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INTRODUCTION

The ‘experience of many developing countries during the ast three
decades has underlined ‘the’extréme complexity that- surrounds the
1mplementat10n of the objectlve of poverty eradlcatlon. There are no
s:.mple, but many smpllstlc solut:.ons. ' ‘ ‘

- On the other hand, theoretlcal reflections on the many excellent -
"emplrlcal stidies’ of the developmental gtratégies during this period,
suggest that there are several ‘areas- of pollcy—maklng where we can improve-
the situation in the direction of a greater 1mpact on - poverty-amelioration.

Poss;bly the 1mpact of each”such reform may be smalli But thé task is so
c‘enormous, the value of even a small gain is so 3.ar'ges and the" capacity of -

economlsts to arrlve at meaﬁlngful guantltatlve éstimates on these quéstions

is so 11m1ted ‘that we should not’ be deterred from recommendlng anythxng :
that ‘seems to promlse to’ help in this enormous task! '
Since the hlstorlcal experience of the developing countries is -
crltlcally 1mportant to our anal&s:s, we begln in Seetion Iltwith-an -
" overview of *he | central iddas and practices- of the develéping countries "+
on the questlon of deVelopment strategles and expected: impact -on poverty.
The reasons underiylng the’ focus ‘on° import-substitution (IS) strategy for '
growth and the reasons for the focus on growth to reduce’ poverty, are
explalned. 'Section IIT considers then the now-classic questioh’ of “the’
relative effectiveness of the IS and EP (export-promoting) strategies
in promoting économic growth, as also 'in increasing employment directly
(i.e., at any given éfowth'%ate); Section IV  addressés questions which
are also "external" but which relate rather to what the'déVéloEéH;countries
do; essentialiy the iuesfiﬁh 6f'thé'"new proteétionism" is vaised and
alébrquestibns'offinternational migration (a pfoblem‘théf affects certainly
one Latin American country, Mezico, deeply, and has'‘a bearing on the
employment situation.in countries such as Haiti, Jamiica and Barbados, to
take only the obvious examplas).: The readeb is Térewarned that we avoid
- discussing ‘any 'internal” policies in regard to the issue of growth and
employment excébt in so far as they relate to, and interact with "external”

olicies.
P JII



11
THE POSTWAR DEVELOPMENTAL STRATEGIES: THEORIES AND PRACTICE

(a) The economic thinking in the early 1950s was largely dominated

by one of three pessimistic views about redistribution a8 a method of
ameliorating po%erty. EiEﬁEﬁ it was thought that for many LDCs, any
significant redistribution of assets or income was simply politically
unfeasible. Land reforms in South Korea and Taiwan, for example, had been
1mposed by forelgn powers rather than domest rically conceived and implemented.
A radical view would be that the ruling elites, whether in a pluralistic
democratic framework or a dl¢tétorsh1p, could not be expected to undertake
redistribution any more ‘than a chicken wouid assist in plucking its own
feathers. Second even if it was feasible, some believed that redistributive
measures such as land reform would-be ¥ar too disruptive in the short and
medlum-run to permlt thelr belng undertaken without a serious risk of failure.
Finally, there was the famlllar‘fear of ‘a tirade-off between équity and growth,
even if the redistributive measures were feasible and non-disruptive. For,
if the redistribution led to lower productivity and/or-savirigs rate and/or .
rate of technical change; gfowing population would soon lead to a:resurrection
of poverty, evea though a‘short-run dent had been made in it. '

{b) Emphasls therefore came to be placed on the "technocratic" solution |

of havlng more rapld growth as the only effective and feasible solution’

to poverty eradlcatlon. If the developing country in question was
characterized by a Marx-Lewis type Bf'feserve army of unemployed labour:
somewhere, the rapid growth of the economy would presumably bring these
unemployed into productive employment at the going real wage. On the other
hand, if thefdeveloping country was in’a’"neoclassical” situation, the

growth would lead to rlse in real wages and thereby lift the poor, low-
product1v1ty, low—lncome members of the workforce into higher productivity,
rising real-wage occupatlons. Either vay, the poor at the -bottom of the
income -distribution wéuld enjoy the "trickle-down" effects of rapid growth,
regardiess of whether their relative incomes improved. '

/The developmental



.,The developmental strategies pursued by many developing countries
in the 1950s can-:therefore be explainéd as responses to the existing
perceptions :of the constraints on redistribution as a means to reduce
and eradicate poverty. Influenced by the Rostowian take-off notions;: .-
defined dargely in terms of an enhanced savings-investment ratio, as also:
by planners' use of the Harrod-Domar framework tc calculate the investment
and savings requirementsjto:achieve;fapget-rates;of,grpwth, the developmental
policy-makers at the time-came- fo regard the use of fiscal policy to.raise
domestic savings rates:on:a coentinuing basis as a-principal developmental
role of governments.. , y o BT . . , ‘_
(c) But another principal element of the develcpmental strategles for o
growth was to be the encouragement-of import-substituting. industrialization:
which has come to.be described in;;he‘subsequent-literature:ag the Import-
Substituting . (IS) strategy. Many intellectual strands contributed to the
appeal of this strategy. _ . . Lo

(1) In . Latin America, it was the. 1nf1ueﬁce of Rafil Preb;sch (Unlted
Nations, 1950, 1951), whose thesis on the declining terms of,trade for
primary products, as a conseguence of the asymmetric effect of technical
change in the center and the periphery and the low elasticity of demand
for export of primary products,. provided:a.rationale for a shift.to-.
industrialization:. Eisewhere,vhowever@Lthe intellectual stimulus came
from other directions.. -, - . = e IR :

. (2) Ragnar Nunkse: (1959). proceeded from the. hypothes;s of el&SthltY.;
pessimism on the primary product exports of developing countries, to argue
that the developing countries-had no option except to choose a balanced
growth :strategy that implied significant domestic production of the
erstwhile - imported manufactures.. .. : e -

{3) This version of the prescription for "balanced" 1nward-look1ng
growth was re-inforced by the Rosenstein-Rodan (1943) verglon which
proceeded by arguing for co-opdinated investments in different '
industries as a method of escaping from the hypothesized lack of inducement
to-invest in a decentralized decison-making set-up characterized by initial
stagnation. To make semse, the Rosenstein-Rodan argument also required, in

addition to the hypothesis of techmological indivisibilities, the presumption

/that foreign



that foreign markets were. unavailable to solve the problem: -thus converging,
not merely in the recommendation of -balanced growth, but also in its
elasticity pessimism with Ragnar Nurkse's conceptually different posing

of the problem. - L B '

