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Chapter IV

COMPETITION AND THE FALLACY
OF COMPOSITION

A. The issues at stake

The standard advice to devel oping countries
experiencing difficulties in promoting primary
sector exports is to move to labour-intensive
manufacturing. Such a strategy is advocated on a
number of grounds. First, since labour isin more
plentiful supply in most developing countriesthan
natural resources, there is more scope for expand-
ing production based on labour than on natural
resources. This proposition, which draws on the
traditional theory of comparative advantage,
is probably valid for most developing countries
outside Africa; in that region comparative advan-
tage lies more in natural resources (TDR 1998,
Part Two, chap. IV). Second, itiseasier to upgrade
to technology- and capital-intensive activities
and to supply-dynamic products from low-skill,
labour-intensive manufacturing than from primary
production. Again, thisisgenerally correct. How-
ever, the evidence surveyed in chapter 111 shows
that many of the devel oping countriesinvolved in
the labour-intensive segments of international pro-
duction networks have not been able to make much
progress in graduating to more sophisticated
manufactures. The third reason posited in favour
of labour-intensive manufacturing activitiesisthat

demand for these productsis more stable than the
demand for primary products. Again, the evidence
reviewed in the previous chapter, on the volatility
of export values of products around their longer-
term trends and on the behaviour of export and
import prices of the United States, confirms the
validity of this proposition. However, it is aso
true that in recent years a number of manufac-
tures, notably in computers and electronics, have
shown extreme volatility, causing serious dis-
ruptions in the export earnings and external pay-
ments of a number of developing economies in
East Asia.

Perhaps one of the most important reasons
for moving into labour-intensive manufacturesis
that these products are more market-dynamic than
primary commodities: they offer better prospects
for expansion of volume of exports without in-
curring aseriousrisk of sharply falling pricesand/
or earnings because of low price elasticities of
demand. Again, the evidence examined in the pre-
vious chapter generally confirmsthis proposition,
but it is also true that world trade in a number of
primary commodities has been growing faster than
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that in many manufactures, mainly of the labour-
intensive kind. Theissue remains, however, of the
threshold beyond which an expansion of exports
will lead to asharp dropin prices. Thisisthe well-
known problem of fallacy of composition, or the
adding-up problem: that is, on its own a small
developing country can substantially expand its
exports without flooding the market and seriously
reducing the prices of the products concerned, but
this may not be true for developing countries as a
whole, or even for largeindividual countries such
as Chinaand India. A rapid increasein exports of
|abour-intensive productsinvolves apotential risk
that the terms of trade will decline to such an ex-
tent that the benefits of any increased volume of
exports may be more than offset by losses due
to lower export prices, giving
riseto “immiserizing growth”

tries have been concentrated in resource-based and
labour-intensive products. This is true not only
for many traditional manufactures, but also for
what appear to be skill- and technology-intensive
exports. Furthermore, it has also been noted that
alarge number of countries have not yet made sig-
nificant inroads into markets for labour-intensive
manufactures or participated to any great extent
in the labour-intensive segments of international
production networks. Even countriesthat have been
highly active and successful on both fronts, such
as China, still have large amounts of unemployed
or underemployed low-skilled labour, which can
potentially be used for increasing activity in tra-
ditional manufacturing sectors or international
production networks. Thusfallacy of composition
in labour-intensive manufac-
tures may become a problem

(Bhagwati, 1958).

A further complicationis

Falling export prices and

if there is a simultaneous ex-
port drive by devel oping coun-
tries in these manufactures,

that the exporting countries
may not be better off, even
when rising export volumes
offset falling net barter terms
of trade (NBTT) and their ex-

net barter terms of trade
can entail resource losses
even if increasing volumes
more than compensate for
the fall in prices.

which would result in falling
export prices and/or earnings.
It can also become a problem,
reflected in falling wages,
when there is increased com-

port earnings or the purchas-
ing power of their exports(i.e.

petition among these countries
as locations for foreign direct

income terms of trade) grow.
Indeed, it is doubtful whether
the concept of income terms of trade can mean-
ingfully describe the benefits of such trade unless
it isassumed that an additional volume of exports
can be produced without additional resource costs.
This might be the case when there is no alterna-
tive use for the labour employed in manufactur-
ing for export and when there is no additional re-
source cost necessitating payment in foreign ex-
change. However, as seen in the previous chap-
ter, the direct and indirect import contents of
manufactured exports of developing countries are
generally high; moreover, they have been rising
in recent years, particularly in countries that have
been pursuing rapid trade liberalization and partici-
pating in the labour-intensive segments of interna-
tional production networks. Under these condi-
tions, falling export prices and NBTT can entail
resource losses, even though increasing volumes
more than compensate for the fall in prices.

The evidence above shows that, with some
notable exceptions, exports of developing coun-

investment (FDI) in simple
processes of otherwise high-
tech activities organized in international produc-
tion networks. Government policies can exacer-
bate the problem by offering transnational corpo-
rations (TNCs) tax concessions and other incen-
tives. The question of the probability of markets
for labour-intensive manufactured exports from
developing countries becoming oversupplied, and
especially the policy responsesthiswould call for,
are thus important elements in the design of ex-
port-oriented development strategies. This chap-
ter addresses these issues.

The next section reviews the empirical evi-
dence concerning the behaviour of manufacturing
terms of trade of developing countries vis-a-vis
industrial countries over the past two decades. The
evidence does not show an unambiguous, strongly
downward trend threatening to reach the point of
immiserizing growth. However, there are signs
that prices of manufactured exports of develop-
ing countries have been weakening vis-a-visthose
of industrial countries, especially for the less
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skill-intensive manufactured exports. Section C
provides a comparative analysis of the degree of
competition and concentration in marketsfor prod-
ucts exported by industrialized and developing
countries and an examination
of the profile of the global |a-

Faster growth in industrialized countries can
help not only by expanding markets for the ex-
ports of developing countries, but also by creat-
ing job opportunities for their own labour. This
would, of course, call for the
adoption by the major indus-

bour force participating in in-
ternational trade, with a view
to determining the extent of po-
tential competition in labour-
intensive products. It shows
that competition is greater in
markets for manufactures ex-
ported by developing countries,
and that this could increase
significantly; such atrend could
lead to problems associated

exports.

Prices of manufactured
exports of developing
countries have been
weakening vis-a-vis those
of industrial countries,
especially for the less skill-
intensive manufactured

trialized countries of expan-
sionary macroeconomic poli-
ciesaimed at attaining the kind
of rapid and sustained growth
that could help alleviate their
labour market problems.
Rapid growth in these coun-
tries would need to be accom-
panied by structural policies
designed to train labour to en-
able it to shift to more skilled

with fallacy of composition if

activities.

the recent growth in the share
of low-skilled workers involved in international
trade continues unabated.

Whether these trends actually do lead to
fallacy of composition depends, however, on a
number of other factors, as was indicated by the
results of simulations undertaken in the context
of a North-South trade model in TDR 1996 (Part
Two, chap. I11). Such factors include, inter alia,
market access conditions for these products, the
pace at which the more advanced devel oping coun-
tries diversify their own production structures
away from low-skilled exports, and how quickly
developed country producers
move out of low-skill products

A gradual, progressive move by developing
countries at different levels of development across
the spectrum of manufacturing industries — in
the way described in the East Asian context as*“the
flying geese” process — can also help avert the
problems associated with fallacy of composition
and protectionist reactions by expanding South-
South trade in manufactures and allowing new-
comers some space in the markets of industrial
countries (TDR 1996, Part Two, chap. I). In fact,
the exit of some of the successful newly industri-
alizing economies (NIEs) in Asiafrom low-skill,
|abour-intensive manufactures has already hel ped
to create room for the new gen-
eration of NIEs in the region,

(see also Havrylyshyn, 1990,
and Martin, 1993). The analy-
sis in section D shows that
trade barriers in industrial
countries discriminate against
developing country manufac-
tures, and that their removal
could greatly increase the de-
mand for these products. How-

Competition is greater in
markets for manufactures
exported by developing
countries; this could lead to
problems associated with
fallacy of composition.

as well as China. However, it
is much more difficult to co-
ordinate such aprogressive di-
vision of labour at the global
level than at theregional level;
it requiresarapid upgrading by
asignificant number of middle-
level countriesinto more sophis-
ticated manufactures. Thus ap-

ever, the problems faced in in-
dustrialized countries’ labour
markets, including high levels of unemployment
among low-skilled workers and/or widening wage
differentials and income inequality, tend to lead
to pressures for increased protectionism against
labour-intensive exports of developing countries
which, if heeded, would increase the risk of fal-
lacy of composition.*

propriate action is needed not
only at the national level, but
alsointhe multilateral forumsto allow greater poli-
cy space for technol ogical upgrading and progress.

Again, an appropriate balance in developing
countries between reliance on domestic markets
and exports can help. The difficulty here is that,
asdiscussed at greater length in TDR 1999, many
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developing countries which have long neglected
exports have felt the need for arapid shift towards
outward orientation to correct for past policy mis-
takes; this need is given greater urgency due to
rapid import liberalization, widened current ac-
count imbalances, unstable private capital flows
and diminished official aid. Furthermore, thereis
also the concern that greater emphasis on domes-
tic markets could be seen as opening the door to
protectionism and as implying opposition to glo-
bal integration.

Rhetoric aside, history teaches that the eco-
nomic development of the United States, Japan
and almost all of the Western European countries
was based on their home markets. Apart from
some small economies (such as Ireland), none of
the advanced countries has a manufacturing sec-
tor that isashighly export-oriented asitisinfairly
large developing countries both in Asiaand Latin

America. Moreover, as seen in the previous chapter,
in anumber of advanced economies (e.g. France,
Germany, Japan and the United States) the ratio
of manufactured exports to manufacturing value
added has, for some years, been fairly stable at a
relatively low level. This suggests that the out-
ward orientation of certain developing countries
may decline as they grow richer and their home
markets expand, and it implies that their domes-
tic sales will grow even faster than their exports
of manufactures. Thisseemsinevitablein the case
of alarge country like China, but it may also be
true for countries like Mexico and Malaysia. If
so, the large share of exports in total output of
many devel oping economies represents a stage of
development that economies would go through
before their home markets mature. Managing that
stage to avoid a fallacy of composition is a chal-
lenge to development policy and development
cooperation.
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B. The terms of trade of developing country exports:
a review of the evidence

Following the work of Prebisch and Singer,
it hasfrequently been argued that the terms of trade
between non-fuel primary commodities and manu-
factures are on adownward trend. Several studies
on thefallacy of composition thesisfor exports of
primary commodities have found support for this
argument with respect to a number of agricultural
commodities, in particular bananas, cocoa, coffee,
cotton, tea and tobacco, but

Americahave experienced rapid growth in manu-
factured exports; at the aggregate level, the value
of these exports to developed countries has ex-
ceeded that of their primary commodity exports
since the early 1990s. As a consequence, the de-
bate on terms of trade has increasingly turned
towards the relative movements in the prices (or
unit values) of manufactures exported by de-

veloping countries vis-a-vis

also some other commodities
such as copper and petroleum
(Bleaney, 1993; Akiyama and
Larson, 1994; World Bank,
1996: 55; and TDR 1993: 98—
102). Export earnings from
these commodities are of vital
importance to awide range of
devel oping countries, and over-
supply has involved substan-
tial revenuelossesfor themin
recent decades. Accordingly,
they have been advised to di-

development.

those exported by devel oped
countries.

