-1x = Mgx = M3 ¥ My (3




Table 2.

The social accounting matrix in the form of y = Ay + X

Expenditures

Endogenous accouants

Exogenous
accounts

Government,

capital and

3. Insti- 4. Activi- rest of the
Receipts Wants 2. Factors tutions ties world Totals
Endogenous '
°
1. Wants A13 X1 Yl w
2. Factors LYY X2 Y2 '
3. Institutions A32 A33 X3 Y3
B 4. Activities Aal Asy X4 Y4
Exogenous
Others Residual balance
Totals Yy Y2 Ya Y4
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The formal derivation of the decomposed multipliers proceeds
by separating matrix A from A, prcvided that A is of the same size
as A and that (I - A)-' exists.

Ay + X

y

(A~A) ¥y + Ay +

(L-A3-1 (A-A) y + (I-A)-1 x

"

= A*y + (I-K)-1 x (a)

Here, (I-A)-1 refers to the transfer multiplier, M;. Derivation of
of M2 and M3 proceeds further as in equations (5) to (7).

Both sides of eguation 4 can be multiplied by A*, substituting
for A*y from equation 4, and rearranging terms to give:

¥y = A%y 4+ (I+A%) (1-A)-1 x (s)

The same menipulation can be repeated with A*2 up to Ak, so
that in general:

4 x } 4 - -~ -
P S L e O T (6)

For any positive wvaiue for k iz is true then that:

k 1

x(k- -
+ A (k 1)) (I-A) X (7)

g -1 X x7
Yy = (I-A ) (I+A +A [
Here then, (I-A™K}-1 {5 identified with My, (I+A%A*2 4+ ... 4
A'(E-l)) is identified with M, and, s waes just mentioned,
(I-A)-1 refers *tu ¥i. The multipliers can also be resrranged
in an additive €form.*

C. A selection of aggregats multipliers and their decomposition

It is racalled that the aggregate multiplier matrix M, is
decomposable inco three multiplier matrices

My = M3 M My {8)

Beceause the multiplier matrices can be extensive (for Colombia they
count 28 x 28), it is instructive to limit the presentation here to
the impact of exogeneously specified injectione (changes) into sec-
toral activities on the variables of the wants, factors, institu-
tions and activities accounts, and in particular the latter two.

*The multiplicetive decomposition can be rearranged. as done
by Stone (9], into four additive components, namely, the initial
injection I and the net contributions of the transfer effect T,
open-loop effect O and closed-loop effect C, as follows:

Mg = 1 4 (My-T) & (Mp-D)Mp + (M3-1)MpMy

= I +T+0+C
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Table 3 accordingly gives the relevant aggregate multipliers within
H.. Specifically, they fall into four compartments: Ha,lb'
Mgy 24, Mg 34 end My 44 corresponding respectively to the
impacts on wants (subindex 1, table 2), factors (subindex 2),
institutions (subindex 3) and activities (subindex 4) as a result
of injections into activities (scbindex 4). The first, second and

third compartments will be dealt with in this section, and the
fourth compartment in the next.

In general, it can be seen that the magnitude of the multi-
pliers are smallest for Suriname, followed by the Republic of Korea
and Colombia. The case of Pskistan, which shows the highest multi-
pliers, is not strictly comparable because the SAM of Pakistan does
not consider leakage through imports explicitly. However, the
general validity and the general comparability of the relative
distribution of the impact multipliers for Pakistan need not be
disturbed by this difference in registration.

In the first compartment, which gives the impact of allocations
to activities on the wants account, it is striking to note the
relatively high impact of services on food (tsble 3, row 1). 1In
Colombia, the Republic of Korea and Suriname this impact surpasses
that of agriculture on food. Pakistan, with a higher share of non-
marketed and non-processed food, shows the opposite. The dominating
impact of services, as compared with other sectors, is generally
established for other wants categories as well. In terms of impact,
the consumption of food is followed by that of other goods, housing,
education and health, reflecting their decreasing shares in consump-
tion expenditure. The main exceptions are in the relative positions
of education and heulth, which are reversed in the cases of Pakistan
(known for its very low expenditure on education) and Suriname
(possibly as a result of its psarticularly high provisions for
health).

In the second compartment, which relates to the impact of
allocations on the factor accounts, it is found that, on &
row-by-row basis, labour income is highly affected by expansion in
service activities. Other sectors with significant effects are
mining and agriculture. Capital income is mostly affected by
expansion in agricultural sctivity, followed by mining and services.
In column terms, the results show the multiplier ratio of labour
income to capital income in Colombia to be highest in government
services and lowest in electricity and agriculture, which are
capital-intensive and land-extensive, respectively. The Republic
of Korea gives different results. The multiplier ratio of labour
income to capital income is highest in mining, and lowest in agri-
culture. In both countries, industry taskes an intermediate
position, with the multiplier rstio of labour income to capital
income varying between 0.6 for Colombia snd 0.5 for the Republic of
Korea. The classification and computstion of the factor accounts
for Suriname is not strictly compsrable with the other countries,
while for Pakistan, as was footnoted earlier, the factor and insti-
tutions sccounts are collapsed together.




Table 3. SAM aggregate multipliers by type of activity

for four countries

Country and item 21 22 23 24 25 26 27 28
Colombia
1. Food 0.8808 0.9411 0.6124 0.6252 0.8688 0.8059 (©.8700 1.0221
2. Non-food 0.4077 0.4460 0.2852 0.2962 0.4173 0.3855 0.4141 0.4846
3. Housing 0.2696 0.3022 0.1893 0.2004 0.2869 0.2639 0.2816 0.3275
.. Health 0.0597 0.0650 0.0417 0©0.0432 0.0608 0.0561 0.0605 0.0712
S. Education c.0712 0.,0802 0.0502 0.0531 ©0.0760 0.0700 0.0746 0.0865
6. Other social services 0.1437 0,1608 0.1011 0.1061 0.1510 0.1396 0.1482 0.1701
7. Urban labour income 0.4983 0,625 0.3634 0.4678 0.7529 0.6200 0.7571 1.1372
8. Rural labour income 0.3474 0.2783 0.2262 0.1908 0.2177 0.2109 0.2549 0.3384
9. Gross profits 1.5329 1.7075 1.0747 11,0505 1.4194 1.4032 1.3411 1.1634
- 10. Ucban sslary-earners 0.5680 0.6583 0.4035 0.4366 00,6352 0.58l4 0.6173 0.7157
11. Urban wage--earners 0.0968 0.1211 0.0706 0.0909 0.1452 0.1204 0.1470 0.2209
12. Ucrban employers 0.0814 0.0934 0.0576 0.0608 0.0868 0.0810 0.0839 0.0917
13. Urban self-employed 0.5075 0.5833 0.3595 0.3810 0.5466 0.5077 0.5285 0.5849
14. Urban family helpers 0.2129 0.2459 0.1510 0.1621 0.2344 0.2159 0.,2274 0,2588
15. Rural salary-earners 0.0520 0.0485 0.0350 0.0316 0.0392 0.0383 0.0413 0.0459
16. Rural wage-earners 0.1374 0.1101 0.0895 0.0755 0.0861 0.0834 0,1008 0.1338
17. Rural employers 0.0390 0.0397 0.0267 0.0251 0.0325 0.0320 0.0324 0,0321
18. Rural self-employed 0.2350 0.2191 0.1580 0.1425 0.1768 0.1731 0.1864 0.2077
19. Rural family helpers 0.504 0.0463 0.0338 0.,0303 C.0373 0.0364 0.0397 0.0451
20. Firms 0.3551 0.3955 0.2490 0.2433 0,3288 0.3251 0,3107 0.2695
21. Agriculture 1.5737 0.600&4 ©¢.9710 0.5876 0.5835 0.5337 0.6379 0.6819
22. Mir 0.0348 1.0495 0.0248 0.0483 0.0560 0.0366 0.0384 0.0417
23. Cor 0.0224 0.0241 1.0688 0.0160 0.02?24 0,0208 0 ~°79 0,0308
24. Industry 1.6098 11,7025 1.1272 2.4351 1.7949 11,5808 1., 56 1,9301
25. Electricity, gas and water 0.0336 0.0669 0.0243 0.0332 1.0581 0.0363 0.0.10 0.0449
26  Modern services 0.9332 1.1488 0.7095 0.9055 0.9709 2,0243 0.9183 1.0742
27. Personal services 0.2901 0.3213 0.2038 0.2143 0.3056 0.2842 1.3023 0.3611
— 28, _Government services 0.0195 0.0240 0.0140 0.0163 0.0219 0.0195 0.C204 1.235

