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CHAPTER1

INTRODUCTION

Over 200 years ago Adam Smith and David Ricardo elaborated on the role that
international trade has on economic growth. Smith and Ricardo emphasized the important
economic gains that trade specialization, according to comparative advantage, has on
augmenting overall consumption possibilities and therefore overall soctal welfare.
Consumption and production gamns result from reallocating resources to their best
alternative uses.

Implicitly, Ricardo and Smith stressed the importance that free trade, based on
comparative advantage has on factors’ productivity In this regard, the more a country
specializes domestic production and participates in international trade the larger the gains
derived from this process, but only if international trade is conducted according to a
comparative advantage pattern. By specializing in the production of goods a country has
the comparative advantage in producing and trading in intemational markets, resource
productivity is maximized, economies of scale develop, unemployment is reduced, and

overall production and consumption increases.



Perhaps one of the most important issues that relate to the process of economic
policy is the determination of the sources of economic growth. Throughout history
economusts and policy makers have stressed the importance of setting economic
instruments and goals to achieve higher levels of economic growth. This has been
especially true in the last fifty years, where the emphasis of international trade and
economic growth policy has focused on increasing the rate of growth of total output.
Meier states “conditions were highly favorable during the 1950s and 1960s until the
slowing down of growth in the world economy after 1973. The earlier two decades were
unigue for the high rate of growth in the more developed countries - a histonical record
period - and for the growth in world trade. The demand for imports was high and rising in
the more developed countnes (MDCs) and the high growth rate of the MDCs fostered
trade liberalization and weakened the case for protection” (p. 408). Therefore the
emphasis on commercial policy focused on the gains that trade liberalization brought
about. Yet, a major concemn for policy makers in developing countries stressed the fact
that countries that specialized in the production and commercialization of industrial goods
tended to out-perform those countries that specialized and traded primary products.
According to Prebisch, countries that produced and exported pnmary commodities faced a
deterioration in the terms of trade, resulting in lower rates of economic growth compared
to developed countries, Prebisch argued that the center-periphery relationship occurred
such that the terms of trade deteriorated in the penphery countries which specialize or
produce primary goods. Meier added that “Prebisch suggested that these (periphery)

countries should expand their manufacturing industries oriented toward domestic markets.



The purpose was to be served by industrial protection that was said to bring additional
benefits through jmprovements in the terms of trade” (Meier, p. 395).

Nevertheless, as mentioned before, these rapid rates of growth in international
trade started to slow down afier a few years in the early 1970’s. Among the reasons that
caused this slow down in the rate of growth of international trade are higher priced oil
products and changes in commercial policy in developing countries. Developing countries
promoted different approaches that emphasized the use of tariffs and nontariff barriers to
trade as the main strategy to achieve higher levels of income per capita growth. Indeed,
the development and promotion of an industrial sector, as the engine of growth, was seen
as the main goal of developing countries.

Within the context of international trade and economic growth policy import
substitution was thought to be a feasible way to increase output growth. Import
substitution focuses on substituting domestic production for imports of pnmary and
manufactured goods. According to Meier, in the first stage developing countries substitute
the consumption of imported primary goods with domestic production. Balassa called this
stage the “easy” stage of import substitution. Meier states that “Second-stage import
substitution involves the replacement of intermediate goods and producer and consumer
durables by domestic production....[Given the relative scarcity of physical and human
capital in developing countries that complete the first stage of import substitution,
developing countries are at a disadvantage in the manufacture of highly physical capital-
intensive intermediate goods and skill-intensive producer and consumer durables. In
limiting the scope for the exploitation of economies of scale, the relatively small size of

their national markets also contributes to high domestic costs. At the same time, net



foreign exchange savings tend to be small because of the need for importing matenals and
machinery” (p. 396). Nevertheless, developing countries that promoted import substitution
failed to consider the positive impact of trade expansion on economic growth, measured
through the increase in factors’ productivity resulting from the reallocation of resources to
their best alternative use. In the framework of the two-gap model', export expansion
rejeases the foreign exchange constraint, increasing the rate of capital formation, and
enhancing the growth of factor productivity. Hence, determining the impact of factors of
production on the level of economic growth is of great interest in terms of economic
growth policy in developed and developing countries. This issue has been heavily
addressed in the economic literature, yet few studies have focused on the decomposition
of trade flows between agricultural and nonagricultural trade goods and the effect of each
on factor accumulation and productivity growth.

In the last twenty years an increasing proportion of the General Agreement of
Tanffs and Trade (GATT), have concentrated on the transformation, reduction and
elimination of trade distortions. The formation of trade blocks such as the North American
Free Trade Agreement (NAFTA), Mercado Comun Suramericano (MERCOSUR), and
others, have developed to eliminate trade distortions. These trade distortions are grouped
within the categories of tariffs, quotas and nontariff barriers, that directly or indirectly
affect the domestic production and consumption, and the domestic and international trade
of agricultural and non-agricultural goods. To increase the importance of this trade

liberalization and globalization process, agricultural trade has only recently been addressed

" Two-gap models assume that developing countries are constrained by the capacity 1o generate domestic
savings to finance investment and by the availability of foreign exchange to obtain foreign goods and
services that are complementary to those avajlable at home (Gerald Meier).



in trade liberalization talks and agreements. The Uruguay Round of the GATT and the
North Amencan Free Trade Agreement establish the first steps for the mutual
liberahization of primary and agncultural goods as well as services. The promotion of trade
liberalization has reached even those commodities once considered too sensitive ta be
subject to negotiation.

Economuc research has studied the sources of economic growth. The most widely
used economic growth model is the Solow Neoclassical Growth Model. The Solow
Growth mode! focuses on the effect of labor growth and capital accumulation on the
steady-state level of income per capita. Empirical estimations of growth for developing
countries found that labor is abundant and capital is the single most important factor of
production. Development economists have also studied the impact that export growth has
on overall factor productivity and output growth. In most cases, empincal studies give
support to the hypothesis that export promotion generates economic growth (Michaely;
Balassa; Tyler; Kavoussi; Feder, Mbaku; Moran; Moschos; Ram; and Barboza). While
export promotion may mean freer trade, it may also refer to the protection of any
particular economic sector through the use of commercial policies such as tariff and
nontaniff barriers. Trade barriers find political support from the argument that developing
industries need a certain protective period before they can be competitive in the
international markets, i.e. it takes time before industries can develop a comparative
advantage. Meier states “to the extent that the domestic production of these commodities
generates extemal economies in the form of labor training, the development of
enterpreneurship, and the spread of technology, there is an argument for moderate infant

industry protection or promotion” (p. 395).



Yet, there is still a major gap when one wants to understand why countries achieve
different steady-state levels of income per capita. New developments in economic theory
such as the convergence hypothesis assume that countnes that initially start off from lower
levels of income per capita tend to grow faster than otherwise. In order to attempt to
explain these observable differences in income per capita growth rates across developing
and developed countries, human capital accumulation has been introduced as an important
determinant (Mankiw, Romer and Weil). Technological transfer has also been considered
as playing a major role in determuning the long-run level of income per capita. (Edwards;
Knight, Loayza and Viilanueva).

The economic development literature has focused on determining the impact that
trade openness has on output growth through the transfer of technology and through the
learning by doing process (Edwards; and Kright, Loayza and Villanueva). Edwards; and
Knight, Loayza and Villanueva assume that trade openness affects the long-run level of
output growth through the transfer of technology but it does not have any effect on the
steady-state level of physical and human capital accumulation and income per capita,
because openness is considered only as a technological shifting factor. Trade openness is
the measure that relates trade flows to output and is commonly defined as the ratio of
exports to total output. The overall results of empirical studies support the hypothesis that
the greater the trade openness, the greater the rate of growth of output. Levine and Renelt
state that this result is not surprising since simjlar results can be obtained by using any
other trade measure such as imports or total trade. Even though previous studies agree on
the importance that trade openness has on output growth and hence on income per capita

level, they do not differentiate between the trade flows of primary and manufactured



goods, a major issue when trying to determine the sources of economic growth in
developing countres.

The decomposition of trade flows between agricultural and non agricultural goods
is important for at least three reasons; 1) to determine the sources of economic growth
and to determine which countries are likely to be the gainers or losers of moving to a
larger degree of trade openness; 2) to understand the effects of trade openness on factor
productivity, and 3) to better understand the tradeoffs between international trade and

economic growth in order to redirect overall economic policies.

Figure 1. Exports plus Imports to GDP Ratio

by Category
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Figure 1 illustrates three altenative measures of trade openness. The first measure

is the ratio of total exports plus total imports to Gross Domestic Product for a sample of



62 developing countries’. The second and third measures are a decomposition of the first
measure by category of products. Hence, the second measure illustrates the relative
importance of nonfuel primary trade as a ratio of Grass Domestic Product. Finally, the
third measure indicates the importance of all other trade as a ratio of Gross Domestic
Product.

International trade represents approximately SO percent of the Gross Domestic
Product for the sample of 62 developing countries under study. Thus, international trade is
an important determinant of output growth and factor productivity in developing
countries. The importance of intemational trade peaked in 1980, when trade represented
approximately 56% of Gross Domestic Product for the sample of countries. International
trade declined sharply in the first half of the 1980’s to a level of 46% in 1986 in terms of
Gross Domestic Product. This reduction in international trade coincides with the
generalized balance of payments crisis of most developing countries on the early 1980’s.
In general, the decline in internationa) trade resulted from a reduction in the level of trade
of nonprimary goods. The decade of 1970’s was characterized for an excess supply of
financial resources in the international markets. Most of this excess supply can be
attributed to the high oil prices of the early 1970’s. The easy and large availability of
financial resources made it easy for developing countries to borrow large amounts of
foreign exchange at lower interest rates that financed the increasing trade of nonprimary
goods.

Developing countries were unable to continue financing the increasing amount of

nonprimary imports which can be seen by the decrease in the relative importance of

2 A complete list of the 62 developing countries is provided on Table 1 of the Appendix.



nonprimary trade as a proportion of Gross Domestic Product. At the same time, Figure |
llustrates how the total amount of trade in nonfuel primary goods has decreased
constantly during the last 20 years. This trend may be explained by two factors at least.
First, developed countries have become less dependent in terms of nonfuel primary
production and secondly developing countries have changed their economic growth
strategy to the promotion of nonprimary good exports. Figure 1 provides a clear
illustration that there has been a substantial change in the composition of international
trade in developing countries. The question that remains unanswered is whether this
change in the trend of international trade in developing countries has resulted in an
enhancement of factors” productivity and increased real income per capita.

The sources of growth in intemational trade are further decomposed between
exports of nonfuel primary and other goods; and imports of nonfuel pnmary and others
goods in figures 2 and 3, respectively. Figure 2 illustrates the ratios of exports as a
proportion of Grosg Domestic Product to provide more information on the sources of
growth of intemational trade in developing countries. On the other hand, figure 3

illustrates imports as a proportion of Gross Domestic Product.



Figure 2. Exports to GDP Ratio
by Category
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Perhaps the most relevant fact of figure 2 is that developing countries have
transformed their export structure in the last twenty years, toward a more industrialized
system. Other exports have increased as a proportion of GDP throughout the period under
study, but shows the sharpest increase over the last six to seven years. Furthermore,
developing countries are still heavily dependent on the amount of imports of industrialized
goods as illustrated in figure 3. Nonfuel primary goods, as a proportion of GDP, have
remained roughly constant over the last twenty years. This result is not surprsing since
most developing countnies tend to fulfill therr own domestic demand with domestic
production. The largest variability in imports, is due to the vanability of other imports as
shown in figure 3. After the economic crisis of the first half of the 1980s there has been a
tendency to increase the amount of other imports. This seems to be the resuit of two

complementary factors; reductions in the levels of tanffs and nontaniffs barmiers, and more
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stable economies growing at higher rates compared to the first half of the 1980s. Finally
even though international trade has been growing since the mid 1980s, the total level of
exports plus tmports as a ratio of Gross Domestic Product is equal to those record levels

of the late 1970s and early 1980s.

Figure 3. imports to GDP Ratio
by Category
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The change in structure of intemational trade illustrated in Figures 1, 2, and 3
raises the question of whether international trade is important for developing countries or
not. Empirical studies of the economic growth and economic development argue in favor
of export promotion as a source of factor productivity and output growth. However, these

studies do not determine the sources of growth by category of goods.
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This study determines the sources of economic growth by using an augmented
neoclassical growth model with human capital accumulation and trade flows between
agnicultural and nonagricultural goods. The research question is how can the degree of
trade openness 1 agricultural and non-agricultural markets reduce resource misallocation,
increase the productivity of factors of production, and increase the rate of growth of total
output in developing countries?

The overall objective of this study is to determine the factors that affect the rate of
growth of total output (economic growth) and reduce resource use misallocation in
developing countries. The specific objectives are to:

1. Determine how trade openness (free trade) in agricultural and non-agricultural

sectors affects the productivity of labor, physical capital, and human capital,

2. determine the contribution of agricultural and nonagricultural trade flows on

overall economic growth; and

3. determine to what extent free trade (trade openness) in agricuitural and non-

agricultural markets promote economic development in developing countries.

This study is divided into six sections. The first section reviews the theoretical and
empirical literature relating to economic growth. Next a conceptual framework 1is
developed to support the development of the Augmented Solow Model with Trade
Openness. The methods and procedures chapter provides the necessary information about
data, model estimation, statistical testing, and expected results. The results chapter
provide an extensive analysis of the empirical results first estimated by using OLS and later
reestimated by using a POOLED model. This chapter also provides alternative estimation

by region and by income group to determine more precisely the sources of growth in
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developing countnes. Finally, the conclusion and recommendations chapter highlights the
more important remarks of the study and provides the limitations and possible solutions in
terms of future research. The overall results suggest that trade openness enhances output
growth in developing countries. In addition, at initially low income per capita levels
agricultural openness tends to be more important than nonagncuitural openness. However,
as income per capita rises this tendency reverses. No definite conclusion is found in terms

of region significant effects in terms of income per capita growth.
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CHAPTER I1

LITERATURE REVIEW AND CONCEPTUAL FRAMEWORK

Literature Review

The literature on economic development is robust with studies focusing on the
relationship between factors of production and total productivity. The Solow model of
economic growth has been the main tool used by economists in the last three decades to
determine the relationship between factors of production and output growth. Solow
presents a decomposition of factors of production between physical capital accumulation
and labor force. The rest of output growth 1s explained by total factor productivity and is
considered a residual. Two different approaches have been used to measure factor
contribution to output growth, the Neoclassical Accounting Growth method (NAG) and
econometric based studies.

The NAG method assumes that the rate of growth of output can be decomposed
as the rate of growth of inputs plus a residual that is considered total factor productivity
(Chenery, Robinson and Syrquin). Assuming constant retums to scale the NAG method

assumes that the sum of capital and labor shares must equal one (Solow). These factor
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shares are obtained from the data itself, and then by using the historical growth rates of
inputs, the total factor productivity is obtained as a residual’.

On the other band, econometric based studies estimate the contribution of factors
of production to economic growth by using a simple neoclassical production function.
Totally differentiating the production function it is possible to express the rate of growth
of output as a function of the rates of growth of inputs. Estimated parameters are the
output elasticities with respect to factors of production. Following the formulation that
previous studies have used® it is possible to express the factors’ contribution to economic

growth as follows:

Q) 0, = K., L,,1)
where Q is the real Gross National Product, X is the capital stock, L is the labor force, and
1is time.

Assuming that the elasticities of output with respect to the factors of production
are constant and that technical change is Hicks-neutral with a constant rate, equation 1 can
be rewrtten in terms of rates of growth by total differentiating with respect to time
(dividing through by equation 1). Then equation 2 is:

(2) y=a+pk+8

3 The neoclassical growth accounting methodology is used as a accounting method and it does not include
any econometric estimating. Data is adjusted so the sum of the factor shares equals one. Econometrics
application of this technique have been done allowing for the possibility of constant, decreasing, and
increasing returns 1o scale. See Chenery et al (1986) p. 29.

* The approach followed here is the same as explained in Feder (1982), De Gregorio (1992), Mbaku
(1989), Kavoussj (1984), Ram (1985), Moschos (1989), Krught et al (1993), Tyler (1981), and Moran
(1983).
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where y s the rate of growth of output, k is the rate of growth of capital stock, / is the rate
of growth of the labor force, and S and § are the elasticities of output with respect to
capital and labor, respectively.

Measuring the rate of growth of the capital stock may not be possible for most
developing and developed countnies due to a lack of data. As an alternative Mbaku;
Kavoussi; Tyler, De Gregono; and Moschos have approximated the rate of growth of the
capital stock by using the investment rate, under the assumption that this corresponds to
the growth rate of capital’. A more appropriate approximation of the model can be
obtained by further approximating the rate of growth of the capital stock by the

investment-output ratio as done by Ram; Feder; and Mbaku:

3) y=a +(%IEI%] +61

where 60Q/0K is the partial denivative of output with respect to the capital stock, KAQ is
the capital stock-output ratio, and dK/K is the rate of growth of the capital stock. Then,

replacing dK by 7, where 7 1s the level of investment, results in,

4) y=a+zé+&l

where A is the marginal physical output of capital.
More recent studies such as Michaely; Balassa; Ram; Moschos; Tyler, Kavoussi,
Feder; Mbaku; Moschos have argued that economic growth may also depend on the rate

of growth of total exports, assuming that exports can be considered a factor of production

* Implicitly this approach assumes that the capital-output ratio is constant not only through time but also
across countries. However, this approximation 1s not considered appropriate since the investment rate 1s
the second derivative of the capital stock and only expresses the rate of change of the change in the capital
stock.
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that enhances the productivity of capital and labor by releasing the foreign exchange
constraint, taking advantages of economies of scale, and reducing resource use
misallocation by reallocating resources based on their comparative advantage. Michaely
and Balassa used a Spearman rank correlation method and found that there is a positive
relationship between export growth and economic growth.

To tncorporate the rate of growth of exports as an explanatory variable of output

growth, a new variable is included in equation 4. The resulting equation is
7
(5) y:a+25+6l+wx

where x is the rate of growth of exports and the rate of technological change is assumed to
be a linear function of the growth rate of exports expressed as y . Ram states that if the
mode! specification is reasonable, y should indicate the direction and magnitude of the
impact of export expansion on economic growth.

Empincal estimations of equation 5 for developing countries reveal that capital
accumulation 1s the most important factor of production, labor force ts considered to be
abundant®, and exports have a positive and statistically significant effect on the output
growth. In the case of developing countries, export promotion is an appropriate tool to
promote rapid economic growth. Feder states that the social marginal productivity is
higher in the export sector than in the nonexport sector.

Studies by Kavoussi; Tyler; and Balassa, focus on the importance that export
promotion, both of primary and manufactured goods, have on output growth. Kavoussi;

and Tyler argue that the promotion of exports can be decomposed between primary goods
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and manufactured goods. Furthermore, at initial or low levels of economic development
the promotion of both primary and manufactured goods increase economic growth.
Beyond a threshold income level export promotion of primary goods does not contribute
much more to economic growth, whereas the promotion of manufactured goods increases

the rate of growth of income per capita. (Balassa; Tyter; and Kavousst).

Conceptual Framework

Neoclassical and Structural Growth Models

In the second half of the current century, economic development discussions have
been focused on analyzing altemative approaches that attempt to determine the sources of
economic growth. The discussions have attempted to discover why there are different
levels of income per capita between developed and developing countries and explain why
similar countries achieve different levels of income per capita in the long run. The analysis
used to lay the ground work for the discussions use models that study the difference
between open and closed economy models, developed and developing countries, growth
and equity, export promotion and import substitution. In this sense there has been a
substantial use of altermative techniques and/or procedures to accurately estimate those
sources of growth. In tum, development economists are concerned with finding
explanations that define how developing countries may increase income per capita and at
the same time assure macroeconomic stability.

The most common techniques used by economists to evaluate the process of

economic development are multisector models such as the input-output model, project

¢ Labor force is abundant in terms of marginal productivity. Marginal productivity is either close to zefo
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evaluation, [mear and nonlinear programming models, and computable general equilibrium
models. Among the major concemns of policy makers and economic development
specialists are the tradeoffs among economic growth, income distribution (equity), balance
of payments stability, exchange rate panty, inflation, unemployment, capital accumulation,
and population growth. In some particular cases the debate seems to become even more
complicated when alternative economic varnables can be defined and/or used either as
policy tools (instruments) or macroeconomic goals (target)’.

Numerous perspectives exist on how to address the problem of underdevelopment
and how to determine the sources of growth to elaborate alternative policy scenanos to
stimulate a sustainable process of economic growth in developing countries. However,
despite the empbhasts on alternative estimation tools and alternative economic approaches,
a vast majonty of economic research related to economic growth has been circumscribed
to the analysis of either neoclassical growth models or structural growth models.

Within the framework of neoclassical growth models the main source of economic
growth comes about through physical capital accumulation. In the context of the single
neoclassical growth model, the steady-state income per capita i1s achieved when the rate of
growth of physical capital is equal to output growth. The conclusions denved from the
neoclassical framework were very useful in explaining why developing countries achieve
lower levels of income per capita compared to developed countries. In this regard,

empirical evidence shows that physical capital is scarce in developing countries, and labor

or equal to zero.
7 Some example of economic variable that may be defined either as policy toots or macroeconomic goals
are the exchange rate, the inflation rate, government spending, and so on.
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has a very low marginal productivity in developing countries®. Criticisms of neoclassical
growth models emphasize the fact that within the context of the neoclassical models the
remaining or the unexplained vanability of output growth is a residual. Meier states that
“the residual was initially thought of as a coefficient of technical advance, but it was
quickly recognized to be a composite of the effects of many different sources.” As
mentjoned in the previous chapter some of these sources of output growth came about
through the improvement in the quality of labor, exploitation of economies of scale,
reallocation of resources to best alternative uses, and economic gains derived from the
international trade process.

Complementary to the analysis of neoclassical growth models, the structural
approach to economic growth assumes that economic growth is the result of a
transformation of the production structure that takes advantage of technological changes.
In the structural approach, technological change ts not assumed exogenous, rather it is
endogenized as a function of other factors of production. Structural economists consider
as neoclassical economists do, that physical capital accumulation is an important factor to
achieve economic growth. However, structural economists stress the importance that the
technological component of the production function has through the process of learning
by doing and technology transfer. In the structural approach it is also possible for an
economy not fo be at equilibrium, meaning that factors of production are not necessarily
paid their corresponding marginal productivity. The out-off equilibrium condition allows

economies to reallocate resources and generate economies of scale, thus increasing

¥ According to Meier, labor is abundant in developing countries because its productivity does not add to
overall output growth. In the extreme case, Iabor is said to be abundant when marginal product is equal to
zero.
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factors’ productivity, per capita output, and the rate of growth of income per capita.
Hence, the emphasis is on the possibility for resource reallocation, and technology
transfer. To overcome the apparent limutations of neoclassical growth models, the
structural approach assumes that there is a possibility for labor and capital to shifi from
activity to activity given the disequilibrium nature of the economy. Indeed, resource
reallocation becomes a major issue in the framework of the structural models. This
resource reallocation is even more important in the case of developing countries where
there is a larger possibility for such a process to occur, as Meier points out. The following
table taken from Meier, presents and summarzes the main difference between the

neoclassical and structural models of economic growth.

Table 1. Alternative Views of Growth
Neoclassical Approach

Structural Approach

Assumpnons

Factor returns equal marginaj productwvity in all uses Income related changes in intemal demand

No economies of scale
Perfect foresight and continuos equilibrium in al} markets

Empincal Implbeations

Relatively hugh clasticities of substinution in demand and trade
Limited need for seclor desegregahion

Sourees of Growth
Capital accurnulation

Incresse in labor guantity and quality

Increase in intermediate inputs
Total factor productivity growth within sectors

Constrained exiernal markeis and lags in adjusiment
Tranaformalion of productive strucmure
producing disequilibria in factor markets

Low pnice elasticiies and fags in adjustenent
Segmented factor markels
Lags in adopting new tachnology

Neoclussical sources plus:
Reallocation of resources 1o higher- productevity
secion

Economics of scale and leamning by doing
Reduction of internal and cxternal bottlenecks

Source: Meier, Gerzld Leading {ssues 1n Economic Development Fifth Edition, Oxford Unjversity Press, 1989, p. 8.
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Endogenous and Exogenous Growth Models

The economic discussion on how to determine the sources of growth and why
countries achueve different levels of income per capita has recently moved to explain the
differences between exogenous and endogenous growth models. The underlying
assumptions of exogenous growth models are that the rate of population growth, capital
accumulation, and technological change are given exogenously, i.e. they are determined
outside the framework of neoclassical models.

Renelt argued that endogenous growth models are characterized by removing the
fixed factor constraint of neoclassical growth models by allowing constant returns to
reproducible factors or by endogenizing technological change. In the same regard,
Mankiw, Romer and Weil state that “Endogenous-growth models are characterized by the
assumption of non decreasing returns to the set of reproducible factors of production.
Among the implications of this assumption are that countries that save more grow faster
indefinitely and that countries need not converge in income per capita, even if they have
the same preferences and technology” (p. 421). The same authors add that implications of
endogenous growth models compared to neoclassical growth models are that in the
former there is no steady-state level of income per capita and differences in income per
capita across countries can persist indefinitely even if countries have different saving and
population growth rates.

This dissertation uses the neoclassical growth model framework but allows for
technological change to occur through the degree of trade openness herein assumed to be
a factor of production. Technological change is explicitly modeled as a function of trade

openness in primary and nonprimary goods. The advantage of using the neoclassical
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framework is that it allows for a determination of how trade openness affects physical
capital accumulation, human capital accumulation, and income per capita growth. The
neoclassical framework also accounts for the possibility that countries with different rates
of saving and initial income per capita levels achieve different levels of income per capita
in the fong run. The framework also maintains the assumptions of constant retums to scale
to all factors common to neoclassical growth models, while considering the possible gains
derived from the international trade process of specialization and transfer of technology.
To better understand the implications of introducing trade openness as a factor of
production within the context of the Solow neoclassical growth model, this dissertation
provides a complete derivation of the steady-state levels of physical capital, human capital
and trade openness. The outline of the matemathical derivation is presented in steps by
first denving the Solow model, then the Augmented Solow model with Human Capital,

and finally the Augmented Solow mode!l with Human Capital and Trade Openness.

The Solow Model

As mentioned before, the Solow model of economic growth uses a standard
neoclassical production function with decreasing returns to capital and constant retums to
scale for all inputs. The fundamental assumptions of the Solow model are that the rates of
saving, population growth and technological progress are exogenous. Assuming a Cobb-
Douglas production function with two inputs, capital and labor, the model is expressed as

follows;

©) r()- K (1) (4()L (1))~ 0<a<l



where Y 1s output, K is physical capital, L is labor and 4 is the level of technology. In

addition, L and A4 are assumed to grow exogenously at rates » and g

(7 L(z) = L(0)e"™

(8) A(1) = A(0)e*

The Solow model also assumes that a constant fraction of output, s, is invested in
physical capital. Defiming k as the stock of capital per effective unit of labor, k¥ = K/AL,

and y as the level of output per effective unit of labor, y = ¥Y/AL  the evolution of % is

governed by
9) k(t) = (1) - (n+ g+ E)k(1)
(10) k(1) = sk(t)* - (n+ g + 8)k(2)

where 0 < § < 1, is the rate of depreciation and & is the derivative of & with respect to
time. It implies that k converges to a steady-state value k* defined by:

1(1-a)

(11) k*=(s/(n+g+5)]

The steady-state capital-labor ratio (*) is related positively to the rate of savings
and negatively to the rate of population growth. Therefore, substituting (11) into (6) and

taking logarithms the steady-state level of income per capita is given by

(12) ]nl%J=lnA(0)+gi+ lfa ln(s)—l—-ac-z—]n(n+g+6)
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Furthermore, the model assumes that In 4(0) = a + £, where a is a constant and &
1s a country-specific shock. Thus, log income per capita at a given time -time O for
simplicity- is

) a a
In| =—. = - |
n(L} a+1_aln(s) s n(n+g+d)+¢

(13)

Knight, Loayza and Villanueva argue that “the Solow-Swan growth model
predicts that in the steady-state equilibrium the level of income per capita will be
determined by the prevailing technology, as embodied in the production function, and by
the rates of saving, population growth, and technical progress, all three of which are
assumed exogenous. Since these rates differ across countnes, the Solow-Swan model
yields testable predictions about how differing saving rates and population growth rates,
for example, might affect different countries’ steady-state levels of income per capita.
Other things being equal, countries that have higher savings rates tend to have higher
levels of income per capita, and countries with higher population growth rates tend to

have lower levels of income per capita” (p. 513).

More recently, research has focused on determining whether the Solow model
supports the hypotheses of conditional and unconditional convergence of income per
capita across countries (Mankiw, Romer, and Weil; Knight, Loayza and Villanueva; and
Edwards). The convergence hypothesis states that those countnes that initially have a
lower level of income per capita tend to grow faster than the ones that initially have higher
levels of income per capita. The difference between conditional and unconditional

convergence is that conditional convergence assumes that income per capita 2cross

25



countries converges after controlling for the factors of production. Empirically, the
explanatory vantables of the rate of growth of income per capita are the rate of growth of
the labor force, the rate of growth of the capital stock, and the imitial level of income per
capita. Expanstons of this model have considered inflation rate, government’s share of
total output, a financial vanable and a freedom vanable as important determinants of
income per capita growth. Unconditional convergence means that the only explanatory
variable of the rate of growth of income per capita is the initial level of income per capita.
For the convergence hypothesis to hold the expected sign of the estimated parameter is
negative for the initial fevel of income per capita. This means that countries that start off
from lower income per capita Jevels tend to grow faster than those that initially have
higher levels of income per capita. The Solow model predicts that countries having
different saving and population growth rates tend to converge to different income per

capita levels.