The downward trend in the
terms of trade for primary
commodities remains a
crucial concern for a large
number of developing
countries, as it affects their
capacity to import
essential goods for their

This shift in the debate
from terms of trade between pri-
mary commodities and manu-
facturesto those between manu-
factures and other manufactures
has been accompanied by a shift
in the analysis of the under-
lying factors. The Prebisch-
Singer hypothesis focuses on
the characteristics of the prod-

versify away from primary

productsinto manufactures, for which income and
price elasticities of demand are considered to be
comparatively high.

The downward trend in the terms of trade for
commodities certainly remains a crucial concern
for alarge number of developing countries, as it
affectstheir capacity toimport essential goodsfor
their development. However, as noted above,
many developing countries in Asia and Latin

ucts traded (primary products
versus manufactures); it emphasizes that income
elasticity of demand for primary commodities is
lower than for manufactures, and that there is an
upward supply bias for commodities due to the
existence of a large pool of unemployed or un-
deremployed labour in developing countries. By
contrast, the more recent debate relates primarily
to the characteristics of the trading parties (de-
veloped versus developing countries), emphasiz-
ing their differencesin terms of technological ca-
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pacity, labour market institutions and the absence
or presence of surplus labour. From this perspec-
tive, the types of manufactures exported by de-
veloping countries, compared to those exported
by developed countries, are said to share some of
the disadvantages which were originally associ-
ated in the Prebisch-Singer hypothesis concern-
ing primary products in comparison with manu-
factures. Thischangein focus hasimportant policy
implications because, to the extent that develop-
ing countries face adownward trend in their terms
of trade in manufactures, an outward-oriented in-
dustrialization strategy based on a shift from pri-
mary to manufactured exports may fail to solve
their terms-of-trade problem.

An early study on terms of trade in manufac-
tures found that, over the period 1970-1987, the
price of manufactured exports from developing
countries had fallen by an
average of 1 per cent a year

metals are classified as primary commodities or
manufactures (Rowthorn, 1997). Thisresult is sup-
ported by a study comparing a price index of
manufactured exports from developing countries
with a price index for the combined exports of
services and complex manufactures from devel-
oped countries (where non-ferrous metals are not
included among manufactures). The study shows
alarge, though unsteady and irregular, deteriora-
tion in the manufacturing terms of trade of devel-
oping countries’ since 1960, occurring mainly in
the 1960s, but falling again between 1985 and
1990 (Minford, Riley and Nowell, 1997).

Further support for the hypothesis of a dete-
rioration of developing countries’ terms of trade
in manufacturesis provided by an analysisfor the
period 1979-1994 using the unit values of manu-
factured imports and exports between the EU and

developing countries (Maizels,

Palaskas, and Crowe, 1998).2

relative to the price of manu-
factured exports from devel-
oped countries (Sarkar and
Singer, 1991). Thisfinding has
been challenged on the grounds
that, through rapid expansion
of their manufactured exports,
developing countries have
achieved significant gains in

To the extent that
developing countries face a
downward trend in their
terms of trade also in
manufactures, an outward-
oriented industrialization
strategy based on a shift

Thisstudy also providesafirst
empirical test of the proposi-
tion that scientific and techno-
logical capacities have a ma-
jor impact on the devel opment
of termsof trade (Singer, 1975).
It does so by analysing the
terms of trade in manufactures
of the EU with different groups

their purchasing power of ex-
ports; moreover, the apparent
deterioration in their terms of
trade in manufacturesvirtually

from primary to
manufactured exports may
fail to solve their terms-of-
trade problem.

of countries at different stages
of scientific and technol ogical
development, including selected
developing country groups,

disappears when non-ferrous

Japan and the United States.

metals are excluded from the
definition of manufactures
(Athukorala, 1993). According to this view, non-
ferrous metals should be treated as primary com-
modities because their manufacturing value-added
component issmall and because variationsin their
price mainly reflect variationsin the price of met-
alliferous ores. However, further studies have
shown that relative prices of non-ferrous metals
have behaved in amore or less similar way as other
manufactured exports of developing countriesfor
much of the period, following an unusually large
fall in the early 1970s, when these metals ac-
counted for a large share of developing country
exports. There is evidence of a decline in devel-
oping countries terms of trade in manufactures
since 1975, regardless of whether non-ferrous

The examination of the NBTT,
measured in terms of theratio
between unit value indices of imports and exports
of manufactures, suggests that both the United
States and Japan — the world leaders in a wide
range of technology-intensive manufactures —
experienced a slightly favourable trend in their
manufactures' terms of trade with the EU. A mod-
erately negative trend was observed for East and
South-East Asia (with their NBTT deteriorating
at less than 1 per cent a year), but there was a
strong negative trend for the least devel oped coun-
tries (LDCs) and the African, Caribbean and Pa-
cific (ACP) group of countries, with a decline of
5 per cent ayear. Latin American and Mediterra-
nean countries were in-between, in accordance
with the level of their scientific and technologi-
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cal development and skill-content of their manu-
factured exports.® The analysis of the previous
chapter suggests that these different trends do not
reflect differential productivity growth rates, since
the supply dynamism of manufactures exported
by lesser developed countriesislow compared to
that of the more skill- and technology-intensive
products.

Similar conclusions were reached by a study
on the evolution of the Republic of Korea'sterms
of trade in manufactures with less and more ad-
vanced countries for the pe-

tures of both developed and developing countries
with the United States have been driven by the
rapid growth in their volume. The volumeincrease
in devel oping country exports has more than off-
set the declinesin their NBTT.

An UNCTAD study shows that China's net
barter terms of trade in manufactures deteriorated
by more than 10 per cent over the period 1993—
2000 (Zheng, 2002) and that this deterioration was
greater vis-a-vis developed countries than devel-
oping countries. Overall, it appears to have been

less pronounced for traditional,

| abour-intensive manufactures

riod 1976-1995 (Berge and
Crowe, 1997). The resultsin-
dicate no significant trend in
the NBTT of the Republic of
Korea regarding its trade in
manufactures with advanced
industrial countries, but a sig-
nificant increase vis-a-vis other
developing countries, and an
even greater increasein thein-
cometerms of trade. Thissug-
gests that the exports of the

Republic of Koreahaveincreas- manufactures.

It is the countries with the
lowest proportion of
technology-intensive
manufactures and the
highest proportion of
labour-intensive products in
their manufactured exports
that have faced declining
terms of trade in

than for products with medium
and high technology intensity,
such as computers and office
equipment, aswell astelecom-
munications equipment and
semiconductors. These arethe
sectors in which China's par-
ticipation in global production
networks has grown the most
rapidly over the past few
years. But since Chinapartici-
pates primarily in the labour-

ingly shifted to higher value-

intensive segments of these

added, technologically sophis-
ticated, dynamic manufactures, compared to the
basic manufactures exported by itsless devel oped
trading partners, and that technological upgrad-
ing can have a major influence on the movement
of the terms of trade not only between devel oped
and devel oping countries, but also among devel-
oping countries.

An analysis of the medium-term trends over
the period 1981-1996 in the terms of trade in
manufactures of developing and developed coun-
tries with respect to the United States constitutes
afurther piece of evidence (Maizels, 2000). This
analysiswas based on one of the most reliable data
sets on trade prices, hamely the new price series
compiled and published by the United States Bu-
reau of Labor Statistics (BLS).* The study arrives
at two main results. First, by examining the behav-
iour of the United States NBTT with developing
and other developed countries, it concludes that
thetrend in the terms of trade of developing coun-
tries vis-a-vis devel oped countries as awhole has
significantly worsened since the early 1980s.°
Second, changes in the trade balance of manufac-

networks, it is not surprising
that the terms of trade in these products moved
differently for Chinathan for devel oped countries.
Thedeclineinitsterms of trade for labour-intensive
and resource-based manufactures was greatest
with the United States and Japan, the world’s most
technologically advanced countries. It isalso note-
worthy that China's terms of trade in manufac-
tures with high technology intensity deteriorated
considerably vis-a-vis the countries of the Asso-
ciation of South-East Asian Nations (ASEAN),
while they improved slightly with the United
States. This finding reflects a triangular pattern
of production sharing in computers and office
equipment, as well as in telecommunications
equipment and semiconductors; since China im-
ports inputs from the ASEAN countries and re-
exports them, with little domestic value added,
to the United States, higher prices of inputs im-
ported from ASEAN translate into higher prices
in the processed products exported to the United
States.

The empirical evidence thus strongly sug-
gests that global competition for labour-intensive
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manufacturing activities has risen over the past
few years. This coincideswith the shift in the mid-
1980s of several highly populated, low-income
economies towards more export-oriented strate-
gies. The countries with the lowest proportion of
technol ogy-intensive manufactures and the great-
est proportion of low-skill, labour-intensive
productsin their manufactured exports have faced

declining terms of trade in manufactures. A few
others appear to have succeeded inimproving their
terms of trade vis-a-vislesser developed countries
by upgrading their exports into higher skill- and
technology-intensive products. Intensification of
clustering at the low end of manufactured exports
and increased competition for markets for them
might strengthen these divergent trends.

C. Competition in world markets for
labour-intensive manufactures

It is generally held that prices of manufac-
tures are much lessflexible than prices of primary
commoditiesin world trade, in large part because
markets for manufactures are much less competi-
tive, and because of the greater ease with which
supply of manufactures can respond to fluctua-
tions in demand. Most markets for manufactures
have high barriersto entry; many are oligopolistic,
controlled by a small number of producers who
often compete on the basis of quality, design,
marketing, branding and product differentiation
rather than prices. In such markets prices move
morein linewith supply conditions and costs than
with fluctuations in the level of demand.