“
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Table 3 (continued)
Country and item 27 28 29 30 k) 32 kK] 34 35 36 k] 3s
Pakistan
Wants
1. Food and drink 1.466 1.455 1.081 0.928 1.286 1.227 0,789 1,089 1.423 1.056 1.188 1.221
2. Clothing and footwear 0.219 0.217 0.207 0.177 0.243 0.235 0.151 0,209 0,273 0,202 0.228 0.234
3. Personal effects 0.074 0.073 0.0%7 0.048 0.065 0.063 0.040 0,057 0.073 0.054 0.086) 0.063
4. Rent 0.136 0.134 0.10a 0,092 0.12% 0.121 0.077 0.108 0.148 0.105% 0.1186 0,126
S. Fuel and lighting 0.135 0.133 0.099 0.085 0.118 0.113 0.072 0.100 0,131 0.097 0.109 0.112
6. Health 0.059 0.059 0.043) 0.03? 0.051 0.049 0.032 0.044 0.056 0.042 0.048 0,049
r. Education 0.03) 0.033 0.026 0.022 0.030 0.029 0.019 0.026 0,034 0.02% 0.028 0.030
8. Others 0.813 0.807 0.628 0.532 0.731 0.705 0.450 0.631 0.829 0.608 0.689 0.708 '
ot
Eactors a/ e
1
9-1’
Institutions
B 18. Employers (professional
level) 0.062 0.060 0.052 0.046 0.069 0.067 0.047 0.078 0.065 0.053 0.1236 0.124
19. Non-mesnusl workers 0.169 0.165 0.148 0.122 0.162 0.134 0.112 0.277 0.231 0.133 0.229 0.267
20. Manual workers 0.1%0 0.181 0.14? 0.169 0.214 0.219 0.134 0.191 0.170 0.225 0.161 0.213
21. Self-employed 0.558 0.549  0.4S5 0.412 0.543 0.531 0.331 0.330 0.846 0.442 0.37% 0,489
22. Large holdings 0.2386 0.378 0.373 0.280 0.369 6.377 0.229 0.360 0.422 0.322 0.409 0.364
23. Mediuw holdings 0.442 0.437 0.366 0.286 0.392 0.384 0.242 0,354 0.422 0,342 0.402 0.365
24. Small holdings and the
landless 1.247 1.250 0.803 0.680 0.989 0.903 0.595 0.783 0.837 0.760 0.881 0.041}
25. Non-farm 0.150 0.162 0.084 0.083 0.123 0.112 0.073 0.081 0.114 0.09) 0.088 0.101
26. Firms 0.229 0.¢23 0.162 0.163 0.220 0.192 0.426 0.14% 0.189 0.219 0.168 0.21%
continued




Table 3 (gontinued)

Country snd item

21

29 30 31 32 3 34 35 36 kY 38

Bakistan (continued)
Activities
27. Wwheat and rice 1.408 0.395 0.27) 0.247 0.664 0,387 0.207 0.274 0,357 0.273 0.300 0,309
28. Other agriculture 1.411 2.431 0.886 0.914 1.232 1.125 0.661 0.874 0.131 0.97% 0.970 1,032
29. MWiniag and quarcying 0.122 0.129 1.101 0.141 0.132 0.199 0.084 0.131 0.122 0.129 0.112 0.117
30. Large-scale manufacturing 1.777 1.679 1.40% 2,338 1.746 1.8%2 1.082 1.300 1.608 1.884 1.513 1,630
21. Small-scale manufactucing 0.692 0.686 0.51% 0.442 1.797 0.840 0.40) 0.513 0.678 0.503 0.567 0,581
32. Construction 0.014 0.014 0,011} ©.010 0.013 1.013 o0.111 0.011 0,016 0.011 0.015 0.013
33. Private housing 0.13? 0.13% 0.103 ©0.092 0.12% 0.121 1.078 0.108 O0.148 0.106 0.118 0.126
34. Rlectricity and gas 0.099 0.90 0.068 0.087 0.105 0.089 0,051 1.097 0.084 0,080 0,143 0.087
3%. Wholosale and retail trade 0.667 0.666 0.571 0.449 0.609 0.502 0.278 0.35¢9 1.449 0.423% 0.296 0.420
36. Tcaasport and

communications 0.873 0.602 0.482 0.423 0.646 0.536 0,318 0.432 0.572 1.43% 0.54% 0.574
37. Sanking end insurance 0.111 ©0.109 0.098 0.036 0.108 0.119 0,070 0,083 0,112 0.088 1.118 0.112
38. Goverament and other

secvices 0.390 0.385 0.307 0.254¢ 0.348 0.340 0.214 0.299 0.392 0.298 0.332 1.1

a/ PFactors account not shown since it corresponds to the institutions account in the
application to Pakistan.
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Tadble 3 (continued)

Country and item 15 16 1?7 18 19 20
Republic of Kores
1. Food 0.701 0.837 0.441 0.474 0.689 0.754
2. Others 0.380 0.44S 0.237 0.254 0.367 0.407
3. Housing 0.113 0.143 0.073 0.079 0.11/ 0,123
4. HNHealth 0.076 0.096 0.049 0.053 0,079 0.083
S. BRducation 0.084 0.099 0.053 0.056 0.082 0.099
8. Labour income 0.409 0.870 0.358 0.409 0.663 0.499
7. Capital income 1.477 1.217 0.789 0.809 1.078 1,502
8. Urban wage-earners 0.175 0.329 0.142 0.160 0.254 0.207
9. Urban sslary-earnecs 0.303 0.552 0.243 0.273 0.429 0.360
10. Urban self-employed 0.440 0.382 0,239 0.248 0.335 0,450
11. Rural smsll holdings
and the landless 0,106 0.093 0.058 0.060 0.081 0.109
12. Rural medium holdings 0.186 0.163 0.101 0.105 0.142 0.190
13. Rural large holdings 0.306 0.269 0.leé8 0.174 0.235 0.316
1a. Firms 0.380 0.313 0.202 0.209 0.277 0.386
15. Agriculturs 1.534 0.598 0.365 0.383 0.491 0.511
16. Mining 0.021 1.026 0.031 0.030 0.029 0.020
17. Modern industry 0.991 1.057 1.885 0.910 1.081 0.886
18. Traditional industry 0.21% 0.253 0.216 1.202 0.259 0,212
19. Modern services 0.487 0.674 0.400 0.414 1.514 0.637
20. Traditional services 0.239 0.368 0.271 0.277 0.341 1.316

continued

- 601 -




Table 3 (continued)