(&) The, Nurkse-Rosenstein-Rodan arguments were reinforced, in turn,
from a theoretical standpeint by:the ''structural"” growth models of Feldman
{1964) and Mahalanobis {1953) which emphasized the possible incapacity of
an economy to translate ex-ante savings into rinvestment if there was an.
export .bottleneck at the margin and non-mallesbility.of capital: thus
providing a rationale for the creation of a domestic capital goods industry,

- (5) The two-gap computable medels of Chenery and associates (e.g.,
Chenery-Bruno, 1962), essentially provided the numeriecal versions of these
ideas, yielding target outputs for domestic production in manufacturing’
and other sectors, given the (pessimistically) projected growth of exports,
the input-coefficients and demand elasticities. :

. ‘But while, intellectually, these different strands of developmental
thought converged to provide the rationale for industrialization of the -
developing countries, and evolved primarily from a pessimistdc view of
the external trade prospeets. for the primary exports of the developing-
countries, the effective economic stimulus for industrialization in many'
déveloping countries was to come primarily from what came to be known as’
the pattern of reluctant exchange rate adjustments - partly a legacy of
the historical-experienced-induced .postwar thinking about the superiority
of fixed over flex:ble exchange rates.

Of course -gome. countries (such as India) under the influence of
structural thinking, whether of the. HNurkse or Rosenstein-Rodan or Feldman-
Mahalanobis variety, proceeded to plan for -industrialization by constructing
investment and'outpﬁt targets designed to dovetail into one another in
computable, consistency (and later, optimization) models of increasihg
detail and complexity, buttressing: them with licensed imports and control
of 1ndustr1al ‘investments irregardless of costs.

But this situation where the degree and chaotic pattern of 1mport
- substitution:were chosen by referenve to plans and targets, and the use of

exchange {(and industrial licensing) controls was merely 'supportive', must

/be contrasted



be contrasted with the far more frequent situation, applicablé certainly ..
! to many countries of Latin' America, wheré the restrictive trade-and-payments
régime was the "inadvertent" and initiating cause of the observdd degrge
-and {chaotic) pattérs of import substitution.® And for this wider class .
of develdping?counfrieSg‘the"inefficiencies of import-substitution. strategy
cannot bé appreciated unless the analyst alsco bears in mind that a major -
source of "protection' dnd hence "import substitution” was overvaluyation. -
rather than a set of protective tariffs. For-the use of the QRs on a
considerable” scalé leads génerally to a wholé set of inefficiencies in
intersectoral resource allocition as also in:resource utilization within
sectors “which cannot be cépturéd meaningfully by ‘turning:the QR-generated
import premia into equivalent tariffs {as has often:beén the practice in
studies 'of protection in devéloping .countries); this being the central -
" aspect of the Bhagwati-Kruegér NBER Project's focus and coneclusions, .

We turn now to the &ffects of the IS strategy on growth and on-
direct employméiit), drawing on the resulits of several empirical:studies
that strongly suggest that a shift to EP strategy is advantageous on
both counts. i ; o ’

O O S ¢ LT ' : s : ‘ f
g - LT . . .- L5 - : ’ I

"8 VERSUS’EP STRATEGIES IN: DEVELOPING COUNTRIES

L1 T EEPE . N ~ .
- AT R e R

A. - Characteristics of! the Strategies ° R

(1) Thus; the IS strategy ~of industrialization.was often a result
of overvaluation of the exchange rate,.frequently resuliing from rapid
inflation and a lagging adjustment of the exchange rate. This was -
tantambuﬁf}irohically t6 a de facto' implementation of the celebrated

Hirschman (1958) presentation (in his book on.The Strategy of Economic

Development) to slash imports and create inducement to invest in import~
substltutlng act1v1t1es qulte-reﬂardless of costs and beneflts in the

_economlc sense. For the scarclty ‘of foreign exchange in thls system

t .

%/ 7 See Hirschwan (196@) for an- 1nterest1ng discussion of the factors
underlying Latin American industrialization..

e, /stimulated attitudes




stimulated ‘attitudés of automatie protection to domestic industry, as
"exemplified for examﬁle*by?the Indian reguilations on indigenous availability
and the Brazilian "law of:similars”, under which imports were strictly -
reduced or eliminated so as to protect domestic import-substituting output.®
There is evidence that, in the few cases where orotective tariffs were .
sought and granted by’tapriff-making bodies in Pakistan and- India, the .
practlce of automaticity 6f protection had become so ingrained in the
system due to use of’ QRs that even the tariff-making bodies essentially
wound up recommending whatever tariff was necessary, in view of cost
figures, to protect the output-level targetted by the c¢laimant industry.&#

~ (2) The other important point to note about the IS strategy (whether
a result of the overvaluation or of the balanced-growth and targets-licensing
variéty distinguished in Sectijon II) is that it made substantial sense
when the developing country was entering the early stage-of industrialization
but little sense when domestie industrialization had taken root.

For the formef'case,-what might be called Stage I economies, the IS
strategy essentially was supportive of a shift towards industrialization
away from specialization on primary and agricultural production: and we.
find little to quarrel with that, though we must emphasize that the pattern,
as. distinct from the degree, of such import-substitution was far from
desirable in view of the chaotic péttern of resource-allocational
incentives that the exchange control régimes produced as the overvaluations
became an enduring feature of the country.

For the latter case, which might be called Stage 11 economles (or,
equally, "seml—lndustrlallzed" economies), the effect of the IS resultlng
from overvaluation was not to increase industrialization at the expense
of agriculture or primary production, but rather and more importantly,
to bias the industrializetion itselfitowards the home market and away from

the foreign markets. This bias against export markets and the chaotic

%/ This is documented and discussed at:length in the synthesis volume by
Bhagwati (1978, Chapter 2) for the Bhagwati~Krueger NBER project.

%%/  Cf. Padma Desai (1970) on the workings of the Indian Tariff Commission
and an unpublished work on Pakistan by Nurul Isiam for the Bhagwati«
Krueger NBER project. ' .

J/patterns of



patterns of incentives, both implied by the overvaluatlon, result in an
inefficient and expensive form of. lndustrlallzatlon, as documented in the
early OECD studies organized by Little, Scitovsky and Scott (1970) and,
with much sharper- focus on the -role of QR-régimes, in the NBER studies
orgamized. by Bhagwati (1978). angd Krueger (1978}. . S

- By contrast,. the EP strategy has pffset the bias against exports with
use of export subsidies: to bring the effective. exchange rates on\e#ports
much closer to those on imports initially and offen,.and more importantly,
‘with .the use .of appropriate domestic. monetary énd fisgal policies plus
adjustments. in exchange rates 'to reduce any overvaluation .t minor and
unimportant -levels. = =~ . ;. .