Firmstend to respond to variationsin demand
by adjusting their inventories and production
rather than their prices; indeed, consumers may
even face rationing in the form of queues or de-
lays between orders and delivery. Firms often
target a certain mark-up over costs, especialy la-
bour costs. In most major industrial countries,
wages in firms are not flexible, which means that
price declines cannot be easily passed on to la-
bour in order to maintain profit margins; this is
true even in countries considered as having flex-
ible labour markets. This inflexibility is not only
due to a number of labour market regulations, in-

cluding minimum wage legislation, collective bar-
gaining and restrictions on hiring and firing; it is
often also embedded in established industrial prac-
tices and traditions designed to provide secure and
predictable incomes for workers.

The absence of such conditionsin the labour
markets of most devel oping countries, at least for
low-skilled labour, together with large amounts
of surplus labour, often implies that wages there
are much more flexible than in industrial coun-
tries. This increases the ability of firms to lower
wages when there are price declines so that profit
margins are not sacrificed; it thus allows them to
compete on the basis of prices in markets for la-
bour-intensive manufactures. In asense, therefore,
competition among firms located in developing
countries in world markets for labour-intensive
manufactures becomes competition among labour
located in different countries. The combination of
increased mobility of capital and mass unemploy-
ment and underemployment in the developing
world weakens the bargaining position of labour
even in countries that enjoy full employment.
Furthermore, the East Asian experience noted
in the previous chapter shows that mobility of
low-skilled labour is greater among developing
countries than between developing and industrial
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Table 4.1
MANUFACTURES WITH THE LOWEST MARKET
CONCENTRATION IN WORLD TRADE, 1997-1998
Rank by rate
Index of of decrease in
SITC concentration concentration
Rank code Product group 1997-1998 1990-1998
1 635 Wood manufactures 441 24
2 651 Textile yarn 458 86
3 941 Live animals 474 125
4 673 Iron and steel bars, and rods 487 118
5 693 Wire products and fencing grills 504 110
6 522 Inorganic chemicals 507 116
7 677 Iron or steel wires 518 127
8 691 Metal structures and parts 537 100
9 652 Cotton fabrics 555 113
10 771 Electric power machinery 560 3
11 846 Knitted undergarments 561 9
12 672 Iron or steel ingots and forms 569 103
13 843 Women's textile garments 571 85
14 692 Metal containers 578 88
15 671 Pig and sponge iron 582 94
16 842 Men'’s textile garments 600 35
17 845 Knitted outergarments 613 92
18 844 Textile undergarments 623 30
19 658 Made-up textile articles 631 52
20 679 Iron and steel castings 635 23
Memo item:
34 764 Telecommunications equipment and parts 672 6
64 752 Computers 793 5
75 759 Parts of computers and office machines 855 10
87 776 Transistors and semiconductors 942 1
All manufactured products (unweighted average) 957
Source: UNCTAD secretariat calculations, based on UN/DESA, Commodity Trade Statistics database.

Note:

The degree of market concentration for a particular product is expressed as the Herfindahl-Hirschman index (HHI)

calculated for each product by taking the sum of the squared values of the market shares of all countries exporting that
product, i.e. HHIJ. = Z(Si.)2 where S, is the share of country i expressed as a percentage of total world exports of
product j. This means that the HHI ranges between 43, indicating that all 234 countries in the sample have equal
shares (i.e. 0.43 per cent) in a product’s total exports, and 10 000, indicating that the product is exported by only one
country. The index numbers given are averages for 1997 and 1998.

countries. All these factors combined not only
introduce greater priceflexibility in the marketsfor
developing countries’ labour-intensive manufactures
vis-&-vis those exported by industrial countries,
but also exert adownward pressure on their prices
and terms of trade. Without rapid productivity
growth, the burden of adjustment naturally falls
on labour.® In other words, |abour-intensive manu-

factures exported by devel oping countries behave
more like primary commodities than like skill-/
technol ogy-intensive manufactures.

In order to assess the degree of competition
in world markets for different manufactures, ta-
ble 4.1 ranks products according to their degree
of concentration in export marketsin 1997-1998.7
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Chart 4.1 .
The table shows that, together with iron and steel

(SITC 67) and textiles (SITC 65), the clothing
MARKET CONCENTRATION IN MAJOR industry (SITC 84) wasthe _sector with the lowest

WORLD EXPORT ITEMS, 1980—1998 degree of market concentration: 5 of the 7 product
groupsin this sector were among the 20 products
with the most equal distribution of market shares
A. Clothing among exporting countries. It also suggests that
the concentration in markets for dynamic elec-
tronic and electrical goods was lower than the
average for all manufactured products. In other
words, on this measure, markets for clothing and
el ectronics have been more competitive than those
for most other manufactures. Moreover, the de-
cline in the concentration ratios for the dynamic
electronic and electrical goods suggests that mar-
kets for these products became more competitive
during the period 1990-1998. Indeed, the decline
in the degree of concentration in these markets
was among the highest of all manufactured prod-
ucts. As noted above, the production of these
B E EEEEERE otherwise technology-intensive productsincludes
01980 1982 1954 1986 1988 1990 1992 1994 1996 1998 labour-intensive processes, in which developing
countries have increasingly participated in recent
years. By contrast, finished products from tech-

Index numbers

Men'’s textile outergarments (SITC 842)
Women'’s textile outergarments (SITC 843)

—— Textile undergarments (SITC 844) nology-i nt_ensive_activiti%such asmachinery (e.g.
=== Knitted outergarments (SITC 845) non-electric engines and motors, and steam en-
= Khnitted undergarments (SITC 846) gines) or transport equipment (e.g. aircraft, ships

All manufactures (unweighted average) and boats, motor cycles and passenger motor cars)

were among those with the highest concentration

of export market shares. The vast majority of ex-

TS A RN porters of these products are from developed
countries.

B. Electronic products

For the group of manufactured productstaken
together, the degree of market concentration ap-
pears to have declined and competition to have
increased throughout the period 1981-1998, espe-
cialy between the mid-1980s and mid-1990s; the
timing of such changes in the clothing sector dif-
fered from that in the electronics sector (chart 4.1).
In clothing, market concentration changed little
during the first half of the 1980s, but declined
A BB EEBEEN continuously between 1987 and 1991, after which,
1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 for most of the productsin thisgroup, it started to
increase slightly. By contrast, market concentra-

Index numbers

== Computers (SITC 752) . .
Parts of computers and office machines (SITC 759)  ti0N for the selected products from the electronics

= Telecommunications equipment (SITC 764) industry declined throughout the period 1981-1998;
=== Transistors and semiconductors (SITC 776) thistendency was particularly pronounced during

the second half of the 1980s and of the 1990s. An

exception istelecommunications equipment, where

SOI\Llltglt::: (S)ietitwaebcl:iﬁ:.l}létion of the degree of market concen- the_degree of e_xport market concentration rose sig-
tration see note to table 4.1. nificantly during the first half of the 1980s and
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Chart 4.2

SHARE OF SELECTED DEVELOPING COUNTRIES AND REGIONS
INWORLD CLOTHING EXPORTS, 1980-1998
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developing
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Source: See table 4.1.

Note: Clothing exports include SITC 842-846. South Asia includes Bangladesh, India, Pakistan and Sri Lanka. Data for

China for 1980 and 1985 are not available.

then fell from 1989 onwards. A common charac-
teristic of the clothing and electronics sectors is
that the variation in the degree of concentration
across markets for different products from these
sectors drastically narrowed between 1981 and
1998.8

These developments arein line with the evo-
[ution of developing countries' participationinthe
production and export of labour-intensive manu-
factures. The share of developing countries in
world exports grew considerably during the pe-
riod 1980-1998 for both clothing and selected
products from the electronics industry. However,
the increase was concentrated in a small number
of economies. The first-tier NIEs accounted for
two thirds of all clothing exports from develop-
ing economies during the first half of the 1980s,

but their share dropped thereafter to about onefifth
by the mid-1990s, as they upgraded their exports
and began to exit from the clothing markets
(chart 4.2). Their market shares were taken up by
other developing countriesin Asia, notably those
in South Asia, the ASEAN-4 (see note 3), China,
Turkey and Mexico. This has been associated with
lower concentration of market sharesin clothing,
indicating atendency towards a greater degree of
competition among devel oping countries, notably
among the newcomers.

In the marketsfor the selected products from
the electronics sector, first-tier NIEswere respon-
sible for most of the spectacular increase in the
share of developing countries in world exports
between the 1980s and the mid-1990s: during this
period, the share of these economies increased
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Chart 4.3

SHARE OF SELECTED DEVELOPING COUNTRIES AND REGIONS
IN EXPORTS OF ELECTRONIC PRODUCTS,? 1980-1998

Per cent

First-tier
NIEs

All developing
countries

ASEAN-4

Other
developing
countries

Mexico

Source: See table 4.1
Note: Data for China for 1980 and 1985 are not available.

a Computers (SITC 752), parts of computers and office machines (SITC 759), telecommunications equipment and parts
(SITC 764), transistors and semiconductors (SITC 776).

from two thirds to three fourths of all developing
country exports of these products (chart 4.3). Other
developing countries, such asthe ASEAN-4, China
and Mexico have succeeded in increasing their
market shares in the past few years. The growing
price competition in these products, especialy in
semiconductors, appears to have exposed the tra-
ditional developing country exporters to greater
competition from lower cost suppliers in other
developing countries.

Comparing the trends in the country-specific
distribution of export market shares, it is interest-
ing to note that the ASEAN-4 and Chinahave gained
market shares in the electronics sector much more
rapidly than in clothing. Even though China started
from alow base, and its absol ute sharein world ex-
ports of the selected products from the electronics
industry isstill low, a continuation of recent trends
would suggest that China’'s share in world exports
could grow much morein electronics than in clothing.
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D. Skill profile of world trade and shifts in competitiveness

An important factor that may affect fallacy
of composition in labour-intensive manufactures
isthe sharp increase in the number of low-skilled
workers participating in trade-related activities.
Given that most of the countries that have become
increasingly integrated into the world trading sys-
tem over the past few years are highly populated,
low-income countries with labour endowments
strongly skewed towards |ow-
skilled labour, itisnot surpris-

straightforward, but that between high-skilled
workers and workers with basic skills is some-
what arbitrary; it ismost likely to be found some-
where between incomplete and compl ete second-
ary education. This classification is inevitably a
simplification; in reality, there is likely to be a
continuum of skills which allows some substitu-
tion among workers with different levels of edu-
cation.’® Nonetheless, the clas-
sification is useful for identi-

ing to find that the proportion
of such labour embodied in the
products traded in world mar-
kets has increased compared
to high-skilled labour.