Country and item 15 16 17 18 19 20
Republic of Korea
1. Food 0.701 0.83) 0.441 0.474 0.689 0.754
2. Others 0.380 0.445 0.237 0.254 0.367 0.407
3. Housing 0.113 0.143 0.023 0.079 0.117 0.123
4. Health 0.076 0.096 0.049 0.053 0.079 0.083
S. Education 0.084 0.099 0.053 0.056 0,082 0.099
6. Labour lncowme 0.409 0.870 0.35%8 0.409 0.663 0.499
7. Capital income 1.477 1.217 0./89 0.809 1.076 1.502
8. Urban wage-earners 0.175 0.329 0.i42 0.160 0.254 0.207
9. Urban salary-earners 0.303 0.552 0.243 0.2713 ) 429 0.360
10. Urban self-employed 0.440 0.382 0.239 0.248 0.1335 0.45%0
11. Rural small holdings
and the landleas 0.106 0.093 0.058 0.060 0.08) 0.109
12. Rural medium holdings 0.186 0.163 0.101 0.10% 0.142 0.190
13. Rural large holdings 0.306 0.269 0.168 0.174 0.235 0.316
14. Firms 0.380 0.313 0.202 0.209 0.277 0.386
15. Agriculture 1.534 0.598 0.365 0,383 0.491 0.511
16. Mining 0.021 1.026 0.031 0.030 0.029 0.020
17. Modern industry 0.991 1.057 1.885 0.910 1.081 0.886
18. Traeditionsl industry 0.215 0.253 0.216 1,202 0.259 0.212
19. Modern services 0.487 0.614 0.400 0.414 1.514 0.637
20. Traditional services 0.239 0.368 0.271 0.277 0,341 1.316

continued
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Attention can now be shifted to the analysis of the thicd
compartment, M_ .. leaving the anslysis of M, 46 T° tke next

section. A decomgosition ot Mg 3, into its trensfer., open and
closed multiplier effects requires an analyses of only three sub-
matrices, as in equation 9.

Mg, 34 = M3 33 % M2 34 * M) 44 9)

oversll = closed * cpean * transfer

Tebles 4 and 5 give Hl_‘.. H2_3. and n3.33. tespectively, for
the four countries.

Table &4, which containe M) 44, captures the well known
transfer effects within the input-output accounts. This will be
referred to agein later, but for the moment it should be noted that
transfer effects are particulerly importsant in industry, and that
because of fewer linkages the multipliers for sgriculture and the
other sectors sre lower.

In the case of Colombia the first column of table 4 shows an
initial injection into agriculture of 1.0 to result in an addition
to segriculture of 1.0414, =mining 0.0036, industry 0.1560, modern
services 0.1411 etc. The original injection of 1.0 leads to a
total increase of 1.3459. These transfer effects will be traced
through the rest of the system, including Mp 34 and M3 33, in
order to itlustrate the working of the system.

Table S5, which presents M7 34. captures open-loop effects.
Because of the high diversity of income sources in Colombia, and in
particular, the significant presence of non-rursl beneficiaries
from agricultural expansion, the originsl injecticn of 1.0 into
agriculture leads to a 0.22 ‘ncrease in rural incomes as compared
with 8 0.55 increase in non-rural incomes.

The closed-loop multipliers ss captured in M3 33 (in table 5)
are associsted with the consumption patterns of the households. The
incresses in income resulting from open-loop effects sre used mainly
to purchase consumer goods, which incresse output, and in turn,
increase fector income that is paid out as institutional income. If
this part of the table is read on a row-by-row basis, excluding the
initisl injections and the few exceptions, it appears that the
closed-loop multipliers are fairly constant. This can be inter-
preted as the result of similar household expenditure and savings
pastcerns. The closed-loop multipliers sre gener..ly much higher
then either the transfer or open-loop multipliers, which reflects
the fact that consumption is larger than other categories of final
demend or fector shares. For Colombis, an income receipt of 1.0 in
sny household group creates between 2.3856 and 3.0293 of total
in-titutionsl income through the closed-loop effects. These can be
compared with the impact for transfer effects by an activity which
canged between 1.3459 and 1.9658 in table 4, and with that for open-
loop efferts which veried between 0.0603 and 0.7663 in table 5.
Being higher then the other multipliers and given their low
variance, the closed-loop multipliers tend to dampen the effects of
the transfer and open-loop multipliers.




Table 4. Transfer effects by type of activity in four countries

Country end item 21 22 23 24 25 26 27 28
Colombia
21. Agriculture 1.0424 0.0275 0.6002 0.2071 0.0%524 0.0417 0.1077 0.0600
22. MNining 0.0036 1.01-6 0.0030 0.0258 0.0245 0.0074 0.0070 0.0050
23. Coffee 0.0000 0.0001 11,0532 0.0001 0.0001 0.0001 0.0156 0.0047
24. Industry 0.1560 0.1299 0.1133 1.3908 0,3336 0.,2279 0.3495 0 2241
25. BEBlectricity, gas and

vater 0.0016 0.0316 0.0018 0.0098 1.0249 0.0057 0.0083 0.0071
26. Modern services 0.1411 0.2754 0.1543 72,3262 0.1512 1.,2676 0.1078 0.1293
27. Personal services 0.0012 0.0C25 0.0012 0.0033 0.0062 0.0079 1.0062 0.0157
28. Government services 0.0010 0.0036 0.0010 0.0027 0.0028 0.0020 0,001 1.0015
Repudlic o ore

15 16 17 18 19 20

15. Agriculture 1.115 0.039 0.070 0.006 0.031 0.007
16. Mining 0.004 1.007 0.020 0.019 0.013 0.003
1?7. Modern industry 0.162 6.178 1.422 0.411 0.357 0.092
18. Traditional industry 0.039 0.043 0.105 1,082 0.085 0.022
19. Modern servicas 0.043 0.130 0.120 0.112 1.175 0.15%
20. Traditional services 0.023 0.048 0.103 0.096 0.078 1.03¢
Suriname
15. Modern agriculture 1.027 0.03? 0.007 0.146 0.003 0.007
16. Traditionsl sgriculture c.014 1.085 0,001 0.914 0.000 0.001
17. Mining 0.000 0.000 1.229 0.000 0.001 0.000
18. Industry 0.066 0.062 0.053 1.075% 0.025 0.048
19. Modern services 0.09? 0.010 0.095 0.078 1.083 0.046
20. Traditional services 0.001 0.080 0.000 0.001 0,000 1.126

O
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Table 4 (gomtimued)

