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This Session

1. Discusses the role of international trade in structural
transformation based on ingredients of successful
develop (WHY)

2. Introduces a systematic methodology for identifying
trade development interests and integrating them in a
national development strategy (WHY...WHAT)

2>2>2>THE BOTTOM-LINE. The best vision is a
development-centric approach to trade rather than a
trade-centric approach to development



1. International Trade,
Structural Transformation
and the Ingredients of
Successful Development



Evolving Thinking on
Ingredients of Successful Development

Early development theorists: Emphasized structural
transformation, and in particular industrialization, but with key
weaknesses:

—>Elaborated from closed economies. Focus on import substitution

—>Ignored the importance of dynamic private sector capabilities to drive
the process. “Just set up industries”

—->Downplayed the importance of macro-economic balances

From the 1980s until global financial crisis: Emphasized
global integration. A trade-centric approach to development.

—>Export-led growth

—>Increasing export/GDP ratio as a key indicator

—>Trade liberalization, trade facilitation, trade agreements as key policies
—>Addressing export supply-side constraints

Recent syntheses: Emphasize structural transformation with
global integration



Recent Syntheses

Jose Antonio Ocampo (2005) Beyond Reforms: Structural
Dynamics and Macro-economic Vulnerability

Commission on Growth and Development (2008) The
Growth Report: Strategies for Sustained Growth and
Inclusive Development.

Justin Lin (2012) The Quest for Prosperity: How
Developing Economies Can Take Off.

Michael Spence (2011) The Next Convergence: the Future
of Economic Growth in a Multispeed World.

Joe Studwell (2013) How Asia Works: Success and Failure
In the World’s Most Dynamic Region.



Basic Features of the Development Process

INn Successful Countries

e National private enterprises build up production
capabllltles and international competltlveness in a
range of activities undertaken in more advanced
countries

e There is a process of structural change in which
agriculture and extractive industries decline in relative
importance, and manufacturmg and modern services
increase and production pro%resswe y becomes more
skill-, technology- and capital-intensive.

. Structural change and. roductlve ngradl f is driven
by a rapid pace of capita accumula ion an
imitation, adaptation and |earning of mternatlonally
available technologies and the diffusion of best
practices within countrles

—>International trade facilitates this whole process



How International Trade Matters

An importance source of demand —
underutilized resources and capabilities can be
mobilized («vent for surplus»).

Exports enable imports. Capacity utilization
depends critically important imports — fuel, other
Intermediate inputs and spare parts.

Investment depends on capital goods imports

Exports can also facilitate the development of
entrepreneurial capabilities through buyer-seller
links and competitive pressure

Capital goods imports are also an important
source of technological progress in low-income
countries



CHART 34. INVESTMENT TRANSITION,? SAVINGS AND EXPORTS IN EAST AsIA
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Investment-export nexus

« In building up industrial capacity and competitive strength all
newly industrializing economies need to import a large volume
of capital and intermediate goods — where investment is
growing absolute terms and as a share of GDP imports must
also grow faster than GDP.

* An export drive is necessary to overcome the balance of
payments constraint (export/GDP ratio up)

* Increased investment and associated technological upgrading
reinforces competitive advantage and export growth

—>EXxport composition changes over time. Success comes not only
from shifting from primary activities to labour-intensive simple
manufactures but also anticipating future difficulties of these
industries and nurturing new industries.



Key Trade Challenges of LDCs

Rapid export growth after deep trade liberalization
BUT

Low competitiveness in face of imports so faster
Import growth

Continuing marginalization in global economy

Increasing lock-in to commodities/low skill
manufactures

High levels of export concentration
Weak linkages to rest of the economy
High levels of food imports

Weak relationship between trade and poverty
reduction
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Why Weak Link Between Trade and Poverty

* There is a positive association between export growth and output growth in LDCs BUT:

— At any level of export growth, a given export growth rate is associated with slightly lower
output growth rate in the LDCs than in other developing countries

— High population growth rates mean that the rate of export growth is not sufficiently high to
enure increasing GDP per capita growth in LDCs for poverty reduction.

— Real export growth rate of 5% per annum is minimum necessary for poverty reduction.