Adding Human-Capital Accumulation to the Solow Model

The new convergence approach focuses also on the inclusion of human capital
accumulation as an explanatory variable of output growth. Mankiw, Romer and Weil
emphasize that the accumulation of human as well as physical capital is important for
economic growth, especially for those countnes in which labor is not considered abundant.

Mankiw, Romer and Weil argue that “to understand the relationship between
savings, population growth, and income, one must go beyond the textbook Solow model”
(p. 408). They argue that including human capital can potentially alter either the

theoretical modeling or the empirical analysis of economic growth. At the theoretical level,
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properly accounting for human capital may change one’s view of the nature of the growth
process. Mankiw, Romer and Weil noted that, “for any given rate of human capital
accumulation, higher saving or lower population growth leads to a higher level of income
and thus a higher level of human capital, hence, accumulation of physical capital and
population growth have greater impacts on income when accumulation of human capital is
taken into account. Further, human-capital accumulation may be correlated with saving
rates and population growth rates; this would imply that omitting human-capital
accumulation would bias the estimated coefficients on saving and population growth” (p.

408).

The Augmented Solow model of economic growth presented by Mankiw, Romer

and Weil uses the same standard specification as the model developed in equation 6.

(14) ¥(1)= k()" H(tY (A() () ™"

where >0, >0 and 0 < a+f< 1. In addition, H is the stock of human capital and » =
H/AL, is a unit of human capital per effective unit of labor. All other varables are defined
as before. Letting s, be the fraction of income invested in physical capital and s, the
fraction invested in human capital. The evolution of the economy around k and 4 is now

determined by
(15) k(r) = s,3(1) - (n+ g + 8Yk(1)

(16) He) = s, (1) - (n+ g + SY(r)
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Mankiw, Romer and Weil assume that a + f < 1, which implies that there are
decreasing returns to all capital. (If @ + =1, then there are constant returns to scale in
the reproducible factors. In this case, there 1s no steady-state for this model). In addition, 0
< 4§ <], is the rate of depreciation and it is assumed, for simplicity, to be equal for

physical and human capital.

The steady-state levels of the stock of physical and human capital per effective unit

of labor are determined by

RN
(17) k* = (7*‘ "5’ J
n+g+o
a  1-a \VO-a-8)
(18) b = {—S* ! ]
n+g+é

Substituting (17) and (18) into (14) and taking the natural log yields the steady-
state level of income per capita

n(s, )+ i in(s,) a—-F‘BIn(n+g+:5)

l—a-8 ‘" 1-a-p

(19) ln[—zg—:ﬂz in A(O)+g1+ﬁl

Like the textbook Solow model, the augmented model predicts coefficients that
are functions of the factor shares. In addition, the steady-state level of income per capita
also depends on the rate of human capital accumulation. Mankiw, Romer and Weil argue
that the empirical estimation of the augmented Solow model yields better results because it
shows that by adding human capital the accumulation of physical capital has a larger

impact on income per capita than the textbook Solow model. A higher saving rate leads to
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higher income per capita at the steady-state. In addition, population growth has a larger

negative impact on income per capita compared to the initial Solow model.

Trade Openness and Technological Transfer in the Solow Model Framework

Other considerations on economic growth theory focus on the importance that
international trade has on overall output growth through the transfer of technology. Two
different approaches are presented, one by Kmight, Loayza and Villanueva and the other
by Edwards

In the first instance, Edwards argues that a country’s trade policy can affect the
speed at which technological improvements take place. He uses a set of new indicators on
trade intervention and trade distortions to empirically investigate the role of commercial
policy in explaining cross-country growth differentials. Edwards assumes that a country’s
ability to appropnate technological innovations depends on the degree of openness of the
economy. More open should be interpreted as referming to a less distorted or more market

oriented foreign trade sector.

The overall finding is that there is very strong evidence supporting the hypothesis
that, with other things given, more open countries will tend to grow faster. Countries with
a greater degree of openness will not only exhibit a higher level of income than countries
with trade distortions but they will also have a higher long run steady state rate of growth.
Edwards continues, saying that “the model implies that the out of steady-state rate of
growth of aggrepate output in a small country will depend positively on capital
accumulation, positively on labor force growth, positively on the knowledge (or

technological) gap between the country in question and the advanced nations, and
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negatively on the degree of trade distortions. Additionally, trade policy will also affect
long-run growth, with more open countnies growing faster than otherwise identical
countries” (p. 37). In addition, Edwards states that “The coefficient of the openness
indicators provides strong support to the hypothesis that countries with a more open trade

regime have, with other things given, tended to grow faster” (p. 42).

On the other hand, Knight, L.oayza and Villanueva propose an extension of the
Augmented Solow Model developed by Mankiw, Romer, and Weil. The new model
includes trade policy and the stock of public infrastructure as factors that affect labor

augmenting technological change. Knight, Loayza and Weil state “policies that foster
more openness in a country’s international trade regime help to stimulate labor-
augmenting technological change in two ways. First, the import-export sector serves as 2
vehicle for technology transfer through the importation of technologically advanced capital
goods, as elucidated by Barhan and Lewis (1970), Chen (1979) and Khang (1987), and as
a channel for intersectoral external economies through the development of efficient and
internationally competitive management, the training of skilled workers, and the spillover
consequences of scale expansion (Keesing (1967) and Feder (1983)). Second, nising
exports help to relieve the foreign exchange constraint -- that is, a country’s ability to
import technologically superior capital goods is augmented directly by nsing exports

receipts and indirectly by the higher flows of foreign credits and direct investment caused

by the country’s increased ability to service debt and equity held by foreigners” (p. 515).
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The main difference between the Knight, Loayza and Villanueva model and the
Mankiw, Romer and Weil model is the specification of the technological factor 4. The

factor, A, is redefined in the KLV model as
(20) 4, = A" FY p¥

where g 1s the exogenous rate of technological progress, F is the degree of openness of
the domestic economy to foreign trade (with elasticity O¢), and P is the level of
government fixed investment in the economy (with elasticity 8;). Knight, Loayza and
Villanueva state “this modification is particularly relevant to the empircal study of
economic growth in developing countries, where technological improvement tends to be
absorbed domestically through imports of capital goods and where the productive sector’s
efficiency may depend heavily on the level of fixed investment undertaken by the

government” (p. 516).

Hence, given that the degree of trade openness (F) and the stock of government
fixed investment (P) are included in equation 20 as part of a technological shifting factor,
the determination of the steady-state level of physical and human capital per effective unit
of labor remains invariable compared to the estimates of the steady-state levels in Mankiw,
Romer and Well model. Nevertheless, Knight, Loayza and Villanueva conclude that
overall economic efficiency is influenced significantly and positively by the extent of
openness to international trade and by the level of government fixed investment in the
domestic economy. In their words “when openness and the leve] of public infrastructure

are taken into account, physical investment becomes quantitatively more important in the
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growth process, implying that a better quality of investment is encouraged by a more

liberal intermational trade regime and by more government fixed investment” (p. 536).

An important finding in Knight, Loayza and Villanueva is that there are two
channels through which the negative impact on growth of a restrictive trade system
(proxied by the weighted average of tanffs on intermediate and capital goods) may be
transmitted, through the rate of investment and through the effect on production
efficiency. A high tarff structure discourages imports of capital goods and leads to less
technology transfer, and thus to less technological improvement. Outward-oriented

development strategies have a positive impact on economic growth.

Edwards; and Knight, Loayza and Villanueva argue in favor of a positive effect
that trade openness has on the productivity of physical and human capital, and also in total
output growth. They argue that this positive effect comes about through the transfer of
technology and the leamning by doing process. Yet, at the theoretical level both approaches
fail to address how trade openness affects human and physical capital productivity and
therefore capital accumulation because the approaches consider trade openness as a
technological shifting factor as opposed to a production factor. This effect is shown in
equations 17 and 18 since &* and #* are assumed to be the steady-state levels of physical
and human capital per effective unit of labor. Hence, the impact of technology changes as
mentioned in Edwards; and Knight, Loayza and Villanueva is not explicitly incorporated in
the steady-state levels of & and A, nor is the impact explicitly accounted for on the

estimated parameters and coefficients.
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CHAPTER III

THEORETICAL MODEL

Solow Model with Human Capital Accumulation and Trade Openness

To determine in a direct and precise manner how trade openness affects factor
productivity, human and physical capital accumulation, and per capita output growth, this
dissertation proposes an alternative Neoclassical approach that incorporates human capital
and trade openness. The main difference of the approach this study follows is that the
model incorporates the degree of trade openness promotion as a factor of production and
not as a component of the technological shifting factor A as in previous studies. This is a
key assumption in deriving the steady-state conditions in order to be able to measure the
effects of trade openness on economic growth. In this regard, the mode) incorporates
trade openness as a factor of production assuming that; i} it promotes the reallocation of
resources according to comparative advantage, 11) allows for greater capacity utilization,
ii1) permits the exploitation of economies of scale, iv) generates technological
jmprovements in response to competition abroad and, v) in labor surplus countres
contributes to increased employment and labor productivity. To account for the

differences in its impact on sectoral production between agricultural and nonagnicultural
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goods, the model further demonstrates the importance of trade openness by category of

goods through its decomposition between agricultural and nonagricultural.

The decomposition of trade openness between agricultural and nonagricultural
goods is relevant to the process of economic growth and economic development because
differences may be determined in terms of factor productivity, resources allocation, and
economies of scale between two different sectors with different structural and
heterogeneous characteristics. Traditionally, it has been argued that agriculture provided
surplus labor to the development of the industrial sector. Kavoussi; Tyler, and Balassa
argue that the contribution of primary and manufactured export goods to output growth
and capital productivity depends on the imitial level of income per capita and on the
composition of exports. Renelt argues that those results can be obtained using any trade
openness measure, however trade openness as measured in this study includes the gains
derived from international trade not only through export promotion but also by allowing
greater competition through tmporting capital and pnmary goods. Technology transfer and
development of economies of scale are the result of overall openness to trade and not only
the outcome of a process of export promotion. Trade openness optimizes resource
allocation by promoting those production activities that face intemational competition.
Thus, this study assumes that trade openness is better understood when incorporating the
investment process associated to the promotion of both exports and imports of

agricultural and nonagricultural goods’.

® The concern of developing couniries on whether they should promote exports and restrict imports is an
issue that relates usually 10 structural balance of payments problems and/or domestic production policies
oriented to protect domestic producers. However. the truthness of this argument does not relate or attempt
to explain the gains a country receives by participating on international trade.
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The Augmented Neoclassical Growth Model developed herein adheres to the
Mankiw, Romer and Weil specification of human capital from the previous chapter and
includes two more factors of production, agricuitural and non-agricultural trade openness

promotion. A simple production function can be expressed as follows. Let

(21) Y = f(K,H,Xa, Xna, L)

where Y is total output, X is physical capital, # is human capital, .Xa is a trade openness
promotion measure in the agricultural sector, Xna is a trade openness promotion measure
in the non-agricultural sector, and L is the labor force. Assuming a Cobb-Douglas
production function with decreasing returns to scale to all reproducible factors, the

Augmented Neoclassical Solow model is expressed as follows. Let,

(22) v(1) = K* () H? (1) Xa® () Xna™ (1 AL) 7 °"

where @ > 0, >0, 8> 0 and 7> 0; and 0 < a+f+6&+ 7 < 1. In addition, the model
assumes that K> 0, H> 0, Xa > 0, Xna > 0 and L > 0. Special cases of the model anise
when any of the variables assumes a value equal to zero. These cases are particularly
interesting when either Xa = 0 and/or Xna = 0.'° As stated, A is the technological factor,
and A and L follow the same specification as before

(23) L(t) = L(0)e™

(24) A(1) = A(0)e”

therefore the number of effective units of Jabor grows at n+g like in the Solow model. The

model also defines k& = K/AL , h = H/AL , xa = Xa/AL , xna = Xna/AL , and y = Y/AL, as

1> A complete explanation of the theoretical implications are provided later in this chapter.
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the physical capital, human capital, agricultural trade openness, non-agricultural trade

openness and total output per effective unit of labor, respectively.

Non-negativity of Xz and Xna

Before proceeding with the actual derivation of the steady-state levels of income
per capita, physical capital, human capital, agricultural trade openness, and nonagricultural
trade openness, some discussion of the assumed non-negative nature of Ya and Xna is
warranted. By definition the model assumes that Xa > 0 and Xra > 0. This assumption
implies that countries take part in the international trade process either as
exporters/importers of agricultural goods or/and exporters/importers of nonagricultural
goods. However, it is possible to consider the hypothetical case where a country does not
participate in international trade either because of self-sufficiency reasons'' or any other
macroecononiic reason.

Let us assume first that a country does not have any commercial relationship with
any other country in agricultural goods, i.e. Xa is equal to zero. If Xa = O then the country
is defined as been self-sufficient in agricultural goods and therefore there are no trade
gains or technological improvements derived from Xa. Under this case the termn Xa must
be eliminated from the specification of the Augmented Solow model of equation 22. In
this regard agricultural trade openness does not have any impact on the steady-state levels
of physical capital, human capital, and income per capita. The second condition refers to
the non-negativity of Xna. This condition refers to the assumption that a country may be

defined as being self-sufficient in the production and consumption of nonagricultural

""" Self-sufficiency does not mean that a country has comparative advantage in the production of a specific
good, nor does it mean that a country can not benefit from the trade promotion process.
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goods if Xna = 0. As in the case of self-sufficiency in agricultural goods, self-sufficiency in
nonagricultural goods means to eliminate the Xna term from the specification of equation
22. The implications in terms of steady-state level determinations are the same as before.
Even though it is less likely for these theoretical scenarios to occur in the real world, it is
convenient to keep them in mind to have a better understanding of the associated gains in
productivity and consumption that international trade brings about. Having explored these
possible theoretical scenarios, this study proceeds to derive the steady-state levels of
income per capita, physical capital accumulation, human capital accumulation, agricultural
trade openness, and nonagricultural trade openness for the Augmented Solow Model. The
results of the newly developed steady-state conditions will then be used to specify the
differences among growth models and to develop the growth equation for empirical

estimations.

Steady-states

Before proceeding with the derivations of the steady-state conditions, it is
convenient to remember some considerations about the Solow and MRW growth models.
First, the Solow Growth Model assumes that the rate of savings of any economy is equal
to the rate of investment in physical capital, where physical capital is expressed in terms of
effective units of labor. Therefore, the Solow model only denves one steady-state level for
the physical capital. In the same context and following the Solow model specification
mentioned above, Mankiw, Romer and Weil argue that savings can be used not only in the
formation of physical capital but also in the formation of human capital. Thus, MRW

assume that the overall savings level can be decomposed between s, and s, where s, 1s the
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fraction of income invested in physical capital, and s, is the fraction of income invested in
human capital. Therefore, in MRW there are now two steady-state conditions, one for
physical capital and the other for human capital accumulation.

Using the Solow neoclassical framework and the correspondent MRW extension
to it, this study further assumes that a fraction of Gross Domestic Product, s,,, is invested
in the promotion of agricultural trade, and that a fraction of Gross Domestic Product s,,,
is invested in the promotion of non-agricultural trade'?. The model further assumes, that
the rate of depreciation for physical capital accumulation, human capital accumulation,
agricultural trade openness, and non-agricultural trade openness is equal to 4, where 0 < &
< 1" Therefore, by combining the rate of depreciation &, and the rate of savings invested
in each factor of production (s;, where i = k, h, xa, and xna), it is possible to define the

correspondent rates of net investment for each factor as follows;

(25) % =5, Y - &K

(26) -Zi =s5Y-8H

7) &a_ . y_sta
a

(28) na _ s ¥ SXna

where net investment is defined as the gross investment rate (s,Y where /=k, h, xa, and

xna), minus the rate of depreciation of the correspondent /™ factor in time t. Recalling the

2 Investment in the promotion of agricultural and nonagricultural trade is associated with the
development of economues of scale, capacity of response to forcign competition, development of
comparative advantage, and promotion of technological transfer,
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definitions of %, A, xa and xna (effective units of factors of production) it is possible to

rearrange terms as to determine the total differentials of X, H, Xa and Xna with respect to

éKa'HﬁXaa 2Xn

. a
wrt) time, i.e., —, ——, ,and . The partial denvatives of X, H, Xa, and Xna
(wrt) aa a a P ane An

wrt time will then be equated to equations 25, 26, 27, and 28 respectively to determine the
correspondent steady-state conditions for each factor of production. The results and

procedures of the mathematical derivation are shown from equations 29 through 40.

Physical Capital

Let us first start with the derivation of the steady-state level for the physical
capital. Thus, the first step to determine the physical capital steady-state level is to

rearrange k = K/AL as K = kAL and then take the total differential of X wrt time which

results in,
§= ALi+ I(A@+kLé/i
X a a
(29) 2.9 = A.Li-t-nk/ﬂ, + gkAL
a a

where, the rate of change of the capital stock wrt time ] ts equal to the sum of three

components. The first term at the right-hand-side of equation 29 refers to the change of

the capital stock per effective unit of labor wrt time multiplied by the number of effective

13 This assumption simplifies the mathematical derivation of the steady-state levels of X, H, Xa, and Xna.
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uruts of labor (4L). The second term is the change in the capital stock due to changes in
the rate of growth of the labor force; and the third term indicates the change in the capital
stock due to changes in the rate of technology growth.

To solve for the steady-state level, equate equations 25 and 29 which are
equivalent specifications of the change in the level of physical capital wrt time. Thus, it is
possible to substitute 29 into 25, and solve for the rate of change of the level of physical

capital per effective unit of labor wrt time as follows;

skY—éY{’=ALék—+n}cAL+gkAL
a

AL%:S,Y~5K—nkAL—gkAL

& s,Y 6K nkAL gkAL

a AL AL AL AL

however, to solve for the steady-state level of physical capital, it is required to use the
definition of output per effective unit of labor y = k“h®xa®xna™ and substitute it into the

previous equation resulting in

(30) %=skk°hﬁm”ma’ ~k(g+n+8)

where the net change in the level of physical capital accumulation per effective umt of

labor wrt time is equal to the proportion of income tinvested in physical capital

Changes in the assumption do not affect the overall results of this study.
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accumulation per effective unit of labor minus the change in the level of physical capital
accumulation associated with the rates of change of technology and labor force, and the
depreciation rate.

To solve for & from equation 30 1t is further assumed that at the steady-state level

- kK h .
the condition 30a holds. Where, (30a) refers to — = — = . Lm\ and 1dentifies the
S, S8, S s

producer maximizing behavior that allows any economy to assign scarce resources to their
best alternative uses until the last unit of savings per effective unit of labor has been
allocated equally among alternative investment opportunities. This condition implicitly
assumes that at the steady-state level the marginal productivity of the last dollar invested
in the /* factor is equal to the marginal productivity of the last dollar invested in the f"
factor, under the condition that i = j.

Therefore, using condition 30a, it 1s possible to mathematically identify the

following equalities that are then used to solve for the steady-state level of physical capital

I.r in equation 30. Thus, the model identifies that if at the steady-state level the marginal
productivity of the last dollar invested in factors i and /® is equal, then it is possible to
raise any pair of all these resulting equalities to the same power without altering the
implications of this condition. This mathematical procedure then allows the model to

substitute and solve for k. This is then shown as follows;

B A
o
Sy Sh
i) (ij = [x_a_} and
Sk SJ:A
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iit) [i\ ' _ [ﬂ’.} )
Slr) B S.:na '

solving i, i1, and iji in terms of W xa® and xna" respectively gives the following results,

k?%s?
% 8 _ L
1*) h? = 5>
Sy
6
ks
Gk g __ xa
1*) xa’ = +—, and
Sy
k™s_ "
11*) xna® = e
S .4

Results from i* ii*, and iii* are then substituted into equation 30, and then solved at the

steady-state for k, where ;: 0. The rematning of the mathematical derivation 1s an

algebraic procedure as shown below;

J- -4 0. & x n
0=5pka[k S; ]{k s,: ](k S:,m ]—k(g+n+5)

S, Sy

Sk)-‘ﬂ—9—xka-ﬂ¢0'lshﬂs os n - k(g+n+5)
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]
1-f-8- o g5~
llf = [Sk / .Shﬂsuosxm"} map-O-x

31
3h n+g+6

where k is the steady-state level of physical capital accumulation. Some considerations
are important to address. The first and foremost important element to point out is that the
result in equation 3! differs from those previous derivations of the steady-state level of
physical capital accumulation in the Solow model of equation 1) and in the Augmented
Solow model of equation 17.

In the basic neoclassical Solow model the steady-state level of physical capital
accumulation is positively related to the savings rate and negatively related to the rate of
population growth. In the Mankiw, Romer and Weil augmented model of equation 17, the
steady-state level of physical capital accumulation is determined as in the Solow model.
However, equation 17 predicts a Jarger steady-state level of physical capital, because it
incorporates the positive effect human capital accumulation has on physical capital. Not
surprisingly the same results are found in equation 31. However, the Augmented Solow
model with Human Capital Accumulation and Trade Openness predicts that the steady-
state level of physical capital per effective unit of labor also depends positively on the
income proportions invested in agricultural and nonagricultural trade openness promotion.
If the model specification is correct then physical capital accumulation is positively
affected by investment in trade openness because it helps to reallocate resources in a more

efficient way, allowing for greater capacity utilization, explortation of economies of scale,
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and generating technological improvements in response to competition abroad and, in
labor surplus countries contributes to increased employment, as mentioned before.

A second difference between the model developed in this study and previous
determinations of growth models relates to the study by Knight, Loayza and Villanueva.
Following MRW approach, Knight, Loayza and Villanueva define that the degree of trade
openness affects the steady-state level of physical capital accumulation and output growth
only through exogenous changes in the level of technological transfer. Knight, Loayza and
Villanueva assume that trade openness is an indirect determinant of output growth which
only has effects on it through exogenous changes in the level of technology. Thus, trade
openness does not have any direct effect on the steady-state level of physical capital
accumulation. On the other hand, theoretical results from equation 31 indicate that
endogenous technological change through the degree of trade openness has a positive and
direct effect on the steady-state level of physical capital accumulation. This particular
difference is a major shortcoming of previous theoretical growth models that will be
discussed in more detail when determining both the direct and indirect effects of trade
openness on overall per capita output growth.

Finally an empirical question that remains unanswered 1s whether the steady-state
level of physical capital accumulation is larger in the augmented Solow model with trade
openness than in the model estimated by Mankiw, Romer and Weil. The answer to this
particular question depends directly on the relative magnitudes of Sxa, Sxna, 6 and 7,

other things being equal.
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Human Capital

The second steady-state condition to derive corresponds to human capital
accumulation As for the physical capital, this section follows the same steps as before. It
is relevant to notice that even though some of the material herein presented may be
repetitive with respect to the previous section, it is still necessary to understand the
derivation process for the steady-state level of human capital. Thus, using the definition of
human capital per effective unit of labor h=H/AL, let us rearrange it as H=hAL, and then

take the total differential wrt time. This in turn yields,

Honr?imEim 2
a a = a

(32) —=AL%+nhAL+ghAL

where, the rate of change of the human capital stock wrt time % is equal to the sum of

three components. The first term at the right-hand-side of equation 32 refers to the change
of the human capital stock per effective unit of Jabor wrt time multiplied by the number of
effective units of labor (AL). The second term is the change in the human capital stock due
to changes in the rate of growth of the labor force; and the third term indicates the change
in the human capital stock due to changes in the rate of technology growth.

To solve for the steady-state level we proceed to equate equations 32 and 26

which are equivalent specifications of the change in the level of human capital wrt time.
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Thus, it is possible to substitute 32 into 26, and solve for the rate of change of the level of

human capital per effective unit of labor wrt time as follows:

s,,Y—éh':ALg—7+nhAL+ghAL
a

AL%=5,,Y—&’-I—nhAL~ghAL

however, to solve for human capital, it is required to use the definition of output per
effective unit of labor y = k“h?xa®xna”and substitute it into the previous equation

resulting in
a’ aphB o n (3
(33) g:s,,kh xa’xna” - h(g+n+ &)

where the net change in the level of human capital accumulation per effective unit of labor
wrt time is equal to the proportion of income invested in human capital accumulation per
effective unit of labor minus the change in the level of human capital accumulation

associated with the rates of change of technology and labor force, and the depreciation

rate.



To solve for h from equation 33 the model makes use of the condition 30a, as

k h .
before. Where, (30a) refers to —=-—=£=~ria, and identifies the producer
s, s S s

xa e
maximizing behavior that allows any economy to assign scarce resources to their best
alternative uses unti] the last unit of savings per effective unit of labor has been allocated

th

equally among alternative 1™ investment opportunities.

Hence, using condition 30a, it is possible to identify the following equalities which

are then used to solve for the steady-state level of physical capital # tn equation 33. The
model also assumes that at the steady-state level the marginal productivity of the last
dollar invested in factors i and /* is equal, which in tum allows to manipulate the

equalities as follows. This is then shown as;

a h a
) [LJ - [—] '
& (=)
4.

solving i, ii, and iii in terms of &%, xa°, and xna” respectively gives
g1 p

a a
) ke =S
a 3
Sh
. hls_°
%) xa® = =—, and
Sh
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1i*) xna” =

Results from 1%, 11*, and iii* are then substituted into equation 33, and then solved at the

steady-state for A, whcre% = 0. The remaining of the mathematical derivation is an

algebraic procedure as shown below;

a._.a ha 2] x x
O:shhﬁ[h S: }[ S;" ][h s’:" }—h(g+n+5)
s

h

—a-B-7 ) g+ feB-
s, O g b 0 P T =h(g+n+95)

h xa

‘-o-6-x o 8 x o 1-a-f-6-n
Sh Sk S:a Sxm =
n+g+o
i
. l~a-8-x _ a 8 T\ Va-B-d-n
3 S S S
(34) h = h k “xa “xna
n+g+éd

where h represents the steady-state level of human capital accumulation. The result in
equation 34 differs from that derived in Mankiw, Romer and Weil in equation 18.
Mankiw, Romer and Weil predict that the steady-state level of human capital relates
positively to the rate of savings invested in physical and human capital and relates

negatively to the rate of population growth. Equation 34 presents similar results as those
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implied by equation 18, however, the augmented Solow model with human capital
accumulation and trade openness predicts that the steady-state level of human capital per
effective unit of labor is also affected by the degree of openness both in agnicultural and
nonagricultural goods. The degree of trade openness provides for the exploitation of
economies of scale that technology transfer and learming-by-doing processes have on the
formation of human capital. Trade openness increases the process of technology transfer
and learning-by-doing, increasing overall labor productivity. In tum, reallocation of labor
among economic sectors increases overall marginal productivity that will not occur tn
economies that do not trade. Furthermore, industries and sectors which take part in the
process of international trade usually have labor skill requirements higher than those
industries dedicated to the production of goods for the domestic market. International
trade competition results therefore in enhancement of labor quality, easing the process of
technology transfer and physical capital accumulation. Hence, human capital accumulation
ts positively affected by the degree of openness because it reallocates resources in 2 more
efficient way, allows for greater capacity utilization, enables the exploitation of economies
of scale, and generates technological improvements in response to competition abroad
and, in labor surplus countries contributes to increased employment. At the empirical
level, whether the estimated magnitude of the steady-state level of human capital
accumulation is larger than the one estimated by Mankiw, Romer and Weil js an empincal
question that depends on the absolute magnitudes of Sxa, Sxna, 6 and = other things
equal.

A second difference between the model developed in this study and previous

determinations of growth models relates to the study by Knight, Loayza and Villanueva.
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Following MRW approach, Knight, Loayza and Villanueva define that the degree of trade
openness affects the steady-state level of human capital accumulation and output growth
only through exogenous changes in the Jevel of technological transfer. Knight, Loayza and
Villanueva assume that trade openness is an indirect determinant of output growth which
only has effects on it through exogenous changes in the level of technology. Thus, trade
openness does not have any direct effect on the steady-state level of human capital
accumulation. On the other hand, theoretical results from equation 34 indicate that
endogenous technological change through the promotion of trade openness has a positive
and direct effect on the steady-state level of human capital accumulation. Perhaps, the two
most relevant considerations drawn out of these steady-state conditions are; trade
openness results in higher labor quality, and thus resources shift from domestic
uncompetitive activities to trade related highly competitive production processes. This
result derives directly from the producer maximizing behavior assumption that indicates
that at the steady-state level (marginal condition) the marginal productivity of the [ast unit
of savings has to be equal among altemmative investment opportunities. This particular
difference is a2 major shortcoming of previous theoretical growth models that will be
discussed in more detail when determining both the direct and indirect effects of trade
openness on overall per capita output growth.

In this regard, the difference between the closed and open economy models is that
in the closed economy model the economy is not maximizing either production nor social
welfare. This is because the closed economy does not exploit the benefits associated with
maximizing resource use allocation directly derived from the process of international

trade. On the other hand, the open economy model differentiates between those
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economies that trade accordingly to their comparative advantage and those that are not

involved in international trade.

Agricultural Trade Openness

The Augmented Growth Model with Trade Openness proposes the derivation of
two new steady-state conditions. The first condition refers to the degree of trade openness
promotion in agriculture, whereas the second condition refers to the degree of trade
openness promotion in the non-agnculture sectors. The model first determines the steady-
state level for the agricultural trade openness promotion as follows. Using the same
specification as before, let xa=Xa/AL and Xa=xaAL. Taking the denvative of Xa with

respect to time.