Country wnd item r R 8 29 30 31 a2 k3 Ja 3 36 M 3
Pakistan

27. Wheat and rice 1.043 0.033 0.002 0.01% 0.343 0.080 0.010 0.001 0.000 0.009 0.002 ¢.004
28. Other agriculture 0.234 1.284 0.029 0.120 0.21% 0.134 0.037 0.011 0.002 0.138 0.028 9,064
29. MNining and quarrying 0.00% 0.007 1.010 0.063 0.02% 0.09¢% 0.017 0.039% 0.001 0.040 0.012 n,01a
30. Large-scale manufacturing 0.161 0.074 0.19% 1.304 ¢.)18 0.483 0.204 0.080 0.012 0.70% 0.182 ).265
31. Swmall-scale manufaecturing 0.000 0.000 0.000 0.002 1.187 0.2%7 0.027 0.000 0.000 0.001 0.001} €.000
32. Construction 0.000 0.000 0.000 0.000 0.000 1 000 0,103 0.000 0,000 0.000 0.003 0.J00
33, Private housing 0.000 0.000 0.000 0.000 0.000 0.000 1.000 0.000 0.000 0.000 0.001 0 00C
34. Rlectricity and gus 0.012 0.009 9.007 0.03% 0.033 0.020 0.007 1.03¢6 0.003 0.021 0.0’ 0.018
33. Wholessle snd retail trade 0.211 0.214 0.232 0.159 0.207 0.118 0.0} 0.017 1.002 0.094 0.023 0.03?
36. Trarsport sad communicatioas 0.120 0.052 0.061 0.066 0.1%2 0.061 0.01% 0.008 v.01% 1.043 0.082 0.100
37. Dankiag and imsurance 0.010 0.008 0.020 0.020 0.017 0.032 0.01a 0.00% 0.009 0.013 1.03) 0.024
38. Goverameat smnd other services 0.002 0.00} o.on1 0.002 0.002 0.007 0.001 0.001 0,001 0.011 0.006 1.0




Table S. Open-loop and closed-loop effects in four countries
Closed-loop effect 4/ .
Country and Country —Open-loop effecty ——ltban groups —Rural groupp
institutions index g/ Agriculture b/ Industry g/ 1 2 3 L} H) 6
Colombia
1. Urban salary-earner 10 0.161 0.034 1.469 0.509 0.479 0,359 0.495 0.552
2. Urban wage-earner 1 0.013 0.014 0.098 1.106 ¢.100 0.07% 0.102 0.107
3. Urban self-employed 13 0.152 0.045 0.40% 0.445 1.418 0.313 0.433 0.457
4. Rural large holdings v 0.016 0.002 0.027 0.030 0.028 1.021 0.029 0.031
3. Rursl medium holdings 18 0.101 0.013 0.1%3 0.169 0.157 0.119 1.168 0.178
6. Rural smell holdings .
and the landless 16 0.066 0.007 0.082 0,091 0.084 0.064 0.091 1.097 .
7. Other institutions e/ 0.130 0.0 0.305 0.33) 0.313 0.234 0.325 0,313 s
8. Firms 20 0.127 0.024 0,260 0.284 0.266 0.200 0.27¢ 0.295 T
Total 0.166 0.192 2.803 2.967 2.845 2.38% 2.922 3.030
Ki
1. Urban salary-sarner 19 0 0.004 1.143 0,148 0.143 0.147 0.154 0.162
2. Urban wage-sarner 20 0.006 0.041 0.166 1.169 0.165 0.168 0.179 0.188
3. Urban self-smployed 21 0.025 0.049 0.417 0.425 1.415 0.410 0.45% 0.479
4. Rural large holdings 22 0.036 0.035 0.293 0.299 0.292 1,292 0.319 0,336
5. Rural medium holdings 23 0.070 0.030 0.311 0.318 ©.310 0.306 1.340 0.358
6. Rural small holdings
and the landless 24 0.300 0.047 0.786 0.805 0.782 0.765 0.863 1.913
7. oOther institutions £/ 0.043 0.010 0.155 0.159 0.154 0.152 0.169 0.176
8. Firms 26 0.02% 0.026 0.193 0.196 0.193 0.181 0.198 0.209
Total 0.505 0,242 3.464 3.51e 3.454 3.421 3.679 3.821
continued




b/
as indica

%4

a7
e/
£/
Y

Country and Country on- Urban groups - Ruyrel groups
institutions index g/ Agriculture b/ Industcy ¢/ 1 2 3 L} S []
Republic of Kores
1. Urbsan salary-earner [»] 0.081 0.048 1.293 0.310 0.297 0,231 0,254 0.274
2. Urban wage-earner ] 0.044 0.028 0.170 1.180 0.173 0.134 0.148 0,.1%9
3. Urban self-employed 10 0.190 0.040 0.314 0.34} 1.321 0.249 0,278 0.304
4. BRutal large holdings 13 0.133 0.028 0,220 0.239 0.25% 1.175 0.19% 0.213
S. Rursl medium holdings 12 0.080 0.01? 0.133 0.144 0.136 0.10% 1,118 0.129
6. Rural small holdings

and the landless 11 0.046 0.010 0.076 0.082 0.078 0.060 0.067 1.074
7. Other institutions . .. o .. ‘e o o ‘e o
8. Fitms 14 0.167 0.033 0.267 0.290 0.273 0.211 0.237 0.259

Totel 0.741 0.204 2.413 2.586 2.503 2.165 2.297 2.412

1. Ucrban salary-earner 10 g/
2. VUrban wage-earner 10 g/ 0.265 0.1M 1.296 0.39¢6 0.369 0.32%
3. VUrban self-employed 1 o o . 0.045 1.061 . 0.060 0,049
4. Rural large holdings 13 g/
3. Rural medium holdings 13 g/ o o . 0.059 0,080 . 1.079 0.064
6. Rural small holdings

and the landless 12 0.171 0.121 0.203 0.272 0,254 1.224
7. Other institutions .. .o . .. e . o
8. PFirms 14 0.141 0.038 0.094 0.126 o 0.118 0.104

Total 0.577 0.330 e 1.697 1.93% o 1.880 1.766
a/ For country index of household groups see table 3.

Agriculture vefers to sector in row 1 for Colombis, 15 for the Republic of Korea and 27 and 28 for Pakistan,

ted in table 3.

Industry refers to sector in row 24 for Col'mbia,
Suriname, ey indicated in table 3.
No separate column for firms is included since the closed-loop effects of firms amount to zero.

Country groups 12, 14, 15 and 19.
Country groups 19 and 25.
NOot separately calculated.

30 for Pakistan,

17 for the Republic of Korea and 18 for

rIIlIIIIIIlllllll'.'-'IIl'!!!!!!!!!.llIllIIlllllllll.llllllllllll.llIIlIlllIlllllIIlIIlllIIIIIllllIllllllIlIlIllllIllllIlIIIIIIlIIIIIIllll...l..llllllllll.llw
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Table 6 presents in columns 2 to 4 the combined effects on
institutionsl incomes of the trasnsfer and open-loop multipliers
following the exogenous initial injection into agriculture of
1 million Colombian pesos.

One may now proceed to calculate the closed-loop effects
resulting from the transfer and open-loop effects of the fourth
column, as is done in the rest of the table. In the context of the
present paper, the effect is traced on one household group only.
While column 5 gives the spplicable closed-loop effects for rural
workers, column 6 gives the aggregete effects which, when summed,
result in the overall multiplier for rural workers of 0.124. The
difference between this and the value of 0.137 in table 3 is the
result of neglecting the impact of other sctivities and institu-
tions than those specified in table 6. Similarly, overall multi-
pliers can be obtained for other household groups and firms.

These results suggest that the marginal share of benefits to
rural workers from agricultural expansion amounts to about 5.8 per
cent. Since the income share of rural workers in 1970 umounted to
3.5 per cent, it cen be expected that an injection into agriculture
has the effect of enhancing the relstive position of rural workers
in the distribution of income.