Empirical studies of pytward-oriented countries such as:. South Korea

and Taiwan typically show averaoe»EEgﬁeEERm with EER;-ﬁSRm far more
often than the reverse, whereas-the iInward-looking countries typically
~. show average'EERglEERh.by-sizeablewmagnitudes.#- For this reascn, Bhagwati
(1978) has defined the EP strategy as one that is relatively neutral.
and-doeg-hotﬁdiscpiminate against: exports, i.e., @s one where ZERSEER ,
(rather than as one:thatareveérses the bias so as, to.encourage exports, i.e.,
EERgnEﬁﬁﬁ).*&s;Inwterms of;the:nowﬁiamiliar_Bhagwatifqueger,ERhggg-a ‘
sequéncing of exchange:control régimes in developing. countries,, the IS
- - strategy is observed in .Phase.Il-and.the transition: to Phase IV marks the
-successful shift to the EP.strategy.&®s

oL

...%/. The inter-export BERx varlatxon in EP countries is also much 1é8s than
" the inter-import EER ‘variation: and this is probably another reason
. for the greater; efficacy: of the EP strategy, as noted below..

#%/ .Also see theé CEPAL (1978):Conference on Export Promotion Proceedlngs
. especially the 1nterest1ng Daper of Ffrench-Dav1s and Plnera in
vol. 3 thereof. -

#%%/ TFor a detailed delineation of the Phases, see Bhagwati (1978) or
Krueger (1978). These phases enable the analyst 'to examine more .
il umlnatlngly the evolution of the trade-and-payments régimes that
define the type of incentives and constraints that govern intersectoral
resource allocation and:intrd-sector.efficiency. of uge of resources.

v L L - Y e T
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B.  Growth effects ©~ =~ ' |
" The EP;sffafégy“has been observed.in a number of empirical studies :

as being'a356ciated with more rapid growth., And, this higher growth does:
not seem to have been at the expense'of current "incomé or employment. .
rather, as we shall see in the next subsection, it has been accompanied
alsB bynmére répid'cbeat&dn of jobs and (as one would expect from the
empifical'feview of the literature on the link between jobs.and poverty.
by Ahluwalia in Chenery et.al. 1974) reduction of poverty.

The 'links between the EP” ‘strategy and growth'can be. sought in many
areas. The most direct relates’ to the link, at the outset,. between the
EP strategy and exports and then the link, in turn, between exports and .
growth. Other; not necessarily independént, are through increment in
savings, in the influx and efficiency of foreign‘investment, in innovation,
in cost-consc:ousness, and in the productivity of -given resources .both
1ntersectorally and within sectors. We will consider each of these, drawing
heavily on the discussion in Bhagwati (1978, Chapters 7 and 8).

(1)”With respect to exports and growth, two steps. in the argument

need to be distisguisheéd here: (i) exports increase under EP strategy; - -

(ii) superior export pérformance 'is associated with superior economic
performance in shape of increased growth rates. .These two .steps have now
been established empirically in‘a number of studies although explanation .of
the link between export and economic performange still raises a numbér of
unsettled questions.

(i) The relationship between Phave IV or "xihéralized" régimes
implied by the EP-strategy and export performance emergeé from numercus
studies which have now established an orthodoxy of export optzmism, just
the opposite of the earlier export pess;mlsm’ The effect of the ellmlnatlon
of the bias against exports on a sustained basis, under a successful
tran51t;on to an EP strategy9 was shown in the Bhagwatl-Krueger NBER
project to be a33001ated with sustained improvement in export performance.
This "price-sentivity": of exports, including particularly "minor" exports
which steadlly grew to larger and s;gnlflcant lavels under suitable
maintenance of external profltablllty, emerged there in many regress;onal

analyses’ of speelflc exports’ in-the'eountry stud;es.#

#/ Foﬁ‘a-feview, see Bhagwati (1978, Chapter 7, pp. 182-191).
/Equally important



Equally impertant, however,. is-the.conclusion that"Phase II,.with .
exchange céntrols. dominant on. the’payments-scene, militates against export’
iperfofﬁancefalsofbeéauseLit often removes the. flexibility of .response to
~material imports,-among other:things, difficult.. In ¢ountries with ..

industrial licensing, moreover, Phase II and associated IS strategy also ..
implied frequent 1nab111ty to' éxpand capacity swiftly enough to fill
export ordersi’ & - . L S

(ii) Export performence, in turm, istwell associated with growth.
of GNP. Hére;itoo; we have much - regressional:evidence by many authors..
In the Bhagwati-Krueger NBER.Project, the Krueger €1978) synthesis..volume
céntaing-the fullowing regression; based.on aisample of the 10 countries
gtudied for the perﬁod -1954-197L: g S .

‘wlog Y., = A + B t + c log x + B T ¢ E:?Qil.; B ' | (I?l

GNP at constant prlces for countyy. 1, year t )

where: Yit

:;Xit' ='Index“of”dollar-malue‘oﬁ'export.for-countrywi period t .
o Ty =t 1f countny iis on Phase I or II in peraod t; 0 otherwise
Tzit-= t 1f country iis in Phase IV or, V_ln perlod T 0 otherwlse

Results: C = 0,11 (4.3 D = 0.08 (.85) E = 0.16 (l;?)!(nmmbeBSsln_r
parenthe51s are t values) »

;‘-sf'- o

The equqtlon (1) shows .that exports tend to be a33001ated w1th hlgher
trend value of GNP durlng perxods of 11bera11zatlon (1 e., durlng Phase IV
and the less frequent Phase v of convertlblllty on capltal account), although
the hypothesis E = O cannot be rejected at a hlgh level of s;gnlflcance ‘

.The earlier, cross-sectlonal work of Kravis (1971) ~and the recent )
work of Michaely (1977), Heller énd Porter (1978) and Balassa (l978), to
cite some of the. nqtable studies, alsp support the v1ew that exports _'
correlate well with growth.. Heller and Porter (1978) for example,_
obtain a Spearman rank correlatlon coeff1c1ent of 0. 452 betwe i growih in
exports per caplta and growth in other elements of GNE for Mlohdely s sample
of 4] countries, 1nclud1ng A2 Latln Amemcan.countmes9 and u51ng average
growth rates for 195Q_1973,; When the sample 1s d1v1ded lnto ”rlch" and “poor"

el

UTRE e /countries, the



-« 10 -

countries, the coefficients are 0.:57 and 0.097 respectively.  Again,
Balagsa uses a sample of 9 countries, including. Argentina, Brazil, Mexico)
Colombia and Chile, with similar rvesults. -Thus, his correlation coefficients
for growth rates of exports and: GNP are .822, .93 ahd'.88 and for exports
and rest of GNP are 482, .763 and .77, for the periods 1900-1966, 1966+-1973
and-1960-1973 respectively. : SR
The question'is: Why? Why should a substantial’reduction im bias '
against exports, and hence in export performance, be associated with greater
growth? The main reason may'be, as strongly suggested by DiazlAlejandro
in hisg study of Colombia for the Bhagwati-Krueger project, the’ advantage
of a steadier foreign éxchange.position resulting from improved export
earnings. This rclates somewhat to the wellknown demenstratidn that,: under
a foreign exchange bottleneck (in the sense of Chenery), additional foreign
exchange is more prcductive than under a savings bottlegeck. . We should
also note that a comfortable external paymencs s;tuatlon eases up excess
capacity (generated largelv by the QR réglme in the flrst place}, may reduce
the need to hold excess inventories and leads often to elimination of
_criti~al bottlenecks, and so on. It is perhaps remarkable that these kinds
of problems, attendant on econcmies 1n Phase II, are rarely to be found in
Phase IV and V economies that have sucessfully tran51ted to the EP
strategy- on'a continuing basis. B