To analyse the impact of
changes in the rate of par-
ticipation of the world labour
forceininternational trade and
of its skill composition on the
pattern of competitiveness in

The sharp increase in the
number of low-skilled
workers participating in
trade-related activities is an
important reason why
developing countries may
face the risk of fallacy of
composition in labour-
intensive manufactures.

fying the order of magnitudes
involved and for visualizing
the general pattern of change
in the skill composition of the
labour force participating in
world trade.

Chart 4.4 shows that the
absolute numbers of unskilled,
low-skilled and high-skilled
workers participating in world
trade have steadily increased

manufacturing across coun-
tries and geographical regions,
itisconvenient to classify acountry’slabour force
according to three categories of skill: labour with
no education (unskilled), with basic education
(low-skilled), and with substantial post-elemen-
tary education and training (high-skilled).® Work-
ers without any formal education are generally
unsuitable for employment in manufacturing be-
cause they lack literacy and numeracy. The dis-
tinction between literate and illiterate workers is

over the past 25 years, reflect-
ing the rapid growth in world
trade and increased integration. However, the
share of unskilled workersin the total labour force
participating in world trade has dropped signifi-
cantly. This reflects the marginalization in the
context of world trade of countries with poor hu-
man capital. By contrast, the share of low-skilled
labour involved in world trade increased, particu-
larly between 1980 and 1990, rising from 64 per
cent to 68 per cent, due to the greater participa-
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Chart 4.4

SKILL COMPOSITION OF ADULT POPULATION
PARTICIPATING INWORLD EXPORT
PRODUCTION, 1975-2000

Adults (million)

Unskilled labour

0 L L L L L J
1975 1980 1985 1990 1995 2000

Source: UNCTAD secretariat calculations, based on Barro and
Lee (2000), and UNCTAD, Handbook of Statistics
(various issues).

Unskilled labour includes adults without schooling.
Low-skilled labour includes adults with schooling up
to complete secondary education. High-skilled labour
includes adults with at least some tertiary schooling.
The number of workers at a specific level of skills
that are integrated into world exports is the sum of
workers at a specific level of skills across all devel-
oping and developed countries for which comprehen-
sive data are available (97 countries) weighted by
each country’s ratio of exports to GDP.

Note:

tion of several highly popul ated |ow-income coun-
triesin world trade. On the other hand, theincrease
in the share of high-skilled labour, particularly
between 1990 and 2000 (rising from about 7 per
cent to 10 per cent), appears to reflect the growth
inintra-industry trade among developed countries,
aswell as greater production sharing between de-
veloped countries and the first-tier NIEs.

An important consequence of the increase in
the number of low-skilled workers participating
inworld tradeisthat it has altered the competitive-
ness of middle-income countries in manufactur-
ing. In these countries the ratio of high-skilled to

low-skilled labour tends to be above the average
ratio for developing countries taken together, al-
though it is below the average for devel oped coun-
tries. This gives the middle-income countries a
competitive edge in low-skill manufactures, but
they tend to lose this advantage once the highly
populated developing countries with plenty of
low-skilled workers become more active partici-
pants in world trade. Thus it is imperative that
middle-income countries upgrade rapidly from
low-skill to more market-dynamic, technology-
intensive products with a view to successfully
competing with industrialized countries and the
first-tier NIEs. If not, they risk being squeezed
between the bottom and top ends of the markets
for manufactured exports.

Chart 4.5 indicates that countries in Latin
America, and probably the second-tier NIEs, have
indeed experienced such a squeeze. It shows
movements in the skill mix of adult populations
of variousregionsrelativeto the average skill mix
of the total labour force involved in world trade.
In the chart, aregion which hasthe same skill mix
as the world average would be located at point A.
Regionslocated in the south-west quadrant of the
chart have higher proportions of unskilled labour
than the world average, while those in the north-
east quadrant have lower proportions. A horizontal
movement in an easterly direction indicates an
increase in the region’s proportion of low-skilled
labour and a decrease in the share of unskilled
labour relative to the world average. Countries
moving in that direction would be entering into
markets for low-skill-intensive manufactures or
raising their shares in these markets. Similarly, a
vertical movement in a northerly direction indi-
cates an increase in the region’s proportion of
high-skilled labour and a decrease in the share of
unskilled labour relative to the world average.
Again countries moving in that direction would
be shifting towards increasing their sharesin mar-
ketsfor high-skill manufactures from markets for
low-skill manufactures.

China and, in particular, the low-income
countries of South Asiamoved strongly eastwards,
especially in the second half of the 1980s. This
move reflects the increasing integration of these
two groups into world trade as well as the fact
that they have a high proportion of low-skilled
workers, which gives them a competitive edge
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Chart 4.5

REGIONAL SKILL COMPOSITION OF ADULT POPULATION, RELATIVE TO WORLD
AVERAGE SKILL COMPOSITION IN EXPORT PRODUCTION, 1975-2000
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Note: The chart shows the position of different regions, relative to the world average, which is indicated by point A. For further

explanations, see text.

over Latin Americaand the second-tier East Asian
NIEsin labour-intensive manufactures (TDR 1998,
Part Two, chap. IV). This shift underlies, in part,
the greater competition in world trade for low-
skill manufactures, such as clothing, noted in
the previous section. Chart 4.5 also suggests that
China and the second-tier NI Es have been moving
inaparallel fashionin building their competitive-
ness. Compared to the world average, for both
groups of countries the growth in the number of
high-skilled workers seems to have outpaced that
of workerswith basic skills. This seemsto indicate
that, in terms of composition of their manufac-
tured exports, both groups of countries have been
gaining competitiveness in manufactures that re-

quire medium to high skills, such as goodsin the
el ectronics sector or other light manufactures. This
is also consistent with the finding in the previous
section that competition in world marketsfor prod-
uctsin electronics hasincreased considerably over
the past few years. If this trend continues, this
sector will become even more competitive in the
yearsto come. Simulations suggest that in the next
few years China's share in world exports of elec-
tronics products and other light manufactures
could be substantial, and that this will occur
independently of China’'s entry into the World
Trade Organization (WTO) (see, for example,
lanchovichina, Martin and Fukase, 2000: 36 and
table 10).
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E. Tariff barriers to exports of labour-intensive manufactures

1. Barriers in multilateral trading
arrangements

As noted above, market access in labour-
intensive manufacturesisan important determinant
of the risk presented by fallacy of compositionin
these products. Contrary to earlier expectations,
developing countries have gained little from the
Uruguay Round agreements in terms of access to
the markets of industrial countries in these prod-
ucts. There have been some recent initiatives in
this area, including preferential market access
provided by the EU (the Everything-But-ArmsIni-
tiative) and the United States (the African Growth
and Opportunity Act). These supplement existing
non-reciprocal preferential agreements offered by
developed countries, including Canada, Japan and
the United States, aswell asthe EU. The new ini-
tiatives are certainly a step in the right direction,
but the improved access they offer isrestricted to
the poorest countries.* Given that those countries
generally are not large exporters of labour-inten-
sive manufactures, the initiatives do little to
improve market access for such exports.

The majority of developing countries with ca-
pacity to expand exports of labour-intensive
manufactures continues to face significant barri-
ers. Trade in textiles and clothing continues to be
governed by quota regulations, and developing
countries' manufactured exports encounter high

tariffsand tariff escalation aswell asincreased con-
tingent forms of protection, notably anti-dumping
action and new barriers, such as labour and envi-
ronmental standards. Tariff peaks imposed by
developed countries are often concentrated in
products that are of export interest to developing
countries;*? they cover mainly labour-intensive
manufactures: textiles, clothing, leather and rub-
ber products, footwear and travel goods are subject
to tariff peaks in Canada and the United States;
and leather, rubber, footwear and travel goodsin
Japan. In the EU, tariff peaks concern mainly ag-
ricultural products, but leather, rubber, footwear
and travel goods are the most affected categories
within manufactures (WTO, 2001d; UNCTAD/
WTO, 2000). The significance of thesetariff peaks
for developing country exportsis reflected in the
fact that, taken together, clothing and footwear rep-
resent more than 60 per cent of tariff-peak-affected
products exported from developing countries to
the major industrial countries (Hoekman, Ng and
Olarreaga, 2001: 7; also TDR 1999, Part Two,
chap. VI). Moreover, most developed countries
tariffs increase with the level of processing, par-
ticularly for labour-intensive products such as
textiles, clothing, leather and leather products
(WTO, 2001d: 36-39). Such products are often
excluded from preferential tariff schemes — such
as the Generalized System of Preferences (GSP)
— or are subject to some kind of quantitative limi-
tations, and imports from only selected countries
are eligible for preferential rates. Thus many de-



Competition and the Fallacy of Composition 129

veloping countries have little protection against
tariff peaks and tariff escalation.

The previous chapter showed that trade in
manufactures is expanding rapidly among devel-
oping countries themselves,

imports by developed and devel oping economies.*4
A comparison of the simple MFN average tariff
rate on manufactured imports as agroup with those
applied in selected sectors (table 4.2) confirms that
developed countries apply higher import tariffs

to traditional labour-intensive

and that accessto each others’
markets is becoming increas-
ingly important. According to
one view, developing coun-
triesthemselves could signifi-
cantly reduce the risk of fal-
lacy of composition by lower-
ing tariff barriers that affect
exports of other developing

The large majority of
developing countries with
capacity to expand exports
of labour-intensive
manufactures continue to
face significant barriers.

manufactures (textiles, cloth-
ing, leather and travel goods,
and footwear) than to other
products, and that within the
group of traditional labour-in-
tensive manufactures import
tariffs are highest for clothing
and footwear. The comparison
also shows that the low-in-

countries. This argument is

come countries in Africa and

based on the observation that,

despite considerable reform, applied tariffs on
manufactures are, on average, higher in devel op-
ing than in developed countries. However, such
an argument could be relevant only with respect
to high- and middle-income developing countries
to the extent that they continue to produce labour-
intensive manufactures behind tariff barriers,
rather than upgrading their production and exports
to skill-/technology-intensive products.