The multipliers in the preceding tables are deceptive in the
sense that they do not allow an sssessment of “he benefit per
household smong the different household groups. In principle,
dividing the muitipliers by the number of households in each house-
hold group mey give more insight. However, becsuse of the under-
lying megnitudes of the data base, it happens that the
higher-in-rank average household alweys benefits more in absolute
terms than the average household which is next in rank. Hence the
need to consider relative effects. This is done in table 7, which
adapts the multiplier effects of the preceeding tables to give
their relstive distribution smong the various institutional desti-
nations.

Table 7 gives the percentage distribution of the multiplier
benefit. The table is selective since it gives such results for
initial injections into agriculture and industry only, and pursues
the open and closed-loop multipliers for six population groups
which are generally compsrable among the four countries studied.
To assess the marginal effect of the multipliers on income distri-
bution, column 2 of table 7 gives the actual income shares in the
SAM. In general, higher multiplier shares than actusl shares for
the urban self-employed (group 3) snd rural small owners and land-
less workers (group 6) would promote equslity, and lower multiplier
shares than actusl shares for these two groups would aecrease
equality.

In the case of Colombia the sggregate multipliecs of injec-
tions into both sgriculture and industry promote & redistribution
of income from urbsn to rural population groups. Other aggregate
multipliers not included in the table are those of mining, which
point in the same direction but less significantly. The multi-
pliers of energy distribute relatively more to urbsn than to rural




Table 6.

of rural households owning little or no land in four countries

Effects of an exogenous injection (+ 1.0) into agricultural sctivity on the income

Country TIransfer effects (TE) and open-loop effects Closed-loop  Aggregate

Country and index Agriculture Industey Sum of activities offects effects
institutions (1) (2) (3) (4) (5) (6)
Colombia TE = 1.041 TE = 0.156
1. Urban salary-earner 10 0.1674 0.0084 0.1994 0.0815 0.0163
2. VUrban wage--esrner 11 0.0130 0.0022 0.0200 0.0908 0.0018
3. Urban self-employed 13 0.1528 0.0070 0.1858 0.0839 0.0156
4. Rural large holdings 17 0.0161 0.0004 0.0177 0.0810 0.0011
5. Rural wedium holdings 18 0.1054 0.0021 0.1132 0.0909 0.0103
6. Rural small holdings

and the landless 16 0.0690 0.0010 0.0720 1.0966 0.0790
7. Other institutions a/
8. Firms 20 0.1326 0.0038 0.1497 0 0
Sum aggregates 0.1241
Pakistan TE = 1.043 TE = 0.161
1. Urban salary-earner 19 - 0.001 0.001 0.786 0.0008
2. Urban wage-earner 20 0.006 0.007 0.013 0.805 0.010%
3. Urbdban self-employed 21 0.026 0.008 0.034 0.782 0.0266
4. Rural large holdings 22 0.038 0.006 0.044 0.765 0.337
5. Rural medium holdings 23 0.073 0.00S 0.078 0.865 0.0675
6. Rural small holdings

and the landless 24 0.313 0.008 0.321 1.913 0.6141
7. Other institutions a/
8. Firms 26 0.026 0.002 0.028 0 0
Sum aggregates 0.7530

cont
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Table 6 (continued)

Country Iraansfer effects (TE) and open-loop effects Closed-loop  Aggregate

Country and index Agriculture Industry Sum of activities effects effects
institutions (1) (2) (3) (4) (5) (6)
Republic of Korea TE = 1.12 TE = 0.16
1. Urban salary-earner 9 0.090 0.011 0.101 0.076 0.0077
2. Urban wage-earner 8 0.045 0.006 0.051 0.082 0.0042
3. Urban self-employed 10 0.213 0.006 0.209 0.078 0.0163
4. Rural large holdings 13 0.146 v.005 0.151 0.060 0.0091
5. Rural medium holdings 12 0.090 0.003 0.093 0.067 0.0062
6. Rural small holdings
and the landless 11 0.056 0.002 0.058 1.074 0.0623
7. Other institutions a/
8. Firms 14 0.179 0.005 0.184 0 0
Sum sggregates 0.1058 \
Surineme TE = 1.027 TE = 0.066 B
1. Urban salary-eacrner . .. . .. . .o ,
2. Urban wage-earner 10 0.272 0.011 0.283 0.203 0.0574
3. Urban self-employed 11 o o 0 0.272 [¢]
4. Rural lerge holdings
5. Rural medium holdings 13 o 0 0 0.254 0
6. Rural small holdings
and the landless 12 0.176 0.088 0.184 1.224 0.2252
7. Other institutions a/
8. Firms 14 0.145 0.003 0.148 0 [
Sum aggregates 0.2826
Notes: Column 1: see tables 3 and 5.
Column 2: (TE from table 4) x (column 2, table 5).
Column 3: (TE from table 4) x (column 3, table 5).
Column 4: column 2 + column 3 and other activities.
Column S: row 6 from table 5.
Column 6: (column 4) x (column 5).
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households, while multipliers of the government sector appear to
benefit household groups in various degrees at the cost of firms.

The relative redistributionery effects of the open-loop melti-
pliers appear to be very significent. Agricultural benefits are
shown to be shared among the specified urban and rural populations
in proportions of 0.43 and 0.24, while the actual income shares are
distributed in the proportions of 0.55 and 0.12 to specified urban
and rural populstions, respectively. Not shown in the table are
injections into mining, which promote equality, snd those into
energy and government, which d~crease equality.

These s gnificant redistributionary effects, whether they are
positive or negative, are neutralized to a great extent by the
closed-loop efferts. Table 7 shows for Colombia that the closed-
loop effects are distributed among the urban and rurel populstion
groups in proportions which correspond cl.zely to their actual
shares. The gains obtained via the transfer and factor effects by
& group are partly lost to other groups through consumption
leakages.

The discussion of the vanishing income redistribution effects*
may be recslled at this point. In the context of Colombia, van-
ishing effects are the result of the interaction between the
following three factors: relatively weak transfer effects of sgri-
culture, which is a sector with potential for a sustsined positive
redistributionary effect; a relatively weak control of agricultural
resources by the largest group of rural households; and a very
significant leskage from poorer to richer household groups through
expenditure patterns.

The results for Colombia have been highlighted above. These
can be briefly compsred with those for Pakistan, the Republic of
Korea snd Suriname.

In Suriname, the aggregate multipliers of modern asgriculture
favour firms and disfavour households, mainly because of open-
loop effects associsted with the plantatior-like nature of modern
agriculture. Aggregste multipliers of industry, which correspond
closely to open-loop effects, provide an increase in the actual
income shares.

In Suriname, the closed-loop effects show a pattern favouring
the self-employed in cities and the owner class in districts, but
disfavouring wage-esarners in cities snd lendless workers in dis-
tricts. These closed-loop effects sre not sufficient to change the
impact of the open-loop effects, so that the final outcome gener-
ally favours firms at the cost of households.

Colombias, Pskistan and the Republic of Korea have in common s
progressive redistributionary effect from richer towards poorer
household groups following injections into agriculture or industry,

*For instence, Taylor and Lysy (10].
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though these effects are more significant in Pakistan and the
Republic of Korea than in Colombia. This is partly because of open-
loop effects, which are more discriminstory in Pakistan and the
Republic of Korea than in Colombis. It is also the result of
closed-loop effects, which tend to shift resources from richer to
brth poorer groups and firms, reflecting more diverging and self-
constrained consumption patterns among poorer household groups in
Pakistan and the Republic of Korea than in Colombia.