-4

(2) An addltlonal factor of relevance here is the 1ntersectoral

and intrasectoral product1v1tz_of resources, and the relative effect of -
the EP and 15 strategles ‘thereon. As already noted “the EP trade reglme

dées not tend to carry the export sub31d1zatlon, on the average9 “to such
lengths as actually to make the ratio EER /EER substantlally greater than
unity. That is, the EP strategy amounts by and 1arge to havnpv the ratio
EER /EER falrly close to unlty. It would thus appear plaualbte to conclude
that the EP strategy tends generally to be less glven to overall excesses
than the IS strategy and that, in practlce, this’ may be the source of

1ts asymmetrical economic advantage. If eo we must ask agaln why this -
asymmetry exists 1n practice. The reasons would seem partly to ConulSt

in the fact that the successful shift to export—promotlng strategy (or

‘Phase IV) generally takes place within the overall context of contlnulng -

Jexchange controls
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exchange controls by.that the: QR~caused hias.against exports is offset .
by giving the import preminms_tq_gxpogge%§;thpggghngghemgsgspgh as supply
of imported.materials at inpternatiopal.prices; and.so on,.and by using
exchange rate, adjustment more freely.and thereby..divectly reducing-impory.
premiums .angd henee the:bias against exparts.. The result .is,generally.
(not always) to eliminate .or peduce;the bias againstexports rather than .
to create-excessive bias- for . exports,.. Because, of budgetary consideratiens,
cash suhsidies that could.congeivably create massive bigéifor exports. are
usually not substantial (though not unknown). On the other hand,.the import-
substituting strategy, .especially via the:mechanisms of import premiums
from QRs, can and.did typically cause;the»ESR ~to get way out.of line with
EER (which was dztermined almost exelu51vely by,. the,exchange rate). The .
not understood. and, in any case, do not fal;ﬁdlpectly_Qn‘the,budgex,

. We-may- note the contrasting "static" intersectoral vesources .. . -
allocational incentives under EP and IS strategies.as possibly another..
contributory factor in the former's superiority.. . Thus, under the IS, ‘
strategys. the:World Bank studies of Balassa (1971) and the results under .
the OECD studjes.of Little, Scitovsky and:Scott. (1970) had underlined élso
the, varisbility of. these incentives, utilizing the measwres of pominal = .

angd. effective protection. .The considerable role.played by.exchange controls,

however, in this process, which cannot bhe, captured by turping@premia into
implicit ad wvalcrem tariffs, was noted.in the OECD.gtfudy on India-by-
Bhapgwati and Desdi (1970) and is brought out amply in the Phase Il analyses
of dlfferent countries in the Bhagwatl-Krueger NBER project where ‘the "anatomy
of. exchange control“ is dlscussed Bhagwatl and Krueger Qonclude that the
EP strategy, 1 el Phases v and V seem- to be cnaracterlzed by a’ le
chaotlc pattern of lnterlndustraal 1ncent1ves - Thus, for example, the
cglcglatiop;o;.EERx fo?‘dlfferent 1n§H§§rlgs ;p §Qgﬁh Korgg duplng h

: :f '.'  n”.;, : i, R .;L cv : : ZL;;?Eh?$e';y
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Phasge IV suggests a less chaotlc pattern of 1nter1ndustr1al 1ncent1ves

than for India and other countrles in Phase IL.

" Their analys;s also nnderllnes numerous other factors such as the :
var1ab111ty in 1mp1101t protectlon resultlng from shanglng import premla,
the practice of automat1c1ty in protectlon of domestzc manufactures, : ]
the incentives to create excess capac1ty when 1mported raw materials are‘
“4llccated pro rata to installed’ capac1ty, etca, which affllct Phase II and

Is strategy but- Whlch do not obtain anywhere ‘the same degree in Phase IV

T
e

and EP Strategy

While the faetors just’ noted are probabiy the ones that are crntlcal
in'defining;the asymmetrical outcomes under the IS "and the EP strategles,
some additional faCtors may be cited that mlght contrlbute to the asymmetry
but for which no svs*ematlc ev1dence is ye% “available. ] ‘

Thus,’ one ‘could argue that the’ export-promotlng strategy may lead to
a generally reduced rellance on dlrect or phy51cal as dlStlnCt from prmce
measures. Direct dontrols have been argued w1th plaus1b111ty, in the d”
Bhagwatl Krueﬂer project studles as also in the earl;er OECD work, to be '
very costly in practice. It is possxble that the general 1nc1dence of
such direct controls may be 51gn1f1cantly less under export promotlon
because prlce, dlstrlbutlon, and other controls may make little sense to
bureducrats when firms' outputs are malnly addressed to overseas, rather
than domestlc, markets. A different, and perhaps more percept;ve, '

formulatlon of thls klnd of contrast was well put by an econcmlst famlllar

*/ As it happens, there is also some statistical argmmentation'to'suggest

that the export promotional policies in a Phase IV country.such as
South Korea may have led to some wasteful export promotion, rather:
similar to the wasteful import substitution hoted for Phase Il countries.
Thus, Wontack Hong has produced estimates recently.of social losses
from certain exports from South Korea.

But 'when all this:is noted, it still seems reasonableto~conclude
that the EP strategy under Phases IV and V does appear, in practice,
to be characterized by a less chaotic and more neutral pattern of
interindustrial incentives than does the IS strategy under Phase 1iI.
Whether this contrast is truly large and, in turn, makes for a
substantial impact on the returns to overall investment is difficult to
judge, however. That it should go some way toward explaining the superior
growth performance of the EP strategy countrles on the other hand,
ghould not be open to serious dispute.