&: A[,@+xaf1é+xa.l,ﬂ
a a a a
35) %: AL%mmAugxaAL

! : . HKa .
where, the rate of change of agricultural of trade openness promotion wrt ttme 3 1S

equal to the sum of three components. The first term at the right-hand-side of equation 35
refers to the change in agricultural trade openness promotion per effective unit of labor
wrt time multiplied by the number of effective units of labor (A4L). The second term 1s the

change in agricultural trade openness promotijon due to changes in the rate of growth of
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the labor force; and the third term indicates the change in agricultural trade openness
promotion due to changes in the rate of technology growth.

To solve for the steady-state level we proceed to equate equations 27 and 35
which are equivalent specifications of the change in agricultural trade openness promotion
wrt time. Thus, it is possible to substitute 27 into 35, and solve for the rate of change in

agricultural trade openness promotion per effective unit of labor wrt time as follows;

s.Y-6Xa= AL%G-+mmAL+gmA.L

AL%]-=SMY—&(0—)MAL—gxaAL

&a _s,Y d&Xa nxadl gxaAL
a AL AL AL AL

-@ca—a=sxay—m(g+n+5)

however, to solve for the steady-state level of agricultural trade openness promotion, 1t is
required to use the definition of output per effective unit of labor y = k°A?xa’xna” and

substitute it into the previous equation resulting in

(36) % = s keh?xa®xna” - xa(g+n+8)

where the net change in agricultural trade openness promotion per effective unit of labor

wrt time is equal to the proportion of income invested in agricultural trade openness
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promotion per effective unit of labor minus the change in the level of agricultural trade
openness promotion associated with the rates of change of technology and labor force,
and the depreciation rate.

To solve for xa from equation 36 it is further assumed that at the steady-state level
the condition 30a holds. As before, the model assumes that at the steady-state level the
marginal productivity of the Jast dollar invested in the ™ factor is equal to the marginal
productivity of the last dollar invested in the j* factor, under the condition that j # j .

Therefore, using condition 30a, it is possible to identify the following equalities
which are then used to solve for the steady-state level of agricultural trade openness

promotion in equation 36. This is then shown as follows;
K xa)’
Ol
SJ' Su
. (b g xa g
1) —J =|—| and
\ S, )

{’ T n
xa xna
1) —‘J = [—} )
\Sm S:m

solving 1, ii, and iii for &%, A°, and xna" respectively gives

xa®s,”
. a k
i*) k == e
xo
A
xa’s
" h
%) h? = S, and
s
xa
). 4 ) 4
xa"s
iii* xna® = e
1i1*) x
Sh

53



Results from i*, ii*, and iii* are then substituted into equation 36, and then solved at the

&a
steady-state for xa, where? = 0. The results is then,

K}

e . a WA x a
xa®s,” |( xa’s,” |( xa"s
Ozsuxa”[ = ]{ A J[ = J—xa(g-kn-r&)

l~a-f-x _ a_ B x o l-u-5-8-n
S.m Slr Sh Sx:-a = xa 7
n+g+od
1
. l-a-fi-n _a _B &\ \_g-A-B-r
(37) xa =| 2z 5% b Seng e
n+g+6

where xa 1s the steady-state level of agricultural trade openness per effective unit of

labor. The model predicts that xa depends positively on the rate of savings invested in
phystcal and human capital, and on the proportion of income invested on agricultural and
nonagricultural trade; and negatively on the rate of population growth. According to
equation 37, physical and human capital positively affects agriculture by allocating to the
production and trade of agricultural goods, only those resources that are productive in
such activity. The relative size of agricultural trade openness compared to nonagriculturat
trade openness depends finally on the levels of $., Sms, Sk, and s.. Nevertheless, for a

country with a large agricultural base xa is expected to be larger than otherwise. In most
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cases as countries move their production structure from agricultural to nonagricultural
industries, a reversal in the relative sizes of the steady-state levels might be expected,
becoming nonagriculture more important than before. In this regard, countries that start
off having a comparative advantage in the production and therefore, trade of agricultural
goods may reflect larger relative sizes of agricultural trade as ratio of the specific sectoral
production. At the empirical level countries which have a comparative advantage in the
production and trade of agricultural goods would, other things given, reflect a positive
sign related to income per capita.

It is convenient to remember that the positive effect of trade openness promotion
comes about because the model assumes that countries’ productton and trade behavior
follow a pattern directly associated with their comparative advantage. On the other hand,
if a country becomes involved in international trade not accordingly to its inherent or
current comparative advantage, then there would be a resource use misallocation that
contradicts the basic assumption of producer maximizing behavior. This in turn would be
reflected in general loss of social welfare, which would be reflected as well, 1n a negative
sign of empirical estimates for agricultural and nonagricultural trade openness promotion.
Furthermore, this resource use misallocation would reduce the marginal productivity of all
factors of production, driving countries away their long-run steady-state level of income

per capita.
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Nonagricultural Trade Openness

Finally, the steady-state level for the nonagricultural trade openness is determined
as follows. Given xna=Xna/4L, let Xna=xnaAL, and take the derivative of Xna with

respect to time.

Kna = AL dna +xnaAé+ xnaL@
17 a a a
(38) @210=AL7+nxnaAL+grnaAL

Hna

where, the rate of change of non-agricultural of trade openness promotion wrt time

is equal to the sum of three components. The first term at the right-hand-side of equation
38 refers to the change in non-agricultural trade openness promotion per effective unit of
labor wrt time multiplied by the number of effective units of labor (4L). The second term
is the change in non-agricultural trade openness promotion due to changes in the rate of
growth of the labor force; and the third term indicates the change in non-agricultural trade
openness promotion due to changes in the rate of technology growth.

To solve for the steady-state level we proceed to equate equations 28 and 38
which are equivalent specifications of the change in non-agricultural trade openness
promotion wrt time. Thus, it is possible to substitute 28 into 38, and solve for the rate of
change in non-agricultural trade openness promotion per effective unit of labor wrt time as

follows,
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Seo) — 8Xna = AL% +nxnadl + gxnaAdL

AL cna

=S, —dXna - nxnadl - gxnaAl

cna _ 5.,V &Xna nxnadl  gxnadl

a AL AL AL AL

&na =Sy —xna(g+n+6)

however, to solve for the steady-state level of non-agricultural trade openness promotion,

it is required to use the definition of output per effective unit of labor

¥ = k®h?xa’xna” and substitute it into the previous equation resulting in

oxna

(39) = S, k* W xa’xna” - xna(g +n+6)

where the net change in non-agricultural trade openness promotion per effective unit of
Jabor wrt time is equal to the proportion of income invested in non-agricultural trade
openness promotion per effective unit of labor minus the change in the level of non-
agncultural trade openness promotion associated with the rates of change of technology

and labor force, and the depreciation rate.
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To solve for xna from equation 39 this study makes use of condition 30a.
Therefore, using condition 30a, it 1s possible to mathematically identify the following
equalities which are then used to solve for the steady-state level of non-agricultural trade

openness promotion in equation 39. This is then shown as follows;

&
Sk Stra

" h g xna /

i) [g] :[EJ and

xa 9~ xna ?

& 2 -

solving i, ii, and iii for &%, K*, and xa® respectively gives the following results.

a a
") g = s,
o >

SW

B A

xna s

ii*) B = 2 r and

sxna

1Hi*) xa

Results from i*, ii*, and iii* are then substituted into equation 39, and then solved at the

a .
steady-state for xna, where = 0. The resuits is then,

A} S

xno xna

/ a _ a) . B & 8

xna®s,” | xna’s,” |[ ma’s,,
- x -xnalg+n+d
0=s, xna L . J{ 5 : xna(g )

X
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s )—0-5-9xnaatﬂ+0~x

a_  f
o S¢ S4

S = xna(g +n+5)

l-a-8-8 ] ~a~B-6-
S, a-g Skushﬁsm . l-a-B-6-x
= XxXna
n+g+o
|
. 1-a-8-0 . a B 9N\ q-fg-x
) YRR YR ¥
(40) ma = X k “h “xa
n+g+d

where xna is the steady-state level of non-agricultural trade openness per effective unit of

labor. The model predicts that x;ia depends positively on the rates of saving invested in
physical and human capital, and on the proportion of income spent on agricultural and
nonagricultural trade; and negatively on the rate of population growth. According to
equation 40, physical and human capital positively affects nonagriculture by allocating to
the production and trade of nonagricultural goods, only those resources that are
productive in such activity. For a country with a large nonagricultural base xna is
expected to be larger than otherwise. Countries that have comparative advantage in the
production of nonagrcultural goods may reflect larger relative sizes of nonagricultural
trade as ratio to the specific sectoral production. At the empirical level countries which
have comparative advantage in the production and trade of nonagricultural goods would,
other things given, reflect a positive sign related to income per capita. In general, how
much a country participates on international trade depends positively on how much the
country invests on physical capital, human capital, trade openness in agriculture and trade

openness in nonagriculture promotion. The more a country dedicates resources to the
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enhancement of physical capital accumulation and to increase the level of labor education

(training), the more competitive this economy becomes.

Income Per Capita

The procedure to determine the effects that K, H, Xa, and Xna have on income per
capita, and to find the steady-state level of income per capita, is to substitute equations 31,
34, 37, and 40 into the initial production function, equation 22. To empircally estimate
the resulting production function, this study proceeds to transform the original Cobb-
Douglas type of production function into a linear function, by taking the natural logarithm.
This transformation allows the use of econometric techniques to empinical estimate the
coefficient. Tt is important to mention that empirical estimations of the model can only be
performed if the coefficients of the model are expressed in linear form. Therefore, the

equation to be estimated is

LI £ _
Y A Skl-ﬂ-e-ﬂshﬂsxaoswﬂ] 1-g-fg-6-n (5b|—a—0-n’skasm5smaﬂ] \-a-g-8-x
L n+g+d n+g+é
9 . .
Sml—a—ﬂ—ﬂskashﬁsmﬂ] -a-p-6-1 [Sml—a—ﬂ—eskashﬁsmﬂ] l-a-fA-8-x
n+g+s n+g+9
In 1 :]nA(0)+g1+ @ ln(s b s 2 ')— a+f+b+x In{n + g + 6)
Lt l-a-f-6-7 ‘' @t ) \—a-f-6-x
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The final result is:

a+p+60+n

(Ytj
41 Inl — | =In A(0 - ]
(41) L7, =n (0) + gt l—a—ﬂ—e—frn(n+g+5)+l—a—,8—6—7rlnsk
+ p Ins, + 0 Ins_, + d Ins
l-a-f4-6-rx l-a-p-0-nx l-a-f-6-»

Equation 41 predicts that the long-run steady-state level of income per capita
depends positively on the degree of trade openness promotion in agricultural (s5) and
nonagricultural (smq). It also predicts, as expected, that population growth (n)'* affects
negatively the long-run steady-state level of income per capita and that physical capital (s¢)
accumulation and human capial (s;) accumulation positively affect the long-run steady-
state level of income per capita growth. In addition, the Jong-run steady-state income per

capita coefficients in equation 41 are a function of the factor share parameters a, g, 6, and

.

The main difference with the approaches followed by Edwards; and Krught,
Loayza and Villanueva is that trade openness affects both the steady state of physical and

human capital accumulation and the steady-state level of income per capita. If the
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specification of the model is correct, the introduction of openness in agricultural and
nonagricultural markets as factors of production, on the grounds mentioned throughout
the dissertation, has changed the traditional view that exports and imports affect physical
capital, human capital, and output growth only through the exogenous transfer of
technology. The new specification of the Solow model predicts difference in magnitude on
the empirical estimates as it will be mentioned in the next section. The model predicts that
the estimated coefficients of physical and human capital are affected by the introduction of
trade openness. Considering trade openness as a component of the technological factor
(A4) implies that estimated coefficients remained unchanged when comparing the closed
and open economy growth models. This assumption implies that there is no difference in
the steady-state levels of physical and human capital accumulation between the closed and

open economy models. A result that seems unplausible.

Indeed, one would expect that trade openness would affect the productive and
steady-state levels of both physical and human capital. Whether the final steady-state
levels of physical and human capital accumulation are Jarger or smaller after trade
compared to the before trade situation js an empirical question that depends on the relative
magnitudes of the production coefficients. Nevertheless, one expects that trade openness
results in a positive effect on overall income per capita through the reallocation of

resources, economies of scale, and transfer of technology of the trading process.

' The model assumes that the rate of change of technology transfer g and the rate of depreciation &
remain constanl.
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Summary

Tables 2 and 3 provide a comparative analysis of the alternative growth models
discussed in Chapter ITL. These tables clearly state the differences among models. Table 2
illustrates the differences in terms of mathematical derivations for the steady-state levels of
the correspondent factors of production. Table 3 provides the conceptual analysis that
relates to the derivations outlined in table 2, below. The main differences and their

correspondent implications are explained as follow.

The summary presented on tables 2 and 3 indicate that by endogenizing
technological change as a function of the degree of trade openness, one can explain the
effect that trade openness has on output growth, factor accumulation and overall factor
productivity in the context of the Solow model. The Barboza-Dicks proposed model
specification also allows the determination of both the direct and indirect effects that trade
openness promotion has on the long-run rate of growth of income per capita and on the

correspondent steady-state level.
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Table 2. Comparison of Steady-Statc Conditions under Alternative Growth Models

Solow * Mankiw et al * Edwards; and Proposed Barboza-Dicks *
Knight et a1 ®
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Table 3. Conceptusl Comparison of Alternative Growth Models

Solow

Mankiw et a)

Edwards; and
Knipht et al

Proposed Barboza-
Dicks

Fanctonsl
Form

Lnputs

Technology
Factor A

Steady-siales

Inpuir

Per Capiro
Income

vk AL YA A e O g

Capital and Labor.
Labor grows
exogenrously at rale n.

Exogenously given
wilh growth rate g.
Residual component.

Positive on savings
rale, ncgative on labor
growth () and
negative on
expgenous
Lechnological change.

Posilive on physical
capilal, negative on
labor, and positive on
exogenous lechnology
change

Physical capital. human
capita( and labor. Labor
grows exogenously at
rate n

Exogenously given
with growth rate g.
Residua) component

Pasitive on investment
n physical and human
capital, negative on
labor (orce growth, and
negalive on exogenous
Lechnotogscaf chanpe

Positive on physical
and human capiia),
negative on labor, and
posilive on exogenotls
techniology change.

Physical capital, human
capilal and Labor. Labor
prows exogenously at rle
n.

Exogenously given with
growth rele g, and depends
posilive on irade openness
and governmenl
infrastsucture.

Pagitive on investment in
physical and human
capital, negative an labor
force growth, and ncgative
on exogenous
technological change.

Poaftive on physical
capital, human capital,
and tradz openness;
negative on |abor, and
posilive on exogenous
Lechnology change. Open
economics grow faster
toward given sicady-state.

Physical capital, humap capital,
trads openness in agnculture
and noragriculture. Labor
grows exogenously at rale ».

Partally endogenized as linear
function of trade openness in
agriculture and nonagriculture
goods. Remaining portion grows
ol rate g

Positive on investment in
physical and human capital,
ncgative on labor foroe growth,
and negalive on exogenous
technological change. Positive
on Lthe degree of tade openness
in sgriculture and
nonagriculture goods.

In addilion, cleady-state levels of
physical and human capital
accumulation depend upon the
degree of rads openness

Positive on physica! capital,
human capital. agnculture and
nonagriculture trede openness;
negative on iabor, and positive
on exogenous lechnology
thange. Open economies Lend Lo
grow faster 1oward steady-stale,
and open economies achieve
differenl steady-sistes as trade
opaness faclors vary

Lower savings rale required o
achieve same growth level
compared o the closed econromy
$CENANO.
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The indirect impact s reflected in the effect that trade openness has on the steady-
state levels of physical and human accumulation (as indicated in table 2), and hence on the
parameter coefficients for the physical and human capital accumulation. On the other
hand, the direct impact of trade openness on the long-run level of income per capita is
indicated by the parameter coefficients of the degree of trade openness for agriculture and
non-agriculture trade activities; where open economies tend to grow faster than closed
economies other things given'*. In addition, as technology change is endogenized through
the promotion of trade openness, open economies are able to achieve different long-run
steady-state level of income per capita as trade openness factor vary. This particular
feature of endogenous technological change differentiates the Proposed Barboza-Dicks
model from the closed economy Solow model the MRW model and the KLV open
economy growth model with exogenous technological change.

To stress the importance of the last paragraph’s theoretical implications Tables 2
and 3 outline three relevant differences between the closed and open economy
specification of the Neoclassical Growth Models. In this regard, the first difference is that
the long-run steady-state level of income per capita is always larger tn the open economy
model. Thus, allowing open economies to achieve larger steady-state levels of income per
capita and greater long-run rates of growth of income per capita toward a given steady-
state level This result is particularly interesting because it suggests that a lower level of
capital accumulation (human and physical) is needed in the open economy compared 10

the closed economy to achieve the same level of long-run per capita output.

'S Other things given refer to the same level of domestic savings, same rate of depreciation, and same
level of technological transfer.
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The second implication is that in the open economy model lower levels of domestic
saving are associated with larger levels of per capita output growth. This is possible,
because the productivity of physical and human capital is enhanced as a result of the
process of technology transfer associated with the promotion of international trade
openness according to a comparative advantage behavior.

Thirdly, as trade factors vary, endogenized technological change allows economies
to achieve different steady-state levels of income per capita and physical and human
capital. This particular implication of the expanded model is not possible in the closed
economy model with exogenous technological change. Therefore, this study argues that by
endogenizing technological change through the degree of trade openness promotion, the
model provides evidence to close the gap to allow for endogenous changes in steady-state

levels of income per capita which is not possible in the closed economy Solow model.
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CHAPTER IV
METHODS AND PROCEDURES

Expected Results

This study estimates equation 41, by using a cross-section time-series model. The
mode] determines the effects of human and physical capital accumulation and agricultural
and nonagricultural trade openness on income per capita. Easterly et al. point out that
combining time-series with cross-section data is necessary because the growth
performance of LDCs shows substantial vanation over time. Moreover, it is possible to
capture any country-specific effects. Second, it allows us to expand the sample size.

Further, to appropriately estimate the model in equation 41, the model assumes

In A(0) = a+&, where a is a constant and ¢ is a country-specific shock. In addition / is

assumed to be equal to zero. In terms of the empirical estimation, this redefines the model

of equation 41 as

X X
(42) IWGNPPC=a,+a,Inl +a, lné +a,InSchool + a, ]n60+a5 In 27 4 ¢
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where ap is a constant and a,, a;, as, as, as are the parameters to be estimated. The

. : : Yy . :
dependent vanable in equation 43 ln(zJ ts approximated by the natural logarithm of the

per capita Gross Domestic Product and it is defined as InGNPPC. Per capita income is
defined as the Gross Domestic Product in constant 1987 US $ divided by total population.
This allows to have a relative comparable unit of measure for income per capita across all
countries'®.

To approximate the natural logarithm of the rate of population growth, In(n) in
equation 43, (assuming that g+ & are constant) this study uses the natural logarithm of the

labor force, InL Labor force is defined as the “economically active” proportion of total

population that is classified from 14 to 65 years of age. The natural logarithm of the

savings invested in physical capital, In(s, ), is approximated by natural loganthm of the

ratio of gross domestic investment to total output, ln[i] . Investment corresponds to
Q

total gross investment'’ and output is defined as the Gross Domestic Product. Gross
investment and Gross Domestic Product are defined in domestic currency for each country

and then a ratio is calculated to make data across countries comparable. The natural
logarithm of the savings invested in human capital, ]n(s,,), is approximated by the

secondary enrollment ratio, InSchool. The secondary enrollment ratio is defined as the

'6 The author recognizes that per capita income as defined in this study presents significant problems to
correctly compared to actual purchasing power of individuals across nations. However, per capita income
is the only available cross section time series data useful to conduct this study. Some of the major
problems while comparing per capita income across countries are that “informal” sectors and other
relevant econormic activities in developing countries are not recorded in the traditional definition of Gross
Domestic Product. In addition, differences in real exchange rates are not considered when transforming
data from domestic currency to constant US §.
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ratio of gross enrollment of all ages at secondary level as a percentage of children in the
country’s secondary school age group, including pupils enrolled in vocational or teacher-

training secondary schools The natural loganthm of the income proportion spent on

agricultural trade openness, In(s,, ), is approximated by the natural logarithm of the ratio
of nonfuel primary exports and imports to total output, ln[gj . According to the World

Bank Database (Stars) the classification corresponding to nonfuel primary exports plus
imports include commodities in SITC revision 1, Section 0, 1, 2, 4, and Division 68 (food
and live animals, beverages and tabacco, inedible crude matenals, oils, fats, waxes and

nonferrous metals). Finally, the natural logarithm of the income proportion spent on

nonagricultural trade openness, ln(sm), is approximated by the natural logarithm of the

Xna

0 J . All other exports plus

ratio of all other exports and imports'® to total output, ]n[

imports include fuel and manufactured goods. The fuel category includes SITC revision 1
Section 3 which incorporates mineral fuels and lubricants and related materials. While
manufactured goods cover SITC revision 1, Sections 5 through 9 (chemicals and related
products, basic manufactures, machinery and transportation equipment, other
manufactured articles and goods not elsewhere classified, excluding Division 68).

The a, coefficient in equation 42 correspondsto _a + 8+ 0+ n In equation 41,
l-a-f-0-ax

and it represents the effect of population growth on per capita output. As the Solow

" Gross Domestic Investment is defined as the sum of gross domestic fixed investment and the change in

capital stocks. .
1% All other exports and imports are calculated as total exports plus imports minus exports plus imports of

nonfuel primary goods.
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model predicts per capita output growth depends negatively on the rate of growth of
population. The magnitude of a; is expected to be larger in absolute terms than the one
estimated by Mankiw, Romer and Weil, because it incorporates the effects that trade
openness on agriculture and nonagriculture has on population growth. In practical terms,
the numerator is larger and the denominator is smaller than the one presented by Mankiw,
Romer and Weil in equation 19.

The second coefficient a, corresponds to a in equation 41 and it
l~-a-p-6-nx

represents the effect that physical capital has on overall output growth. This coefficient is
expected to be positive in sign. This dissertation supports the idea that by including trade
openness as a factor of production, the estimated impact of physical capital on output
growth should be larger than the one reported in previous studies. At the practical level
the numerator a remains invanant compared to previous estimations of the Solow model,
however, the denominator incorporates the factor coeflicients for trade openness in
agniculture (6) and nonagriculture (), resulting in a smaller value for the denominator and
therefore a larger overall coefficient. The hypothesis to be tested is whether empirically
this coefficient is larger once trade is included. Feder argues that factor productivity on the
export sector is higher than productivity in the nonexport sector. If this is true then trade
has a positive effect on physical capital productivity and therefore it should be reflected in
the coefficient a, as the model of equation 4] suggests.

Empirical studies that determine the impact of export on per capita output growth
report that there is a positive and statistically significant relationship between export

growth and per capita output growth (Michaely; Balassa; Tyler; Kavoussi; Feder, Mbaku;
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Moran; Moschos; Ram; and Barboza). In addition, these studies support the hypothesis
that export growth enhances factor productivity, which is reflected in large values for
estimated coefficients on physical and human capital as suggested in equation 41. This
study provides an alternative theoretical approach to the exogenous neoclassical theory of
economic growth with a feasible explanation why these empirical estimates may have
larger values once export growth (or any trade measure as Renelt and Levine argue) is
included as an explanatory variable of per capita output growth. One important result of
this model is that even though the estimated parameters for the physical and human capital
may be larger than the ones reported by Mankiw, Romer and Weil there is still a
possibility that the absolute value of the steady-state level of physical and human capital
accumulation may be smaller if certain conditions on Sy, Sx, &and 7 are met.

Edwards; and Knight, Loayza and Villanueva considers trade openness as a
component of the technological factor (4) that only has affect on Jong-run output growth.
This means that in the models of equations 19 and 20, empirical estimates of the
coefficients for physical and human capital are not affected by the inclusion of trade
openness, i.e. the factor-input elasticities remain invariant when comparng the closed and
open economy models. On the other hand, the model developed in this study shows that
trade openness has a positive affect on the magnitude of the parameters for physical and
human capital, and a negative effect on the labor force growth parameter estimate. These
theoretical implications are for the most part in accordance with the empirical evidence

found in Michaely; Balassa; Tyler, Kavoussi; Feder; Mbaku;, Moran, Moschos; Ram; and

Barboza.
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The third coefficient a; corresponds to g in equation 41 and it
f-a-f-0-nx

represents the effect that human capital has on overall output growth. Likewise, the
coefficient for human capital is expected to be positive in sign. This study supports the
idea that by including trade openness as a factor of production, the estimated impact of
human capital on output growth is larger than the one reported in previous studies. The
varnation in the magnitude of the coefficient comes because of the reduction in the value of
the denominator, where the value of the factor share of a labor augmented unit of
technology, (1-a-#6-), is now smaller than in previous studies, (1-a-/), resulting in a
larger a. coefficient. The hypothesis to be tested is whether empirically this coefficient is
indeed larger once trade is included.

The coefficient a. 1s equal to 6 in equation 41 and it measures the
l-a-8-0-=n

effect that agricultural trade openness has on per capita output growth. According to
Balassa; Kavoussi; Levine and Renelt; and Tyler, this coefficient should be positive.
Furthermore, a should be larger, positive and statistically significant for low income
developing countries whereas it should be either small or not statistically significant for
middie and high income developing countries. The overall expected sign for a is positive.

Finally, the coefficient as is defined as T in equation 41 and 1t
l-a-f-0-rx

measures the contribution of nonagricultural trade openness on output growth. For middle
to high income developing countries as should be statistically significant and positively
related to per capita output growth. The magnitude of as is expected to be Jarger than the
one for as,. Technology transfer and economies of scale tend to be larger on the

nonagricultural sector compared to the agricultural sector (Balassa; Tyler; and Kavousst).
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One interesting outcome of the model developed in equation 41 is that once trade
openness is considered 2 factor of production and not a component of the technological
factor (4), the steady-state levels of physical and human capital may be lower than in the
closed economy model of equation 19. Further, the long-run steady-state level of income
per capita growth is larger when trade openness is included than otherwise. The
theoretical development of the Augmented Solow Model with Trade Openness in equation
41 suggests that a lower level of capital accumulation is needed to achieve the same level
of long-run per capita output growth once trade openness is considered as a factor of
production. Hence, an economy that is involved in international trade achieves a larger
steady-state level of income per capita growth than an economy that does not trade, other
things being equal. Countries that trade develop economies of scale, reduce
unemployment, grow faster, and achieve higher levels of income per capita than countries

under the same conditions that do not trade.

Estimation Method and Misspecification Tests

The model of equation 42 is initially estimated by ordinary least squares (OLS).
Traditionally, economic research in the area of economic growth uses the OLS technique.
OLS is thought to provide the necessary tools to empirically estimate this linear model. In
this particular regard, McGuirk, Drscoll and Alwang suggest 1ests 1o determine the
presence of misspecification errors for each of the classical OLS assumptions, 1.e.
normality, functional form, static and dynamic homoskedasticity, no autocorrelation, and
parameter stability. Since, this study incorporates cross-country data and it is estimated as

a cross-section time-series study by using four years average annual data only the
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misspecification tests for normality, functional form, and static and dynamic
homoskedasticity are performed. Four year averages of real Gross Domestic Product, the
investment-output ratio, the labor force, education level, trade openness in agriculture,
and trade openness in nonagriculture, are used as base data.

McGuirk, Driscoll and Alwang recommend that tests on the classical OLS
assumptions should be performed as much as one can, i.e. one should conduct as many
misspecification tests as possible to improve confidence and power of statistical testing of
economic hypothesis. In the case of this study, as mentioned before, the tests that will be
performed are those for the normality, functional form, static and dynamic
homoskedasticity. The no autocorrelation, and parameter stability assumption’® tests are
not conducted. In general, misspecification tests are rarely seen in applied economic
theory, especially when estimating the relationship between factors of production and
overall economic growth, Whereas some cross-section studies test for the possibility of
static heteroskedasticity, most do not conduct misspecification tests on the other relevant
assumptions. If the appropriate misspecification tests are omitted then there is a large
possibility that the empirical results are biased, inconsistent, and inefficient, which in tum
resuits in a loss of power in the statistical tests. This study provides the resuits of the
misspecification tests on the use of OLS for testing Neoclassical Growth Models in tables
S,7,9,11, 14,16, and 18. The analysis of the results of the tests are in the next chapter.

According to McGuirk, Dnscoll and Alwang to test the normality assumption,
three different tests are applied, the kurtosis test, the skewness test, and the omnibus test.

For the functional form the Kolmogorov-Gabor polynomial (KG2), and the Regression
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Specification Error Test 2 (RESET2), tests are applied. For static and dynamic
homoskedasticity the RESET2 and White's heteroskedasticity test are used. Based on the
results of Tables 5, 7, 9, 11, 14, 16, and 18, an alternative estimation method is used. At
first instance, this study proceeds to use the POOLED estimation technique as described
by Kmenta (1986 Section 12.2 pp. 616-625) and implemented by the econometric
software SHAZAM. The POOLED technique consists of a Generalized Least Square
estimation that accounts for the existence of heteroskedasticity and autocorrelation across
countries and time.

The procedure as described in Kmenta (1986) is detailed as follows. The general
assumptions about time-series studies is that the error may present an autoregressive
process but they need not to be heteroskedastic. On the other hand, a cross-section study
assumes that error may be heteroskedastic but not necessarily autoregressive. When both
processes are combined it is reasonable to assume that both heteroskedasticity and
autocorrelation are present. Therefore, this study combines both assumptions to construct
a cross-sectionally heteroskedastic and timewise autoregressive model. The mode]
specification indicates that:

(43) E(e*)=0"
where ¢, indicates the presence of heteroskedasticity for each specific cross section.