In general, firms in Pakistan and the Republic of Korea are
sble to capture relatively more of the aggregate benefit than in
either Colombia or Suriname.

Table 8 adds the aggrega’e multipliers of the largest groups
in terms of the number of households in urban and rural areas,
namely, groups 3 and 6, which sre sls. the poorest on a per capita
basis. Tsble 8 shows the redistributionary impact on these house-
hold groups of injections into agriculture and industry.

Table 8. Income share of the two poorest groups

(Percentages)
Actual Simulsted share for injections in:
Country share Agriculture Industry
Colombis 26.2 27.6 27.2
Pakistan 48.1 51.9 48.4
Republic of Korea 24.8 28.6 26.1
Suriname 35.5 32.3 35.5

Source: Adapted from table 7.

The picture which appears indicates the absence of s progres-
sive redistributionary mechanism in Suriname, but the presence of a
slightly progressive mechanism in Colombia, somewhat more progres-
sive mechanisms in Pakistan, and even more in the Kepublic of Korea.

In general, agricutural multipliers show more progressive
redistributionary effects than industrial multipliers (except in
Suriname, where agriculture is understood to refer to modern plan-
tations). Moreover, the aggregate multipliers of injections into a
particular activity for all activities is higher for agriculture
than for industry (see table 3), so that, as far ss these two sec-
tors are concerned, progressive redistribution and highar growth
can go hand in hand. 7The results direct attention to the presence
of degrees of freedom in the selection of balanced socio-economic
development policies, despite the existence of countervailing
mechanisms that csuse parts of the redistribution end growth poten-
tisl to venish.
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D. Activity - activity sultipliers

With reference to table 3, the M, 44 component gives the
sggregate multipliers of injections into a particulsar activity on
the activities account. As in the previous section, these sggregate
multipliers can be decomposed into their transfer, open-loop and
closed-loop effects. Open-loop effects, being expressions of cross-
effects between accounts, sre not applicable in the present case.
Therefore, an analysis of the differences between the aggregate
multiplier and that part of it which forms the trensfer effects is
sufficient to appreciste the nature of the remaining part which
forms the closed-loop effects.

The aggregate multipliers of Mg 44 in table 3 can now be
confronted with the previously discussed transfer effects of asctiv-
ities on activities, !1'... found in table 4. The latter repre-

sents the simpler inverse of Leontief.

As expected, first, the SAM contains more linkeges than the
Leontief, with the result that u..., is substantially higher than
M} 44- Secondly, as s result of the heterogeneity of the link-
ages, the structural pattern of Mg 44 is also different from

M), 44

The first point may be illustrated from table 9, which gives
the frequency distribution of the size of the sggregste multipliers
snd the transfer effects, or the SAM-inverse and the Leontief-
inverse, respectively. The percentage of elements of negligible
size, which form the great majority in the Leontief-inverse in the
four countries, is significantly reduced in the SAM-inverse,
reflecting the incorporation of many more indirect effects and
additionsl interdependencies in & socisl accounting framework.
Summing up elements of less than 0.2 gives a result of 86 per cent
in the Leontief-inverse and only 50 per cent in the SAM-inverse for
Colombia. The reductions sre from 100 per cent to 70 per cent for
Suriname, from 93 per cent to 17 per cent for the Republic of Korea,
and from 90 per cent to 42 per cent for Pakistan. The sdditionsl
interdependencies brought in by the SAM are, relatively spesking,
the most extensive in the case of the Republic of Kores.

The second point can be illustrates from table 10. For
Colombia, sectors sre ranked sccording to the Leontief total column
wmultipliers in the order of industry (1.97), wmining (1.49), serv-
ices (1.45) and agriculture (1.35). Their contributions to produc-
tion, sctivity end their ranking are significantly different in the
SAM totsl column multipliers: servicer (5.19), mining (4.94), egri-
culture (4.52) snd industry (4.26). A structursl analysis basad on
the Leontief framework instead of the SAM framework would have led
to the wrong decisions being taken on the gllocations required to
achieve the highest growth rstes. Similar contrasts occur in the
other countries. Por instance, the attractive position occupied by
industry, in e structural analysis based on the Leontief framework,
ss the foremost contributer to 'production sctivity is teken over by
the sctivities of service, mining and agriculture, which individ-
ually contribute more than industry in & SAM frsmework; this is true
of Pskistan, the Kepublic of Kores and Suriname (in Surinsme, mining

l




Element size

Table 9. Size distributions of the off-diagonal elements of the SAM-inverse and the
Leontief-inverse for four countries
(Percentages)
——Colombie
SAM Leontief SAM Leontief SAM Leont ief SAM Leontief
aggregate transfer aggregate transfer aggregate teansfer aggregate transfer

multiplier effects

multiplier effects

multiplier effects

multiplier effects

<0.050 46.4 66.0 8.3 7.2 16.7 46.7 46 .7 73.3
0.031 - 0.100 3.6 3.6 11.4 9.8 0.0 20.0 10.0 23.3
0.101 - 0.150 0.0 10.7 1.2 3.8 0.0 16.7 3.3 3.3
0.151 - 0.200 0.0 5.4 0.8 5.3 0.0 10.0 10.0 0.0
0.201 - 0.2% 3.6 3.4 2.3 4.5 10.0 0.0 6.7 0.0
0.251 - 0.500 8.9 7.1 22.7 4.5 43,3 6.7 16,7 0.0
0.501 - 1.000 21.4 1.8 21.2 0.8 23] 0.0 6.’ 0.0
<1.000 16.1 0.0 12.1 0.0 6.7 0.0 0,0 0.0
Source: Tables 3 and 4.
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Table 10. Own multipliers end total column multipliers !n the SAM-inverse and the Leontief-inverse
—_—Pakisten —fucinsme
SAM Leontief SAM Leontief SAN Leontief SAM Leontiel
aggregate transfer aggregate transfer aggregate transfer aggregate transfar
Sector multiplier effects wultiplier effects multiplier effects multiplier effects
Ascicultyce
Own 1.5? 1.04 1.41 1.04 1,58 1.12 1.07 1.0
Total A.52 1.3% 1.5 1.3 3.%0 1.38 1.86 1.1
Mining
Own 1.08 1.02 1.10 1.00 1.03 1.01 1.23 1,23
Totsl 4,94 1.49 $.82 1.5?7 3.98 1.4% 1.00 1,39
1ndustcy
)
Own 2.44 1.39 2.3 1.30 1.89 1.42 1.22 1.08 -
Total 4.26 1.9 5.49 1.88 3. 17 1.84 1.8% 1.3 r:
R Services ‘
- Own 1.02 1,00 1.3 1.04 1,61 1.18 1.51 1,08
Total 5.19 1.48% 6.3 1.3¢ 3.0 1.74 1.08 1.11
gource: Tables 3 and 4. ‘
Note: Sectors sre defimed for ecch country as follows end as indicated in table 3:

sector Colombis Bakistan Republic of Kores fuciname

Agriculture Agricultuce Wheat and rice Agriculture Modern asgriculture

Wining Rining Nining and quarrying Mining Nining

1ndustrey Industey Large-scale Wodern industry industry
wanufacturine

.. l
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ptecedes industry). The results should not be taken to mesn that if
the Republic of Kores, for instance, had in the past expanded more
in sgriculture, miniag or services than in industry it would have
necessarily aschieved s higher overall growth. For one thing, the
exogenous expansion potential both domestically and in the cest of
the world - denoted by x - was, and will probably remain, lower for
the non-industrial sectors than for industry. In additios, neither
SAM nor the input-output matrix takes into asccount limits oan the
supply side, which are likely to be more demarcated for the non-
industrial sectors than for industry in most developing countries.