Thus it is important to note the great varia-
tion in protection across devel oping countries; the
level of protection through tar-

Asia have, on average, higher
tariffs than the middle- and high-income devel op-
ing countries.

Comparing the tariff levels across different
country groups, thetable reveal sthat the first-tier
NIEs apply, on average, lower tariffs than devel-
oped countries to all of the selected traditional
labour-intensive manufacturing sectors. The tar-
iffs applied by middle-income countries in East
Asia and Latin America are much higher than
those applied by the first-tier NIEs, which sug-
gests that these countries are facing difficulties

in industrial upgrading. How-

iff and non-tariff measures is
indeed lower in middle- and

ever, the tariffs applied by
leading developing country

high-income than in low-in-
come countries, and tariff lib-
eralization has been especially
impressivein a group of 15to
20 middle- and high-income
countriesin Latin America and
Asia®® This is important be-
cause, for the most part, mid-
dle- and high-income devel op-
ing countries do not have a
comparative advantagein pro-
ducing labour-intensive manu-
factures, and also because the

Evidence challenges the
contention that trade
restrictions among
developing countries
themselves play a central
role in the problems
associated with the risk of
fallacy of composition in
traditional labour-intensive
manufactures.

importers in East Asia (such
as Indonesia, Malaysia, the
Philippines) and Turkey are
well within the range of devel-
oped country tariff rates in
these sectors, and those ap-
plied, on average, in Latin
America are not much higher
than those in some of the de-
veloped countries.

Moreover, the simple av-
eragetariff ratesapplied inthe

import demand for these products tends to be
higher in countries at acomparatively higher level
of income.

Tables 4.2 and 4.3 give simple and import-
weighted most favoured nation (MFN) tariff rates
as applied to selected categories of manufactured

traditional |abour-intensive manufacturing sectors
by a group of 22 high- and middle-income devel-
oping countries (which does not include the
first-tier NIEs) is, in all cases, well within the
12 to 30 per cent range of the tariff rates applied
to a large number of products in the textiles and
clothing industries in Canada, the EU and the
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Table 4.2

SIMPLE MFN AVERAGE TARIFFS OF SELECTED ECONOMIES, BY PRODUCT GROUP

(Per cent)
Telecom,
Leather and Computers  audio and
Manufactures travel goods and office video
(SITC 5-8 Textiles Clothing (SITC 611, Footwear equipment equipment
Importing economy/region less 68) (SITC65) (SITC84) 612,831) (SITC85) (SITC75) (SITC 76)
Developed countries 4.1 7.8 145 5.0 13.7 0.3 2.6
Australia 5.4 9.9 20.7 4.7 11.1 0.3 5.4
Canada 4.9 10.7 18.4 4.2 16.3 0.2 15
European Union 4.4 7.9 11.4 3.3 12.4 0.8 4.1
Japan 2.9 6.5 11.0 10.2 19.2 0.0 0.0
New Zealand 3.1 2.4 13.7 2.7 9.5 0.3 3.0
United States 4.0 9.1 11.4 5.0 13.4 0.4 1.6
Developing economies
First-tier NIEs 3.6 4.5 6.4 2.8 4.3 2.3 4.3
Hong Kong (China) 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Republic of Korea 8.0 9.4 12.4 6.5 12.2 7.3 8.0
Singapore 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Taiwan Province of China 6.4 8.3 13.1 4.6 5.0 1.6 8.1
ASEAN-4 10.6 14.7 24.1 10.8 23.6 5.8 14.4
Indonesia 9.0 12.6 18.1 8.8 17.8 3.8 13.9
Malaysia 9.9 16.7 19.6 9.5 26.8 2.0 13.1
Philippines 7.4 10.7 19.2 7.8 15.0 1.0 10.9
Thailand 16.1 18.7 39.7 17.3 34.8 16.4 19.5
South Asia 214 24.2 29.4 22.1 33.6 14.0 22.3
Bangladesh 22.1 30.2 . 17.1 . 9.4 22.5
India 34.1 39.0 40.0 32.3 40.0 28.9 37.0
Sri Lanka 8.0 3.4 11.0 17.0 23.2 3.6 7.4
Other Asia 12.5 14.3 20.8 19.3 25.8 8.3 17.2
China 9.6 9.7 16.1 13.0 20.4 4.0 13.7
Jordan 22.1 24.7 34.6 34.9 35.0 17.5 31.8
Turkey 5.9 8.6 11.8 10.0 22.1 35 6.3
Latin America 11.9 15.8 20.8 14.1 20.8 8.3 13.6
Argentina 16.1 20.1 22.9 17.4 33.0 12.3 18.6
Bolivia 9.6 10.0 10.0 10.0 10.0 10.0 10.0
Brazil 16.8 20.0 22.9 17.1 24.6 17.7 20.5
Chile 9.0 9.0 9.0 9.0 9.0 9.0 9.0
Colombia 121 18.0 19.9 13.1 20.0 5.1 13.3
Costa Rica 4.8 8.3 13.8 8.7 13.7 0.0 5.7
Dominican Republic 14.6 20.5 30.6 22.8 23.4 10.0 14.6
El Salvador 6.9 17.0 23.9 9.5 20.0 0.0 6.2
Jamaica 5.6 3.2 19.4 7.6 18.2 0.0 14.7
Mexico 17.3 20.5 34.4 21.4 34.9 16.1 20.1
Paraguay 13.7 19.5 22.4 16.9 22.2 9.2 14.1
Peru 13.3 17.0 19.3 12.8 20.0 12.0 12.0
Uruguay 14.7 20.1 229 17.5 23.0 8.7 18.0
Venezuela 12.3 18.0 19.9 13.4 20.0 6.1 14.2
North Africa 25.9 38.4 44.1 33.8 44.5 15.6 25.4
Algeria 24.1 35.3 445 26.7 45.0 17.7 31.3
Egypt 22.3 42.0 39.7 26.6 40.0 12.1 20.0
Morocco 28.2 38.2 49.6 44.2 50.0 11.3 9.2
Tunisia 28.7 38.0 42.6 37.8 43.0 20.9 36.0
Sub-Saharan Africa 16.8 21.8 34.5 19.6 26.9 15.5 23.9
High- and middle-income
developing economies? 14.6 195 26.9 16.8 25.1 10.3 15.3
Leading developing
economy importers? 9.0 11.3 17.0 9.9 18.1 7.0 11.2

Source: UNCTAD secretariat calculations, based on UNCTAD and World Bank, World Integrated Trade Solution database.
Note: The tariff rates are for the most recent year for which data was available.
a Argentina, Bolivia, Brazil, Chile, Colombia, Costa Rica, Dominican Republic, Egypt, El Salvador, Indonesia, Malaysia,
Mauritius, Mexico, Morocco, Paraguay, Peru, the Philippines, Thailand, Tunisia, Turkey, Uruguay and Venezuela.
b Brazil, China, Hong Kong (China), Malaysia, Mexico, Republic of Korea, Singapore, Taiwan Province of China, Thailand
and Turkey. Classification is based on import data for 1998-1999.
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Table 4.3

IMPORT-WEIGHTED MFN AVERAGE TARIFFS OF SELECTED ECONOMIES, BY PRODUCT GROUP

(Per cent)
Telecom,
Leather and Computers  audio and
Manufactures travel goods and office video
(SITC 5-8 Textiles Clothing  (SITC 611, Footwear equipment equipment
Importing economy/region less 68) (SITC65) (SITC84) 612,831) (SITC85) (SITC75) (SITC76)
Developed countries 3.1 8.1 12.2 6.9 13.0 0.1 1.7
Australia 4.7 10.3 219 5.1 12.6 0.1 4.5
Canada 3.2 10.0 18.3 5.1 15.1 0.0 0.8
European Union 3.5 8.2 11.7 4.1 11.2 0.1 3.7
Japan 2.2 5.9 11.7 10.3 17.4 0.0 0.0
New Zealand 3.7 3.6 14.2 3.4 10.4 0.1 2.7
United States 3.0 8.1 12.0 8.7 12.8 0.0 0.9
Developing economies
First-tier NIEs 1.8 1.7 1.2 0.7 0.4 0.9 1.2
Hong Kong (China) 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Republic of Korea 6.2 8.6 12.7 6.1 12.9 7.6 8.0
Singapore 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Taiwan Province of China 3.3 54 13.2 3.7 6.4 04 3.7
ASEAN-4 6.5 14.3 22.2 7.1 21.4 1.7 6.8
Indonesia 6.7 11.6 19.2 3.9 18.4 1.8 11.4
Malaysia 5.8 17.7 19.5 7.5 25.4 0.1 6.7
Philippines 3.3 9.7 19.4 8.4 15.0 0.0 2.7
Thailand 10.3 17.4 311 9.3 374 5.8 11.4
South Asia 26.7 20.5 22.3 24.6 34.7 15.7 21.7
Bangladesh 21.7 34.8 . 16.9 . 2.4 17.2
India 314 38.3 39.7 27.8 40.0 18.0 28.0
Sri Lanka 5.4 1.0 11.2 13.3 24.1 0.5 3.0
Other Asia 5.9 9.0 15.3 7.9 22.7 0.4 6.5
China 5.8 8.9 14.9 7.9 14.9 0.1 6.2
Jordan 19.9 26.3 34.9 35.0 35.0 11.4 32.1
Turkey 5.8 8.6 11.8 7.4 235 2.3 6.3
Latin America 14.1 19.0 28.3 19.3 22.8 8.5 14.9
Argentina 15.3 20.1 22.8 19.0 33.0 6.9 11.8
Bolivia 9.0 10.0 10.0 10.0 10.0 10.0 10.0
Brazil 15.9 18.9 22.4 14.3 26.6 14.6 16.2
Chile 9.0 9.0 9.0 9.0 9.0 9.0 9.0
Colombia 10.5 17.1 19.5 16.1 20.0 5.0 8.7
Costa Rica 3.9 7.6 13.9 9.0 13.9 0.0 4.1
Dominican Republic 17.8 21.1 27.1 22.0 23.6 10.0 14.1
El Salvador 5.5 14.7 23.9 8.6 20.0 0.0 1.7
Jamaica 10.0 4.1 19.1 17.1 18.6 0.0 5.2
Mexico 14.8 20.3 34.7 21.6 34.9 7.6 17.3
Paraguay 11.7 15.6 21.1 17.3 17.5 5.3 9.1
Peru 12.3 16.6 18.8 12.9 20.0 12.0 12.0
Uruguay 14.4 19.9 229 13.4 23.0 4.4 10.2
Venezuela 13.3 17.4 19.8 17.4 20.0 5.4 8.7
North Africa 22.6 38.7 44.7 38.8 44.0 7.1 11.0
Algeria 18.7 29.6 44.2 35.0 45.0 6.8 20.8
Egypt 17.6 31.0 38.4 30.0 40.0 9.2 13.3
Morocco 25.3 38.9 50.0 45.0 50.0 4.2 4.8
Tunisia 30.2 41.5 41.5 36.1 43.0 8.2 27.9
Sub-Saharan Africa 14.7 19.1 33.1 23.5 25.9 14.7 20.3
High- and middle-income
developing economies? 11.6 19.9 29.9 171 23.7 5.4 125
Leading developing
economy importers? 6.1 8.0 8.1 5.1 2.1 1.9 6.0