/with both
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with both" the Indidn (Phase II}:and the. South Korean (Phase iv) trade -
régimeé} "The Indisn’ régime consists mainly .of: "'dont 's" .whereas the 3;1 ;
Korean reglme consists mainly of "do'!s". ‘Whether. these contrasts are; .:
in a ba51c political sense, endemic to. the twe- strateglea belng contrasted
is no¥ clear: but the Bhagwati-Krueger project studles do»suggest that
they exist’ currently., - - R A

PR S Ky Lo
EUN PR

In ‘the stili more grey.area, one may argue, that the EP strategy must
produce’, through “international:competiticon,. greater effLCLency than the '
IS strategy with its-sheltered markets. While this argument is plau31ble
a priori, there is as yet no real 'evidence at all on the subject. The 1ssue
besides is ‘torplex‘as domestic competition may be sufficient to prOV1de the
incentive to efficiency under  import subgtitution. whereae exports may. be
to 1mperfectly ‘competitive foreign markets.or may .simply.be subs;dlzed
to ‘the point necessary to offset amy posgible. 1neffLC1ency-ralsed cost _
di§EGVaﬂt3ge. The: Bhagwati-Krueger project found little convincing ev;dence
on these questions.’

1~ Then, thete is the factor of economies of scale, long recognlzed in
interhational “trade theorj and policy discussions relatlng to customs unlons,
'Afree ‘trade areas, and similar ‘cases where the elze 01 the market 15 crltlcal
to the analysis of econcmic - efficiency. In relation to the EP strategy,_
it geems ‘plausible to argue that the creation of 1ncent1ves (or rather, .
the elimination of the disincentives) to. enter: the forelgn markets augments
"the ‘dize of ‘thé market and hence will Jead to greater exploltatlon of
‘edoﬂon1es of scale.. Again; however, the issue is mope complex 1n so far
as the growth of firm size may be constrained by other pollcles and
objectives {(as in India) so that export promotion mgv “ake place from flrms
with constrained sized by diversion from domestic pr:dlctlon and/o- by
growth of new licensed:firms of small size. . Agaln, therafore the‘_
“statlstlcal evidence atd analysis. of. this. possible. cause of asymmetrlcal
advantage of ‘the EP strategy is not yet available in anythlng }1ke the ;
degree that would be veasonably compelling; but it. does remaan a plaus;ble
hypothesis. . ~ e
(3} In regard to the general easing .of.the balance of payments

{and hence of the losses:that attend restrictive payments p011c1es) under

vy /the EP
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the EP strategy, it is also. worth notlpg that thlS effect was relnforced
in the countries, in the Bhagwatl-Krueger prOJeot by the substantlal
inflow of foreign capltal that seems to attend such strategy. Whlle

different polltlcal factors help to explaln the substantlal 1nflows of
foreign funds in South Korea, Bra21l and Israel, these are undoubtedly
to be supplemented by economic factors in the case of the former two  :
countries. For South Korea, in partlcular the proport;on of aggregate o
investment coming from foreign saving has run at well over a third on the
average and, as.a proportjan of GNP forelgn sav1ng has run at an average
of as much as around 10% durlng 1960-1971. . N
This infliow is not exogenous to the EP st“ategy, as is sometimes ;'i
assumed but czn te seriously, argued to be a rmsult 1n large part of then
EP strategy itself. Thus, while the bulk of t”e Korean and Bra2111an
influx of foreign. ;uade is through publlc bor ow*ng rather than through
-inflow of direct investment, this borrow ng, wculd not have been p0831b1e
were it not for an exupert performance that was perce1Ved to be truly "
remarizble and as.a sigo of the ablllty of the courtry to av01d the "tpransfer
-problep" difriculties that could. other»1ee bL etpected to follow from
. sizeable exterrnal borTOW1ng. It 15 of course well known that prlvate bankers
(and the IBRD, aAsian Development Bank, etc.9 whlch are Jncluded under
"private" in at least some statlstlos) look at debt-aerv1ee/export ratios,
_so that loans are rather dlrectly linked, lﬂ some fas hlon to export
performance. Hence, it may. even be 1eg1t1mate to regard Bra21l s "export«
led" growth as: merglng, via thls link between export performance and forelgn
borrowings, into what Fishlow calls the ”debt led" model of economlc
growth., . , . | o : .
-Besides, it can be argued that the'.arge-gcate ,xflow of davert _
investment, which has also been more 31zeable in Soutn Korea (as a per -
cent of GNP} than in the other countries in the Bhagwatl-Krueger project,
reflects the EP strategy., In fact, it may be argued that, under the "
EP strategy, both the magnltude of the prlvate (dlrect) 1nvcntment SR
inflow and its efficacy in promoting economic growth wz..L'L be greater over
the long haul than under the IS strategy.‘ This contrast may be explalned
as follows, Regardlng magnitude, an EP strategy, W1th 1ts lack of

/dlscrlmlnatlon against
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discrimination-against foreign markets; ds- likely to.attract. foreign ... .
firms-essentially-on the nineteenth-century pattern :.of "factor endowment",
advantages. Whereas in the ‘ninetgenth eentury3~this.meantanatura;ﬁpgsources,
today "it ‘means exploiting Heckscher»Ohlin style .low wages., On the other,
hand;, by creating “artificial™ inducement g fjnvest via tariffs and/or -

‘QRs; "s80.that one gets."tariff—jumpﬁng“:inyggtments oriented to the domestic
market alone, IS. strategy provides an\antifiéially limited incentive to
invest in the country. The lack of complete time-series data on direct,

investment magnitudes in ithe countries in.the project and elsewhere

prevents a-statistical examination of -this hypothesis. , But 1t seems ..
reasonable enqugh, with due adjustments being made for dlfferences.ampng
countries on account particularly.of their economic size, political
‘attitudes to foreign investment, and political spability more generally.

As regards the -2fficiency of ﬁoreign.direct“investment under the

EP strategy, it can again be argued that 'tariff-jumping".investments, )
induced by the IS strategy are more likely. to imply sccial losses or

(at minimum) reduced gains than investments atiracted by, Heckscher-
Ohlinesque factors%-.Thus, several-traﬁe.theorists.ﬁave recently argued
succinetly that tgraff 1nduced 1nvestment 1n a 2 x.2 trade- theoretlc

model of .a small,open .economy that 1mpor+s cap;tal*;nten31ve goods Wlll,

for small changes, worscn the;welfare loss. that the tariff itself implies.

As long, therefore, as the IS strategy-leads to.inflows within the range
“short of autarky,.which seems reasonable, the inflowé‘ef foreign capital
will be . immiserizing rather than welfare-lmprov1ng ‘

(%) :Finally, it should be noted that there is J;ttle eyldence that

the EP.countries are technically more prosressivs or that they have hlgger

LTI U T

savings ratios because of a larger export sector, The superior economlc
performance of the.EP. strategy therefore camot be additionally explalned

-at least on current evidence, by these "dvnamic" considerations.