As is well known, labour use and capital use per unit of
sdditional production cen be multiplied by the contribution to
production activities to give the employment and investment effects.
It follows that the impact of slternative allocations to activities
on the marginsl use of labour snd cepitsl would be less meaningful
when they ere derived from the partial framework of Leontief's
transfer effects than when they are derived from a more general
framework that incorporates the aggregate effects of SAM.

E. Conclusions

This paper reported primerily on the results of s multipli.r
snalysis that has been applied to social accounting matrices of
Colombia, Pakistan, the Republic of Kores and Suriname. The con-
struction of these four matrices forms a major addition to the
slready aveilable SAMs for other countries. Although the construc-
tion of each matrix in this psper is briefly introduced, wmore
detsils on the estimstion of the four SAMs are to be published
elsewhere.

In addition to its use for calibrating economy-wide models,
SAM forms an appropriste framework for s comparstive analysis of
the structursl properties of different socio-economic systems. The
multipliers obtained are found to be significant, stable and
mesningful. A few selected results on the aggregate multipliers
and their decomposition into transfer, open-loop and closed-loop
effects are presented here for purposes of illustration.

The results indicate the absence of progressive redistributive
mechanisms in Suriname. On the other hand, they show the presence
of slightly progressive mechsnisms in Colombis, somewhst more pro-
gressive mechanisms in Pakistan, and the most progressive in the
Republic of Kores. These results are partly due to open-loop
effects thet 1link particular sectorsl aeactivities to particuler
factor incomes and particuler household groups in both Pakistan and
the Republic of Kores as compared with relatively weaker corre-
spondence between ectivities, factors snd households in Colombias.
The results are also due to closed-loop effects that tend to shift
relatively less resources from poorer to richer groups then the
other way round, reflecting more self-oriented consumption patterns
among poorer household groups in Pakistan snd the Republic of Korea
ss compsred with more similsr consumption pstterns smong both rich
and poor household groups in Colombia.
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In all four case-studies, agricultural multipliers show more
progressive redistributionary effects than industrial multipliers.
The growth effect is also shown to be higher for agriculture than
for industry, so that for these two sectors progressive redistri-
bution and higher growth are not in conflict with each other.
Other results point to the presence of degrees of freedom in
selecting bslanced socio-economic development policies, despite the
existence of countervailing processes that cause parts of the
redistribution and growth potentials to vanish.

Furthecrmore, the SAM multipliers obtained in all four
case -studies differ sppreciably from those derived from that part
of the SAM-inverse that corresponds to the Leontief-inverse. This
leads to the conclusion that when a development problem, such as
the macro-snslysis and broader planning of capital use, labour use
snd growth strategies, involves significant linkage effects on
income and expenditure, it can be expected that results derived
from the input-output model will be inferior to those derived from
the social accounting framework. Although obvious, it should be
emphesized that this conclusion does not deny the recognized use-
fulness of the input-output model in ansalyticsl and planning con-
texts other than those described in this paper.

For an effective analysis of development mechanisms and prob-
lems in different socio-economic settings it is desirable to con-
struct and make avsilable SAMs for many more countries and for more
yesrs. Difficulties in the wsay of standardizstion and cowmpara-
bility will take some time to solve, although the multiplier analy-
sis presented here may help to provide clues as to which SAM
classifications, entries and snalytical designs sre more meaningful
in & comparstive sralysis of socio-economic systems and their
implications for globsl policy-making.
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Annex
DECOMPOSITION OF THE SOCIAL ACCOUNTING MATRIX MULTIPLIERS

The social accounting mstrix can be written as a partitioned
coefficient matrix as in table 2.

o o Ay o

o o o A4 (1)
A=o0 A3 A33 o

As o o Aay

Ay3 represents the intersection between wants and households
and firms, Az4 that between factors amnd activities etc. Separate
A from A and invert t. obtain Mj, as in equation 2.

o o [¢] [+] I (] o o
o o o o o 1 o o
A=o0 o A33 o M) =(I1 -A-1= o o (1-A33)-lo
(-] 0 0 Ay o o o (1—A44)'1

(2)

(1-A44)'1 is nothing wmore than the Leontief-inverse from
the simple sectorsl models. It translstes original exogenous
impusles in final demand into sectoral output. (I-A33)"
fulfills the same role with regard to institutions. It calculates
the first-round effect of an exogenous incresse in institutional
income through the transfer mechanisms between the different insti-
tutions.

As s result of the separation in equation 2, A* becomes:

x "
] -] Aj3 o A1l T A13
= =
° ° 0 Az4 A2a = A24
= = -1
A* = 0 A32 o ] where: A32 = (I—A33) Asz
x = -1
Ayy © ] o Ay * (I-A44) A4 (3

A* shares some of the properties of a permutation matrix. Tt
contsins only one block of non-zero entries within each set of rows
and esch set of columns. Raising such s matrix to the power of k
does not alter this property, it only shifts the position of each
block. Since all blocks shift at the ssme time, there sre only
four permutations possible with different positions of the blocks.




Given k=4, one can obtain M; and M, as specified in eque-
tions 4 and 5, respectively.

‘13

x L = x -

AZ“&I ‘2“01‘13

x x =
Y T3t

E 3 x
Aats

x x x & _1
(I—A13A32A2‘A‘1) - o. . o [}
[ (1-A_ A A _A_ ) o 1]
o 2 4»1013 32(1 A AT °
32724751713 x =2 x =
o [} o (l-A‘1A13A32A2‘)

-1

(5)

Both M and M3 now possess the structure thst they need to have
in order to explain open-loop and closed-loop effects, respec-
tively. As csn be seen in equation 4, sll block diagonals in My
consist of identity natrices. Consequently, M; leaves effacts
within sccounts unaltered. On the othe: hand, M3 closes the link
between the different sets of accounts; all off-disgonal blocks are
filled.
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La politique industrielle en Asie de 1'Est, 1950-1985

Heinz W. Arndt

Trés comparables en cela au Japon de 1'entre-deux-guerres, les
huit pays en développement d'Asie de 1'Est a économie de marché ont
appliqué une stratégie axée sur 1'exportation. Cette stratégie a
donné des succés spectaculaires, surtout dans les pays ou régions
nouvellement industrialisés (Hong-kong, République de Corée,
Singapour et province chinoise de Taiwan. Elle a permis non
seulement de réaliser des taux de croissance économique dont on ne
trouve guére 1'égal dans aucun autre pays en développement, mais
encore d'obtenir des résultats assez remarquables quant a la
distribution du revenu et a d'autres cri:éres de développement. Le
succes des pays et territoires d'Asie de 1'Est est largement Ji & la
qualité de leurs politiques macro-économiques. Le fait que les
quatre pays et régions susmentionnés soient aussi bien parvenus a
réaliser dans leur structure industrielle 1la transition du
remplacement des importations & 1l'orientation vers 1'exportation,
puis des industries de main-d'oeuvie aux industries ou les
compétences spécialisées et la technologie tiennent de plus en plus
de place, a trés souvent été attribué a 1’influence de ce que 1l'on
appelle le "modéle japonais"” - entendu comme une formule reposant
sur un encadrement étroit par les pouvoirs publics gqui, prévoyant
1'évolution des avantages comparés, retiennent les gagnants et
éliminent 1les perdants. En matiere de politique industrielle,
1'intérét du modele japonais tient moins au rdle du gouvernement
dans la sélection des gagnants qu’'a son action dans 1'élimination
d2s perdants. L'enseignement & en tirer est qu'il faut ajder la
main-d'oeuvre et le capital a4 se détourner des industries
perdantes. L'intervention des pouvoirs publics s'est inspirée du
principe selon lequel 1'application - sur les marchés des biens, des
capitaux et du travail - d'une structure des prix basée sur des
mesures d'incitation doit faciliter 1'ajustement, et par conséquent
favoriser le développement industriel. De toute évidence, les pays
qui intégrent leurs économies nationales dans 1'économie du marché
mondial sont plus exposés aux fluctuations cycliques dans les pays
développés. Cependant, les performances respectives des économies
montrent clairement que, dans 1'ensemble, 1les gains dynamiques
résultant des échanges internationaux et des courants de facteurs
sont beautoup plus- importants que les risques inhérents a 1la
vulnérabilité.
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Exportations et absorption de main-d‘'oceuvre : 1'exemple
du secteur manufacturier du Bangladesh