Furthermore equation 44 indicates that there is cross-sectional independence. Finally

equation 45 illustrates that there is an autoregressive process.

19 McGuirk et al., present a complete description of all available misspecification test for Ordinary Least
Squares, besides the ones that are performed in this study.
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(44) E(e,e,)=0 (i=))

(45) Eu = plel.l—! + luu

2

Liz , and E(sl..,_,,ul,)=0 Jor all i j. To

where 4, ~N(0, o':‘) , E,~N
I-p

find consistent estimates for the variance covariance matrix, the ordinary least squares

method is initially used to obtain consistent estimates of the e,. These error terms are in

turn used to estimate the p, elements of the transformed variance covanance matrix. To

assure convergence the estimates of the p, elements are confined to have a value within the

range of {-1,1} for any given sample size”. Thus, the initial observations are transformed

by using the correlation estimates. The following specification is copied from Kmenta

(1986, p. 619). The transformed vanables are denoted by the superscript (*) as foltows:

(46) Yi=B X 4B Xinr B Xos+ I,

where K‘,:\ll—,‘olz Y, forz =1, and Y.=Y.-p Y, forr=23 . T In

addition, the correspondent transformed explanatory variables are defined in the same
manner as the dependent variable, The transformation of the vector of explanatory

variables X in equation 46 is expressed as follows.
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Xoe=Vl-p X, fort= 1, and X,,=X.o-p X0\, fort=2,3, . T
Wherek=1,2, .. K andi=12, ... ,N

As described in Kmenta, “The purpose of this transformation is to estimate o,
from observations that are, at least asymptotically, nonautoregressive since estimated
variances based on autoregressive disturbance are, in general, biased.” (p. 620). Therefore,
this procedure allows to obtain consistent estimators of p, and o’,, and therefore consistent
estimators of the variance covariance matrix. This finally allows to achieve maximum
likelihood estimates. For the purpose of the empirical estimations of this study, it is
assumed that the parameter p presents the same value for all cross-sectional units®'. In

other words, p, = p, =p foralti,j=1,2, ... ,N*

Data

Averages consisting of four years are used instead of annual data to avoid the
problem of year specific charactenstics and also as a tool to increase the size of the
number of observations compared to a pure cross-section study. Four year averages are
used because it is assumed that within four years most policy effects or economic shocks
will be absorbed by the economy. Further, by using four year averages it is possible to
reduce large vardation on annual data that are commonly presented in developing

countries. For instance, it is not rare that income per capita suffers large variations from

7

2 Kmenta indicates that when the sample size is to smal] there is a possibility for 0, to have an
estimated absolute value larger than 1.

D Tnitial computations to calculate a convergence value for p for each cross-sectional unit indicated that
there were 0o few observations to successfully complete the convergence procedure. The altermative
estimation required assuming the same value of o for all cross-sectional units.

2! For a complete denivation of the estimation procedure for the POOLED technique see Kmenta (1986).
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year 10 year in countries with an unstable political system. Also trade openness can
fluctuate largely due to the imposition of tanff and nontariff barriers to solve temporarily
balance of payments disequilibriums. This study assumes that by using four year averages
most of this variation will be eliminated. If a cross-section time-series study s conducted
without using annual averages then dummy variables should be included if one wants to
account for year specific events in each country. Yet, explaining year-specific events
requires detailed information that is rarely available in most developing countries.

To determine the contribution that each factor of production has on overall per
capita output growth and how they affect productivity of others factors, five different
regressions are performed. Estimation 1 includes the average annual investment-output
ratio, and the annual average labor force as explanatory variables of income per capita.
Estimation 2 includes the average annual investment-output ratio, the secondary
enroliment rate, and the average annual labor force as explanatory variables of the average
annual per capita GDP. To account for the presence of international trade, estimation 3
includes the average annual degree of trade openness as explanatory variable of per capita
GDP, in addition to those included in estimation 2. Estimation 4 decomposes the degree of
trade openness used in estimation 3, between agricultural and nonagncultural trade
allowing to determine the impact of trade openness on output growth and overall
productivity of the rest of factors of production. Finally estimation 5 uses an alternative
measure for the degree of trade openness for agricultural and nonagricultural trade, by
calculating the ratio of trade openness in agricultural to the value of GDP added by

agriculture and the ratio of nonagricultural trade openness to the value of GDP added by

nonagriculture.
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Data are from the World Bank Economic Database for the World Tables 1994.
The country sample includes; low, middle and high income developing countries from
Latin America, Africa and Asia. The period under study covers data for 62 developing
countries from 1973 to 1992%. Difference in income per capita allows for a determination
of the effect that trade openness in agriculture and nonagricultural goods has at different
stages of economic development. As mentioned before, to increase the size of the sample,
a POOLED data model is estimated by dividing the period of study into subperiods of four
years. The data is initially collected in basic units, then it is transformed by taking the
natural loganthm and therefore avoiding scaling problems. Once the natural logarithms
were applied the four year averages were calculated. More recent data was not available at
the time this research was conducted. To test for specific region impacts the sample of
countries was also aggregated in regions for Latin America, Africa, and Asia. Seven
different estimations of each of the alternative growth models are performed™.

Initially, an overall estimation of the complete sample of countnes was conducted,
then individual estimations for the regions (Africa, Asia, and Latn Amerca) and by
income group (Low, Middle, and High) were performed. The classification of countries by
income group was made according to the initial level of income per capita in 1973. The
World Bank World Tables 1994 provides income per capita in constant 1987 US dollars.

The classification of developing countries by income group is made as follow. Countnes

# Appendix | provides a complete list of the countries.

2 Alternative growth models are the Solow, Solow Augmented with Human Capital, and Solpw
Augmented with Human Capital and Trade Openness. For the trade openness model three altermatve
estimations are performed. the first one with Openness as total exports plus imports to GDP. The second,
with agricultural exports plus imports to GDP and nonagricultural exports plus imports to GDP. The final
estimation uses agricultural exports plus imports to value added to GDP, and nonagncultural exports plus
imports 10 nonagricultural GDP value added.
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with initial income per capita level below 600 dollars were categorized as low income
countries. Countries with income per capita between 601 and 1500 dollars are categorized
as middie income countries, and finally countries with income per capita higher than 1500
dollars are categorized as high income countries. On the other hand, the region
classification considers Latin America countries to include those countries from Latin
America and the Caribbean. Asian countries are countries from Middle East, Central Asia,
South Asia, East Asia and the Pacific. African countries are countries from North Africa
and South-Saharan Africa. The results of the OLS estimations and correspondent
misspecification tests are provided in the next chapter. The final results of the POOLED
model are also in the next chapter. Comparisons among alternative estimation techniques

are provided to determine the most appropriate method
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CHAPTER V

EMPIRICAL RESULTS

This chapter provides the results for the OLS and POOLED estimations of the
alternative growth models presented throughout chapter II to IV. OLS results and
correspondent misspecification tests are found in Tables 4 through 19. In addition, tables
20 through 28 present the altemative POOLED estimations to correct for misspecification
errors found in the OLS estimates. Estimations for seven different groups and five

alternative growth models are performed, as mentioned 1n the previous chapter.

OLS Estimations and Misspecification Tests

The confidence and robustness on the OLS estimates relies on the results of the
misspecification tests performed on the OLS classical assumptions. Thus, misspecification
tests indicate the precision, and robustness of OLS estimates. Violations of any of the
basic assumptions of the OLS technique result in reductions of statistical power of the test

statistics, and/or in biased results. The five basic assumptions of the OLS estimation are:

errors are normally distnbuted N~(p,o"); zero mean of error term E(e,) = u;
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homoskedasticity of error terms, e, var(e,.) =0", no autocorrelation
E(e, ,e/) = 0,7 # j; and non-stochastic independent variables.

Before, proceeding with the analysis of the empirical results it may be beneficial to
discuss some economic relationships that derive from international trade theory and that
are of use in terms of understanding the results discussed in this chapter, International
trade theory assumes that a country’s overall production and consumption possibilities
enhance if a country takes part of the process of international trade following comparative
advantage. In turm, this study stresses that the effect of trade patterns based on
comparative advantage in the process of development in developing countries is reflected
in the sign and statistical significance of empirical estimated coefficients of the different
trade openness measures. Thus, a positive sign in any of the trade openness measures
implies that resources are being allocated into those economic activities that generate
positive changes in income per capita, i.e., income per capita increases the more open the
economy is. On the other hand, a negative sign in any of the trade openness measures
implies that resources are not being allocated to the most productive activities and
therefore income per capita is negatively affected by the promotion or development of

such trade activities.
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Table 4. OLS Estimated Results of Alternative Neoclassical Growth Models (Full Sample) *

Augmented Growth Models

Solow Human Trade Openness
Capital 1 2 3
Number of Observations 310 310 310 310 310
Degrees of Freedom 307 306 305 304 304
R? 0.32 0.65 0.85 0.65 0.72
Constani 12165 8.682 B8.745 8.928 7.314
(25.17) (21.37) (17.73) (18.90) (16.19)'
Labor Force -0.256 0.237 0.242 -0.258 0.151
(8.121) (-11.68) (-8..99) {-9.21) (-5.98Y
It 1.069 0.553 0.568 0.562 0.409
(8.13)' (5.56) (5.02 (4.83) (4.03)
School© 0.724 0.724 0.699 0.589
(16.88)' (16.68)' (15.24) (14.22)
X+M/GDP ° 0.022
(0.29)
AgX+AgW/GDP * 0.118
(-1.61y
NonagX+NonagW/GDP ' 0.053
(0.70)
AgX+AgM/AgGDP ® 0.366
(8.33)
NonagX+NonagM/NonagGDP 0.362
{-5.52)
F-teat* 74.26 187.97 140.59 113.54 155.81
(0.00) {0 00) (0.00) (0.00) {0.00)

* Values in parenthesis are t-ratios

® Investment-outpul ratio

< Secondary enroliment ralio

¢ Total Exports plus Total Imports-Gross Domestic Product Ratio

* Nonfuel primary Exparts and Imporis-Gross Domestic Product Ratio

* Ali olher Exports and Imports-Gross Domestic Product Ratio

¢ Nonfuel primary Exports and Imporis-Agricuftural Gross Domestie Product Ratlo
* ANl other Exports and Imponis-Nonagricutiural Gross Domestic Product Ratio
' Significant at 1% level

| significant at 5% levet

* Value in parenthesis are p-values
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According to comparative advantage, a country’s income per capita increases by
producing those commodities in which it has lower relative production costs compared to
other countries, and trade these commodities in the international markets for the
commodities in which the country has relatively higher production costs. Therefore, a
positive sign in the coefficient of trade openness, in particular in the coefficients of
agricultural and/or nonagricultural trade openness; implies that the promotion of trade
activities generates incremental increases in income per capita. Per capita income increases
as a result of scarce resources being allocated to the production and export of those
commodities in which each country has comparative advantage, and/or the country is
importing those commaodities in which it does not have comparative advantage, compared
to the no trade scenario. To determine the importance of trade openness 1n the process of
economic development, this study develops two alternative trade openness measures that
are useful to determine how international trade by category of goods relates to overall
productivity, and to sector value added productivity.

Let us first analyze the case of trade openness as a proportion of overall Gross
Domestic Product. As mentioned above, positive signs in the trade openness coefficients
refer to economic activities that follow comparative advantage, and determine that overall
productivity of the trading sector is on average higher than productivity in the rest of the
economy. For instance, a positive sign in the degree of trade openness in agriculture to
Gross Domestic Product implies that the productivity derived from agriculture trade on
average is higher than the productivity that might be derived from all other domestic
activities. On the other hand, a positive sign in the degree of trade openness in

nonagricultural goods implies that the productivity derived from this trading sector is on
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average higher than the productivity of the other domestic activities. A negattve sign in
any of these two trade measures implies the opposite, i.e., average domestic productivity
is higher than productivity in the correspondent trading sector. Therefore, if a country
trading patterns are based on comparative advantage one would expected positive signs on
the trade openness coefficients.

The second scenano corresponds to the measures of trade openness that relate
trade openness in agricultural to domestic agricultural value added, and trade openness in
nonagncultural to domestic nonagricultural value added. In the first instance, these two
trade openness measures should reflect the same results as those described in the previous
paragraph. However, it is possible that the second set of trade openness measures reverse
in sign compared to those described above. The reversal in sign is important in terms of
income per capita determination because it shows how trade activities may have higher
productivity than average domestic production, yet they do not have higher productivity
than the average productivity in their correspondent productive sector. On the other hand,
negative coefficients in the degree of trade openness indicate that a country is not trading
following a comparative advantage pattern. In other words, the presence of negative
coefficients indicates that a country is following an inappropriate trade pattern, i.e., the
country is either exporting goods in which it does not have comparative advantage; or it is

importing goods in which it does have comparative advantage Hence, a country

% In the perfectly competitive neoclassical framework, comparative advantages are the result of initial
resources endowments which in turm cause economy to be more productive than others in the production
of specific goods. However, in the real world, comparative advantage can be the result of a number of
factors among which protection and trade intervention could play a major role. However, this study dc_,cs
not provide a full analysis of the sources of comparative advantage, whgrher garural comparative
advantage or policy created comparative advantage through the use of commercial policy.
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optimizes resource allocation when all four trade openness measures relate positively to

Income per capita and are statistically significant.

Overall Sample

Table 4 presents the results of the empirical estimations for the complete sample of
62 developing countries. From left to right, Table 4 presents all the correspondent
estimations as described in the previous chapters. The first estimation is the simple
Neoclassical Solow model. The second estimation corresponds to the Augmented Solow
model with Human Capital. Estimations three to five correspond to the Augmented
Neoclassical Growth Model with Trade Openness. Three alternative trade openness
measures are evaluated. Under the heading Trade Openness, estimation number one
estimates the Augmented Solow Model with Human Capital and Overall Trade Openness.
Estimation number two is the Augmented Solow with Human Capital and Agnicultural and
Nonagricultural Trade Openness as proportions of Gross Domestic Product. The final
estimation, number three, is the Augmented Solow model with Human Capital and
Agricultural and Nonagricultural Trade Openness as proportions to Gross Domestic
Product value added in agriculture and nonagriculture, respectively.

The first estimation in Table 4 indicates, as expected, that physical capital
accumulation is positive and statistically significant related to income per capita In
addition, labor force has a negative and statistically significant effect on income per capita.
The inclusion of human capital accumulation in the second estimation of Table 4 shows a
significant improvement in terms of income per capita variation as explained by a higher

R2 R? increases from 0.32 in the first estimation to 0.68 in the second estimation The

87



school (human capital accumulation) variable is positive and statistically significantly
related to income per capita, confirming the theoretical elaboration of the previous
chapters. In estimation two the remaining explanatory variables maintained their previous
signs and statistical significance. The inclusion of human capttal accumulation results in a
reduction of the overall value for the physical capital accumulation coefficient, whereas
the labor force coefficient remains basically invariant. These results confirm the results of
Mankiw, Romer and Weil that human capital inclusion corrects the high initial value of
physical capital in the simple Solow model and it also increases the overall performance of
the Solow model in explaining income per capita variability. All explanatory variables in
estimations one and two of Table 4 are statistically significant at the 1% level of
confidence.

The third estimation includes the overall degree of trade openness measured as the
ratio of total exports plus total imports to Gross Domestic Product. Results from
estimation three indicate that trade openness relates negatively to income per capita, but is
not significantly different from zero as indicated by the low value of the t-statistic. The
other explanatory variables matntain their magnitudes and statistical significance as before.
The result of trade openness not being related to income per capita seems at first glance
contrary to previous findings that support export promotion as a source of economic
growth. Kavoussi finds for a sample of seventy-three developing countries that export
promotion is an important determinant of output growth. In the same regard, Feder states
that export promotion increases output growth on a sample of semi-industrialized less
developed countries because export oriented policies bring the economy closer to an

optimal allocation of resources. Balassa indicates that there is a positive relationship
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between export growth and output growth for eleven developing countries which have
established an industrial base. Ram also found a positive relationship between export
growth and output growth Khan and Reinhart show for a sample of twenty-four
developing countries that there is evidence to support the hypothesis of export promotion
increasing output growth. They also show that the same positive relationship can be
obtained when substituting export growth with import growth. However, the latter has a
lower impact on output growth than the former. Finally, Moschos shows exports having a
positive effect on output growth on a sample of seventy-one developing countries.
Estimation four incorporates a decomposition of the degree of trade openness by
category of goods. This decomposition indicates that there is a negative and statistically
stgnificant relationship between agricultural trade openness and income per capita at the
5% level of confidence. On the other hand, nonagncultural trade openness, even though it
is positively relative to income per capita, is not statistically significant, ie., not
statistically different from zero. The combination of these two results indicates that the
more developing countries move their production and trade structure from agncultural to
nonagricultural goods the higher the level of income per capita. Nevertheless, it seems that
developing countries have not yet achieved the minimum required economic size to
develop economies of scale, and to appropriate technology transfer in the nonagricultural
sector. In this regard, Tyler argues that the greatest technology transfer in developing
countries is derived from manufactured exports. Khan and Renhart argues that a large

technology transfer is derived when imports are used instead of exports as a proxy of

openness.

89



The final estimation on Table 4, attempts to explain the importance of trade
openness on agricultural and nonagricultural goods as proportions of their respective
value added in Gross Domestic Product. The results of this final estimation reveal that
there is a reversal in the sign of the coefficients for agricultural trade and nonagricultural
trade openness measures once trade openness is weighted to its correspondent Gross
Domestic Product sectoral value added. This reversal in coefficient signs indicates that for
the period under study the promotion of agricultural trade has resulted in higher
productivity levels in the agricultural sector, whereas promotion of nonagricultural goods
has resulted in a reallocation of resources within the nonagncultural sector that do not
follow a comparative advantage approach. The relevance of these results is further
analyzed by decomposing the sample of countries between low income, middle income,
and high income; and by geographical regions, Latin America, Afnca, and Asia as
presented in the following sections.

Misspecification tests on the estimations of the full sample model indicate the
presence of some statistical problems. These problems, in tumn, reduce the statistical
power of the model. The misspecification tests in Table S were only performed for the
Augmented Neoclassical Growth Model with Human Capital Accumulation and Trade
Openness in Agricultural and Nonagricultural Goods. Results in Table S indicate that there
is presence of static and dynamic heteroskedasticity; and autocorrelation. Therefore, the
use of OLS is not an appropriate technique to conduct the estimation of the Augmented
model. The misspecification tests conclude that there is a loss in power in the statistical
tests, thus generating a bias in the coefhicients. To correct for these misspecification

errors, this study proceeds to estimate the growth models by using a POOLED technique
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that accounts for the presence of static and dynamic heteroskedasticity; and
autocorrelation (independence). The results of the POOLED model are discussed
elsewhere in this chapter.

Table S. Estimated Results of the Misspecification Tests on the OLS Assumptions for the
Aug.nented Neoclassical Growth Model with Human Capital and Trade Openness on
Agricultural and Nonagricultural Goods (Full Sample) "

Assumplion Teat t-stabatic p-value Tes! Resun
Normality Skewness -1.175 0.242 fail to Reject Ho
Kurloais 0.605 0.515 Fad to Reject Ho
Omnibus -1.747 9210* Fail to Rejec! Ho
Functional Form KG2 6.388 0.000 Reject Ho
RESET2 9.838 0.002 Reject Ho
independence Lagt 20.750 0.000 Reject Ha
Static Homoskedasticnty RESET2 0 454 0.653 Fail to Regect Ho
White 6.383 0.000 Reject Ho
Dynamic Homoskedasticity Lag2 18.140 0.000 Rejecl Ho

® Critical value at 1% levet of conlidence

Low Income Countries

Estimations by income group allows for the determination of the effects on income
per capita associated with the size of the economy and the stage of economic
development. This study divides the country sample between three income groups, low,
middle, and high. Results for the OLS estimation and corespondent misspecification tests
of the growth models by income groups are in Tables 6 through 12. The first estimation in
Table 6 indicates, as expected, that physical capital accumulation is positive and
statistically significant related to income per capita. In addition, the growth of the labor

force has a negative and statistically significant effect on income per capita. The inclusion
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of human capital accumulation in the second estimation of Table 6 shows an improvement
in terms of income per capita variation as explained by a higher R?. R? increases from 0.17
in the first estimation to 0.29 in the second estimation. The school variable is positive and
statistically significantly related to income per capita. The inclusion of human capital
accumulation results in a reduction of the overall value of physical capital accumulation.
Labor force is still negatively related to income per capita and has a larger negative value
compared to the value determined in estimation one. As in the case for the overall sample,
the results of this estimation confirm previous findings by Mankiw, Romer and Weil.
Results from estimation three (number one under the Trade Openness heading)
indicate that trade openness relates positively to income per capita. The sign for the other
variables remains statistically significant and R’ increases to 0.31. Trade openness in low
income countries results in higher income per capita than otherwise. However, the relative
size of the remaining coefficients decreases. Thus indicating, that the productivity in the
trading sector is higher than that dedicated to the domestic production. This result
confirms the initial hypothesis that trade openness reallocates resources among economic
sectors increasing overall income per capita. Furthermore, the inclusion of trade openness
reflects a relevant process of technology transfer in developing countries as indicated by

the reduction in the constant coefficient from 7.44 in the closed economy mode] to 6.90 1n

the open economy estimatior.
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Table 6. Low Income Countries QLS Estimated Results of Alternative Neoclassical Growth Models *
Augmented Growth Modeis

Solow Human Trade Openness
Capitai 1 2 3
Number of Observations 120 120 120 120 120
Degrees of Freedom 17 116 115 114 114
R? 047 0.29 0.31 0.31 0.37
Constant 7577 7.442 6.906 7 065 6.337
(17.44) (168.52)' (13.73) (12.98) (11.94)'
Labor Force 0.077 0.118 -0.086 0.089 0052
(-3.49) (-5.32) (-2.87 (-2.54) {-1.69)"
va® 0444 0.343 0.222 0.244 0.219
{4.15) {339y (1.82) (2.00Y (1.85
School ¢ 0.228 0.224 0.225 0.188
(4.63)' (4.63) (4.53) @397
X+M/GDP ¢ 0152
(1.74)
AgX+AgM/GDP * 0.055
(0.59)
NonagX+NonagM/GDP 0.067
(0.75)
AgX+AgMIAGGDP ¢ 0.229
(3.68)'
NonagX+NonagM/NonagGDP £.184
(-2.06)
F-test 1180 16.40 13.28 10.17 13.72
(0.00) (0.00) (0.00) (0.00) (0.00)

* values in parenthesis are t-ratios

® Investment-output ratio

¢ Secondary enroliment ratio

% Total Exports plus Totat Imports-Gross Domestic Preduct Ratio

* Nonfue! primary Exports and Imponts-Gross Domestic Product Ratio

" All other Exports and imporis-Gross Domestic Product Ratio

% Nonfuel primary Exports and Imports-Agricuttural Grass Domestic Product Ratio
™ All other Exports and Imports-Nonagricutiural Gross Domestic Product Ratio
! Significant at 1% level

I Significant at 5% level

* Significant at 10% leval

''Values in parenthesis are p-values
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The decomposition of total trade between agricultural and nonagricultural goods
indicates that neither one of them is statistically significant related to income per capita. As
mentioned in the previous paragraph, the combination of both trading activities results in
positive and statistically significant effects on income per capita, yet each sector
individually does not enhance income per capita. Overall economies of scale are achieved
once the effects of both agricultural and nonagncultural trade are accounted for.
Separately each sector is not fully developed to have by itself a significant effect on
income per capita. As stated in the previous chapters, trade enhances income per capita
and reallocate resources, but low income countries are yet far from being able to develop
the necessary economies of scale and technology transfer, according to the OLS
estimation reported in Table 6.

Kavoussi indicates that the positive effects of trade (export promotion) are higher
in middle income countries than in low income countries. Kavouss: also finds this same
result in terms of the promotion of manufactured exports between middle and low income
countries. However, Ram provides different results than Kavoussi. Ram argues that there
is not a large significant difference in the estimated coefficient of export promotion
between low and middle income countries In Ram’s study the largest difference on export
promotion coefficients comes about in the different time periods under analysis, not
because of income per capita difference among countries. Ram argues that the difference
in the initial level of income per capita does not have a significance effect on the sources of
economic growth derived from international trade and in particular from export
promotion. However, he argues that it is the difference in time periods the one that

indicate that export promotion in the 1960-70 decade had a larger impact on output
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growth compared to 1970-77. Contrary to Ram's results, Moschos provides statistical
information indicating that low income countries derived larger positive effects from
export promotion than middle income countries do. This dissertation gives support to
Moschos’ findings.

The final estimation on Table 6, provides information on whether the trading
patterns are following sectoral comparative advantage. In the case of agricultural
production and trade, results of estimation five (number three under the Trade Openness
heading) confirm that low income developing countries are on average producing and
exporting those commodities in which they have sectoral comparative advantage and/or
that they are importing those agricultural goods in which they do not have comparative
advantage. However, for the nonagricultural sector this positive relationship does not hold
true. In the nonagricultural trade openness vanable there is a reversal in coefficient sign.
This negative relationship between nonagricultural trade openness relative to income per
capita indicates that developing countries are utilizing resources to produce and export
goods in which they do not have lower relative production costs and/or they are importing
commodities which they might be able to produce at a lower relative cost than their
competitors.

Table 7 presents the results of the misspecification tests on OLS estimates for low
income countries. OLS estimates in Table 6 present functional form, static and dynamic
heteroskedasticity, and autocorrelation problems. Thus, estimates in Table 6 lack

statistical power and need to be reestimated. The results of the POOLED technique for

low income countnes are in Table 21.
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Table 7. !.ow Income Countries Estimated Results of the Misspecification Tests on the OLS
Assumptions for the Augmented Neoclassical Growth Model with Human Capital and
Trade Openness on Agricultural and Nonapricultural Goods *

Assumption Test t-statistic p-value Test Resudt
Normaiity Skewness -1.500 0134 Fail to Reject Ho
Kurtosis -2.014 0.040 Fall {0 Reject Ho
Omnibus 6.310 8210* Fail to Reject Ho
functional Form KG2 3.453 0.000 Reject Ha
RESET2 0.049 0.824 Faii to Reject Ho
Independence Lag1 9.347 0.000 Reject Ho
Static Homoskedasticity RESET2 09825 0.358 Fall to Reject Ho
White 3.453 0.000 Reject Ho
Dynamic Homoskedasticity Lag2 8.245 0.000 Reject Ho

“ Criticsl value at §% level of confidence

Middle Income Countries

Table 8 presents the result of the OLS estimations for the middle income countries
sample. The first estimation in Table 8 indicates, that physical capital accumulation is
positive and statistically significant related to income per capita. In addition, the growth of
the labor force has a negative and statistically significant effect on income per capita. The
relative impact of labor force on income per capita is the same for low and middle income
countries. Physical capital accumulation has a larger positive effect on income per capita
for middle income countries than for low income countries. The overall magnitude of
physical capital is 0.625 in Table 8 compared to 0.444 in Table 6, indicating that the
process of physical capital accumulation in middle income countries generates economies
of scale not generated in low income countries. In addition R? for the first estimation in

Table 8 is 0.29 compared to 0.17 in Table 6. The inclusion of the human capital




accumulation variable reduces the amount of unexplained vanability in income per capita.
Schooling (human capital accumulation) affects income per capita both positively and
significantly, and the inclusion of the human capital accumulation variable results in a
reduction of the overall value for the physical capital accumulation, confirming previous
results by Mankiw, Romer and Weil, and Knight, Loayza and Villanueva. Labor force is
negatively related to income per capita and it has a larger negative sign compared to
estimation one, given statistical support 1o the underlined hypothesis that physical and
human capital need to be spread out more thinly as the labor force grows.

Estimations for low and middle income countries indicate results that are somehow
different. Kavoussi finds statistical support to the hypothesis that there is a significant
difference between the effect of labor force on output growth of low and middle income
countries, and physical capital does not differ widely between income groups. Ram does
not find any significant relationship of labor force and physical capital and income per
capita growth for the sample of low and middle income countnes for the two subperiods

of 1960-70 and 1970-77.
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Table 8. Middle Income Countries OLS Estimated Results of Afternative Neoclassical Growth Models *

Augmanted Growth Modets
Solow Human Trade Openness
Capital 1 2 3
Number of Observations 125 125 128 125 125
Degrees of Freedom 122 121 120 119 119
2
R 0.29 0.41 0.41 0.44 042
Constant 8.880 ' 8.35% 8.556 B.765 8.743
(17.53) (17.45Y (16.64)’ (17.76Y (16.32)
Labor Force -0.073 0.108 0123 0.143 0133
(-2.29 (-3.58)' (=3.70y (-4.29) (-3.86)’
a® 0.625 0.556 0.583 0511 0.587
6.7 (6.47Y (6.52) {5.66)' (857)
School © 0.278 0.278 0.232 0.288
(4.85) {4.84)' (3.98)' (5.00)
X+M/GDP ¢ -0.082
(-1.08)
AgX+AgM/GOP * 0221
(-2.98)'
NonagX+NonagM/GDP ' 0.135
(1,65
AgX+AgMAGGDP * 0.084
1.6
NonagX+NonagM/NonagGOP " 0.012
(0.17)
F-test' 25.10 2786 21.06 19,31 1722
(0.00) (0.00) (0.00) (0.00) (0 00)

* Values in parenthesis are t-ratios

® Investment-output ratio

¢ Secondary enroilment ratio

¢ Totat Exponts plus Total Imports-Gross Domestic Product Ratio

* Nonfuel primary Exports and Imports-Gross Domestic Product Ratio

* Al other Exports and Imports-Gross Domestic Product Ratfo

% Nonfuel primary Exports and Imparts-Agricultural Gross Domestic Product Ratio
® All other Exports and Imports-Nonagricuttural Gross Demestic Product Ratio
‘ Significant at 1% level

) Significant at 5% level

® Significant at 10% level

' values in parenthesis are p-values
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Results from the third estimation (number one under the Trade Openness heading)
indicate that trade openness relates negatively to income per capita. However, this
relationship is not statistically different from zero as indicated by the low t-value. Moschos
argues that low income countries benefit the most from export promotion policies,
contrary to the commonly held view that middle and high income countries benefit the
most. Kavoussi states that export promotion in middle income countries has a positive
impact on output growth and this impact is about twice as larger as for low income
countries. The results reported by Kavoussi are ciearly opposite than those reported in this
dissertation. Under this estimation, the remaining variables maintaining their relative
magnitudes and signs.