» There is the potential for a strong investment-export nexus in LDCs because there is a strong
relationship between import growth and investment growth. BUT

— Growth in import capacity in LDCs in the 1990s constrained by falling aid inflows and rising
debt service obligations

— Investment in LDCs not as strongly associated with economic growth as in other
developing countries

*  Export-led growth is sometimes «enclave-led growth». Weak linkages between narrow export
secotrs which are geographically concentrated and the rest of the economy. Examples

— Export processing zones based on assembly of imported inputs
— Tourism enclaves supplied imports
— Capital intensive mines



Example of Rio Tinto in Madagascar

llemenite Mine (titanium dioxide) near
Fort Dauphin, Southeastern Madagascar

Cost: US$585 million — the largest FDI in
Madagascar's history

Direct employment: 3300 people (88%
Malagasy)

Indirect employment: 1500 people

Source: ILO employment working Paper
No. 58, 2010



The central development challenge in most LDCs
IS to create sufficient productive jobs and
livelihoods for a rapidly growing labour force

* In Mali, the new entrants to the labour force
were 171,800 in 2005 and they will increase to
a peak of 447,800 per annum in 2045, when
the annual additional labour force will start to
decline.

* In Madagascar, the new entrants to the labour
force in 2005 are estimated as 286,200 and
their number will increase to 473,400 per
annum by 2035, when the additional labour
force will begin to decline.



MOST AFRICAN LDCs ARE EXPERIENCING A BLOCKED
STRUCTURAL TRANSITION

In the past, the major way in which the growing labour force was absorbed
was in agriculture (mainly on new land)

With population growth, agricultural farm sizes are declining and farms are
more located on marginal land.

Mass poverty means that many cannot afford the means for sustainable
intensification of agricultural production.

More and more people are seeking work outside agriculture and
urbanization is accelerating.

Most LDCs have not been able to generate sufficient productive off-farm
jobs to absorb the growing labour force seeking work outside agriculture.

Most find work in survival urban informal activities



Export Expansion and Poverty Reduction:
Unsuccessful LDCs

Rapid trade liberalization with export promotion but weak
agricultural development policy

Job creation in export sectors but this offset by job
losses in old import substitution sectors as trade
liberalization not calibrated with capabilities of domestic
enterprise sector

Stagnation in agricultural productivity and no positive
linkages to non-agricultural sectors

Rising food imports and vulnerability to food price shocks



Example of Madagsacar (DTIS)

SIMULATION ASSUMPTIONS

 Garment exports grow at 20% p.a. 2000-2003; 10% p.a.
2003-2009

« Tourism service exports grow at 10% p.a. 2000-2009
« Agricultural production grows at 1.5% p.a. 2000-2009

« Domestic industry outside agriculture grows at 2% p.a.
2000-2009

SIMULATION RESULTS

* Proportion of people living below the poverty line will rise
from 71% in 1999 to 72% in 2009

« Number of people living below the poverty line will
Increase by 3.8 million



Export Expansion and Poverty Reduction: Successful
LDCs

 Agricultural productivity growth to ensure broad-
based rising living standard

« PLUS adequate food supplies to ensure minimum
consumption standards for agricultural and non-
agricultural population

« Demand linkages to local small-scale industries and
services (key to formalization) which provide
consumer products to farmers with rising incomes

 Rapid export growth through labour-intensive
manufactures (also value-addition to natural
resource based exports and services exports?)

« With upgrading of the export composition over time
and development of backward linkages (i.e.
Increased local inputs)



What'’s the Bottom-Line?

« Successful development and sustained
progress towards and beyond graduation

requires a deve
to trade rather t

opment-centric approach

nan a trade-centric

approach to development



2. A Framework for Identifying
Trade Development Interests
and
Mainstreaming Trade in
National Development
Strategies



Sources for the Methodology

 Based on Least Developed Countries
Report 2004 pp.286-292

* Rooted Iin a critigue of how the problem of
mainstreaming trade in poverty reduction
strategies was being addressed in PRSPs

* Founded on the view that trade
development decisions should be related
to the balance of payments constraint —
both exports and imports matter



Some Basic Questions in ldentifying
Trade Development Interests

1. What is your basic objective ?
e Freer trade (trade liberalization)
e More trade (increased quantity of trade)
e Better trade (increased quality of trade)

2. Does freer trade = more trade = better trade ?

3. What is meant by better trade ?

This PPT presents a methodology for identifying trade development
Interests



Weaknesses of Trade in PRSPs

« There are two basic ways in which trade enters PRSPs.

a) Projections of export and import growth are part of the
macroeconomic framework.

b) Inclusion of a wide range of trade objectives and trade policies
related to those objectives in the text of PRSPs.

» The basic weakness is that there are no links between
the trade policy goals and targets and the priority
public actions to achieve them.

 The PRSP is also a three-year document showing the
policy actions taken over this time horizon and it is not
embedded in a longer-term development strategy



Trade Policy Objectives and Instruments
INn PRSPs

Objectives
Openness****
Export diversification

Increased
competitiveness

Develop high-value agric.
exports

Develop manufactures
exports

Develop tourism
Trade facilitation
Strengthen linkages

Instruments
Exchange rate policy
Export promotion policies

Financial incentive
schemes for exporters

Free economic zones and
EXxport processing zones

Marketing exports abroad
(through trade fairs, etc.)