Source: See table 4.2.
Note: The tariff rates are for the most recent year for which data was available.
a Argentina, Bolivia, Brazil, Chile, Colombia, Costa Rica, Dominican Republic, Egypt, El Salvador, Indonesia, Malaysia,
Mauritius, Mexico, Morocco, Paraguay, Peru, the Philippines, Thailand, Tunisia, Turkey, Uruguay and Venezuela.
b Brazil, China, Hong Kong (China), Malaysia, Mexico, Republic of Korea, Singapore, Taiwan Province of China, Thailand
and Turkey. Classification is based on import data for 1998-1999.
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United States, and substantially lower than the
tariff peaks in excess of 35 per cent applied to
10 per cent of the products in the footwear and
leather products industriesin Japan. In addition,
the simple tariff averages applied in the selected
traditional labour-intensive sectors by the 10 |ead-
ing devel oping country importers are substantially
lower than those applied by the group of high-
and middle-income developing countries, and they
are not much higher than those applied by some
of the developed countries. Finally, thereisno de-
veloping country that imposes quota regulations
on imports under the WTO Agreement on Tex-
tiles and Clothing (ATC). Taken together, the
evidence challenges the contention that trade re-
strictions among devel oping countries themselves
play acentral role in the problems associated with
the risk of fallacy of composition in traditional
|abour-intensive manufactures.

As aready noted, over the past few years,
developing countries have considerably increased
their shareinworld exports of goodsfrom the el ec-
tronics sector by participating in the labour-
intensive segments of international production
networks. While simple average tariffs applied by
low-income countries are higher than those ap-
plied by middle- and high-income developing
countries on products from the el ectronics sector,
these tariffs are, with few exceptions, lower in
developed than in devel oping countries, as shown
in the last two columns of table 4.2. For anumber
of reasons, aggregate data on import tariffs are
unlikely to reflect fully the market access condi-
tions prevailing in electronics; for instance, trade
relationships in these sectors are often based on
specific market access regulations or on exchanges
between subsidiaries of amultinational enterprise
that may enjoy preferential conditions. However,
the enterprise-specific evidence required to ana-
lyse such trade relationshipsis unavailable. None-
theless, the aggregate tariff data suggest that, for
both devel oped and devel oping countries, market
access conditions for the electronics sector are
much more favourable than for the traditional la-
bour-intensive manufacturing sector.

The pattern of import-weighted tariffs (ta-
ble 4.3) is essentially the same as that of simple
tariffs.’® However, the trade-weighted tariffsin the
traditional manufacturing sectors applied by de-
veloped countries, particularly to textiles and

clothing, are in almost all cases higher than sim-
pletariffs, while the opposite holdstruefor alarge
number of leading developing economy import-
ers, including the first-tier NIEs, Turkey and a
number of Latin American countries such as Ar-
gentina, Brazil, Chile and Colombia. As aresult,
the import-weighted average tariffs on textiles,
clothing, leather goods and footwear that are ap-
plied by the 10 leading developing country
importers are below those applied by the major
developed countries.

2. Preferential trading arrangements
and market access

There hasbeen arapid growth in recent years
in the number of preferential trade agreements
(PTASs) which discriminate against non-member
countries in market access, including in labour-
intensive manufactures. A number of such ar-
rangements also involve developing countries.
The evidence, however, shows that PTAs among
developing countries alone tend to be less restric-
tive for non-members than those between devel-
oped and devel oping countries. In the latter cases,
as described in annex 3 to chapter 111, developing
country members often gain considerable advan-
tage over non-members in access to markets of
developed country members in labour-intensive
manufactures such as clothing. Thisaltersthe dis-
tribution of market shares among developing
countries, and the outcome is not always favour-
ableto poorer countries. In fact, by allowing more
advanced developing countries greater access to
markets for labour-intensive manufactures, these
arrangements can distort incentives and delay
technological upgrading.

Theimpact of PTAson trade flowsin labour-
intensive manufactures depends on the degree of
preferences given to members. This can be as-
sessed by the difference between MFN tariffs and
effectively applied tariffs; thelower the effectively
applied tariffs compared to the MFN tariffs, the
higher the trade barriers to non-members. Ta-
ble 4.4 givestheimport-weighted MFN tariffsand
effectively applied tariffs in the two most promi-
nent PTAs among devel oping countries (Southern
Common Market — MERCOSUR) and the ASEAN
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Table 4.4
EFFECTIVELY APPLIED AVERAGE TARIFFS OF SELECTED COUNTRIES
IN MERCOSUR AND AFTA, BY PRODUCT GROUP
(Per cent)
Leather and
Manufactures Textiles Clothing travel goods Footwear

Importing country (SITC 5-8less 68) (SITC 65) (SITC 84) (SITC611,612,831) (SITC 85)
MERCOSUR

Argentina 11.8 11.6 15.7 15.3 11.9

Brazil 15.2 18.9 22.4 15.2 26.6

Paraguay 10.8 14.1 16.4 16.6 17.2

Uruguay 8.1 11.6 12.5 4.5 12.2
AFTA

Indonesia 5.8 11.2 19.1 3.1 17.3

Malaysia 5.5 16.1 16.7 6.7 23.5

Philippines 2.9 10.8 17.6 8.0 15.0

Singapore 0.0 0.0 0.0 0.0 0.0

Thailand 10.3 17.4 31.1 9.3 37.4

Source: See table 4.2.

Note: The tariff rates are for the most recent year for which data was available.

Free Trade Agreement (AFTA). A comparison of
the applied tariffs in table 4.4 with the MFN tar-
iffsin table 4.3 shows that among the high- and
middle-income member countries of AFTA for
which dataare available, only in Malaysiaareim-
port-weighted preferential tariff rates lower than
the import-weighted MFN tariffs, while in
MERCOSUR thisis true for all countries except
Brazil. This is likely to reflect the fact that the
AFTA countriesgenerally have significantly lower
MFN tariffs than the member countries of
MERCOSUR. But it is also noteworthy that the
difference between the two tariffs is particularly
large for Argentina and Uruguay; in these coun-
tries the effectively applied tariffs on most of the
traditional |abour-intensive manufactures are only
half the MFN tariffs.

Clearly, tariff differentiation between mem-
bers and non-members is expected to favour
imports from member countries at the expense of
non-members. However, such arrangements do not
simply divert trade; they may also create trade if
they help accelerate growth. As can be seen in
table 4.5, trade within MERCOSUR and AFTA

has been growing much faster than imports from
non-members, both in aggregate and for selected
labour-intensive manufactures (table 4.5). During
the period 1990-1999, total intraregional imports
increased on average by about 16 per cent ayear
in MERCOSUR and by 11 per cent in AFTA, while
extraregional imports increased by about 12 per
cent for MERCOSUR and by about 6 per cent for
AFTA. However, in MERCOSUR growth of im-
ports from non-members substantially exceeded
the average rate of growth of world imports (6 per
cent), whilein AFTA it kept pace with the growth
in world imports. In MERCOSUR, imports of la-
bour-intensive manufactures, both from members
and non-members, grew faster than world imports
inamost all product categorieslistedintable 4.5.
In AFTA, imports from members grew faster than
world imports in all sectors except footwear and
telecommunications equipment, while the rate of
growth in imports from non-members exceeded
that in world imports only in clothing and office
machines. Therefore, on this measure, the evi-
dence suggests that, despite tariff differentiation,
these fast growing PTAs have not had negative
effects on total trade with non-members.'” This
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Table 4.5
INTRAREGIONAL IMPORTS OF MERCOSUR AND AFTA, 1980-1999
(Per cent)
Memo item:
Growth rate of
Share in total imports Growth rate extraregional imports
1980- 1990- 1980-  1990-
1990 1995 1999 1989 1999 1989 1999
MERCOSUR
All products 145 18.1 19.1 13.0 15.7 10.2 115
Manufactures 12.0 13.9 15.1 10.9 18.6 6.9 15.2
Textiles 29.8 25.2 30.6 10.5 18.5 -1.8 18.0
Clothing 52.1 21.8 27.8 4.8 15.7 -20.3 29.8
Footwear 12.1 23.3 51.2 -1.5 45.5 -9.3 16.1
Leather goods 63.1 49.0 46.3 74.3 1.2 24.3 9.2
Computers and office equipment 2.0 1.7 5.8 -2.5 33.5 9.5 18.1
Telecom, audio and video equipment 3.1 2.7 5.0 -1.4 24.1 2.8 17.4
AFTA
All products 15.1 17.1 21.2 8.7 10.7 7.9 5.8
Manufactures 11.8 15.8 21.3 20.0 14.6 10.2 6.0
Textiles 8.0 10.6 13.9 12.0 7.2 10.8 0.1
Clothing 53.8 48.9 51.5 24.0 6.6 13.3 7.7
Footwear 30.5 26.6 29.7 17.8 3.2 11.2 3.6
Leather goods 4.9 5.9 8.5 13.0 10.3 19.8 3.2
Computers and office equipment 24.8 37.6 37.1 75.0 19.9 27.6 12.4
Telecom, audio and video equipment 30.0 30.1 28.1 34.2 3.1 12.2 4.2
Memo item:
WORLD
All products 6.7 5.9
Manufactures 10.2 6.9
Textiles 8.2 3.5
Clothing 11.2 6.2
Footwear 8.9 5.0
Leather goods 12.4 5.7
Computers and office equipment 17.8 11.2
Telecom, audio and video equipment 13.0 9.8

Source: UNCTAD secretariat calculations, based on UN/DESA, Commodity Trade Statistics database.

result also holds true for trade in labour-intensive
manufactures, although the evidence is more var-
ied for AFTA. Consequently, it gives further
support to the argument (cited earlier) challeng-
ing the contention that trade restrictions among
developing countries themselves have been akey

reason for fallacy of composition in the traditional
|abour-intensive manufacturing sectors.