Further analysis of the impact of trade openness on per capita output growth
indicates that, as shown in estimation four, trade openness in agricultural has a negative
and significant relationship with income per capita. In addition, trade openness In
nonagricultural goods has a positive and statistically significant relationship with income
per capita. The combination of these two opposite effects explains the nonsignificant
relationship of trade openness to income per capita found in the previous estimation. As
expected, middie income countries show that trade openness in nonagricultural goods has
a positive effect on income per capita whereas after a certain level of income per capita
agricultural goods do not contribute much to the process of economic growth. Economies
of scale and technology transfer are better appropriated in econormies that have passed a
minimum Jevel of income per capita. In this regard, Kavoussi indicates that manufactured
exports have a larger positive impact on output growth for middle income countries

compared to low income countries. Moreover, Tyler argues that  since the technological
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change parameter estimates decreases in the equations with manufactured export growth
included, it is suggested that manufacturing export activity is accompanied by greater
technological progress” (p. 129).

The final estimation reported in Table 8, illustrates that middle income countries
do not trade agricultural goods according to their sectoral comparative advantage. The
negative sign of trade openness in agriculture mdicates that middle income countries are
either exporting commodities in which they do not have sectoral comparative advantage
and/or they are importing goods in which they have comparative advantage. For the
nonagricultural sector there is a positive relationship between the degree of trade openness
and income per capita growth indicating that middle income countries may trade based on
a sectoral comparative advantage However, the estimated coefficient is not statistically
significant different from zero.

Misspecification tests for the middle income countries estimation of the
Augmented Neoclassical model with Human Capital and Trade Openness in Agricultural
and Nonagricultural Goods indicates the presence of statistical problems. These problems
are violations of the normality, functional form, autocorrelation, static and dynamic
homoskedasticity assumptions of the OLS technique. The reestimated models which

correct for these statistical problems are in Table 22.
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Table 9. Pﬁddle Income Countries Estimated Results of the Misspecification Tests on the OLS
Assumptions for the Augmented Neoclassical Growth Model with Human Capital and Trade
Openness in Agricultural and Nonagricultural Goods

Assumphon Test t-stalistic p-value Test Result
Normality Skewness -1.866 0.000 Reject Ho
Kurtosls 2355 0.018 Reject Ho
Omnibus 20492 8.210" Reject Ho
Functenal Form KG2 2.540 0.000 Reject Ho
RESET2 0.009 0.921 Fail to Reject Ho
Independence Lag1 11.29 0.000 Reject Ho
Slatic Homoskedaslicity RESET2 -2.157 0.030 Reject Ho
White 2540 0 00 Reject Ho
Dynami¢ Homoskedasticity Lag?2 12.150 0.000 Reject Ho

® Crtical value at 1% level of confidence

High Income Countries

Results for the high income countries are reported in Table 10. Estimation of the
Solow model indicates, as before, that the size of the labor force i1s negatively related, and
physical capital is positively related to income per capita. The absolute value of the
physical capital coefficient is higher for the high income countries than for the low and
middle income countries. This indicates that physical capital is a greater source of
economic growth in high income countries than otherwise. High income countries derive
larger economies of scale from physical capital than the rest of the countries.

The second estimation indicates that human capital accumulation is an tmportant

source of economic growth in high income developing countries. Human capital
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accumulation increases the explanation for income per capita variability as reflected in the
increased R* (0.20 1o 0.59). Moreover, the value of the coefficient for physical capital
accumulation increases as a result of the inclusion of human capital, contrary to the results
found in the previous estimations of the same mode] for low and middle income countries.
In the high income countries higher levels of schooling imply that countries appropriate
and accumulate physical capital in a more efficient way due to the generation of economies
of scale that are not present at lower levels of income per capita. However, Mankiw,
Romer and Weil indicate that the inclusion of human capital as an explanatory variable of
income per capita reduces the overall impact of physical capital on per capita output.
Knight, Loayza and Villanueva also show that including human capital reduces the overall
positive impact of physical capital on per capita output both by using panel and cross-
section data for a sample of 75 developing countries.

The third estimation (number one under the Trade Openness heading) indicates
that trade openness has a positive relationship with income per capita, yet this relationship
is not statistically significant. At first glance, one would tend to conclude that trade
openness is not important in the process of economic growth of high income developing
countries. However, the decomposition of trade openness by category of goods allows us

to understand the lack of statistical significance of overall trade openness.
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Table 10. High Income Countries OLS Estimated Results of Alternative Neoclassical Growth Models *
Augmanted Growth Models

Solow Human Trade Openness
Capital 1 2 3
Number of Observations 65 65 85 65 65
Degrees of Freedom 62 61 60 59 5¢
R? 0.20 0.59 060 0.62 0.67
Constant 10.038 3.238 2.589 3.214 3.247
(16.91)i (3.31) (2.28y (2.88) (3.19)
Labor Farce -0.074 0.031 0.067 0.038 0.017
(-2.08} (1.07) (1.55) (0.87) (0.42)
va® 0.732 0.817 0.649 0.685 0.558
(3.24) (5.03) (2.85) (3.08) (2.75)
School ¢ 1.331 1.325 1.218 1.196
o7 (7.69) (6.86) (7.39)
X+M/GOP * 0116
(112)
AgX+AgM/IGDP ¢ 0.161
(-1.38)
NonagX+NonagM/GDP ' 0.167
a7y
AgX+AgQM/AQGDP * 0.254
{3.60)
NonagX+NonagM/NonagGOP " 01233
(-1.93Y
F-test' 7.78 2993 2286 19.06 2420
(0.00) (0.00) {0.00) (0.00) {D 00)

® Values in parenthests are t-raios

® Investment-output ratio

¢ Secondary enrofiment ratio

3 Total Exports pius Total Imports-Gross Domestic Product Ratio

* Nonfuel primary Exports and Imports-Gross Oomesic Product Ratio

" Alf other Exports and Imports-Gross Domestic Product Ratio

9 Nonfuel primary Exports and Imposts-Agricultural Gross Domestic Product Ratlo
" All ather Exports and imports-Nonagricutural Gross Domestic Product Ratio
! Significant at 1% level

I Significant at 5% level

* Significant at 10% level

' Values in parenthesis are p-values
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For the most part, previous empirical studies of economic growth such as Balassa;
Tyler; Feder; Moschos; Knight, Loayza and Villanueva; desegregate developing countries
between low and middle income countries, without considening the likelihood of a third
group of developing countries which have a rather larger income per capita compared to
the rest of developing countries. Results in this dissertation show that the empincal
implications of factor of production on income per capita are sensitive to the initial
definition of low, middle, and high income developing countries.

Estimation four shows that trade openness in agricultural has a negative but not
statistically significant relationship with income per capita. In addition, trade openness in
nonagricultural goods has a positive and statistically significant relationship with income
per capita. The combination of these two opposite effects explains the nonsignificant
relationship of trade openness to income per capita found in estimation three. This same
result is found in the correspondent estimation for middle income countries. Economies of
scale and technology transfer derived from nonagricultural trade are better appropriated in
economies that have reached a minimum level of income per capita. The coefficient for
nonagricultural trade in high income countries is 0.167 compared to 0.13S in middle
income countries. Both coefficients are statistically significant at the 10% level. In
addition, the negative impact of agricultural trade on income per capita is smaller for high
income than for middle income countries, -0.16 to -0.22, respectively. The inclusion of
schooling and trade openness largely decrease the value of the technological factor
coefficient. Hence a large proportion of technology transfer comes about because of

education and international trade.
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Results derived from the income group estimations show that in low income
countries trade in agricultural and nonagricultural goods results in positive effects on
income per capita However, for middle and tugh income developing countries, economies
of scale are derived mostly through the trade of nonagricultural goods, whereas trade in
agricultural goods reduces income per capita. This, in turn, confirms previous results
(Kavoussi; Tyler; and Balassa) indicating that productivity in manufacture trade is higher
than otherwise. The results of this dissertation give statistical support to the hypothesis of
international trade having a positive impact on income per capita. Nevertheless, the
positive effects of trade vary across income group and trade activities as mentioned above.

The final estimation on Table 10, illustrates a reversal in the impact of the sectoral
trade openness coefficients on income per capita when compared to the previous
estimations. The reversal in coefficient signs indicates that trade in agricultural goods does
follow a sectoral comparative, whereas for nonagricultural goods the estimated coefficient
indicates that high income developing countries are promoting trade not consistent with a
sectoral comparative advantage. This, in turn, means that high income countries would be
better off by redirecting trade to the promotion of alternative goods with a higher
productivity than the ones currently promoted, i.e., high income countries are either
exporting goods that do not have comparative advantage or they are importing goods
which can be produced at a lower relative domestic cost. All the remaining vaniables in
estimation five, maintain their previous signs and coefficients magnitudes. The physical
capital accumulation coefficient drops from 0.665 to 0.558 indicating that promotion of

trade activities that do not have sectoral comparative advantage reduce the productivity of

physical capital.
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Table 11. High Income Countries Estimated Results of the Misspecification Tests on
the OLS Assuraptions for the Augmented Neoclassical Growth Model with Human

Capital and Trade Openness in Apricuitural and Nonggricultural Goods

Assumption Test {-siatistic p-value Test Result
Normality Skewness -2.292 0.020 Reject Ho
Kunosug 0.935 0.347 Fall to Reject Ho
Omnibus 6.129 9.210" Fall to Reject Ho
Functional Form KG2 12398 0 000 Reject Ho
RESET2 17.085 0.000 Reject Ho
Independence Lagl 7.453 0.000 Reject Ho
Static Homaskedashicity RESET2 -0.837 0 406 Fail to Reject Ho
White 12.398 0.000 Reject Ho
Dynamic Homoskedasticity Lag2 4263 0.000 Reject Ho

* Critical value at 1% level of confidence

Results of the misspecification tests for high income countries are reported in
Table 11. As expected, there are statistical problems with the OLS estimation that reduce
the power of the statistical tests The functional form, autocorrelation, static and dynamic

homoskedasticity assumptions are violated. POOLED estimates for high income countries

are reported in Table 23.
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Table 12. OLS Estimates of Alternative Growth Madels by Income Group with GDP per capita as

Dependent Variable

Overall Sample Low Income Middle Income High Income
Phystcal Capital Posi}ive and Positive and Positive and Positive and
sigruficant significant sigrificant Most significant with
important (actor of highest value among
production groups
Humasn Capital Positive and Positive and Positive and Positive significant
significant. Reduces  significant. Reduces  significant. Reduces  Increases value of
value of physical value of physical impact of physical physical capital =>
capital. Increases R?  capital. Increases R’ cepital. Confirms contradicts MRW
Confirms MRW and  Confirms MRW agd MRW and KLV and KLV
KLV KLV
Labor Force Negative and Negative and Negative and Negative but not
significant significant significant significant
Trade Openncss Negative but not Posiiive and Negative but not Positive but not
signuficant. No significant. Highest  significant. Other sigraGeant
support for trade AMOong income variables remain
openness promolion  groups and decreases  equal
hypothesis all other coefficient
values
Agric. Trade /GDP  Negative and Positive but not Negative and Negative and
signuficant significant significant significant
Nonagic. Trade Posilive but nol Positive but nol Postlive and Positive and
/GDP signiftcant signifjcant significant with significant. Highest
higher velues than value among groups
low and overall
sample
Agric. Trade/ Agri  Posiive and Posilive and Negative and Positive and
Value Added significanl => significant. There significant. No significant Sectorel
productivity in are sectoral sectoral comparative  comparative
trading sector higher  comparative advantage advantage
than nontrading => advantages

Nouagic. Trade /
Nonagr. Value
Added

Misspecification
Tests

comparative
advanlage

Negative and
significant =>
productivity of
nontrading sector
higher than trading
=> no comparative
advantage

Reject hypothesis of
static and dynamic
homoskedasticity
and no
aulocorrelation

Negative and
significant. No
sectoral comparative
advantage

Reject hypothesis of
stauc and dynamic
homoskedasticity
and no
autocorrelation
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Positive but not
significant. No
negative effects

Reject hypothesis of
static and dynarmic
homoskedasticity
and no
autocorrelstion

Negatyve and
significant
promolion of low
productive trade
activities

Reject hypothesis of
static and dynamic
homoskedasticity
and no
autocorrelation




To conclude this section table 12 presents a summary of the most relevant results
of the OLS estimations of the altemative growth models by income group. Perhaps, the
most relevant results in Table 12 are that under the OLS estimation technique, low income
countries have the highest absolute positive value of trade openness on income per capita
growth. In addition, for middle income countries physical capital is the most important
factor of production, and for high income countries physical capital and trade openness in
nonagricultural goods are the highest values among all groups. Furthermore, there is a
definitive tendency for trade openness in agricultural goods to have a negative impact on
income per capita for all income groups. While trade in nonagncultural goods has a
positive and significant relationship with income per capita. A reversal in terms of sectoral
comparative advantage is also found for all income groups, which in tum tmplies that most
countries are promotion trade openness not necessarily following a comparative advantage
approach. This has major economic implications in terms of resource use allocation and
possibilities for developing countries 10 increase income per capita in the long run,
However, the OLS misspecification tests indicate the presence of static and dynamic
heteroskedasticity, and autocorrelation. As indicated above, the model is reestimated by

using the POOLED technique.

Latin America
Regional estimatjons of the alternative growth models are presented in Tables 13

through 19. The decomposition of the sample of 62 developing countries by regions allow

for the determination of specific effects that are associated with inherent characteristics of

108



particular regions. The first group of countries in this section are the Latin American
countries.

The first two estimations on Table 13 confirm the results previously explained for
the overall sample and the income groups. Labor force is negatively and significantly
related to income per capita, whereas physical capital positively affects income per capita.
In addition, human capital accumulation has a positive effect on income per capita. The
importance of the positive effect of human capital on income per capita is reflected in the
increase in the R* from 0.15 to 0.61 when the variable is added to the estimation.

Contrary to previous studies that find statistical support for the hypothesis of
export promotion as a source of economic growth (Michaely; Balassa; Tyler; Kavoussi;
Feder;, Mbaku; Moran; Moschos; and Ram), OLS estimates for Latin America do not find
support to the hypothesis of trade openness increasing income per capita. Renelt and
Levine argue that the same results should be obtained by using either exports or total trade
as a measure of trade openness. However, the OLS estimates in Table 13 indicate that
Renett and Levine's argument may not hold in all cases. To further investigate the
negative relationship between trade openness and income per capita this study

decomposes trade by category of goods.
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Table 13. Latin America OLS Estimated Results of Alternative Neoclassical Growth Models *

Augmented Growth Models

Solow Human Trade Openness
Capital 1 2 3
Number of Observations 100 100 100 100 100
Degrees of Freedom 97 96 95 g4 84
R’ 0.14 D.61 0.62 0.67 0.63
Constant 9.868 5514 6.555 6.623 6.539
(13.84)' -0} (8.15)' (9.26) (8.02)
Labor Force 0.095 0053 0.130 0.148 0,110
(-2.25) {-1.83)" (-2.77) (-3.31)’ (-2.35Y
ra® 0.747 0.435 0.518 0513 0.461
(3.32y (2.79) @.2n (3.48) (2.92)
School © 0866 0.854 0.755 0.743
(10.62 {10.63Y (9.44y 725y
X+M/GDP ° 0.248
(-2.06Y
AgX+AgM/GDP * .387
(4.24)'
NonagX+NonagM/GDP ' 0.001
. (0.01)
AgX+AgM/AgGDP ¢ 0.136
(1.59)
NonagX+NornagM/NonagGDP " -0.242
(-2.13Y
Fest' 8.26 49.44 39.40 38.57 31.72
(0.00) (0.00) (0.00) (0.00) {0.00)

“ Values in parenthesis are {-ratios

® Investment-outpu ratio

¢ Secondary envoliment ratio

4 Total Exports plus Total Imports-Gross Domestic Product Ratio

* Nonfuel primary Exports and lmports-Gross Domestic Product Ratio

' All other Exports and tmports-Gross Domestic Product Ratio _
9 Nonfuel primary Exports and Imports-Agricultural Gross Domestic Product Ratio
"™ All ather Exports and Imports-Nonagricuttural Gross Domestic Product Ratlo

' Significant at 1% tevel

I Significant at 5% level

k gignificant at 10% leve!

''values in parenthesis are p-values
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Trade decomposition indicates that both, trade openness in agrcultural and
nonagricultural goods, have a negative impact on income per capita in Latin America.
This, in turn, implies that Latin America's agricultural exports have on average a lower
productivity compared to the average productivity of the rest of the economy. This is
especially true when one considers that agricultural imports in Latin America have
remained constant as a proportion of Gross Domestic Product for the period under study
(See Figure 12, Appendix). On the other hand , the total amount of nonagricultural
imports is larger than the total amount of exports. Thus, the composition of exports and
imports in Latin America indicates that trade has been biased toward the importation on
nonagricultural goods which impact income per capita negatively. Given the negativity of
the estimated coefficients it seems plausible that Latin American countries import
nonagncultural goods in which they may have a comparative advantage and therefore
Latin America countries should be producing and exporting these goods. It is also possible
that the process of import substitution of the 1960s and 1970s created a deterioration in
the production structure, generating a bias toward the production of goods in which the
region did not originally have a comparative advantage. Nevertheless, Barboza finds that
there is a positive and statistically significant relationship between total export growth and
output growth for a sample of 19 Latin American countries for the years 1970 through
1992.

Misspecification tests in Table 14 indicate the presence of statistical problems with
the functional form, autocorrelation, and static and dynamic homoskedasticity OLS

assumptions. Again the reestimation of the alternative growth models for Latin America is

provided in Table 25.
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Table 14: Latin America Estimated Results of the Misspecification Tests oo the OLS
Assumptions for the Augmented Neoclassical Growth Model with Human Capital
and Trade Openness in Agricultural and Nonagricultural Goods

Assumption Test t-sisbistic p-vaiue Test Result
Normality Skewness 0.1788 0.857 Faif o Reject Ho
Kurtosis -2.642 0.008 Reject Ho
Omnibus 7.013 9.210" Fail to Rejeci Ho
Functional Form KG2 9.381 0.000 Reject Ho
RESET2 14.940 0.000 Reject Ho
Independence Lags 9.853 0.000 Reject Ho
Static Homoskedasticity RESET2 -1.052 0.295 Fail to Reject Ho
White 5.38% 0.000 Reject Ho
Dynamic Homoskedaslicry Lag?2 5.709 0.000 Reject Ho

* Critical value at 1% leve! of confidence

African Countries

Results for the aiternative growth models for Africa are in Table 1S, The first two
estimations in Table 15 confirm the results of previous estimations. Physical and human
capital are positively related to income per capita, whereas labor force is negatively
rejated. Moreover, the inclusion of human capital increases the overall explanatory power
of the regression (R? increases from 0.27 to 0.58). Physical capital is the most important
factor of production, as before. The third estimation indicates that overall trade openness
is negatively related to income per capita, even though it is not statistically significant.
Using a sample of 37 African countries Mbaku indicates that exports have a positive

impact on output growth. He also states that export growth is a more important
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determinant of output growth for middle income African countries compared to low
income countries

Estimation four investigates the nature of the negative relationship between trade
openness and income per capita. This estimation indicates that agncultural trade has a
negative impact on income per capita, i.e., trade in agricultural goods derives a lower than
average productivity compared to the overall productivity of the economy. However, the
productivity of agricultural trade is larger than the correspondent productivity of the
agricultural value added to Gross Domestic Product as indicated by the agnicuitural trade
openness coefficient which is positive and statistically significant at the 10% level in
estimation five. In other words, trade in agricultural goods follow a sectoral comparative
advantage pattern.

To determine how intemational trade affects output growth in Africa, this study
proceeds to analyze the combined information derived from Table 15, and figures 13, 14,
and 15 in the appendix. Figures 13, 14, and 15 in the appendix show that there has been a
change n the structure of exports in the African countnes redirecting exports toward the
increase of nonagricultural exports and the consequent reduction of agricultural exports.
On the other hand, these countries have increased non agrnicuitural goods leading to an
increase in total imports, whereas agricultural imports have remained mostly constant as a

proportion of Gross Domestic Product at the 5%-6% level.
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Table 15. Africa OLS Estimated Results of Alternative Neoclassical Growth Models *

Augmented Growth Models

Sotow Human Trade Openness
Capital 1 2 3
Number of Observatons 130 130 130 130 130
Degrees of Freedom 127 126 125 124 124
R 027 058 0.58 0.60 0.60
Constant 10 480 7.870 7.948 8.338 7.080
(14.50)' (12.94) (11.24)' (12 46) (9.09)'
Labor Force 0.219 -0.187 0.173 0.214 0148
(4.51) (-4.49) (-3.62)' («4.31y (-2.26)
ia® 0 669 0.458 0.469 0.448 0.415
(4 35) (3.88) (3.60)' (3.38) (3.18Y
Scheal ¢ 0.538 0542 0517 0.504
{9.78)' (9.28Y (8.41) (8 18)'
X+M/GDP * 0.032
(0.21)
AgX+AgM/GDP * -0.201
(-1.99Y
NonagX+NonagWGDP * 0.064
(0.48)
AgX+AgM/AgGDP ¢ 0.152
(1.86)"
NonagX+NonagM/NonagGDP " 0.164
(-1.26)
F-test' 2380 5958 4436 37.18 3759
(0.00) (6.00) (0.00) (0.00) (0.00)

* Values in parenthesis are t-ratios
¥ lnvestment-output ratio

® Secondary enroliment ratio
¢ Total Exports plus Total Imports-Gross Domestic Product Ratio

* Nonfuel primary Exports and Imports-Gross Domestic Product Ralio

! All other Exports and Imports-Grass Domestic Product Ratio

 Nonfuel primary Exports and imports~Agricultural Gross Domestic Product Ratio
" All other Exports and Imports- Nonagricutiural Gross Domeslic Product Ratio

‘ Significant at 1% levet

I significant a1 5% tevel

* Significant at 10% level
' Values in parenthesis are p-values
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Hence, Affican trade patterns in conjunction with the empirical estimates of Table
15 indicate that the change in composition of international trade in Africa results in higher
income per capita levels because less trade in agricultural goods results in higher income
per capita, and higher levels of trade in nonagricultural goods result in higher levels of
income per capita. Finally, estimation five indicates that trade in agricultural goods follows
a sectoral comparative advantage as shown by the positive coefficient for agricultural
trade openness. Trade openness in nonagricultural goods indicates African countries do

not have a sectoral comparative advantage; yet the estimated coefficient is not statistically
significant.

Table 16. Africa Estimated Results of the Misspecification Tests on the OLS
Assumptions for the Augmented Neoclassical Growth Model with Human Capital
and Trade Openness in Agricuitural and Nonagricultural Goods

Assumgption Test t-statistic p-value Test Result
Normality Skewness -0.939 0.347 Fal to Reject Ho
Kurtosia 0810 0.418 Fail o Rejact Ho
Omnibus 1.538 g.210" Fall to Reject Ho
Functionsl Farm KG2 3.766 0.000 Rejact Ho
RESET2 12,381 0.000 Rejact Ho
Independence Lag1 12.100 0.000 Reject Ho
Static Homoskedasticity RESET2 0.107 0.815 Fail 1o Reject Ho
White 3.766 0.000 Rejec? Ho
Dynamic Homaskedasticity Lag2 10.281 0.000 Reject Ho

s Crtical value at § % Jevel of confdence

For the African estimations the misspecification tests of Table 16, indicate the
presence of autocorrelation, and static and dynamic heteroskedasticity. As mentioned
before, to correct for heteroskedasticity the alternative models are reestimated by using a

POOLED technique. Final results for Africa are in Table 26.
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Asian Countries

The final OLS regional estimation corresponds to Asia. Empirical estimations for
Asia in Table 17 confirm previous results for the other income and regional groups.
Physical capital remains as the most important factor of production, and labor force is
negatively related to income per capita. Human capital positively affects the level of
income per capita and increases R? from 0.65 to 0.71. For the Asian countries the increase
In trade activities resulted in increases in income per capita. The promotion of trade
activities increases R*, and the coefficient for trade openness is positive and statistically
significant The decomposition of trade openness indicates that nonagrcultural trade
results in positive changes in income per capita, with a coefficient of 0.321 and significant
at 5% level. Agricultural trade in Asia has a negative relationship with income per capita,
i.e., the larger the proportion of agrcultural trade to Gross Domestic Product the lower
the level of income per capita This relationship is not statistically significant as shown by
the low value of the t-ratio. An interesting result derived from estimation four in Table 17
is that the nonagricultural trade openness coefficient is the largest of its kind among all the
estimations for the same mode) for different income and regional groups. Thus, one
concludes that the promotion of nonagricultural trade in Asia results in larger positive
effects on income per capita than in any other case. Asian countries on average have a
more appropriate technology adoption and derive larger economies of scale from the

nonagricultural trading sector when compared to other countries.
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Table 17. Asia OLS Estimated Results of Alteruative Neoclassical Growth Models *

Augmented Growth Models
Solow Human Trade Openness
Capital 1 2 3
Number of Observations
Degrees of Freedom ? o e iy "
76 75 74 74
2
R 0.65 0.74 o7 0.73 0.79
Constani 151}47l 11.89 10.248 10.813 8.584
(20 40) (11.65) (7.998) (8.5%)' (7.44)
Labor Force 0372 0.347. 0.289 0.291 -0.201
(-9.30) (-5.42) (-5.14) (-5.09) (~4.29)
va® 1.725 1.256 0.783 0.763 0.649
.79 (5.38)' (2.41y 2.35Y (2.30y
School 0579 0.572 0523 0.537
(4.11) (4.15y @sn' 4.41y
X+M/GDP ¢ 0.296
(2.05y
AgX+AgM/GDP * -0.041
(0.29)
NonagX+NonagWGDP ' 0.321
(1.95Y
AgX+AgM/AGGDP * 0.478
520)"
NonagX+NonagM/NonagGDP " 0.477
(-2.70)
Fast® 7248 63.89 50.99 4085 57.21
(0.00) {0.00) (0.00) (0.00) {0.00)

* Values in parenthesis are t-ratios

® (nvestment-output ratio

¢ Secondary enrolimet ralio

¢ Total Exports plus Total imports-Groes Domestic Product Ratio

* Nonfuel primary Exports and Imports-Grass Domestlc Product Ratlo

* All other Exports and Imports-Gross Domesiic Product Ratio

¥ Nonfuel primary Exports and imports-Agricutural Gross Domestic Product Ratio
» All other Exports and Jmports-Nonagricuttural Gross Domestic Product Ratio
' Significant at 1% level

! Significant at 5% leve!

* Values in garenthests are p-values

Estimation three confirms the result of estimation four. The coefficient for overall

trade openness measure is 0.296 at a 5% level of significance. Thus, overall the positive
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effects of trade openness are larger in Asia than in any other regjonal or income group. It
is possible to state that Asian countries have developed economies of scale and technology
transfer that no other income or regional group of countries included in this study has
achieved.

The final estimation on Table 17 indicates that, at the sectoral level, Asian
countries have a relative comparative advantage in the trade of agricultural goods,
whereas they do not have sectoral comparative advantage in the nonagricultural goods.
These particular results indicate that Asian countries are promoting trade activities in the
nonagricultural sector that have on average a lower productivity than the rest of the
sector. This may be the result of the combination of different factors. The nature of these
factors can be summarized within two major categories. On the one hand, Asian countries
are importing goods in which they have a comparative advantage, and/or they export
g00ds that may have lower than average sectoral productivity. This particular result is
interesting because it indicates that even though the promotion of nonagricultural trade in
Asian countries has resulted in the largest positive effect on income per capita when
compared to the rest of the sample, Asian countries could be even better-off by promoting
trade on those activities with higher than average sectoral productivity. It seems that Asia
countnes have developed comparative advantage in the trade of nonagricultural goods.
However, this comparative advantage in the world market may not reflect the inherent
comparative advantage of domestic nonagricultural production as reflected by the negative
sign of the nonagrcultural trade openness as ratio of value added in nonagriculture. In
other words, one can state that the results in Table 17 indicate that Asian countries have

developed comparative advantage compared to other countries by the use of trade

118



policies, however, this activities still have a productivity lower than the average sectoral
productivity.

To evaluate the impact of trade orientation on income per capita for the Asian
countries this study compares the sign and magnitude of the estimated coefficients with
the historical trade patterns. Figure 16, in the appendix, illustrates that there has been a
tendency in Asian countries to relative increase the proportion of nonagricultural trade to
GDP, while decreasing agncultural trade. The pattern of the Asian trade structure
combined with the positive sign of nonagricultural trade and the negative sign on
agricultural trade indicate that on average Asian countries have increased income per
capita by changing the structure of international trade. Trade on non primary goods have
increased from nearly 22% in 1973 to almost 50% in 1992. More interesting, however, 1s
the fact that on average Asian countries have changed their export structure from being
net exporters of agricultural goods during the 1970s to net exporters of nonagricultural
goods from 1980 and on. On the other hand, Asian countries’ imports of agricultural
goods have remained fairly constant during the period of study, whereas imports of
nonagricultural goods have increased from nearly 17% in 1973 to 30% in 1992.