Commercial diplomacy
Infant industry protection
Differential tariffs
Regional agreements



CHART 42. PAST TRENDS AND PROJECTIONS OF GDP, EXPORTS AND IMPORTS IN THE MACROECONOMIC FRAMEWORK OF SELECTED LDCs
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Common (but questionable) assumptions In
the PRSP macro-economic trade forecasts

* |t is expected that GDP growth will be higher
than in the recent past.

* It is expected that export growth will be higher
than the recent past.

« A major part of the increase in GDP is expected
to come from export expansion

e [t is expected that import growth will be lower
than the recent past.

* [t is sometimes expected that import growth
will be slower than GDP growth.
« BUT HOW? What is the relationship between
the instruments and these expected outcomes?



An Alternative Methodology

« Step One: ldentify broad trade
development interests within the context of
the national development strategy

« Step Two: ldentify and compare different
trade policy options which support these
Interests (WHAT)

— Focus on the balance of payments

— Estimate the external trade requirements for
achieving growth, employment and poverty
reduction goals



Step ONE: National Development
Strategy

A development strategy includes:

. A long-term vision of national development
objectives
. Strategic elements required to achieve those

objectives and their sequencing, including
trade development

. Policy measures and process required to
achieve objectives



Alternative Development Strategies

Import substitution industrialization

Openness as a development strategy (liberalization)
Export-led growth

Export-led growth with a human face

Open development strategies in which exports are
Important but there is more balance between domestic
demand and export expansion in the growth process



Alternative Open Development Strategies
which Seek Adequate Export Growth

« A balanced growth strategy based on agricultural productivity

growth and export-accelerated industrialization (variants of East
Asian model);

« An agricultural-development-led industrialization (ADLI) strategy —
which includes infrastructure investment and technological progress
In agriculture together with forward linkages into processing
activities — with an export component;

« Development and diversification through management of mineral
revenues.

« Tourism development with thickening local linkages

The development strategy needs to be chosen in relation to,
and adapted for, country circumstances.

NB: The role of trade is different in these different development
strategies.

For more details see LDC Report 2004, Annex to chapter 7, pp.308-311.



STEP TWO: Identify Trade
Policy Options

. Set a poverty reduction or employment target and estimate the growth
rate required to achieve the target (this depends on elasticity of
poverty reduction, or employment increase, with economic growth)

. Make future projections of trade balance - future import growth on the
basis of price and income elasticities of demand for imports; future
export growth on the basis of trends in export volume and export unit
values.

. Identify alternative trade policy options for increasing the income
elasticity of demand for exports and decreasing the income elasticity of
demand for imports.

. Evaluate trade policy options according to their growth, employment
and poverty reduction effects



Possible Questions to Ask
In Identifying Trade Policy Options
Exports
What are a country's major traditional exports? (major products in the recent past)

. What are the demand growth prospects of a country's major traditional exports?

. To what extent is it possible to increase the income elasticity of demand for exports through
improved competitiveness of traditional exports (increase in global market share)?

. What new products and sectors can be promoted to increase the income elasticity of demand of
exports (change export composition towards more dynamic products)?

. What new markets can be accessed in order to increase the income elasticity of demand for
exports (change geographical destinations of exports)?

. Are there untapped opportunities for South-South trade?
. How can the instability of export growth be decreased?

Imports

. Are there opportunities for efficient import substitution, including backward linkages from
export activities?

. Are bound tariffs higher than actual tariffs enabling time-bound increase in import tariffs in
specific sectors?

. Are there opportunities to reduce import costs through better import procurement practices?
. How is it possible to make the best use of the untying of aid?

. Can cost savings be achieved through regional import substitution?



ITC Trade Map: Bhutan Product
Exports 2010-2014
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Importance of Service Exports

Commercial service export share in total
exports 2011

e Vanuatu 44%

 Gambia 38%

* Nepal 30%

« Uganda 27%

* Timor Leste 27%

* Solomon Islands 19%
Source: ITC 2013 LDC Service Exports



Possible Questions to Ask in Assessing the
Growth, Employment and Poverty Reduction Effects of
Different Trade Policy Options

« In what products and sectors does the country have a comparative
advantage?

« What are the demand growth prospects of different products and
sectors in world markets?

« What is the magnitude of local value-added, externalities and
potential for learning associated with these products and sectors?

« What is the employment intensity of specific export activities and
their linkages with the rest of the economy?
But the overarching issue is:

How do the different trade policy options relate to the overall development
strategy?






Thank you