.'! A..‘-':I

In conclusion, we may make. two remerks: L

First, the transition to Phase IV and EP strategy does xgqulre a
.-change of gear.. The outward orientation will mean a shift in ex1gt1ng i
income distribution among the stradeable industries and between them and

non-tradeables. , Moreover, it also means a greater integration into the

S ' " ifinternational economy
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international économy and'hence may raise Again the familiar worries
about greater vulnerability to thé external’situation. ' Of coursé, short
of compléete autarky, mo country‘can indiildte’itself from foreign
disturbances. Moreover, it can be argued that’ 4 superlor export pebfbrmaﬁce,
by increasing a country's ability’to borrow in the world's capital markets

“and at the IMF more réadily, increases’the capacity to meet foreign-induced

disturbances, while it may actually reduce “tha need to do so since export

promotion often is accompanied by export "diversification.

Second, we must raise the question ‘whether the emergence of ''mew
protectionism”, espe¢ially in EEC, will permitigggi_developing countries
to shift to the EP sffetegy. Of course, we must not commit the fallacy
of composition; noted by Donges (197B)f'new‘devéi6§ing country exports
of manufactures nced not beé identical to the bid*oneé whereas intra;develeping
country trade expansion may also assist in absorbing*thegeﬁports that
result from shift of ‘more developing dountries to the EP strategy. Hence
the pressure on fhe impbft#coﬁpetiﬁg industries of the developed countrles
need not rise pafi'paeeu with this shift. But that 1t ggglg increase '
substantially, and is' ‘indéed expected to, is beyond ‘doubt.

c.(1) EmpJoyment effects via sectoral cemrosition of‘producfion

Now, we need to Pemind ourselves again that a more rapid growth’
of GNP does not necessarily imply a gheater demand for labour and hence,
under plausible assumptions, more employment, In fact, the early arguments
of Galenson and Leibensteifi, Dobb ‘and other proponents of the usé of capital-
intensive technology in labour-abundant countriés, and ‘hence (ﬁndér'Mafx;’
Lewis type assumptlons) of reduced employment of labour in “the modern
sector, were based prec1sely on the notion that ‘there was a tradeoff o
between growth and’ cirrent employment. ' .

It seems, however, that one of the major surprises of the empirical
experience of the preoed1ng three decades is that the EP strategy has also
been lebour-intensivs, while belng also chsracterized (as we have just
noted) by rapid growth! Countries which have therefore gone~hy their
so-called "static comparative'advaﬁtage" have not merelytprovided more ﬁobs
right away but also grown rapidly and have theréfore made ‘a substantlally
greater ‘dent on poverty (though, in the case bf South Korea and Taiwan,
the presence of earlier land reforms has contributed to the trickle-down

process to a major degree).
/Quite aside
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Quite aside from the evidence on the labour-intensity of the
industrialization in the EP strategy countries, especially in the Far
East, the support of this general view has recently received considerable
support from empirical studies. ' Thus, the Bhagwati-Krueger NBER project
already suggested for Chile and Turkey that exporting activities had
lower capital-intensity than impdrt—competing activities (cf. Bhagwati,
1976, p. 214). ' _

A most valuable subsequenthBER project, directed by Krueger and

addressing this precise question, has come up with yet further evidence

that supports the same conclusions.. Thus, in a summary paper, Krueger
(1978) has argued that, using the index of "the labour content of tféde
per unit of dcmestic value added (DVA) in domestic production of
tradeables”, her project leads to the conclusion that "in nearly all cases
and in all cases of HCS £ﬁéckscher-Ohlin-Samuelson, i.e., where factor

proportions are likely to matter in determining comparative advantage7

' goods; exports are less labour-intensive than import--competing industries™

(pp. 272- ?73) This conclus:l.on9 however, is not supported in all the
Latin American studies, as reported in table I, here, with Chile belng a
principal exception that is probably explained by Chile's preponderance
of trade with other developing countries. For, Krueger also argues that
the intra-developing-country trade often is less labour-intensive fof
exports than the trade with the developed countries. Note, moreover, that
the. labour-intensity of exports to developed countries seems to.hold up i
a little less for value added at international prices - this is true for
Uruguay, in particular, in table I though the alleged labour- 1nten51ty

of exports to developed countries seems to generally survive in the Krueger

~ project.

Table II presents, for the four Latin American countries in the
Krueger project, similar results on the skill content per unit of employment
in compeiiiive inpovis and exportables {which are HOS--type rather than
natural-~resource-specific). While the differences do not look dramatic
enough to probably lie outside of the range of error that one might
expect, given the nature of the‘data,one is working with, the‘exports
to DCs do seem to:be skill-intensive. ‘ .
o  /Table I



Table I

Labor Requirements in 4 Latin American Countries

IT °1qe)/

~ - T = ‘ i T — ” .
Country _BRAZIL\(Z? CHILE . COLOMBIA | URUGGAY . | -
Coefficient (1) | ve/v tE/p R il*/pH R/v* ee/pr | v | apvel asv asve
Competifive'lmports- ' R # o o _ T o - N

I I S i : SRR & T L T |
Total - 71 { 31 | -43 ¢ 60 | 7% | 94 16 | 18 238, 934
From Developed Countries -1 | 43 s - 80 - 75 91 ‘ '
From Developing Countrieg ‘ .1 42 ¢ 61 ) 104 | 117 |

Exports (non-Resource- ) + *Ej 7 ;

based) \ I : =

. i ) : . . 1 N ¥ ; B

ol : : i i ! S S B
Total : 87 ¢ 37 - 58 i 37 | 53 | 201 23 | 366 gy |
To U.S.- . - 100 . 38 b ao | : 28 | 26 %, T
To' EEC - 104 38 &'61 - 9? 1 63 1 19 39 | ga P4l 456 b
To LAFTA 79 - 34 | Poen b Yo | S . g
To other Developing 67 | 27 (3% S0 1 32 | 46 ;}24 .32 |p238 " 345

__ Tountries N I L - b T
Year 1970/72 _ o 1966/58 © . T T 1. 1973 19687 s
NBER"™ Lounury Studles, 8/9 | 8/9 11§ 12 4 13| 13 % «4/11,4/11 10 1 11 7

Table # , . B S T s f -
Notes (1) - &* = Direct 1ab01 requlrement per unit cf gross output R i ' : -1
) - i* = Direct and Ind1rect labor requlrement pér - unit o‘_gross output [R* = 2(I-p) 7]
+ p = Domestic prices - : : :
p* = International prices .1 o 3
v = Domestic Value Added [v = p(I-A) - m] ey d - SR
v#® = Value Added at‘lnternatlonal prices [v* = p*(I A} Yo~} S :
A = Matrix of lnput—output coefficlents .
m = Nponcompetitive import requirements. . - ;i o
Py = Direct: and home good indirect value added : [pH‘= v{I-A) 7}
pﬁ = Same as above at international prices [pH = v*(I—A)¢1}