Table 18 presents the results of the misspecification tests for the Asian estimates.
Autocorrelation, and static and dynamic heteroskedasticity are found in the estimated

Augmented Model. As before, this suggests that the use of OLS is inappropriate.
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Table 18. Asia Estimated Results of the Misspecification Tests on the OLS
Assumptions for the Augmented Neoclassical Growth Model with Human Capital
and Trade Openness in Agricultural and Nonagricultural Goods

Asgsumption Teat t-statistic p-value Test Resul
Normality Skewness -1137 0.254 Fail to Refect Ho
Kurtosis 0.172 0.885 Fail o Reject Ho
Omnibus 1.323 8.210" Fall to Reject Ho
Functional Form RG2 4133 0.000 Reject Ho
RESET2 1622 0.207 Fall to Reject Ho
Independence Lag1 9.115 0.000 Reject Ho
Static Homoskedaslicity RESET2 1.185 0.239 Fall to Reject Ho
White 4.133 0.000 Reject Ho
Dynamic Homoskedasticity Lag2 7.655 0.000 Reject Ho

" Critical value at 1% leve} of confidence

To summarnize the main results of the OLS estimations of the alternative growth
models by regional estimations, this study presents table 19. As expected physical and
human capital have a positive effect on income per capita across regional groups. In
addition, under the OLS estimation there is little support to the trade openness promotion
hypothests. Only for the Asian region there is a positive and significant relationship
between trade openness and income per capita. Trade openness in agricultural goods has a
negative relationship with income per capita, while the positive effect from trade openness
comes about through trade in nonagncultural goods. Finally, a reversal of signs in terms of
sectoral comparative advantage is found indicating that trade openness has not necessarily
been based on the promotion of those activities that have the highest productivity levels.
Again, these results may have large implications for policy evaluation in developing

countries. Yet misspecification tests reject the use of OLS as an appropriate technique.
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Table 19. OLS Estimates of Alternative Growth Models by Region with GDP per capita as

Dependent Variable

Overall Sawple Latio America Africa Asia
Physical Capital Positive and Positive and Positive and most Positive and most
significant significant important factor impartant factor
Human Capital Positive and Positive and Positive and Positive and
significant. Increases  significent Increases  significant end significant and
R’ Reduces physical R’. Most important  increases R increases R,
capital \_val ue factor. Reduce Reduces physical Reduces physical
confirming MRW physical capital capital value. capital value,
and KLV value. Confirms Confirms MRW and  Confirms MRW and
MRW and KLV KLV KLV
Labor Force Negative and Negative and Negative and Negative and
sigrificant significant significant stgnificant
Trade Openness Negative but not Negative and Negative but not Positive and
significant. No significant. Reject significant. No significant. Highest
support for trade trade opetness support for trade value among region
openness promotion  promotion openness hypothesis  groups, Confirms
hypothesis hypothesis trede opemness
promotion
Agric. Trade /GDP  Negative and Negative and Negative and Negative but not
significant significant significant significant
Nonagic. Trade Positive but not Negative but not Positive bat not Positive and
/GDP significant significant significant significant with
highest value among
groups
Agric. Trade / Agri  Positive and Positive but not Positive and Posilive and
Value Added significant => significant. There is  sigruficant. Higher significant with
productivity in no evidence to test productivity in sectoral comparalive

Nonagic. Trade /
Nonagr. Value
Added

Misspecification
Tests

trading sector higher
than nontrading =>
coruparative
advantage.

Negative and
significant =>
productivity of
nontrading sector
higher than trading
=> 1o comparative
advantage

Reject hypothesis of
static and dynaruc
homoskedasticity
and no
autocorrelation

comparalive
advantage hypothesis

Negative and
significant. Reject
sectoral comparative
advantage hypothesis

Reject hypothesis of
static and dynamic
hamoskedasticity
and no
autocorrelation

trading sector than
domestic sector

Negative but not
significant

Reject hypothesis of
static and dynamic
homoskedasticity
and no
gutocorrelation

advantage

Negative and
significant with no
sectoral comparative
edvaniage

Reject hypathesis of
static and dynamic
homoskedasticity
and no
sutocorrelation
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POOLED Estimations

Misspecification tests on the OLS assumptions indicate a loss of statistical power
of the OLS estimates across estimations by income and regional groups. The most
common statistical problems detected by the misspecification tests are autocorrelation of
the error terms, and static and dynamic heteroskedasticity, and in few cases, nonnormality
of the error terms. As mentioned in the previous chapter, misspecification tests on OLS
assumptions are rarely seen in the use of OLS to determine the relationship between
factors of production and income per capita growth. To correct and improve the
confidence and statistical power of the estimates and statistical tests, this study proceeds
to reestimate the altermative growth models by using the POOLED technique. The
POOLED technique is a Generalized Least Square (GLS) method that accounts for the
presence of heteroskedasticity and autocorrelation, which in turn yields more appropriate
results than the correspondent OLS. Results from the POOLED models are shown from
Tables 20 through 28 in the same sequence as before. As before the sample of countries is
divided by income and region. Overall one expects that the confidence and robustness of
the estimates will improve indicating a better approximation of the true relationship
between factors of production and income per capita in developing countries. Keeping this

in mind, this study proceeds to present the results of the POOLED estimations.

Overall Sample

The first reestimated results correspond to the overall sample of 62 developing
countries. Table 20 illustrates the estimates for the alternative growth models for this

sample. POOLED estimates retain, for the most part, the same basic characteristics of the
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correspondent OLS estimates. However, some of the estimates vary in magnitude and
more tmportantly in significance from the OLS estimates.

The first estimation in Table 20 indicates that labor force is negatively related to
income per capita, and physical capital is positively related to income per capita. However,
the newly estimated coefficients for labor force and physical capital have smaller absolute
values than the corresponding OLS estimates. For instance, physical capital reduces from
1.067 to 0.251 from the OLS to the POOLED method, respectively. This result is of
particular interest because it confirms initial doubts on the high value of physical capital. It
is clear that the presence of autocorrelation and static and dynamic heteroskedasticity in
the OLS estimates result in overestimated values for the coefficients. This situation repeats
itself throughout the reestimations of the alternative models.

The introduction of human capital in the second estimation results in a sigrificant
increase in R? from 0.27 to 0.48, improving the overall explanatory power of the model.
R? from the POOLED estimation cotresponds to Buse (1973)® R? Moreover, the
introduction of human capital marginally reduces the overall value of physical capital,
confirming Mankiw, Romer and Weil bypothesis that the single Solow model
overestimates the real contribution of physical capital to income per capita. Furthermore,
the human capital coefficient of the POOLED estimation is about half compared to the

previous OLS result for the same model .

% It is not possible to compare R from the OLS estimations with the POOLED estimations.
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Table 20. POOLED Estimated Results of Alternative Neoclassical Growth Models (Full Sample)

Augmented Growth Models

Solow Human Trade Openness
Capital 1 2 3
Number of Observations 310 310 310 310 310
Degrees of Freedom 307 306 305 304 304
R™ 027 0.48 0.50 0.60 0.5%
Constant 9.466 9.483 D.267 5.768 8.637
(20.15)' (25.99) (26.15)' (31.88) (22.88)
Labor Force 0.168 0.252 0.23 -0.265 0.208
(-5.42 (-10.48)' (-9.73) (-12.48Y (-8.20)'
vaQ*® 0.25% 0.238 0.213 0207 0.200
(8.88) (8.34) (7.19) (7.59) (6.03)
Schoo! © 0.368 0372 0.340 0375
(11.86) (11.58) (11.24) (1111
X+M/GDP * D.084
(2.63)'
AgX+AgM/GDP * 0.139
(-4.96)
NonagX+NonagM/GDf ! 0173
(6.39)
AgX+AgM/AgGDP * 0.118
(4.04)'
NonagX+NonagM/NonagGDP " -0.020
(-0.56)
F-test' 5655 95 57 76.97 92.99 §3.28
(0.00) {0.00) (0.00) (0.00) (0.00)

® Values in parenthesis are t-ratios

® |nvestment-output ratio

¢ Secondary enfollment ratio

¢ Tatal Exports plus Total imports-Gross Domestic Product Ratio

* Nonfue! primary Exports and Impotts-Gross Domestic Product Ratio

* All other Exports and Impotte-Gross Domestic Product Ralio

9 Nonfuel primary Exports and Imports-Agricuttural Gross Domestic Product Ratio
N Afl other Exports and imports-Nonagncuttural Gress Domestic Product Ratio
‘ Significant at 1% level

! Significant at 5% level

“ Reported R? Is Buse (1973) R-square

' vaiues in parenthesis are p-values
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The third estimation indicates that trade openness is positive and statistically
significant, whereas it was not statistically significant under the OLS estimation. The
change in results confirms the hypothesis of trade openness being an important
determinant of income per capita growth in developing countries. Estimation four
indicates that the largest positive effect of trade Openness On income per capita comes
about because of trade in nonagricultural goods. On the other hand, agricultural trade is
statistically significantly negative. In this regard, the POOLED results confirm previous
findings by Kavoussi. Kavoussi indicates that the largest positive effect of export
promotion comes about because of manufactured exports. This dissertation elaborates
more on the issue of positive effects of trade on output growth by arguing that, on
average, it 15 total trade (exports plus imports) in nonagricultural goods that brings the
positive effects on income per capita. For the most part, the POOLED estimates confirm
the previous results by Feder; Balassa; Tyler; Ram; Khan and Reinhart; Edwards; Knight,
Loayza and Villanueva; and Moschos of the positive effect of trade on output growth.
However, it is relevant to mention that with the exception of Edwards; and Knight,
Loayza and Villanueva, the rest of the studies relate export growth to output growth and
not total trade as this dissertation does. In addition, all the previous studies use the OLS
technique to conduct empirical estimations without testing for the presence of
misspecification errors. This dissertation shows that there are statistical problems with the
use of OLS that in turn bias the final results. This consideration is relevant because

accounting for these statistical problems enables more appropriate estimates that yield

more conclusive results.

125



Figures 1, 2, and 3 in the appendix show the trade patterns by category of goods
for the overall sample. Incidentally, there has been a tendency in the overall sample to
change the structure of intemational trade from a hghly agricultural base to a2 more
nonagncultural structure. This change in trade structure indicates that on average exports
of nonfuel primary goods decreased from 13% in 1973 to 8% in 1992, whereas on average
exports of all other goods increased from about 5% in 1973 to almost 11% in 1992. On
the other hand, imports of nonfuel primary goods remained constant at 5% of GDP.,
Imports of all other goods increased from 17% to 24% for the same period. Therefore, the
combination of these two trade trends and the correspondent coefficient estimates for
trade on agricultural and nonagricultural goods on Table 20 indicate that on average
developing countries have had a successful trade policy, thus increasing income per capita
for that particular matter. Finally, estimation five indicates that trade in agricultural goods
is based on sectoral comparative advantage as shown in the positive and statistically
stgnificant coefficient. This study, therefore, provides statistical and theoretical support to
the hypothesis of trade openness having a positive effect on income per capita.

Comparisons among estimation techniques indicate that OLS does provide biased
estimates that tend to increase the real value of coefficients for physical capital , human
capital, and labor force; and reduce the statistical significance of the positive effects of
trade openfiess on income per capita compared to the correspondent POOLED estimates.
In addition, POOLED results tend to be more in accordance with the results of previous
studies, such as Balassa; Tyler; Mbaku; Ram, Feder; Michaely, Moschos; Khan and

Reinhart; Knight, Loayza and Villanueva; and Edwards.
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Low Income Countries

Table 21 presents the reestimated results for the Jow income countries.
Comparisons between estimation techniques indicate, as expected, that the POOLED
estimates have lower absolute values than their corespondent OLS estimates. As before,
physical capital and human capital are positively and significantly related to income per
capita. The coefficient for physical capital declines from 0.444 to 0.174 between the first
OLS and the POOLED estimation. In addition, the human capital coefficient declines from
0.226 to 0.161 in the second estimation. The inclusion of human capital reduces the
relative impact of physical capital on income per capita, but not as dramatically as in the
OLS estimates. Human capital also increases R? from 0.18 to 0.29. The size of the labor
force remains negatively related to the growth in per capita GDP.

Results from the third estimation indicate that trade openness is positively and
significantly related to income per capita. In low income countries, the inclusion of trade
openness as an explanatory variable of income per capita results in a reduction of the
physical capital coefficient, indicating that capital productivity in the exporting sector is
higher than its correspondent domestic productivity. Hence, physical capital has a higher

productivity in the trading sector.
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Table 21, Low Income Countries POOLED Estimated Results of Alternative Neoclassical Growth

Models *
Augmented Growth Models
Solow Human Trade Openness
Caphtal 1 2 3
Number of Obsecvations 120 120 120 120 120
Degrees of Freedom 17 116 115 114 114
R? 0.18 0.29 0.32 0.33 0.38
Constant 6.988 7125 6.621 6.853 6.506
{12.38Y (13.60 (12.01)' (12.12) (1227
Labor Force -0.069 0.109 -0.064 0.076 0.058
{(-1.93 (3.13y {-1.70" (-1.95) (-1.59)
lio}e 0.174 0.145 0.079 0.063 0.091
(4.86)' (4.24) (2.04Y (1.44) (238
School ¢ 0.164 0.116 0.106 0.121
(4.11) (3.03) .72 (3.26)
X+MW/GDP ¢ 0132
QA7
AgX+AgWGOP " -0.029
(-0.60)
NonagX+NonagWGOP ‘ 0.152
(3.15Y
AgX+AgMWAgGOP 0125
(3.34)
NonagX+NonagM/NonagGDP " -0.006
(0.14)
F-test " 13.21 1603 13.81 11.58 12.96
(0.00) (0.00) {0.00) {0.00) (0.00)

* Values in parenthesis are 1-ralios
* (nvestment-output ratio
¢ Secondary enroliment ratio

¢ Totat Exports plus Total Imposts-Gross Domestic Product Ratio

* Nonfuel primary Exports and Imports-Gross Domestic Product Ratio

* Al ottver Exports and Imports-Gross Domestic Product Ratio ‘
9 Nonfuel primary Exports and Imports-Agricuttural Gross Domestic Product IRatco
» All other Exponts and Imports-Nonagricuttural Gross Domestic Product Ratio

‘ Significant at 1% level

) significant at 5% level

* significant at 10% level

‘Reported R? is Buse (1973) R-square
™ Values in parerihesis are p-values
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The analysis of the sources of growth derived from trade openness indicate that
trade in nonagricultural goods is positive and significantly related to income per capita.
Agricultural trade openness relates negatively but is not statistically significant. However,
the decomposition of trade results in a loss of statistical power for the physical capital
coefficient. As mentioned before, Kavoussi indicates that the positive effects of trade
(export promotion) are higher in middle income countries than in low income countries.
Kavoussi also finds this same result in terms of the promotion of manufactured exports
between middie and low income countries. However, Ram argues that there is not
significantly large difference in the estimated coefficient of export promotion between low
and middle income countries. In Ram'’s study the largest difference in export promotion
coefficients comes about in the different time periods under analysis, not because of
income per capita difference among countries. Ram argues that the difference in the initial
level of income per capita does not have a significant effect on the sources of economic
growth derived from international trade and in particular from export promotion.
However, he argues that the source of difference is in time periods. Export promotion in
the 1960-70 decade accordingly to Ram had a larger impact on output growth compared
to 1970-77. Contrary to Ram’s results, Moschos provides statistical information indicating
that low income countries derived larger positive effects from export promotion than
middle income countries do. This dissertation gives support to Moschos’ findings.

The fifth estimation of Table 21 indicates the same results as before. However,
trade in nonagricultural goods as a ratio of value added in nonagriculture becomes

insignificant in this estimation compared to the correspondent OLS results.
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A comparative analysis of historical international trade trends in low income
countries and the correspondent empirical estimates can be performed with the help of
figures 1, 2, and 3 in the appendix. Figure 1 indicates that trade in agricultural goods
remained fairly constant during the period of analysis. On the other hand, the largest
variation in trade for low income countries has occurred as a result of variations in trade in
nonagricultural goods. Figure 2 indicates a secular change in the structure of exports in
low income countries. This change implies that low income countries dedicate more
resources to the export of nonagricultural goods which represented 4% of GDP on
average in 1973 increasing to 8% in 1992. Trade in agnricultural goods represented 11% of
GDP in 1974 compared to 9% in 1992. According to estimation four in Table 21 and the
change in trade patterms during the period of analysis, low income countries increased
income per capita through the redirection of intemational trade from agriculture to
nonagriculture. However, another important factor is that imports of nonagricultural
goods has increased largely during the period of analysis resulting in large balance of trade
deficits. In addition to the balance of trade deficit many of the countnes have a large
balance of payments deficits that may resuit in macroeconomic disequilibriums that may
obscure the gains derived from the international trade process. These trade and balance of
payments deficits work in opposition and may result in lower levels of income per capita.

The measure of this affect is outside the scope of this dissertation.

130



l‘abllq;l 22d. Ilﬁiddle Income Countries POOLED Estimated Results of Alternative Neoclassical Growth
odels "

Augmented Growth Models

Solow Human Trade Openness
Capital 1 2 3
Number of Observations 125 125 125 125 125
Degsees of Freedom 122 121 120 119 119
2
R 0.31 0.54 0.61 059 0.64
Constant 7.305 ‘ 7.448 | 7.266 | 8.019 7.433
{11.89) (15.84) (16.56) (16.50) (17.77
Labor Force -0.001 £0.053 -0.041 0.096 -0.053
(0.37) (-1.80) (-1.35) (-2.78y (-1.8D)"
va® 0.327 0.359 0.344 0.328 0.339
.47 (11.08Y (11 54) (10.52) (11.83)'
School ¢ 0.241 027 0.216 0.240
(7.12) (8.49) (6.95) (9.47)
X+M/GDP © 0.076
(2.49)
AgX+AgM/GDP * 0.106
(-3.16
NonagX+NonagW/GDP ' 0.137
(4.31)
AgX+AgMWAQGDP * 0.018
(-0.88)
NonagX+NonagW/NonagGDP 0.099
(2.99)
F-test ™ 27.88 48.26 46.84 35,30 42.44
(0.00) {0.00) {0.00) (0.00) (0.00)

* values in parenthesis are t-ratios

® Investment-output ratio

¢ Secondary enroliment ratio

“ Total Exports pius Total Imports-Gross Domestic Product Ratio

* Nonfue primary Exponts and Impors-Gross Domestic Product Ratio

* All other Exports and imports-Gress Domestic Product Ratio

o Nonfuel primary Exports and Imports-Agricultural Gross Domestic Product Ratio
™ All other Exports and Importe-Nonagricufiural Gross Domestic Product Ratio
' Significant at 1% lavel

! Significant at 5% level

* Significant at 10% level

' Reported R is Buse (1973) R-square

™ \alues in parenthasis are p-values
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Middie Income Countries

Table 22 illustrates the POOLED results of the reestimated growth models for the
middle income countries. As in the previous reestimations for low income countries and
the overall sample, the value of the estimated coefficients is smaller under the POOLED
estimation technique than under the OLS estimations. In the first estimation labor is
negatively related and physical capital is positively related to income per capita,
confirming the underlined hypothesis of the Solow model of equation 13.

As indicated in the previous scenarios for low income countries and the overall
sample the absolute value for most of the coefficients have been reduced when accounting
for the presence of static and/or dynamic heteroskedasticity. The affect of the labor force
on income per capita is not statistically significant for the middle income countries, even
though it maintains the negative relationship with income per capita. Moreover, physical
capital has a lower absolute value under the POOLED estimation. The inclusion of human
capital increases R* from 0.31 to 0.54 and it also marginally increases the coefficient for
physical capital indicating that physical capital accumulation is positively affected by
human capital accumulation, ie., both types of capital accumulation follow a
complementary process. Estimatton three indicates that trade openness is positively related
to income per capita and is statistically significant. This result is important because the
previous OLS estimation for the same model indicated that overall trade openness was not
related to income per capita. The decomposition of trade openness by category of goods
in estimation four indicates that trade in agricultural goods is negatively and significantly

related 1o income per capita, whereas trade in nonagricultural goods is positively related
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and significantly related to income per capita. These two results confirmed previous
findings under the OLS estimates. However, the absolute value of trade openness in
nonagricultural goods is higher than before and the value of agricultural trade openness is
smaller than before.

Previous OLS estimations for low and middle income countries indicate results
that are somehow different. Kavoussi finds statistical support for the hypothesis that there
is a significant difference in the effect of labor force on output growth between low and
middle income countries, and physical capital does not differ widely between income
groups. Ram does not find statistical significance in the estimated coefficients of labor
force and physical capital for the sample of low and middle income countnies for the two
subperiods of 1960-70 and 1970-77.

Results from the third estimation (number one under the Trade Openness heading)
indicate that trade openness relates positively to income per capita. However, the trade
openness coefficient is not as Jarge in middle income countries compared to low income
countries. In this regard, Moschos argues that low mncome countries are the ones that
benefit the most from export promotion policies, contrary to the commonly held view that
middle and high income countries benefit the most from export promotion. Kavoussi
states that export promotion in sruddle income countries has a positive impact on output
growth and this impact is about twice as large as for low income countries. The results
reported by Kavoussi are not supported in the findings of this dissertation. Under this
estimation, the remaining vanables maintain their relative magnitudes and signs.

Further analysis of the impact of trade openness On per capita output growth

indicates that, as shown in estimation four, trade openness in agriculture has a negative
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and significant relationship with income per capita. In addition, trade openness in
nonagricultural goods has a positive and significant relationship with income per capita.
As expected, muddle income countries show that trade openness in nonagncultural goods
has a positive effect on income per capita whereas after a certain level of income per
capita agncultural goods do not contribute much to the process of economic growth,
Economies of scale and technology transfer is better appropriated in economies that have
passed a minimum level of income per capita. In this regard, Kavousst indicates that
manufactured exports have a larger positive impact on output growth for middle income

&

countries compared to low income countries. Moreover, Tyler argues that “ since the
technological change parameter estimates decreases in the equations with manufactured

export growth included, it is suggested that manufacturing export activity 1s accompanied

by greater technological progress” (p. 129).
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Table 23. High Income C i i - .
Modelsg me Countries POOLED Estimated Results of Alternative Neoclassical Growth

Augmented Growth Models
Solow Human Trade Openness
Capital 1 2 3
Number of Obsesvalions 665 &5 65 65
Degrees of Freedom 62 61 60 o
59 59
RZ
0.10 0.52 0.51 083 0.59
Constant 6.641 5943 5.766 5.815 5335
(12.73) 833y .74y 8.24) (8.02)
Labor Force £.032 0.028 0.017 -0.035 -0.009
(-0.71) (-1.10) (-0.51) (-1.00) (0.32)
nQ® 0.198 0.392 0.386 0.339 0.345
(2.46Y (4.20) (4.14) (4.65) (3.90)
School © 0727 0.728 0.627 0.697
(6.36) (6.13 (5.56) (6.08)'
X+M/GDP * 0.023
(0.33)
AgX+AgM/GDP * -0.356
(4.49Y
NonagX+NonagWGDP ' 0.212
(4.44)
AgX+AgMWAQGDP ? 0.281
(4,66
NonagX+NonagM/NonagGDP 0.224
(-3.31Y
F-test' 3.39 22.50 15,75 20.65 16.87
(0.04) (0.00) (0.00) (0.00) (0.00

"Values in parenthesls are t-ratios

® Jnvestment-outpul ratio

¢ Secondary enraiiment ratio

s Total Exports plus Total Importe-Gross Domestic Product Ratio

* Nonfuel primary Exports and importa-Gross Domestic Product Ratio

* Al other Exports and Imports-Gross Domestic Product Ratio

9 Nonfuel primary Exporis and imports-Agficultural Gross Domestic Product Ratio
™ All other Exports and Imports-Nonagricultural Gross Domestlc Product Ratio
‘ Significant at 1% leve!

I significant at 5% level

* Reported R?is Buse (1973) R-square

' values in parenthesis are p-values
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High Income Countries

As expected the reestimation of the growth models reported in Table 23 indicates
that most of the values for the newly estimated coefficients are lower than their
correspondent OLS estimates. However, most of the previous results are confirmed by the
use of POOLED technique. Estimations for the high income countries indicate that labor is
negatively related and physical capital is positively related to income per capita. Yet, the
size of the affect of Jabor force on per capita output is not statistically significant and the
R’ corresponding to the Solow model is 0.1. The inclusion of human capital in estimation
two increases R” to 0.52 implying that human capital is an important source of economic
growth in high income countries. In addition, for high income countries the inclusion of
human capttal increases the overall value of the physical capital coefficient indicating that
the process of capital accumulation is enhanced by the investment in human capital.
However, Mankiw, Romer and Weil indicate that the inclusion of human capital as an
explanatory variable for income per capita reduces the overall impact of physical capital on
per capita output. Knight, Loayza and Villanueva also show that including human capital
reduces the overall positive impact of physical capital on per capita output both by using
panel and cross-section data for a sample of 75 developing countries. Moreover, human
capital is the most important factor of production in high income countres as indicated by
its largest coefficient compared to the rest of the factors of production. The nonstatistical
significance of labor force across all estimations and the high value for the human capital
accumulation coefficient indicate that labor is a large source of economic development in

high income countries. In addition, the combination of these two elements implies that the
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effect of labor productivity on income per capita more than offsets the negative effect that
population growth has on income per capita in high income countries.

The inclusion of trade openness in estimation three, indicates that income per
capita increases as trade increases. Yet, this relationship is not statistically significant. At
first this result seems to be unplausible, because one would expect trade openness to be an
important determinant of economic growth in high income countries. However, the lack of
significance for the trade openness variable is better understood by analyzing estimation
four, which indicates that trade in agricultural goods is negatively and significantly related
to income per capita growth, while nonagricultural trade is positive and significantly
related to income per capita growth. The combined effects of the agricultural and
nonagricultural trade vanable into a single trade openness variable explains the Jack of
significance for the overall trade openness in estimation three. Indeed, R? increases from
0.51 in estimation three to 0.64 in estimation four, indicating that the decompaosition of
trade openness into agricultural and nonagricultural variables significantly improves the
explanatory value of trade openness on income per capita growth and helps to explain the
process of economic development in high income countries.

Results in estimation five provide statistical support to the hypothesis that trade in
nonagricultural goods do not necessarily follows a sectoral comparative advantage as
indicated by the negative value of the coefficient of nonagricultural trade. On the other
hand, trade in agricultural goods has a sectoral comparative advantage as shown by the
positive and statistically significant coefficient value for agricultural trade. Overall, the
POOLED estimates provide better information than the previous OLS estimates in terms

of the sources of economic development in high income countries. These results are
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shown as lower values of the estimates more in accordance with previous studies and
more significant estimates for the degree of trade openness. For the most part, previous
empirical studies in the field of economic growth such as Balassa; Tyler; Feder; Moschos;
Knight, Loayza and Villanueva; desegregate developing countries between low and middle
income countries, without considering a third group of developing countries that have a
rather large income per capita compared to the rest of the developing countries. Results in
this dissertation show that the empirical implications of factor of production on income
per capita are sensitive to the initial definition of low, middle, and high income developing
countries.

Similar results are obtained by the estimation for middle income countres.
Economies of scale and technology transfer derived from nonagricultural trade are better
appropriated in economies that have passed a minimum level of income per capita. The
coefficient for nonagncultural trade in high income countries is 0.167 compared to 0.135
in middle income countries. Both coefficients are statistically significant at the 10% level.
In addition, the negative impact of agricultural trade on income per capita is smaller for
high income than middle income countries, -0.1615 to -0.22], respectively. The inclusion
of schooling and trade openness largely decrease the value of the constant, ie,
technological factor coefficient. Hence a large proportion of technology transfer results
from education and international trade.

Results derived from the estimations of different income groups include results in
positive effects on income per capita of trade in agncultural and nonagricultural goods.
However, for low, middle and high income developing countries, economies of scale are

derived mostly through the trade of nonagricultural goods, whereas trade in agricultural
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goods reduces income per capita. This, in turm, confirms previous results (Kavoussi; Tyler;
and Balassa) indicating that productivity in manufacture trade is higher than otherwise.
The results of this dissertation give statistical support to the hypothesis that internatjonal
trade has a positive impact on income per capita. Nevertheless, the positive effects of
trade vary across income group and trade activities.

A summary of the POOLED estimation results is presented in table 24 Table 24
allows comparison of the main implications of the POOLED estimates with the previous
OLS estimations in Table 12. Perhaps, the most relevant result in Table 24 is that under
the POOLED estimation technique, low income countries have the highest absolute
positive value of trade openness on income per capita growth. Under the POOLED
estimation trade openness is positive and statistically significant for all income groups,
except for high income countries, a result not found under the OLS estimations.
Furthermore, for middle income countries physical capital is the most important factor of
production, and for high income countries human capital is the most important factor of
production. In the correspondent estimation for high income countries this study also finds
that trade in nonagnicultural goods has the highest value among income groups.
Furthermore, there is a definitive tendency for trade openness in agricultural goods to have
a negative Impact on income per capita for all income groups. In general, there is also a
tendency for a reversal in terms of sectoral comparative advantage for all income groups,
which in turn implies that most countries that promote trade openness are not necessanly
following a comparative advantage approach. This, as mentioned before, may have major
economic implications in terms of resource use allocation and possibilities for developing

countries to increase income per capita in the long run. Finally the POOLED estimates
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have in general lower absolute values than the correspondent OLS estimates, resulting in

better approximation of results from previous studies.