By contrast, preferential market access pro-
vided to developing countries in PTAs between
developed and developing countries appears to
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Table 4.6

CLOTHING AND FOOTWEAR IMPORTS OF THE EUROPEAN UNION AND THE UNITED STATES
AND RELATED IMPORT-WEIGHTED TARIFFS, BY REGION, 1990-1999

(Per cent)
Clothing Footwear
Tariffs Import shares Tariffs Import shares
Effectively Effectively
MFN  applied MFN  applied
2000 1990 1995 2000 2000 1990 1995 2000
Imports of the European Union from
Countries with preferential
market access?
North Africa 12.2 0.0 49 6.8 7.2 8.3 0.0 0.6 15 1.8
Eastern Europe 12.2 0.0 3.6 9.9 10.9 9.5 0.0 2.6 6.0 7.5
Turkey 12.0 0.0 5.4 6.7 7.4 10.4 0.0 0.1 0.2 0.1
Other economies
China 11.1 9.2 5.1 7.7 10.6 12.4 8.7 2.8 7.6 11.1
India 10.8 9.0 2.8 3.9 34 8.2 5.7 1.0 1.3 1.6
Mexico 9.9 6.0 0.0 0.0 0.0 8.6 4.5 0.2 0.1 0.1
NIEs 11.9 11.9 11.1 8.1 8.6 11.3 11.2 11.5 4.7 3.9
ASEAN-4 10.8 8.9 4.2 4.8 55 11.6 8.1 49 9.6 7.6
Imports of the United States from
Countries with preferential
market access
Mexico 12.9 0.8 2.6 7.0 13.1 11.2 3.9 1.2 14 1.9
Other economies
China 9.3 9.3 13.6 14.9 13.3 14.4 14.4 16.1 49.7 62.9
India 115 11.3 2.6 3.3 3.2 7.3 7.3 0.5 0.7 0.8
North Africa 11.8 11.8 0.4 0.7 0.8 7.5 7.5 0.0 0.0 0.0
Eastern Europe 13.1 13.0 0.5 0.7 0.6 7.3 7.3 0.7 0.9 0.8
NIEs 12.6 12.6 40.6 22.2 15.0 14.2 14.2 44.8 8.1 2.0
ASEAN-4 11.8 11.6 11.2 13.6 121 13.2 13.2 6.0 125 7.5
Turkey 115 11.4 1.3 1.7 1.7 135 135 0.0 0.0 0.0

Source: UNCTAD secretariat calculations, based on UNCTAD and World Bank, World Integrated Trade Solution database and

UN/DESA, Commodity Trade Statistics database.
Note:

Eastern Europe includes: Bulgaria, Czech Republic (1995 and 2000), Czechoslovakia (1990), Estonia (1995 and 2000),

Hungary, Latvia (1995 and 2000), Lithuania (1995 and 2000), Poland, Romania, Slovakia (1995 and 2000) and Slovenia

(1995 and 2000). North Africa includes: Egypt, Morocco and Tunisia. NIEs include: Hong Kong (China), Republic of

Korea, Singapore and Taiwan Province of China. ASEAN-4 includes: Indonesia, Malaysia, the Philippines and Thailand.
a For the types of preferential trade agreements, see WTO (2000).

have a much greater impact on the distribution of
market shares in traditional labour-intensive
manufactures. Table 4.6 shows that import-
weighted effectively applied tariffs by the EU and
the United States on clothing and footwear im-
ported from their respective partnersin PTAs are

lower than they are for those imported from non-
member developing countries, and that they are
significantly lower than MFN tariffs. Thisexplains
why the shares of North African and Eastern Eu-
ropean countries and Turkey in clothing imports
of the EU have grown considerably over the past
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decade compared to countries which are known
to have acompetitive edge in these products. Even
for such a strong competitor as China, growth in
exports lagged, on average, behind that of coun-
tries with preferential market access. It is also
notabl e that the performance of the Eastern Euro-
pean countries and Turkey is much lessimpressive
in the United States market, where they do not

benefit from the same preferential treatment. Simi-
larly, by virtue of its membership of NAFTA,
Mexico’s performance in the United States cloth-
ing market is much more impressive than that of
other developing country exporters and that of its
own exports in the EU market. A similar pattern
applies to footwear imports by the EU and the
United Statesfrom their respective trading partners.

F. Policy responses

Although the preceding analysis shows a
complex and nuanced picture, there is enough
evidence that there might be a risk of excessive
competition among devel oping countriesin world
markets for labour-intensive products and for FDI
through participation in the labour-intensive seg-
ments of international production networks. This
could disrupt the development process by caus-
ing significant terms-of-trade losses and create
frictions in the global trading system. To what
extent such potential problems can be avoided will
depend on three sets of factors:

o First, on faster growth of marketsfor labour-
intensive manufactures in more advanced
economies— both theindustrialized countries
and the first-tier NIEs — which in turn de-
pends on faster income growth as well as
improved market access;

e Second, on how quickly the middle-income
countries are able to move out of labour-in-
tensive manufactures and create space for
lower-income countries, both in the markets
of advanced industrial countries and in their
own markets; and

*  Finally, emphasizing expansion of developing
countries’ domestic markets for overcoming
their deep-seated problems of unemployment
and poverty.

Regarding potential markets in industrial
countries, it was estimated in TDR 1999 that by
the year 2005 devel oping countries would be able
to earn an additional $700 billion from annual
exports of a number of low-technology, |abour-
intensive products if protectionist barriers were
dismantled. This amounts to about 35 per cent of
the total export earnings or 60 per cent of earnings
from manufactured exports that the developing
countries registered at the beginning of 2000.
However, as discussed above, recent develop-
mentsin trade policiesin industrial countries show
that there are difficulties in the easing of restric-
tions in such sectors.

In particular, there are concerns over theim-
plementation of the ATC; simulations on the
sectoral impact of the removal of quotas in the
importing countries lead some to believe that the
safeguards included in that agreement to prevent
“serious damage” to domestic industry might be
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invoked by countries in North America and the
EU to delay the removal of remaining quotas
(Walmsley and Hertel, 2001). But even if tradein
textiles and clothing were to be brought fully
under WTO rules, it could still beimpeded by rela-
tively high tariffs and tariff escalation in the main
developed country importers.

The mounting pressurein industrialized coun-
triesto raise the level of protection in trade stems
from the coincidence of high unemployment lev-
els and growing wage inequality in these coun-
tries with sharp increases in labour-intensive
manufactured imports from developing countries.
While there is little doubt that rapid trade liber-
alization and surges in imports can cause disloca-
tionsin the labour market, the link between trade
and employment in the industrialized countries can-
not be considered independ-
ently of their overall macro-

sustained growth and full employment policiesin
the industrialized countriesis crucial for averting
problems associated with fallacy of composition
and potential frictionswithin the multilateral trad-
ing system.

The growth in trade among devel oping coun-
tries noted in the previous chapter also opens new
opportunities for avoiding difficulties in markets
for labour-intensive products. In particular, indus-
trial upgrading in more advanced developing
countries would allow new players to take over
labour-intensive activitiesin line with the “flying
geese paradigm” (TDR 1996, Part Two, chap. I);
this would open up space for them in their own
markets as well as in the markets of the more ad-
vanced economies. This has already happened to
acertain extent: Chinaand the other highly popu-
lated, low-income countries
that have adopted more export-

economic conditions and la-
bour market policies.’® Asdis-
cussed in greater detail in TDR
1995 (Part Two, chap. Il), la-
bour market problemsin these
countries are rooted in slow
and erratic growth and areluc-
tance to undertake the struc-

A return to rapid and
sustained growth and full
employment policies in the
industrialized countries is
crucial for averting
problems associated with

oriented strategies gained much
of the market shares given up
by the first-tier NIEs when
these economies shifted to
more capital- and technol ogy-
intensive exports. However,
because of the failure to un-
dertake timely industrial up-

tural reforms needed to adjust
to sectoral dislocations brought
about by greater integration into

fallacy of composition and
potential frictions within the
multilateral trading system.

grading, some exporters from
the middle-income countries
in Latin America and the sec-

the multilateral trading system

ond-tier NIEs appear to have

(see also UNCTAD, 2001b).

It is notable that the export performance of
the NIEs (which account for two thirds of the in-
crease in import penetration of manufactures by
the developing countries) has not been without
precedent in the past 50 years. For example, be-
tween 1958 and 1975 penetration of goods from
both Japan and Italy into the United States mar-
ket and the national markets of what were the other
five members of the then European Economic
Community (EEC) was on a scale comparable to
the rise of today’s late industrializers. Neither in
Europe nor in the United States were these devel-
opments associated with labour market problems
of the kind experienced in the past two decades,
rather, the increasing flow of manufactures from
Italy to its EEC partners was accompanied by a
large migration of labour in the same direction to
meet labour shortages. Thus areturn to rapid and

been negatively affected. Their
problems can be aggravated if
highly populated countries such as Chinaand India
rapidly expand their exports in labour-intensive
manufactures. Asalready noted, upgrading in many
of these countries, notably Mexico and the second-
tier NIEs, should include the objective of replac-
ing imported components and parts with domesti-
cally produced ones, aswell asincreased reliance
on domestic markets (TDR 2000: 68—71).

Certainly, theindustrial upgrading needed in
the middle-income countries depends, to a large
extent, on the policies they pursue in such areas
as trade, industry and technology; the kinds of
policies adopted by thefirst-tier NIEsfor this pur-
pose and the options available are well known.®
While multilateral trade agreements haverestricted
the ability to employ some national policies in-
volving support and protection for industries, there
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is still some policy space for upgrading by the
middle-income countries, particularly if this set
of issues is kept in mind in the forthcoming mul-
tilateral trade negotiationsin the WTO.

The outcome will also depend on the extent
to which large economies such as China, Indiaand
Indonesia will rely on foreign markets to create
jobsand incomesfor large segments of their popu-
lation. It istruethat growth of

A strengthening of regional economic ties
could help this process along in East and South
Asiaand South America. Conventional economic
thinking tends to dismiss regional arrangements
as a second-best solution for meeting devel opment
goals, and as a potential stumbling-block on the
road to a fully open and integrated multilateral
system. However, this conclusion is based on a
somewhat utopian view of the global economy.