LAFTA: Latin American Free Trade Association
{2): Excludes agricultural inputs

- gl
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Table 1L

N

. indegés of Sill Comtent per Unit of hmployment

Country : BRAZIL CRILE .. LOLOMBIA URUCVAY

— - s o

Competictlve luporis

Total 1304199 3.9R12:.42 - 3 23.6 1.26
From Developed o : S :
Countries - - 3.88 12,46 | - - - -
From Developing| | * A !
Countries - -} 3.1 )220 - b -
Exports (non-~resourced BECERE S A 1- - :
based) , ; cen Lo N T

Toral . sue l1act 187 ol e lie clowiet ) foas

To Developed . Lo
Countrics - o’ 2.060.85 R S ¥

To Developing * ‘ "‘ | _

Countries © V] = R C 498 12,65 e 22

Year 1 1e71 Uy 1966/68 ) 1973 | 1988
Source:NBER Country . | .. o - L —
Studies Table N 13 1 11 12 F e io -

G N .
Notes{l) Q stands for direct labor use, § ¢ is direct plus Indirect labor
requirements.
(2) Skill irdexes are based on:average rewmuncration {or Brazil,Chile

and Coiumbia. For Urupguay, it .is the ratio of total saployment
“to unsgkiiled wortkerg. -

1

/The conclusion
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The conclusion that is suggested then is that a shift to EP strategy
would have, if anything, increased the demand for labour, given the labour-
intensity of the exportable (HOS) activi{iés° This kiﬁd of argumentation
is plausible, by and large, but it must be nofed that it does depend on
the assumptions that average coefficients can be treated as marginal
coefficients, that the share of labour to value-added can be treated as
an index of labour- intenzity meaningfully across industries even within
a countey, and that the ccomposition of exports and imports will not change
with shifts in strategy so as to undermine the ranking of labour-coefficients
observed for the IS situation.®

Despite the caveats just entered, it would be fair to say that the
burden of proof is new on those who would claim that a shift to the EP
strategy m.ght be detrimental to domestic demand for labour and hence
{most iikely) to income distribution.®*

Finzily, note that what we have been discussing above are what we
may call disact effescts of the trade strategy on the composition of
preduction. But there may be others, through induced changes in the
composition of domestic demands, although these are clearly mcre difficult
to quantify. One of thzse possible effects is the impact of a more open
economy on the intra-industry product mix, i.e. the types of product used
to satisfy similar "needs", as the upper classes adopt the consumption
baskets of the developed countries, which are probably less labour-intensive.
Another is through induced changes in the income distribution, as there is
some evidence of different labour content in the consumption basket at
different income levels. Morawstz (1374) surveys some papers showing a
moderately higher labour content in the demand of lower income groups;
similar results are reported in Soligo (1974); for an opposite result, for
Taiwan, however, see Yhi-Min Hu {1976). Nothing very definitive, therefore,

can be said regarding the relative merits of EP and IS strategies in this area.

®/ We do not touch on other more technical caveats whlch may be registered
against mamlng unwarranted inferences.

*%/  Qur summary of the prinecipal approach and results of the Xrueger
project do not do justice to the many contributions contained in the
individual studies, as exemplified by the paper on Chile by Corbo and
Meller (1979).

/C.{2) Employment
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C.(2) Employment effects via choice of techniques of productlon

We must next analyse the questlon whe*her a shlft to the EP strategy
from an IS strategy would affect labour-Lee by also affecting ch01ce of T
technlque ex ante or by affectlng the degree of utlllzatlon of 1natalled
capacity. . ‘ L -

This quest:on presuppoaes, of course, the POSSlblllty of ch01ce among
alternative techniques, glven the productmon °tructure.. Few people today
would doubt that such cho:oe ex1sts, and much evidence nas been produred
in the last two decades on thls questlon as surveyed mo st usele y by
White (1978), who d‘LS‘L‘l“igUlSheS among ecf:ﬁ:mmetr_u.9 ongmeemrg and ”anccdotal"
evidence to this ={Tect. That such ch01ce woald obtan was ewphe51zed by '

many econorists from the earlleet analysls in dc:elopmentaT econcmcsD o

e.g. Bhagwati (1006] ﬂhere numnrous waye of substltutlng canltal for labour

were dlecussed 1neludln° those resultlng from ;reakdown of equlpment 3

It was only the Lnfluence of the Cambrldge srhool w1th 1ts empha51s on

fixed coeff Jc1ents and the 1deotog1cal op9031tlon to substltutlon as the.

corneretore of neocla981cal eooqomlcu, that mlsled several ec nﬂmlsts

at the tlme 1nto 1gnor1ng the obv1ous. _ . " _l l )
Trade strategy can affect ch01ce of technlques in an antl-labour ‘

fashion by dlstortlrg 1ﬂcent1&es and 1np051ng ar+Jf1C1al coneralnsts.

The Bhagnatl—Kruecer prOJect PPOdUCud beveral 1lluatratlons of the latter9

as when used maohwneny 1mports vere proscrlbed under Phase Ir because of.

fear of transfer pricing, for example Agaln an 1noent1ve dletortlon

that was frequently cited 1n tbelr project was the artificial oheapenlng

of capltal goods, due to preferentlal effectlve exchange rates thereon.

More detazled analysms of thlb type of dlstortlon has been undertaken in
the later Krueger NBER project. Thus, Corbo and Meller (1979) report
that "employment requlrements are around 69 lower capltal requlrements
are around 209 hlgher,_and skill requlrements around Gﬁ lower than in a
S1tuat1on w:thout this dlstortlon" (p. 200)

®/ Capital can be substltuted for labour alao by varying shifts, for
example. For evidence on this for Latin America, see Schydlowsky

(1876) and Ramos (1875). Authors such as Pinto {1975) and Foxley

' and Myfioz {1976), who emphas;ze the structﬁral heterogenelty of
production and employment in Latin ‘America are ‘also 1nd1rectly argulng
for the existence of alternative techniques, although with a eufflczently
fine definition, of products we would have to recognize that firms using
different technology are probably not producing "the same thing".

/Furthermore, Bhagwati
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Furthermore Bhagwatl (19?8 pp. 101-110} has noted that many Phase
II reglmes have been character zed by underutilization of capacity, related

te the, shortage of 1mported raw materials. Bottlenecks arise often as a

result of admlnlstratlvo rlgldlty of response to unfolding 51tuatlons,
maklng rebumed capacity utilization dlfflcult. In certain countries, the
practlce of relatlng such materxal allocatlons pro rata to installed
capacity also meant that the efflclent tlrms could not drive out the
inefficient flrms through competltzon in the market for scavce raw materwals,'
thus perpetua lna low utilization among both sets of firms. Morcover the

access to pramia- Cnrrylng imported materla LS, L_Q rata to installed capac;ty,

alse implies that, ceteris pavibus, the result is to create an inducement
in the dir:zotion of 1n“*all¢ng capacity in the tzeth cf existing
underuvtilization of capaglty in the industry.