Dilip Kumar Roy

L'étude vise essentiellement a déterminer 1'inciuence des
exportations manufacturieres sur 1’emploi au Bangladesh et a
rechercher quelle est 1'importance relative des exportations
manufacturieres et de la croissance de la production dans le secteur
manufacturier. L'auteur releve que, malgré la faiblesse de 1la
contribuction de ce secteur au produit intérieur brut (PIB),
1'expansion des exportations est principalement due aux produits
manufacturiers. Certaines industries - thé, textiles de jute,
cuir - s'averent orientées vers 1'exportation. D'apres les
constatations faites, 1'absorption de main-d’oeuvre due a la
production manufacturiere pour 1'exportation est liée de maniere
positive =t significative & 1’absorption de main-d'oeuvre par unité
produite, autrement dit _es exportations du Bangladesh absorbent de
la main-d'oeuvre. Ce fait a des implications pour la2 croissance de
1'emploi due aux exportations manufacturiéres.

Etude comparée des tableaux d'entrées-sorties et de
la _comptabd té soc e v acro-éc e
de 1a politjque de développement

S.1I. Cohen

Les matrices de comptabilité sociale (MCS) offrent un cadre
fiable pour des analyses de multiplicateurs donnant des résultats
significatifs, cohérents et stables. L'auteur décrit 1'établis-
sement et le contenu des matrices de comptabilité sociale pour
quatre pays : Colombie, Pakistan, République de Corée et Suriname.
L'étude examine les MCS en tant que modéle d'analyse iadépendant,
énonce les multiplicateurs et les décompose en transferts et effets
de boucle ouverte et de boucle fermée, et évalue les multiplicateurs
d'activités de production par rapport a des variablea stratégiques
de c¢roissance et de distribution dans les quarre MCS. On y trouve
également une comparaison des résultats avec ceux qui peuvent étre
obtenus a partir du cadre plus étroit des tableaux d'entrées-sorties,
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La polftica industrial en Asia oriental, 1950-1985

Heinz W. Arndt

Imitando el ejemplo del Japén en el perfodo interbélico, ius
ocho pafses en desarrollo de economfa de mercado de Asia oriental
han proseguido una estrategia orientada a las exportaciones. La es-
trategia ha resultado espectacularmeante eficaz, sobre todo en el
caso de pafses o zonas de industrializacién reciente (Hong Kong,
Repiblica de Corea, Singapur, Taiwén, Provincia de China). Ellas no
s6lo alcanzaron ritmos de crecimiento econbmico casi inigualados por
otro pafs en desarrollo, sino que se desenvolvieron relativamente
bien en cuanto a distribucién del ingreso y otros criterios de des-
arrollo. Gran parte del éxito de los pafses y territorios del Asia
oriental se ha debido a la bondad Jde las polfticas macroeconémicas.
La forma satisfactoria en que los pafses o zonas de reciente indus-
trializacibén en el Asia oriental han logrado, primero, transformar
la estructura industrial desplazindose de la sustitucién de impor-
taciones a la orientacién hacia las exportaciones y, luego, de in-
dustrias con elevado coeficiente de mano de obra a otras progresi-
vamente especializadas y de gran densidad de tecnologfia, se ha atri-
buido por lo general a la influencia del denominado "modelo japonés”
interpretado como fuerte orientacibén oficial, por conducto de 1la
previsién de cambios en las ventajas comparativas, la seleccifn de
productores con pcrvenir y la eliminacién paulatina de los sin ex-
pectativas. En la polftica industrial, el valor del modelo japonés
reside menos en la funcibén del gobierno relativa a seleccionar
triunfadores que en la de eliminar gradualmente a los derrotados.
La enseflanza recogida aquf es que conviene ayudar a la mano de obra
y al capital a abandonar esas industrias. La intervencién oficial
se ha inspirado en el precepto de que el incentivo de la estructura
de precios, en el mercado de bienes, capital y mano de obra, debe
promover el ajuste y consiguientemente el desarrollo industrial.
Sin duda, los pafses que integran sus economfas nacionales en la
economfa del mercado mundial est&n m&s expuestos a fluctuaciones
c{clicas en los pafses desarrollados. Pero la experiencia del ren-
dimiento econémico relativo indica con firmeza que los beneficios
dinfmicos del comercio internacionsl y las corrientes de factores
en definitiva compensan con creces los riesgos de vulnerabilidad.

Exportaciones y absorcién de mano de obra: el caso
de las manufacturas de Bangladesh

Dilip Kumar Roy

E1 objetivo principal del estudio es evaluar, en Bangladesh,
1a repercusién de las exportaciones de manufacturas en el empleo y
también descubrir una indicacibn de la importancia relativa de las
exportaciones de manufacturas para el crecimiento de la produccién
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manufacturera. La monograffa sostiene que si bien la contribucién
de la industria manufacturera al producto interno bruto (PIB) es
pequefia, en la ampliacién de las exportaciuvnes predominan los
articulos manufacturados. Algunas de las industrias, como las del
té, tejidos del yate y las industrias del cuero, resultan orienta-
das hacia la exportacién. Las investigaciones denotan que 1la
absorcién de mano de obra merced a la produccién de artfculos manu-
facturados para su exportacién se relaciona positiva y notablemente
con la absorcién de mano de obra por unidad de producto, esto es,
las exportaciones de Bangladesh absorben fuerza de trabajo. Esto
repercute en la ampliacién del empleo debida a las exportaciones de
artfculos manufacturados.

El insumo—producto y la contabilidad social en el
macroandlisis de la polftica de desarrollo

S.I. Cohen

Las matrices de contabilidad social aportan un sélido marco
para proceder :l1 anflisis de multiplicador con resultados signifi-
cativos, trasceadentales y estables. La monograffa da cuenta de la
confecciébn y e. contenido de matrices de contabilidad social para
cuatro pafses, a saber, Colombia, Pakistén, la Repidblica de Corea
y Suriname. Estima que dichas matrices constituyen de por sf un
modelo de anilisis; formula los multiplicadores y su descomposicién
en las transferencias, los efectos con circuito abierto y cerrado;
y evalGa los multiplicadores de las actividades de produccién en
variables estratégicas de crecimiento y distribucién en las cuatro
matrices aludidas. Se comparan asimismo los resultados con los
obtenidos del marco mis restringido de la matriz de insumo producto.
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