Latin America Countries

POOLED estimates for Latin America in Table 25 confirm most of the previous
results of previous OLS estimates in Table 13. Estimations one and two provide the basic
similar results with labor force relating negatively, physical capital relating positively, and
human capital having a positive impact on income per capita. Furthermore, the absolute
value of the coefficients is lower than before.

As before, human capital has a larger positive impact on income per capita than
physical capital. This particular result contradicts previous findings in Mankiw, Romer,
and Weil; and in Knight, Loayza, and Villanueva. In addition the inclusion of human
capital improves the overall coefficient of physical capital as in the case of high income
countries. R? increases from 0.17 to 0.38 from estimation one to estimation two.
Estimation three indicates that trade openness is negatively related to income per capita
but not statistically significant, whereas the corresponding OLS estimation in Table 13
indicates that this negative relationship was statistically significant. The remaining

coefficients maintain the characteristics identified in estimation two.
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Table 24. POOLED Estimates of Alternative Growth Models by In T
come G h i
as Dependent Variable g roup with GDF per capita

Overall Sample Low Income Middle Income High Income
Physicsl Capital Bosi}ive and Positive and Positive and Positive and
significant sigrificant significant Most significant
umportant factor
Human Capital Ppsi@e and Positive and Positive and Positive and
gg;uﬁmnl. Most sig‘niﬁcant, significant. Increases  significant. Most
important factor marginally reduces R, marginally irnportant factor.
Red_uccs physical physical capital, reduces physical Incresses physscal
cazpmal and creases  increases RY. capital. Support capital, contradicts
RZ Supports MRW  Supports MRW MRW MRW
Labor Force Neggtive and Negative and Negative and Negatve but nol
significant significant significant but very significant
low value
Trade Openness Positive and Positive and Positive and Positive but not

Agric. Trade /GDP

Nopagic. Trade
/GDP

Agric. Trade/ Agri
Value Added

Nonagic. Trade /
Nonagr. Value
Added

POOLED vs. OLS

significant. Reduces

all other coefficients.

Contrary to OLS
results

Negative and
significant

Positive and
significant

Posilive and
significant =>
seclora) comparative
advantage

Negative but not
significant

POOLED accounts for the presence heteroskedasticity

sigruficant. Most
important factor =>
support for openness
hypothesis. Highest
value among groups

Negative but not
significant

Positive and
significant

Positive and
significant =>
secloral comparative

advaniage

Negative but not
signilicant

significant, lower
than low mmcome
countries

Negative and
significant

Positive and
significant

Negative but not
significant

Posilive and
significant => there
are sectoral
comparative
adventages in the
nonagricultural
trading sector

significant. All other
variables remain the
same

Negative and
signoficant

Positive and
significant with
highest value among
groups

Positive and
signjficant =>
sectoral cormparative
advantage paltem

Negative and
significant => trede
does nol follow a
sectoral comparative
advantage

and autocortelation resulting in more

robust estimates than OLS. ln addition, empirical estimations provide better stahistical

support to the Augmented Neocl
and Nonagricultural Goods. In gen
lower absolute value than OLS estimates, giving statistical sup

assical Growth M

ode) with Trade Openness . Agriculturel
eral, there is a tendency for POOLED estunales to have a
port to previous literature
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Table 25. Latin America POOLED Estimated Results of Alternative Neoclassical Growth Models "

Auginented Growth Models
Solow Human Trade Openness
Capital 1 2 3
Number of Observations 100 100 100 100 100
Degrees of Freedom 97 96 85 94 94
rR% 0.47 0.38 0.38 0.44 0.38
Constant 7.983 7.145 7.138 7.089 7.152
(9.33)' (10.87) (1052 (11.84)' (10.26)'
Labor Force 0.026 0.074 -0.079 -0.031 -0.076
(0.44) (-1.74)" 1.7 (-2.29 (-1.62)
a® 0.26% 0.328 0.33 0.349 0.298
{4.40Y (5.21) (4.88)' (4.90)' (4 44)'
School © 0.454 0.472 0.486 0.427
(6.07) (6.13Y (6.26)' (5.44)'
X+M/GDP ° -0.029
(-0.46)
AgX+AgM/GDP * 0154
(-2.56Y
NonagX +NonagM/GDP ' 0.051
(D.88)
AgX+AgMW/AGGOP * 0.079
{1 49)
NonagX+NonagM/NonagGDP " -0.059
(-0.98)
F-test™ 10.03 19.64 14.54 15.08 1154
(0.00) (0.00) (0.00) (0.00) (0.00)

* Values in parenthesis are t-ratios

® Investment-output ratio

© Secondary envoliment ratio

9 Tota) Exports plus Total tmporis-Gross Domestic Product Ralio

* Nonfuel pnmary Exports and (mparts-Gross Demestic Product Ratio

' All other Exports and imports-Gross Domestic Product Ratio

% Nonfuel pnmary Exponts ang Imports-Agricufiural Gross Domestic Product Ratio
» All other Exponts and Imports-Nonagriculiural Gross Domestic Product Ratio
' Significant at 1% (evel

' Significant at 5% level

X Significant at 10% level

‘Reponted R? is Buse (1973) R-square

™ \ajues in parenhesis are p-values
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Trade openness by category of goods indicates that agricuitural trade has a
negative and statistically significant relationship with income per capita. On the other
hand, nonagricultural trade is positively related to income per capita but not statistically
significant. However, the coefficient for nonagricultural trade is larger the POOLED
estimation compared to the OLS, and for agricultural trade the coefficient is smaller under
POOLED. This particular resuit shows that the promotion of nonagricultural trade has
resulted in positive effects on income per capita even though it has not reach the threshold
point to generate economies of scale and the complete appropriation of technology
transfer. This is specially true when one considers that Latin American countries are net
exporters of agricultural goods, and net importers of nonagricuitural goods. In tum, total
Latin America exports represent on average less than twenty percent of Gross Domestic
Product, whereas total imports represent on average of approximately twenty-five percent
of Gross Domestic Product.

In Latin America the most important sources of economic growth are generated
domestically through the processes of physical and human capital accumulation.
International trade has resulted in continuous and persistent balance of trade deficits that
do not enhance the rate of growth of income per capita. Barboza finds statistical evidence
to support the hypothesis of export promotion as a source of economic growth in Latin
America for a sample of 19 countries from 1970 to 1992. It is possible to conclude that
the persistent trade balance deficits have offset the positive effects derived from the
process of export promotion and that even though technology transfer is being appropnate
through the import of capital goods, the combined impact of these two processes may not

result in increments of income per capita. It is likely however, that in some specific cases
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the processes of trade liberalization results in actual increases of income per capita as
predicted by the model in chapter II1.

The final estimation gives statistical support to the hypothesis that agricultural
trade has been based on sectoral comparative advantage, whereas this has not been the
case in nonagncultural trade. It is not surprising however, that nonagricultural trade does
not have a sectoral comparative advantage. Exports of nonagricultural goods has received
large support from Latin America governments through the use of tanff and nontanff
barriers, which have clearly created distortions in the trade patterns®’. On the other hand,
even though agricultural trade has followed a sectoral comparative advantage it still has an
average productivity that is lower than the average Gross Domestic Product productivity.
Lower productivity in agricultural trade is explained for the low value added components
of agricultural products. Thus, initial sectoral comparative advantages in agricultural

production are not being exploited by Latin American countnes.

African Countries

Reestimation of the alternative growth models for Africa in Table 26 confirms
most of the previous results of Table 15, However, some important differences are found.
First, the absolute value of the estimated coefficients for physical and human capital are

smaller than the previous OLS estimates. Second value and statistical significance of trade

T [ aiin Amencan countries were heavily involved in the process of Import Substitution during the 1960s
and part of the 1970s. In addition, the changes in domestic production structure to meet Lhc_ necds of Ithe
Import Substitution process are for the most part still in place in most of the Latin America countnes.
During the 1980s and in the course of the 1990s, Latin American countries, as well as many othr.:r
developing countrics, have been involved in the process of structural change to develop those economic
activities in which there is a2 comparative advantage. It is therefore, not surprising that the combination of
a production structure that was otiented to the substitution of imports and t.hg large amount of imports of
capital goods as a proportion of Gross Domestic Product obscure the positive effect of the process of

export promotion.
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openness coefficients vary with respect to the correspondent OLS estimates. Empirical
estimates of the Solow and Augmented Solow Model with Human Capital Accumulation
yield the same results under POOLED and OLS techniques. Labor ts negatively related to
income per capita, and physical and human capital are positively related to income per
capita. R? increases from estimation one to estimation two from 0.21 to 0.36. Human
capital also has a larger absolute value than physical capital indicating that investment in
education has a higher productivity than investment in physical capital, and that there is a
need in Africa to increase labor-skills. As indicated previously, the particular result of
human capital being more important in terms of income per capita determination than
physical capital is opposite to the findings of Mankiw, Romer, and Weil; and Knight,
Loayza, and Villanueva.

Perhaps the most interesting results of the reestimated growth models for Africa is
that overall trade openness is positive and significantly related to income per capita,
whereas previous OLS estimations indicated the opposite. This also confirms the
hypothesis that correcting for the presence of static and dynamic heteroskedasticity yields
more robust estimates than the correspondent OLS initial estimations. In addition, trade
openness tncreases R®marginally from 0.36 to 0.38. The decomposition of trade openness
in estimation four indicates that agricultural trade is negative and statistically significantly
related to income per capita, and nonagricultural trade is positive and significantly related
to income per capita. In this regard, Mbaku indicates using a sample of 37 Afncan
countries that exports have a positive tmpact on output growth. He also states that export
growth is a more important determinant of output growth for middle income African

countries compared to low income countries.
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Figures 13, 14, and 15 in the appendix ilustrate trade patterns for African
countries. Figure 14 shows African countries changing their trade strategy to the
promotion of nonagricultural trade. In 1972, nonprimary exports represented less than 5%
of Gross Domestic Product, and in 1992 they represented 10%. On the other hand,
agncultural exports (nonfuel primary) represented about 16% of Gross Domestic Product
in 1972 and declined to about 11% in 1992 Figure 15 shows imports of agricultural
goods relatively constant under the period of study, whereas, nonagricultural imports
increase from 18% to 26% for the same period. Indeed, on average for the African
countries the relative change in trade structure has resulted in positive effects on income
per capita. It is relevant to notice that the absolute value of the agricultural trade
coefficient is greater than the correspondent coefficient for agricultural trade. Finally,
estimation five indicates that trade in agricultural goods are based on sectoral comparative
advantages as indicated by the positive and statistically significant coefficient.

Nonagricultural trade shows a positive coefficient, yet not statistically significant.
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Table 26. African Countries POOLED Estimated Results of Alternative Ncoclassical Growth Models "
Augmanted Growth Models

Solow Human Trade Openness
Capital 1 2 3
Number of Observations 130 130 130 130 130
Degrees of Freedom 127 126 125 124 {24
2
R 0.20 0.36 0.38 041 0.37
Constant 8.801 9.519 5.238 10.132 8.805
(9.85) (13.07) (12.84)' {13.48Y (11.71)
Labor Force 0.167 -0.259 0.234 0.294 0.202
(-2.79y (-5 29) (-4.73) (-5.66) (-3.94)
a® 0.169 0.148 0119 0.121 0.114
(4.97) (3.87) (2.90) (281Y (2.78)'
Schoo! © 0.235 D.215 0.214 0.184
(6.08) (5.45) (5.22)' (467
X+M/GOP * 0.112
(2.02y
AgX+AgMW/GDP * <.097
-1.67"
NonagX+NonagM/GDP ! 0.158
(2.75)
AgX+AgMWAQGDP ° 0.110
(2.48)
NonagX+NonagM/NonagGOP " 0.006
{0.12)
F-test™ 16.67 23.48 19.37 17.45 1460
(0.00) (0.00) (0.00) (0 00} (0 00)

" Vaiues in parenthesis are 1-ratias

® Investment-output ratio

¢ Secondary enrollment ratio

S Total Exports plus Total Imports-Gross Domestic Product Ratio

* Nonfuel pnmary Exports and Imports-Gross Domestic Product Ratio

' All other Exporls and Imports-Gross Domeslic Product Ratia

® Nonfuet primary Exports and Imports-Agricultural Gross Domestic Praduct Ratio
™ All alher Exports and Imporis-Nonagncuttural Gross Domestic Product Ratio
' Significant al 1% level

' Significant at 5% level

* Significant at 10% level

'Reported R? is Buse (1973) R-square

~ yvalyes in pacenthests are p-values
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Asian Countries

Estimations for the sample of Asian countries outperformed the rest of the
estimation by income and by region. The explanation power of the alternative growth
models is indicated by higher R? than otherwise. Estimation one indicates as expected that
labor force has a negative and statistically significant relationship with income per capita.
In addition, the coefficient of labor force is the highest compared to the rest of the
estimations. Physical capital is positive and statistically significant with a coefficient of
0.527. This coefficient has the highest absolute value compared to the rest of the
estimations for the other income and region groups. This indicates that Asian countries
have developed higher economies of scale through the accumulation of physical capital
than otherwise.

Furthermore, estimation two shows human capital accumulation having a higher
coefficient than physical capital. The positive effects of human capital on income per
capita are demonstrated by an increase in the overall explanatory power of the growth
model, R? increases to 0.62. However, the inclusion of human capital reduces the value of
the coefficient of physical capital to 0.349. Human capital is the most important factor of
production for the Asian countries, yielding the highest contribution to income per capita
compared to the other factors of production.

Estimation three indicates that overall trade openness s positive and significantly
related to income per capita. However, the magnitude of this coefficient is smaller under
the POOLED estimation than the OLS. Yet, the trade openness coefficient is stil] the

highest compared to the rest of the coefficients for trade openness in the income and
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region group estimations. As stated before, the process of international trade resulted in
larger technology transfer in the Asian countries than in any other countries. In addition,
the inclusion of trade openness as an explanatory variable of income per capita results in a
reduction of the magnitude in the remaining coefficients, indicating that some of the
human and physical capital productivity is derived from the process of international trade.
R? marginally increases from estimation two to estimation three from 0.62 to 0.63. Overall
R* derived from the Asian estimates are higher than otherwise.

Estimation four indicates that agricultural trade openness has a negative and
significant relationship with income per capita. This relationship was negative but not
statistically significant in the corresponding OLS estimation. The negative value of the
agricultural trade coefficient indicates that the productivity derived from agricultural trade
1s lower than the average productivity derived from the Gross Domestic Product. Second,
nonagncultural trade has a positive and significant effect on income per capita.
Productivity derived from nonagricultural trade is higher in absolute terms than that
derived from agricultural trade. Furthermore, the productivity of nonagricultural trade in
Asian countries is the highest compared to the rest of the estimations by income and
region group. Nonagriculiural trade in Asian countries has greater productivity than the
average domestic activities. Thus, trade in nonagricultural goods follows a comparative
advantage pattern. In turn the trade patterns based on comparative advantage allow Asian
countries to better appropriate technology transfer and develop larger economies of scale
than any other income or region group. The positive impact of trade and education is also

captured as reflected by the highest R*among all estimations.
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Table 27. Asian Countries POOLED Estimated Results of Alternative Neoclassical Growth Models *

Augmenied Growth Models
Solow Human Trade Openness
Capital 1 2 3
Number of Observalions 80 80 BD 80 80
Degrees of Freedom 7 76 5 74 74
R 0.4% 0.62 0.63 0.65 0.70
Constant 11.411 8.271 7.969 9.008 7.272
(14.63) (10.83) (11.38)' (10.62) (1027
Labor Force -0.258 0.235 0.188 -0.234 0.141
(-5.79)' (-6.19) (-5.07) (-5.40) (-4.02)'
Q® 0527 0.349 0.211 0.225 0.167
(4.96) (4.60) (2.84) 317y (2.20)
Schoo! © 0.689 0.549 0.458 0540
.27 (5.56) (4.00)' (5.50)
X+M/GDP * 0.183
(2.59)'
AgX+AgM/GDP * 0.131
(-1.95Y
NonagX+NomagM/GDP 0.260
(3.82)
AgX+AgM/AgGDP ¢ 0.238
(3.69)
NonagX+NonagM/NonagGDP " 0.032
(0.39)
F-test' 26.65 4224 32.05 27.73 34.03
{0.00) (0.00) (0.00) (0.0C) (0.00)

* Values in parenthesis are t-ralios

® (nvestment-outpu! ratio

¢ Secondary enroliment ralio

¢ Yotal Exponts plus Total Imports-Gross Domestic Product Ratio

* Nonfue) primary Exports and imports-Grass Domestic Product Ratio

' All other Exports and Imports-Gross Domestic Product Ratio

¥ Nonfuet primary Exports and Imports-Agricuttural Gross Domestic Preduct Ratio
» Al other Exports and Imports-Nonagricuttural Gross Domestic Product Ratio
' Significant at 1% level

! Significant at 5% level

“ neported R? is Buse (1973) R-square

{Values in parenthesis are p-values
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The impact of international trade on income per capita is better understood by
analyzing figures 16, 17, and 18 in the appendix. Figure 16 illustrates that trade in
nonagricultural goods increased on average in the Asian countries from about 24% of
Gross Domestic Product in 1973 to 50% in 1992. On the other hand, trade of agricultural
goods slowly decreased from 17% in 1973 to about 12% in 1992, It is even more
Interesting to notice that the largest variation in the trade structure in Asian countries
comes about because a significant change in the export composition. Exports of
nonagricultural goods represented about 6% of Gross Domestic Product in the early
1970s, whereas in 1992 it accounted for 21% of GDP. Exports of agricultural goods
decreased from 11% of GDP in 1973 to 6% in 1992. Imports of agricultural goods
remained mostly constant at 6% of Gross Domestic Product for the entire period.
However, imports of nonagricultural goods increased from 17% to 30% for the same
period. Finally, estimation five indicates that trade in agricultural goods has a higher than
average productivity compared to the value added in the agricultural production. On the
other hand, nonagricultural trade has a higher than average productivity than the value
added in nonagricultural goods. However, the latter is not statistically significant.

To conclude the empirical results section, this study presents the summary of the
POOLED estimations by region of developing countries in the following table 28 Table
28 allows to determine the main difference in terms of empirical results between the OLS
estimates and the POOLED estimates. As expected pbysical and human capital have a
positive effect on income per capita across regional groups. In addition, under the
POOLED estimation there is support for the trade openness promotion hypothesis,

whereas in the OLS estimation results were weak. Trade openness results indicate that
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Asian countries are the ones that have benefited the most from the process of trade
openness. The major contribution comes about because the promotion of trade openness
in nonagricultural goods, where Asian countries have the highest positive value compared
to the rest of regional groups.

As for the OLS estimates, the POOLED results of this section indicate that there is
a negative and significant relationship between trade openness in agricultural goods and
income per capita. Hence, giving statistical support ta the hypothesis that on average trade
in agricultural goods has not been beneficial for most developing countries. Finally, under
the POOLED estimates this study finds that there are sectoral comparative advantages in
the agricultural sector, while there is no statistical support to reject or fail to reject the

same hypothesis for trade in nonagricultural goods.
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Table 28. POOLED Estimates of Alternative Growth Models by Region with GDP per capita as

Dependent Variable

Overall Sample Latin America Africa Asig
Pbysica) Capital P_osiu‘ve and Positive and Positive and Posytive and
significant sigruficant significant sigruficant. Higher
value than other
groups
Humsp Capital Positive and Positive and Positive and Positive and
_signjﬁcam_ Most significant. Most significant. Most sigruficance.
important l’act_or. important factor. important factor of Reduces physical
Reduus physical Increases physica) production. capital => support to
ca)plta.l and increases  capital => no Marginally reduces MRW. Most
R”. Supports MRW support to };&RW. physical capital important factor, and
Increases R value => sypport 10 highest among
MRW groups
Labor Force Negative and Negative but not Negative and Negative and
significant significant significant significant
Treade Openness Positive and Negative but not Positive and Positive and

Agric. Trade /GDP

Nonagic. Trade
/GDP

Agric. Trade / Agri
Value Added

Nopagic. Trade /
Nonsgr. Value
Added

POOLED vs. OLS

significan(. Reduces

all other coefficients.

Contrary to OLS
resulls

Negative and
significant,
Delcrioration on
income per capita
due to trade in
agricultural goods

Positive and
significant

Posilive and
significant =>
sectoral comparative
advantage

Negative but not
significant

significant, Other
coefficients remain
the same

Negative and
signiftcant.
Detenoration on
mcome per capila
due to rade in
agncultura) goods

Positive but nat

significant

Positive but not
significant

Negative bul not
significard

significant Reduces
other coefficient
values => higher
productivity in
trading sector

Negative and
significant.
Deterioralion on
10Come per capita
due to trade in
agricultural goods

Positive and
significant

Positive and
signoficant =>
sectoral comparative
advantage

Positive but not
significant

significant. Highest
value among all

groups.

Negative and
significant.
Deterioration on
INCOME per capita
due to trade 1n
agricultural goods

Pasitive and
sigiaficant. Highest
amaong groups.

Positive and
significant =>
secloral comparalive
sdvantage

Positive but not
significant

POOLED accounts for the presence heteroskedasticity and avtocorrelation resulting in more
robust estimates than OLS. In addilion, empirical estimauons provide better statistical
support to the Augmented Neoclassieal Growth Mode! with Tradc Openness in Agricultural

and Nonagricultural Goods. In general, there 1s & tendency for

POOLED estimates to have a

lower absolute value than OLS estimates, piving statistical support to previous literature
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CHAPTER VI

CONCLUSIONS AND RECOMMENDATIONS

This dissertation proposes that by endogenizing technologjcal change as a function
of the degree of trade openness promotion, one can explain the effect that trade openness
has on output growth, factor accumulation and overall factor productivity in the context
of the Solow model. In turn, the model specification developed in this study allows to
determine both the direct and indirect effects that trade openness has on the long-run rate
of growth of income per capita and on the correspondent steady-state level.

A significant difference between the closed economy Solow model and the
expanded open economy model developed in this study is that the long-run steady-state
level of income per capita is always larger in the open economy model. Thus, allowing
open economies to achieve larger steady-state levels of income per capita and greater
long-run rates of growth of income per capita. This result suggests that a lower level of
capital accumulation (human and physical) is needed in the open economy compared to
the closed economy to achieve the same level of long-run per capita output. The second
implication is that in the open economy model, lower levels of domestic savings are

associated with larger levels of per capita output growth. This is possible, because the
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productivity of physical and human capital is enhanced as a result of the process of
technology transfer associated with international trade. Thirdly, as trade factors vary,
endogenized technological change allows economies to achieve different steady-state
levels of income per capita and physical and human capital. This particular implication of
the expanded model is not possible in the closed economy model with exogenous
technological change. Thus, by endogenizing technological change through the
incorporation of openness as a factor of production, the proposed Barboza-Dicks model
provides evidence to allow for endogenous changes in steady-state levels that is not
possible in the Solow model.

At the empirical level two alternative estimation methods were used, i.e., OLS and
POOLED techniques. Overall misspecification tests on the OLS assumptions indicate the
presence of static and dynamic heteroskedasticity and autocorrelation To account for
these statistical problems the alternative growth models were reestimated using the

POOLED technique. Results were then divided by income and regional groups.

The overall pattern denived from the empirical evidence based on a sample of 62
developing countries indicates that low income developing countries benefit the most from
trade openness. This result is significant in that it contradicts previous findings that
indicate that high income developing countries gain the most from trade promotion.
Furthermore, middle income developing countries obtain the largest positive effects from
physical capital accumulation, and high income developing countries benefit the most from
investment in human capital. These particular results are important in terms of economic
policy formulation in developing countries, because they indicate important changes in the

main sources of growth as income levels vary.
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In terms of trade openness promotion, all income group countres benefit from the
promotion of nonagricultural trade, however, high income countries are the ones that
benefit the most. On the other hand, there is statistical evidence indicating that trade
openness in agricultural goods results in a negative impact on income per capita for all
income groups. These two elements have important implications for policy analysis in
developing and developed countries, as they indicate two major trends. First, developing
countries may need to increase trade openness promotion in nonagricultural goods as a
means to increase income per capita and to accelerate the rate of growth of income per
capita toward its steady-state level. Second, developing countries may need to redirect
agricultural trade openness policies so as to reverse the negative impact on income per

capita growth, hence facilitating the process of economic growth.

In terms of regional grouping estimations, this study finds similar results as those
for the income groups. Physical and human capital have a positive effect on income per
capita, while labor force has a negative impact. In addition, trade openness was an
important source of growth for Afrca and Asia, but not for Latin Amerca The
decomposition of trade between agricultural and nonagricultural indicate that the largest
sources of income growth come about because trade in nonagricultural goods. On the
other hand, trade in agricultural goods has a negative and significant impact on income per

capita, for all regional groups.

Furthermore, Asian countries outperformed the rest of the sample countries, in ali
different categories Asian countries derive the largest positive effect from investment in

physical capital and human capital compared to the rest of the sample. In addition, Asian
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countries have the largest positive effect of trade openness on income per capita, and they
also derive the highest positive effect from the promotion of trade openness In
nonagricultural goods. Finally Asian countries minimize the negative effect of trade in
agricultural goods compared to the rest of the sample, because Asian countries have the
lowest ratios of agricultural trade to Gross Domestic Product relative to the rest of the
regional groups. There are indeed, some important policy implications that can be derived
from the Asian experience, that may be useful to enhance the process of economic growth

in the rest of the sample countries.

Some final considerations for future research. First, it is relevant to address the
possible effects of the International Trade Negotiations under the World Trade
Organization on the process of economic development in developing countnies. Second,
estimate the effects of trade openness in a dynamic framework to determine both the static
and dynamic gains/losses associated with the promotion of free trade. Finally, research
could be conducted to determine whether countries converge, and at what speed, toward

the steady-state level of income per capita, other things given.
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Appendix 1.