All these incehtiveé to creating underutilization of capacity apply

equally to sihift "*iljas‘Lon, of course,. And a fair amount of emplrlcal

often regr.snion-type ev1dence linking the trade régimes to capaciti
underutilization has been attempted, as reviewed in Bhagwati (’378) ‘with
the greatest success in relatlng cap301ty utlllaatlon to variations in
import avallablllty. r ‘
A related pclnt, invelving capztal-;nters#ty from a different angle, '
concerns the tendepcy of Phase II reglmns to encourage increased holdings
of inventories owing to feére& 1nter“uptlons of supplies and also because
raw material allocations are frequently handed over directly to producer~
users rather than to tradérs thus undermining the centralization ahd
econcmy in regerve holding that obtains with trader-held inventories. -
The empirical ev1dence on this type of inefficiency in the NBER pro;ect
has been summarized in Bhagwati (1978, pp. 110-112) and generally seems
consistent with the ﬁrésumption just outlined, though some of the attempts
at establishing sﬁch'a‘relatidnship were unsuccessful because increased
inventory holdings, while Eggf&ﬁable, are often also unfeas;ble because of

tight a’locatlons.

=/ There are many datd, and interpretational probiems here, so that the
empirical work is somewhat less compelling. than ‘the a priori 1ncent1ve
arguments detailed above. .

/IV. DEVELOPED
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o = DEVELOPED COUNTRY POLICIES. - :- . C e T

" Whereas the:preceeding analysis. underlines the advantages in shifting .
to an outward-locking EP trade strategy and the definite role that this
can play in improving current and future demand for labour, we may now
mention in conclusion two external developed country policy issues that
bear 6n the questions at hand. R |
A. The Hew Pipotcoctionism.

This is not the oceassion to document the protectionist threat,
especially from the EEC that is drawing a great deal of attention these
days. One important point.however need to.be made here related to the
effect of this on resource-allccation in developing countries.

The threat has been primarily directed at labour-intensive manufactures
from develuping countries. As it happens, the EEC countries and the United
States are being sqeezed: from the advanced jndustries of Japan .and the
traditiomal labour-intensive industries from-the:so-called NICs (pewly .
indusirialized countries). The shift in comparative advantage that.this
represents, ‘coibined with' growing rigidity in the social structyre and
urwillingness to pérmit Btriactural unemployment at timés of high rates
of overall unemployment, have -lefl to increased demands for protection
and to the French concept of "organized free trade" which is primarily almed
at extending the LTA-type arrangements to many-other products. .Given the
labour-intensity of these developing-country exports, it follows thaf:fhe-4
protection of these industries in the developed countries amounts to a
forced shift, at the margin, of the. resocurce allocation;in-the_develpping
countries towards capital-intensive activities: hence, to an adverse impact
on the objective of increasing both current ewployment and,. as we_havé seen,
growth. In this context, the ILO study by Lydall (1976), who estimated a
substantial employment impact of potential tariff cuts by developed countiies

"~ .. Jon selected
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on selected products exported by the developing countries is relevant.®

Of equal interest is the Brookings Institution estimate by Cline et.al.

(1978), reported by Birmberg in Cline (1879). Birnberg reports that,

with some adjustment, this calculation shows an impact of Tokyo Round

tariff ‘cuts o Latin American exports to developed countries of US$ 300 million
in 197% prices, the main beneficiaries being Mexico, Brazil, Argentina and
Peru. ' ' o

B. Migration restrictions

It would be a mistake to conclude this paper without even a nod-in
the directicn of internmational migration ané its rcle in alleviating poverty
in the developing countrizs., We will content ourselves with a few vemarks,
distinguisring amcng skilled and unskilled migration. B

(1) Sxilled and professional. At one stage, the conventional wisdom -

on the "brain-drain" turned into the revérse orthodoxy that the migration
of highly skilled manpower really reflected intermal over-expansion of
unemployable professionals so that the migration was really a “safety valve"
which reduced unemployment. If so, such migration as is permitted by the
developed countries, under their immigration laws, would be 2 welcome
phencrenon at this Conference.

We would merely like to note here that this view may be “too c¢omplacent,
being based on the notion that the oversupply of professional manpower is
independent of the possibility of external migration. Economists such as
Bhagwati and Hamada have recently analysed mocels where the increased
expected salary levels which follow from such external emigration results
in the educational sector's over-production of professidnéls. Thus, for
example, emigration of 10 unemployed engineers at the substantially higher
salary levels in the USA relieves immediate unemployment but it may result
in 200 graduates opting to be engineers. With external migration being- '

restricted by developed country immigration restrictions, however, only

=/ Lydall's calculations raise a number of technical issues which we do
not go into here. For example, while he considers the effect of
incréeasing exports from developing countries thanks to the tariff
cuts, he does not consider the symmetric (employment-reducing) effects
of increasing imports as export earnings increase.

/20 can
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20 can immigrate, so that the remaining 180 would be added to the pool
of unemployed domestically! Thus, in the presence of immigration restrictions,
the Bhagwati-Hamada type of model, which is possibly more realistic, would
increase, rather than diminish, unemploymsnt of the prefessionals in question!
Unfortunately, especially in Latin America, there is little empirical
analysis of these issues, so that it is impossible for us even to speculate
regarding the effects on employment in these countriss which follow from
the migration of professional manpower.®

(2) Unskilled. Evidently, in the presence of poverty, the possibility
of exporting unskilled labour for employment abroad is a classic remedy.
The growth of Western Furope after the Second World War illustrates the
advantages +that generally accrued to all parties from the migration of the
so-called "gasterbeiters".#%* The legal and illegal migrants from Mexico
to the United States have certainly helped alleviate Hexico's poverty and
unemploymant preblems. A greater flow of such migrants, resulting from
veduced imwigration restrictions by the developed countries, would help.
Unfortunately, while migration dqring the pericd of European expansion
in the 19th century, was nearly free, immigraticn restrictions have come
now to be accepted as consistent with human rights and with the
international order! Therefors, beyond noting migration as a possible
way of alleviating domestic poverty and unemployment, we cannot really
arguz that this offers a hopeful remedy in the climate of present

inteliectual and public opinion in the developed countries.

®/ Above, we have touched only on one aspect of the effects of international
migration. A complete analysis would praise many other issues, including
effects on income distribution, income, growth, etc.

#%/ We do not mean to deny that several human-rights and other problems
have arisen from this phenomenon. For example, the tendency of the
European countries to return the foreign workers to their countries of
origin whenever recession began, thus cushioning their own native
workers,has created serious problems for both the migrants and their
countries of origin. ' '
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