Where domestic firmsstill have

manufacturing and industriali-
zationinthefirst-tier NIEsde-
pended heavily on expansion
of exports, particularly at the
early stages of their develop-
ment. However, these coun-
tries were poor in natural re-
sources, and this necessitated
a rapid move into labour-in-
tensive manufacturing to earn

Countries such as China
and India can rely less on
foreign markets for their
industrialization than did the
first-tier NIEs in their earlier
stages of industrialization.

weak technological and pro-
ductive capacities and the glo-
bal economic context is char-
acterized by systemic biases
and asymmetries, regional ar-
rangements may well provide
the most supportive environ-
ment in which to pursue na-
tional development strategies.

The fact that many of the rap-

the foreign exchange needed

for imports of capital goods and some essential
primary commodities such as oil. Moreover, their
small size—collectively their populationissmaller
than that of Guangdong province in China — and
hence small domestic market, meant that their in-
dustries needed to seek markets abroad in order
to achievethe necessary economies of scalein pro-
duction. Indeed, historical evidence demonstrates,
in general, an inverse relationship between trade
orientation and economic size; among countries
with similar levels of per capitaincome, the ratio
of trade to income tends to be lower in countries
with larger populations.

This means that countries such as Chinaand
India can rely less on foreign markets for their
industrialization than did thefirst-tier NIEsin their
earlier stages of industrialization. Indeed, as dis-
cussed in the subsequent chapter, for Chinagreater
reliance on domestic sources of growth may prove
to be amore viable strategy than maintaining the
recent momentum in labour-intensive manufac-
tured exports. Its skill mix and endowments are
sufficiently well developed to allow rapid upgrad-
ing in a number of technology-intensive sectors
to enable it to earn the foreign exchange needed
for continued growth in economic activity. This
is also true for India. Such a strategy would also
provide greater space for smaller newcomers in
|abour-intensive manufactures.

idly growing economiesarein
East Asia suggests that the regional dimension
played an important rolein their industrialization.

As described in detail in TDR 1996, the
successful use of strategic trade and industrial
policies, as well as various macroeconomic pres-
sures originating in the region’s more advanced
economies, led to apattern of regional division of
labour, described as the “flying geese” model. As
the leading economies in the region successfully
shifted from resource-based and |abour-intensive
industries to increasingly sophisticated manufac-
turing activities, they provided space for the less
developed countries to enter simpler manufactur-
ing stages. Regional trade and investment flows
played a central rolein this process by helping to
create markets and by the transfer of skills and
technology to neighbouring countries (Rowthorn,
1996). This sustainable growth process needs to
combine market forces with targeted industrial
policies. The challenge now lies in the extension
of thisregional dynamic to include newly emerg-
ing countries such as China and India, as well as
other less developed countries in South and East
Asia. Although experienceswith regional arrange-
ments among developing countries elsewhere
have proved less satisfactory, the question remains
whether they could, nonetheless, emulate the
kind of growth pattern that was established in East
Asia.
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Sinceregional economic arrangementsimply
close interdependence among a group of econo-
mies, there is the risk that problemsin one coun-
try may be transmitted to its neighbours. Argu-
ably, that danger has intensified in today’s glo-
balizing world. In fact, a number of changes in
theregional pattern of integration during the 1990s
do appear to have contributed to the instability
which hit East Asiatowards the end of the 1990s.
With volatile capital flows fuelling a boom-bust
cycle, amore fragile macroeconomic context has
developed which is vulnerable to shifting inves-
tor sentiment. Thus a return to stable and rapid
regional growth needs to be underpinned not only
by policies directed at the upgrading of produc-
tion and exports, but also, in view of the close
links between trade and finance, by accompany-
ing regional arrangements to ensure the stability
of financial markets, including lending facilities
and agreement on a sustainable pattern of ex-
change rates (TDR 2001, chap. V).

Finally, asargued in TDR 1996, avoiding po-
tential pitfalls in formulating and implementing
an export strategy requires constant monitoring
of developments in markets for various manufac-
tured products, projecting the possible evolution
of global supply and demand conditions. Thistask
can best be accomplished by an international
agency such asUNCTAD. Inthis TDR, an attempt
is made to identify the developments in world
trade in manufactures over the past two decades,
the extent of participation of devel oping countries
in dynamic, high value-added products, and the de-
gree of competition building up in labour-intensive
manufactures. To help developing countriesin the
formulation of their trade strategies and to provide
early warning signals, the analysis of dynamic prod-
ucts will need to be updated on a regular basis. It
will also need to be extended to include information
on and analysis of trends in the prices of labour-
intensive manufactures, which now constitute the
bulk of exports from developing countries. m

Notes

1 For instance, in an earlier study, Cline (1982)
showed that if all developing countries had experi-
enced the same export/GDP ratios as the first-tier
NIEs, their exportswould have captured 61 per cent
of the devel oped country market in 1976, compared
to the actual 17 per cent. It was argued that the ac-
ceptable threshold level for import penetration ra-
tiowasinthe order of 15 per cent, and consequently
any attempt to go well beyond that would have been
thwarted by protectionism.

2 These findings also show that the sharp expansion
in the volume of the EU’s imports of manufactures
from devel oping countries more than offsetsthe de-
terioration in the NBTT, which has resulted in an
improvement in the purchasing power of manufac-

tured exports of developing countries or their in-
come terms of trade.

3 The composition of the different groups is as fol-
lows: East and South-East Asia comprises the four
NIEs (Hong Kong (China), the Republic of Korea,
Singapore and Taiwan Province of China), the
ASEAN-4 (Indonesia, Malaysia, the Philippinesand
Thailand), as well as Brunei and Macao (China).
Thegroup of L DCs comprises 37 low-income coun-
tries, of which 27 are in sub-Saharan Africa. The
composition of the ACP group overlaps with the
group of LDCsto aconsiderable extent. The group
of Mediterranean countries comprises Algeria,
Cyprus, Egypt, Israel, Jordan, Lebanon, Malta, Mo-
rocco, Tunisia, Turkey and the former Yugoslavia.
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4  Thesenewtimeseriesaretheresult of considerable 9  Thisclassification follows Wood (1994). It isclear
effort to ensure that the indices reflect only price that equating the skill level of workers with their
changes and are not affected by quality changes. degree of formal education isinadequate becauseit
However, the BLS has compiled these series only ignores on-the-job learning and training. Moreover,
since 1990, and for alimited number of economies cross-country comparisons of educationa attain-
(Canada, the EU, Japan and the first-tier NIES); ments ignore differences in the quality of forma
import price series for manufactured goods from education. However, comprehensive datathat would
Latin America have been compiled since Decem- take account of these aspects are not available.
ber 1997. To provide arealistic medium-termtrend, 10 The scopefor substitution depends on the degreeto
itisnecessary to extend the series backwardsto 1981 which skills are sector-specific, i.e. theresult of the
in order to obtain acomplete data set for the period experience accumulated “on thejob”. Wherethisis
1981-1996. For details on the method used to cal- the case, moving from one sector to another implies
culate and adjust the price-index series, see Maizels that workers lose part of their skill and thus part of
(2000: 6-11 and 27-36). their earning capability.

5 The United States NBTT shows divergent trends 11  For adiscussion of theseinitiatives and their impact
vis-avisdeveloping and developed countries; it rose on market accessfor LDCs, see UNCTAD (2001c),
significantly against developing countriesin thefirst and UNCTAD/Commonwealth Secretariat (2001).
half of the 1980sbut showed no distinct trendthere- 12 Tariff peaks are tariffs that exceed a selected refer-
after, whereas against the developed countriesit was encelevel. They are often defined astariff lines ex-
trendlessin thefirst half of the 1980s, but rose sig- ceeding 15 per cent at the 6-digit level of the Har-
nificantly thereafter. Over the whole period, prices monized System, following OECD (1999).
of the United States manufactured imports from 13  Michalopoul os (1999) a so notesthe great variation
developed countries (mainly automobiles and ma- in protection across devel oping countries. Balance-
chinery) rose significantly faster than prices of im- of-payments and fiscal considerations, rather than
ports from devel oping countries (mainly clothing), the desire to protect particular industries, appear to
while prices of its manufactured exports to devel- be the main reason why |low-income countries main-
oped countries rose more slowly than prices of tain higher tariffs.
exportsto developing countries. Maizels (2000: 14 Tariff averages can be calculated using various
17-21) shows that the price dispersion on any of weighting schemes. Simple tariff averages give
the main manufactured products traded by the equal weight to each tariff line. Therelative impor-
United States is much higher for its imports than tance of various tariff linesis better taken into ac-
for its exports; as he notes, this could indicate that count by tariff averages weighted according to im-
price changesin exports are driven by domestic de- port values, but they, nonethel ess, have adownward
velopments, such asgrowth ratesin productivity and bias, becauseimports of productsthat are subject to
inflation rates, while price changes in imports are higher tariff rates will be lower than would other-
driven by international factors, such as changesin wise be the case (i.e. an absolutely prohibitive
exchange rates, productivity and production costs tariff will have a zero weight). For these reasons, it
across various national sources of supply. is preferable to look at both simple and import-

6 Thisis not to say that labour employed in export weighted averages.
sectorsin developing countriesisnecessarily worse 15 Thelatter figuresare from Michal opoul os (1999: 48).
off than that employed in their non-trading sectors, 16  Similar evidence is provided for the more aggre-
but that increased competition among developing gated Multilateral Trade Negotiations' industrial
countriesin marketsfor low-skill manufactures ex- product categoriesin Bacchetta and Bora (2001).
ertsadownward pressure on manufacturingwages 17 It is difficult to judge the counterfactual (i.e. how
and prices. For the evidence on the impact of trade much thetrade of the members of these PTAswould
liberalization and export drive on wages in devel- have grown with non-members) in the absence of
oping countries, see UNCTAD (2001b). such arrangements. Yeats (1998) believesthat there

7  Note that here concentration is measured in terms was trade diversion in MERCOSUR.
of shares of countries rather than firms, asisusu- 18  For adiscussion of such dislocations dueto there-
ally the case. location of low-skill jobs to developing countries,

8 In the clothing sector the degree of concentration see Feenstra and Hanson (2001).
ranged between 527 and 1,027 in 1981, compared 19  For arecent synthesis of these policies and the debate

to a range between 528 and 637 in 1998. The re-
spective index numbers for the selected products
from the electronics industry ranged between 899
and 1,961 in 1980, and between 658 and 924 in 1998.

over whether they are replicable under current global
conditions and constraints, see UNCTAD (2002a).
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