Table 1. List of Countries Under Study

Argenbna
Bangladesh
Barbados
Benin
Bolivia
Brazii
Burundi
Cameroon
Central African Republic
Chile
China
Colombia
Costa Rica
Cote d'ivoire
Ecuador
Egypt
Ethiopia
Fiji
Gambia
Ghana
Greece
Guatemala
Raiti
Honduras
India
Indonesia
Jamaica
Kenya
Malawi
Malaysia
Mali

Matlta
Mauritania
Mauritius
Mexico
Morocco
Myanmar
Nepal
Nicaragua
Niger
Nigeria
Pakistan
Panama
Papua New Guinea
Paraguay
Peru
Philippines
Satvador
Senegal
Sierra Leone
Singapore
Sri Lanka
Sudan
Tanzania
Thailand
Togo
Trnidad and Tobago
Tunisia
Turkey
Uruguay
Zambia
Zimbabwe
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Table 2. List of Countries by Region and Incomne Level

Africa * Latin America®  Asia © Low ¢ Micdie * High "
Burundi Argenlina Bangladesh Bangladesh Boltvia Argentina
Benin Bolivia China Benin Cameroon Barbados
Central Afric Rep  Brazil Fiji Burundi Chile Brazil
Cote d'lvoire Barbades Greece Central Afnc Rep Coilombla Fij
Cameroon Chile Indonesia China Coata Rica Greece
Egypt Colombia India Egypt Cate d'lvoire Jamaica
Ethiopia Costa Rica Sn Lanka Ethlopia Ecuador Maita
Ghana Ecuador Myarimar Gambla El Salvador Mexdco
Gambia Guatemnala Malaysia Haiti Ghana Nicaragua
Kenya Honduras Nepal (ndia Guatemala Panama
Moroceo Hadi Pakistan Indonesia Honduras Singapore
Mali Jamaica Philippines Kenya Malaysia Trinidad & Tobago
Matta Mexico Papua New Guinaa Malaw Mauritius Uruguay
Mauritania Nicaragua Singapore Mali Morocca
Mauritius Panama Thailsnd Mauritania Papua New Guinea
Malawi Peru Turkey Myanmar Paragusy
Niger Paraguay Nepal Peru
Nigeria Salvador Niger Philppines
Sudan Trinidad & Nigena Senegal

Tobago
Senegat Uruguay Pakistan Sudan
Sierra Leone Sserra Leone Thailand
Togo S Lanka Tunisia
Tuniswa Tanzania Turkey
Tanzania Togo Zambia
Zambia Zimbabwe
Zimbabwe

" Africa inctudes North Africa and South-Saharan Africa

® Latin America includes Latin America and the Caribbean
© Asla includes Middle Easl, Central Asia. South Asia, East Asia and Pacific
¢ Low Income countries have i 1973 a income per capita in 1987 dollars of less than $600

* Middle Income countries have in 1973 a Income per capita in 1987 dollars between $601 and $1500

"High Income coumnes have in 1973 a income per capita In 1987 dotlars greater than $1500
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Table 3. List of Countries Under Study and Comrespondent Acronyms

8angladesh 8GD
Henin BEN
Burundi 8Dl
Central African Republic CAF
China CHN
Egypt EGY
Ethiopia ETH
Gambia GMB
Hattl HTI
(ndia IND
Indonesia IDN
Kenya KEN
Malawi MWI
Mali MLI
Mauritania MRT
Myanmar MMR
Nepal NPL
Niger NER
Nigeria NGA
Pakistan PAK
Sierra Leone SLE
Sri Lanka LKA
Tanzania TZA
Togo TGO
Bofivia 80L
Cameroon CMR
Chile CHL
Colombia GoL
Cosia Rica CRI
Cote d Ivoice Clv
Ecuador ECU
El Saivador SLv
Ghans GHA
Guatemala GTM
Honduras HND
Malaysia MYS
Maurdius MUS
Morocco MAR
Papua New Guinea PNG
Paraguay PRY
Peru PER
Philippines PHL
Senegal SEN
Sudan SDN
Thailand THA
Tunisia TUN
Turkey TUR
Zambia ZMB
Zimbabwe ZIWE
Argentina ARG
Barbados BR8
Brazil BRA
Greece GRC
Jamaica JAM
Malta MLT
Mexco MEX
Nicaragua NiC
Panama gg’;
Sin re

Tn‘r%ggg and Tobago T10
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Appendix 2,

Table 1. Low income Developing Countries, Per Capita Income of $0-600 in 1973 @ 1987=100 *

s° L* OA“ ONA " XA’ XNA " pc’ Q' XGDP'
Burund|
1973-1876 0.90 1457 209 -2.37 -1.60 -1.42 5.2 -2.78 -1.52
1977-1580 1.00 14.62 -1.86 204 -1.27 -1.24 5.36 -2.0% -1.25
1581-1584 1.24 14.69 -2.07 -1.96 -1.46 -1.17 532 1.72 -1.32
1985-1988 1.44 14.77 -1.92 -1.99 -1.26 -1.26 5.42 -188 -1.26
1989-1592 1.73 14.97 -2.16 -1.90 -1.45 -1.23 5.4 175 -133
Benin
1973-1976 2.20 14,27 217 -1.52 -1.03 -1.13 5.92 -1.79 -1.09
1977-1980 2.51 14.36 -2.27 -1.51 -1.20 -1.08 $.90 -1.78 “1.42
1981-1884 3.04 14.44 -2.01 -1.30 -0.90 -0.80 5.94 -1.74 -0.90
1985-1988 275 14.52 242 -1.55 -1.03 -1.14 583 -2.13 -1.10
18889-1992 240 14.62 -2.54 -1.99 -1.54 -1.52 583 -2.00 -1.53
Bangladesh
1973-1976 315 16.92 -2.88 222 -2.31 -1.38 4.87 -2.54 -1.80
1977-1880 288 17.01 -2.67 -1.99 -2.00 -1.27 492 -2.10 -1.58
1981-1984 292 17.11 -2.76 -2.08 -§.85 -1.57 504 -1.96 -1.67
1985-1988 286 17.22 -2.84 -2.04 -1.63 -1.52 5.14 -2 06 -1.66
1989-1892 292 17.34 -3.02 =211 -2.00 -1.66 5.18 -2.09 A77
Central African
Republic
1973-1976 2.144 1393 -1.99 -1.81 0.99 -1.35 6.07 -1.88 -1.20
1977-1880 2.41 1358 2.3 -2.08 -125 -1.61 6.12 2.34 <145
1581-1984 2.77 14,03 -2.20 -1.87 -1.24 -1.38 597 234 -1.33
1985-1688 256 14.09 -2.38 -1.83 -1.44 -1.33 5.97 -2.09 -1.37
1885-1992 2.48 14.15 -2.45 -1.90 -1.56 -1.36 5.87 -2.09 -1.44
China
1973-1976 385 19.88 -4.03 -2.59 -2.91 -2.18 461 .23 -2.38
1877-1880 410 20.08 -362 217 -2.4% -1.81 478 -5 -1.96
1981-1584 358 20.18 347 -1.78 -2.07 -1.37 5.06 -1.23 -156
1985-1588 3.74 20.27 -2.86 -1.45 -1,60 -1.11 542 0.96 1.3
1989-1992 388 20.24 -280 122 -1.40 054 5.65 -1.07 -1.03
Egypt
1973-1976 378 16.11 -1 74 -1 -0.48 -1.38 6.06 -1.47 ~1.02
1977-1880 3.91 1620 -1.84 -1.34 0.38 -1.10 6.33 -1.20 .50
1981-1884 4.07 16.30 -1.84 -1.14 0.18 092 6.51 -1.24 0,73
1985-1988 42 16.41 -237 -1.68 072 -1.47 6.52 -1.47 -1.28
19848-1992 4.39 16.51 .2.18 -1.85 0 41 -1.37 6.50 -1.57 -1.12
Ethiopia
1973-1976 1.94 16.57 -2.31 -2.32 -1.64 -1.58 484 -2.27 -1.64
1977-1980 2.16 16.65 2.2 -2.00 -1.51 -1.3% 4.82 244 .41
1801-1984 2.40 16.73 -2.25 -1.82 -1.75 -0.88 482 -2.07 -1.32
1985-1988 2.62 16.80 -2145 -1.85 -1.70 0.82 4.74 Nives -1.29
1889-15892 2.56 16.88 -2.890 2.2 -2.58 0.73 4.66 -2.09 -1.80
Gambia
1973-1876 2.35 12.47 0.80 -1.20 0.32 -0.81 5.88 -2.47 028
1977-1980 242 12.55 -0.96 -0.90 0.4 0.58 5.9 -1.43 0.23
1681-1984 283 12.60 098 0961 018 -0.53 5.57 -1.60 025
1985-1988 2.79 12.66 -112 -1.05 0.16 072 5.80 -1.83 039
19898-1992 289 1271 .22 -0.82 0. £0.55 5.74 -1.80 -0.34
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Table 1. Low Income Developing Countries, Par Capita Incoma of $0-800 in 1873 @ 1887=100 “,

continued
s® Le oA" ONA* XA XNA * pch 1a’ xapp'T
Halti
1873-1976 219 14.70 -2.08 -1.83 -1.13 -1.35 5.686 -1.85 125
1977-1880 250 14.74 -1.87 -1.50 «0.80 -1.08 5.8 177 0.87
1981-1584 276 14.80 -1.95 -1.44 0.81 -1.06 5.54 -1.78 0.97
1985-1988 2.96 14 88 -2.28 -1.82 -§.15 -1.43 5.86 -1.92 -1.33
1889-1992 307 1497 -2.75 2.2 -1.66 -1.80 574 -2.39 -1.75
Indonesia
1973-1876 3.00 17.73 -2.35 -1.32 1.2 0.92 5.37 -152 -1.01
1977-1980 317 17.81 -2.30 -1.28 -1.00 -0.98 5.67 -1 41 097
1981-1984 357 17.81 -2.79 -1.06 -1.33 0.7¢ 5.98 -1.27 0.89
13851588 3.82 168.00 -258 -1.28 194 -1.02 6.05 -1.29 -1.04
1889-1992 3.81 §8.08 -2.46 -1.01 -0.81 Q.77 6.21 -1.18 -0.80
India
1973-1976 3.26 18.30 -3.24 -2.80 -2.28 -2.32 549 -1.61 -2.30
1977-1880 337 1937 -3.37 -2.54 -2.30 212 557 -1.54 -2.47
1981-1984 356 19.45 -3.43 -2.37 -2.34 -1.89 5.64 -1.50 -2.08
1985-1968 366 19.53 -3.6% -2.42 -2.36 -2.08 5.78 -1.41 -2.16
1989-1992 .77 19.60 -3.53 -211 -2.25 -1.78 5.90 -1.41 -1.89
Kenya
1973-1976 2.64 15.57 -1.97 -1.20 0.82 0.82 588 -1.50 -0.82
1977-1880 2.90 15.72 -1.85 -1.07 D70 -0.69 5.98 -1.35 -0.69
1981-1984 298 15.86 -202 -1.27 0.78 063 5.86 -1.49 0.88
1685-1388 3.09 16.00 -2.04 -1.44 0.77 -112 5.88 -1 42 -1 00
1889-1992 337 16.14 -2.18 -1.35 077 -1.07 5.91 -1.83 0.99
Sri Lanka
1973-1976 387 15.37 -1.53 -2.28 028 -1.94 555 -1.88 -1.14
1877-1980 3.90 15.47 -1.18 -1.28 0.12 £.96 5.76 -1.50 0.51
1961-1984 4.08 15.55 -1.59 -1.01 0.23 0.7 5.80 1,27 -0.56
1985-1988 418 15,62 -1.61 -1.12 0.38 -0.84 6.00 -1.47 0.71
1989-1392 430 15.67 -1.80 -0.86 035 059 6.06 -1 49 083
Mali
1973-1976 2.01 14.55 174 -195 -1.15 -1.13 548 -1.86 -112
1977-1980 2.20 1462 -1.99 177 -1.44 091 S.64 -t.79 -1.147
1981-1984 1.98 14.71 -1 59 -1.32 0.90 -0.54 557 -1.082 0.72
1985-1988 1.84 14 8% -\.77 -1.54 093 095 857 -1.63 0.94
1989-1992 1.89 14.91 -1.62 -1.47 -0.8¢ 0.88 532 -1.5¢ 0.85
Myanmar
1973-1976 302 16.49 -2.92 -2.84 <211 -2.25 5.36 227 -2.19
1977-1880 304 16.50 -2.67 -263 -1.68 203 S5 -170 -1.96
1981-1984 317 16.56 -2.70 -278 -1.96 -2.13 5.66 -1.65 -2.04
1985-1988 3.19 16.66 -3.56 -3.36 292 -2.80 5.60 -2.04 -2.76
1989-1992 3.00 18.73 -4 20 -4.06 -3.69 313 547 -2.04 -3.43
Mauritania
1973-1976 1.39 13.06 -0.76 -1.31 0.47 0.98 6.29 -1.55 0.30
1877-1980 215 13.13 -1.09 A 020 .90 6.17 -1.12 £.46
1581-1984 259 13.2 0.66 -1.36 0.39 -1.02 6.16 -1.18 0.38
1985-1988 276 13.33 0.68 -1.47 0.65 -1.17 6.15 1.3 034
1985-1932 2.64 13.44 -0.64 -1.02 0.69 0N 6.18 -1 65 0.11
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Table 1. Low Income Daveloping Countiies, Per Capita lncome of $0-800 In 1673 @ 1937=100 ",

continued
s’ L [T ONA* XA T XNA @ PC” K’ XGoP'
Malawi
1873-1976 1.39 14.68 -1.4% -1.20 -0.43 0.73 518 -1.30 0.60
1977-1980 1.31 14.77 -1.46 -1.13 0.45 -0.69 519 -1.24 -0.59
1981-1984 139 14.87 -1.46 -1.44 -0.37 -103 5.08 -1.70 075
1985-1988 1.39 14598 -1.45 -1.43 0.33 -1.04 S.01 -1.83 0.75
1589-.1992 1.39 15.08 -1.46 -1.19 0.24 0.84 5.04 -1.63 -0.62
Niger
1973-1976 0.90 1476 234 -2.50 -1.75 -1.68 5.83 -1.92 -1.72
1877-1880 1.36 14.84 -1.58 -1.82 -0.86 -1.15 5.87 -1.36 -1.00
1981-1384 1.78 14.82 -1.45 -1.87 -0.61 -1.30 885 -2.20 -0.94
1985-1933 1.73 15.02 -1.61 -2.02 -0.57 -1,58 574 -1.94 -1.10
1989-1992 1.79 (511 -1.83 23 0.92 -1.86 5.63 -2.48 -1.41
Nigeria
19731976 214 17 14 -3.35 -1.13 -2 19 D75 6.00 -1.45 -1.02
1977-1880 2.65 17.24 -3.09 0.99 -1.83 066 6.33 -1.39 0.88
1981-1884 3.26 17.35 -3.30 -1.30 2.5 -0.91 6.07 -1.83 -1.17
1985-19688 Ix 17.48 -3.49 -1.30 ~2.52 -0.82 570 210 -1.19
1989-1992 298 17.56 -2.85 073 -1.60 0.39 579 -1.94 0.61
Nepal
1973-1976 252 15.53 -4 42 -3.45 -4.02 -2.34 493 -2.16 -3.11
1977-1880 286 15.60 -3.30 -2.38 -2.78 -1.49 4.95 A.77 -2.05
1881-1884 3.13 t5.69 -3.17 -1 88 -2.61 -1.05 496 -1.70 -1.64
1885-1988 3.33 15.78 -2.93 -1.65 -2.28 -0.90 5.05 -1.52 -1.40
19869-1992 358 15.87 -3.05 -1.59 -2.44 -0.82 516 -1.44 -1.39
Pakistan
1973-1976 2.74 16.89 2.32 -1.67 -1.14 -1.30 5.44 -1.91 -125
1977-1580 2.68 17.01 -2.50 -1.61 1.23 -1.28 5.52 -1.69 -1.26
1881-1984 2.77 1713 -2.63 -1.60 -1.32 -1.28 5.68 -1.67 -1.28
1985-1888 282 17.25 -257 -1.58 -$.16 -1.30 5.82 -1.68 -1.26
1989-19382 302 17.35 -2 62 -139 1147 112 6.15 -1.64 -1.13
Sierra Leone
1973-1976 2.44 14 01 -1.85 -1.01 £0.65 064 494 -2.00 -0.85
1977-1980 2.52 1405 -1.64 0.89 0.72 0.50 5,03 -2.01 0.57
1981-1884 2.84 14.09 =239 477 -1.32 -1.34 5.06 -1.92 -1.32
1985-1988 281 1414 -2.10 -1.88 -1 19 -1.37 494 -2.32 -1.28
1989-1992 280 14.19 -1.74 -1.52 -0.78 -1.18 492 -2.06 0.93
Togo
1673-1976 302 13.80 -1.40 -1.52 0.15 -1.18 6.06 -1.50 Q75
1977-1880 J40 13.89 -1.28 077 0.04 0.44 6.12 0N 028
1981-1584 320 13.98 -124 -1.03 -D.06 0.66 5.96 -1.40 0 44
1985-1688 3.08 14.07 -1.34 -1.28 0.26 0.86 585 -140 0.61
1988-1992 3.16 14 16 -1.51 1.4 -0.42 -1.00 588 -1.44 0768
Tanzania
1973-1976 1.24 15.99 173 -1.43 0.70 099 5.18 -153 .87
1977-1880 1.31 16.02 -2.04 -4.47 -1.11 -0.97 514 -1.38 -1.02
1981-1884 1.10 16.14 -2.47 -2.00 -1.67 -1.40 S5.05 A7 -1.52
1985-1988 1.24 16.25 -2.45 -1.60 -1.81 £.86 5.05 -1.46 -1.24
1989-1992 1.54 16.36 -1.88 -0.98 <1.10 0.37 517 .82 064

* Data is expressed as the natural logarithm of a four years average.

® Secondary school enroliment ratio

* Labor force

¢ Ratio of nonfuel pnmary exports and imporis to Gross Domestic Product

* Ratio of all other exports plus imponts to Graas Domestic Praduct

' Ratio of nonfuel primary exports and imports to Gross Domestic Agricuttural Value Added
2 Ratio of all other exports and imports to Gross Domestic Nonagricultural Value Added

% per capita income in constant 1387 US §

' Ratio of Gross Domestic Investment to Gross Domestic Product

'Ratig of total exports and imporls 1o Gross Domestic Product
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Table 2. Middle Income Developing Countries, Per Capits income of $601-1500 in 1973 at 19B7=100 "

s° L® oad ONA* XAT XNA® PC" K' xGpeT
Bolivia
1873-1978 3.42 14.25 -1.29 -1.23 0.31 -1.01 6.81 126 0.56
1977-1980 3.52 1434 -1,20 -1.20 0.48 0.89 6.82 -1.56 0.54
1981-1984 3.56 14,44 -1.69 -1.28 0.27 0.89 6.67 -2.26 LD.77
1985-1988 3.58 1485 -2.19 -1.49 -1.10 -1.08 8.50 229 -1.09
1889-1992 3.51 14.65 -1.92 -1 60 065 134 6.50 -1.99 -105
Chile
1873-1976 3.68 15.00 -1.48 -2.10 1.21 -203 705 -1.B2 -1.05
1977-1980 3.96 15.10 -169 -1.83 0.84 -1.75 703 -1.57 -1.06
1981-1984 413 15.20 -178 -1.97 1.02 -1.80 7.22 -1.95 -116
1985-1988 4.25 15.30 -1.44 -t.71 1.05 -1.62 7.29 -1.60 .88
1883-1992 4.30 15.38 -1.41 -4 1.04 ~1.32 7.54 -1.34 0.72
Cote d'lvoire
1973-1976 2.56 14.95 -1.03 -1.27 0.27 -0.85 5.94 -1.48 0.45
1977-1980 2.85 15.05 -1.1S ~1.31% 0.21 101 7.09 -1.28 054
1981-1984 2.96 15.15 -1.16 -1.28 0.26 -1.00 6.82 -1.67 .52
1985-1988 3.00 15.25 -1.19 -1.41 o008 -1.08 6.78 -2.08 -0.60
1989-1992 a.13 15.35 -1.05 -1.22 0.08 083 6.43 -2.34 -0.44
Cameroon
1973-1976 2.64 15.02 -1.85 -1.68 0.42 -1.31 6.48 -1.68 0.96
1977-1980 2.85 1508 -1.75 -1 48 0.58 =141 6.68 -1.26 0.91
1881-1984 3.05 15.45 -2.42 -1 66 -1.02 -1.37 6 96 -1.12 -1.27
19851988 322 15.2 264 -1.94 -1.16 -1.68 702 -1 39 -1.53
1989-1892 330 15.30 -2.10 -1.84 D75 -1 54 660 -1.76 -1.42
Colombia
1873-1976 3.66 1576 -2.28 -2.08 -0.85 -1.80 6.80 -1.69 -1 48
1977-1980 3.79 15.86 -2.16 2.08 0.65 -1.84 6.94 -1.68 -1.41
1581-1584 3.86 1506 -2.56 -1.89 -0.87 -1.78 654 -1 61 -154
1685-1588 3.93 16.07 -2.39 -1 B8 0.63 -1.69 7.00 -1.62 -1.40
1989-1992 4.04 16.17 -2.51 -1 58 -0.68 -1.40 705 -1.70 -125
Costa Rica
1873-1976 3.75 13.35 -1.47 -100 015 D78 732 -1.43 0.51
1977-1980 384 13.50 -155 -0.98 0.08 .76 7 45 -1.39 0HS53
1581-1984 3.78 1364 -1.32 0.92 0.16 066 7.24 -1.38 0.41
1885-1988 370 13.75 -1,51 -1.16 0.15 0.95 7.32 -1.36 063
1989-1992 374 13.85 -1.50 0.81 0.29 0.62 2.37 131 040
Ecuador
19731976 369 14.56 -2.13 -1.15 043 -0.85 6.90 -1.47 083
1977-1880 3.01 14.67 218 -1.27 0.3 -1.11 7.12 -1.32 -0.92
1981-1684 388 1478 -2.54 -1.33 047 -1.19 7.09 -1.58 107
1985-1988 4.02 14.90 -2.05 -1.40 0.12 -1.24 6.96 -1.57 -0.98
1988-1992 3.97 15.02 -1.92 -1.268 0.08 =119 696 -1.58 0.84
Ghana
1973-1976 360 1515 -124 -1.56 054 0.87 6.15 223 0.69
1977-1980 362 1525 -1.27 -1.44 D74 0.55 6114 -268 0.66
1981-1984 366 1535 -1.73 -1.58 -113 0.78 590 -3 1 0,95
1985-1988 368 15.46 -1.64 -1.91 091 -1.25 S.89 222 -1.07
1989-1892 366 15.67 175 -1 62 -1.03 095 5.90 195 099
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Table 2. Middie income Developing Counlries, Per Capita income of $604-1800 in 1973 at 1987=100 .

continued
§® L® OA® ONA * XAT XNA ¥ Pc" K’ XGoPT
Guatemala
19731976 2.52 14.38 -1.89 -1.53 057 122 6.87 -1.76 -1.00
1877-1880 272 14,46 -1.79 -1.52 -0.47 -1.21 6.9 -1.66 0.65
1881-1884 287 14.56 -2.26 -1.69 0.94 -1.38 6.83 202 -1 24
1885-1938 295 1468 -2.07 -1.76 0.75 -1.45 6.72 -210 -1.21
1989-1992 .33 14.80 -2.14 -1.56 0.78 -1.27 676 -1.91 -1.12
Honduras
1973-1976 2.80 13.71 -1.28 -1.12 0.06 -0.82 8.75 -1.58 0.50
1977-1880 3.16 13.84 -1.14 -1.02 0.30 0.75 5.92 -1.38 .38
1581-1884 3.48 13.99 -1.44 -1.38 0.21 -1.14 6.79 -1.814 0.70
1985-1988 354 14 14 -1.61 -1.62 0.07 -1.41 6.80 -1.76 -0.92
19858-1992 294 14.28 -1.54 -1.24 0.15 -1.03 6.80 -1.47 -0.68
Moroceco
1973-1876 2.80 1534 -1.50 -1.70 0.15 -1.49 6.42 -1.50 -0 89
1977-1580 307 15.49 -1.86 -1.59 0.14 -1.39 6.54 -1.32 -1.02
1881-1584 335 15.63 -175 -1 35 0.17 -1720 6.56 -1.35 0.84
1985-1988 358 15.76 -1.90 -1.41 0.13 R .. 6.66 -1.48 -0.93
1889-1592 348 15.88 -2.07 -1.28 0.1 -1.09 673 -1.45 -0.9¢
Mavritius
1973-1976 3.7 12.54 -0.69 -0.99 0.50 075 7.10 -131 013
1977-1580 3.64 1266 090 -0.81 102 -0.65 717 -1.28 0.16
1981-1984 3.92 1279 -1.05 -0.87 1.05 074 7.07 -1.59 .26
1585-1988 393 12.91 0.84 0.54 116 0.41 7.35 -1.38 004
1989-1592 398 13.00 (22 0.28 1.0 0.18 757 .22 Q.08
Malaysia
1873-1976 3.79 15.29 -0.91 -1.01 0.37 -0.69 7.08 -1.34 0.27
1977-1980 3.89 15 44 094 077 0.43 .49 7.35 -1.28 0.18
1981-1984 3.93 15.58 -1.24 0.49 0.34 -0.25 7.50 -1.03 -0.09
1985-1388 4.02 15.68 -1.25 0.40 0.14 0.12 7.50 -1.38 -0.05
1986-1892 4,05 15.78 -1.32 008 0.30 0.15 7.75 -1.12 030
Peru
1973-1976 384 15.31 -2.20 -2.30 -0.37 -213 7.2% -1 47 -1.55
1977-1%80 401 1545 -1.85 -207 013 -1.94 717 -1.52 4.3
1881-1584 411 15.57 -236 -2.06 0.18 -1.94 714 -1.29 -1.50
1985-1388 4.16 15.68 -220 -2.07 0.08 -1.94 7.08 -1.55 -1 44
1888-1992 3.55 1579 -2.28 231 -0.30 -2.16 6.87 -1.80 -1.60
Philippines
$1973-1976 4.04 16.56 -1.75 -153 056 117 8135 -128 093
1877-1380 4.15 16.65 -1.54 -1.37 065 -1 05 6.46 ~1.18 0.92
1681-1984 4.20 16.74 -2.27 -1.29 064 -1.02 6.46 -1.33 097
1385-1988 421 1684 -2.33 -1.33 -0.89 -1.06 6.34 -178 -1,02
1989-1992 4.29 16.94 -232 098 0.80 0.75 643 -1.52 076
Papua New
Guinea
1973-1976 2.48 14.02 0.97 -1.56 0.25 12 693 -1.72 052
1977-1980 242 14.08 0.73 -1.26 0.34 -0.84 6.91 -1.46 027
1981-1984 240 14.15 -093 -1.06 0.45 0.64 6.70 -1.24 0.30
1985-1938 2.52 14.21 085 -1.49 0.22 -0 8¢ 6.72 -153 -0.37
1883-1992 2.52 14.27 -4 05 -1.00 026 0.68 664 -1 40 -0.33
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Table 2. Middie Income Developing Countries, Par Capits income of $601-1500 in 1973 st 1987=100 .

continved
s° L€ OA" ONA"® XA’ XNA © Pc" Q' XGDP'
Paraguay
19731976 3.07 13.67 -2.08 -2.06 -1.06 -1.81 6.66 -1.51 -1.37
1977-1880 3.21 13.81 -2.27 -1.98 -1 -1.61 6.84 -1.28 -1.42
1981-1984 341 13.54 -2.73 225 -1.41 -1.83 7.00 -1.38 -1.76
1985-1988 3.38 14.06 -2.26 -1.82 -1.00 -1.58 6.85 -1.42 -1.38
1985-1992 338 1417 -1.83 -1.56 D.52 ~1.24 6.95 -1.44 0.98
Sudan
1973-1976 264 1548 -1.84 -1.88 -0.86 -1.40 6.60 -1.76 -115
18977-1980 276 15.58 225 -2.19 -1.12 -1.79 6.77 -1,85 -1.83
1981-1884 290 15.69 -2.24 -212 -1.06 -1.74 6.69 -1.84 -1.48
1985-1988 3.00 15.80 -258 -2.56 -1.78 -1.893 6.52 -1.67 -1.88
1989-1592 3.09 15.92 -2.32 -234 -1 -1.89 6.50 -2.00 -1.63
Senegal
1973-1976 230 14.61 -1.24 -1.39 0.09 -1.08 6.53 -1.68 0.62
1877-1980 233 14,74 -1.38 -1.16 0.10 0.90 §.49 -1.83 0.57
1981-1584 254 1483 -1.27 -1.00 037 -0.78 6 44 -2.15 0.43
1985-1588 2.68 1491 -1.77 -1.42 0.2 -1.18 6.45 217 -0.88
1989-1992 27 14.99 -1 85 -1.59 0.2 -1.38 6.48 208 -1.02
Salvador
1973-1976 289 1411 -1.36 -1.04 0.01 0.74 7.03 -1.58 0.4
1977-1980 3.20 1423 -1.486 -1 0.2 0D.77 714 -1.65 -0.57
1981-1884 323 14.35 -1.94 -1.25 -0.43 -1 00 6.78 205 -0.84
1985-1988 3.37 14.47 -1.89 -1.52 0.07 -1.34 6.79 -2.90 0.99
1985-1992 3.24 14.60 -2 47 -1.70 022 -1.58 6.77 -1.95 -1.32
Thailand
1973-1978 3.28 16.82 -1 85 -1.54 054 -1.23 6 40 -1.34 -0.99
1977-1980 34 16.93 -1 76 -1.35 0.34 -1.07 6,56 -128 -0.84
1981-1384 342 17.04 -1.86 -1.28 0.2 -1.06 6.6S -1.24 083
1585-1388 3.37 17.13 -181 1143 0.07 -0.96 6.81 -1.25 075
1989-1992 347 17.21 -1.90 -0.69 013 -0.54 7 16 0.93 0.42
Tunisia
1973-1876 3.07 14.27 -190 -1.09 0.22 089 6.84 -1.34 072
1977-1980 3.2t 14 41 -2.14 0.74 0.21 058 699 -1 20 £0.52
1981-1984 3.5 14.54 -2.09 0.63 -0.07 049 711 -t 16 042
1985-1988 370 14 66 -2.18 0.85 .20 0.70 7.08 -1.50 0.61
1985-1692 380 1478 -2.15 0.56 0.27 -0.39 7.15 -1.35 -0.37
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Table 2. Middle Income Developing Countries, Par Capiia income of $601-1580 in 1873 at 1987=100 *,

continued
st LE oA” ONA " XAT XNA © pct a’ XGDPT
Turkey
1973-1976 342 16.68 2.94 218 -1.59 186 6.90 -1.51 -4.78
1977-1880 355 16.74 3.29 228 -1.82 202 6.98 -1.56 -1.97
1981-1584 3.64 16.82 263 -1.56 0.99 -1.34 6.94 -1.59 -1 26
1985-1988 3.78 16.91 -2.51 .13 -0.85 -1.10 7.10 -1.29 -1.04
1985.1992 3.95 16 99 -2.60 -1.36 -1.05 112 7.18 -1.14 -1.10
Zambla
1973-1976 274 14.31 0.82 -1.40 1.28 -1.27 6.13 -1.07 0.37
1977-1980 277 14.42 0.97 -1.47 0.90 -1.30 571 -1.56 0.49
1981-1984 2.83 1454 -1.20 -1.52 0.72 136 5.50 -1 .83 055
1985-1988 294 14.67 0.92 -1.45 1.09 -1.30 544 -1 87 0.46
1585-1982 3.43 14.81 0.88 -1.21 0.76 -1.01 5.46 -2.08 054
Zimbabwe
1973-1976 2.20 1475 1.7 -1.28 0.14 111 6.54 -1.43 078
1977-1980 214 14 86 -1.75 -1.35 0.30 -1.24 6.40 -1.88 084
1991-1984 3.51 14.97 -1.98 1.42 0.17 -1.29 6 48 -1.63 087
1985-1988 383 15.08 -1.76 -1.38 0.17 R 6.42 -1.65 085
1989-1992 3.92 15.20 1.77 -1.07 0.34 094 6.41 -1.50 067

: Data is expressed as ihe natural logarithm of a four years average.
Secondary school enroiiment ratio
“ Labor force
® Ratio of nonfuel primary exports and imports to Gross Domestic Product
" Ratio of all other exports plus imports to Gross Domestic Product
! Ratio of nonfuel primary exports and imports 1o Gross Domestic Agriculural Value Added
¥ Ratio of all other exports and impons to Grass Domestic Nonagricutiusal Value Added
" Per capita income in constant 1987 US %
' Ratio of Gross Domestic Investment to Gross Oomestic Product
'Ratio of total exports and (mports to Gross Oomesiic Product
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Table 3. High income Developing Countries, Per Capita Incame of $1600 or > in 1973 @ 1987=100 *

[ L on‘ ONA '’ xa’ XNA ® Pc* Q’ XGDP!
Argentina
1973-1976 4.02 16.10 -2.64 -282 0.43 273 8 -137 -2.14
1977-1980 4.03 16.14 -2.38 -2.26 022 -2.18 8.24 -130 -1.62
1981-1984 413 16.18 -2.62 261 012 -252 8.14 -1.55 -1.92
1985-1888 426 16.22 -2.68 -278 037 -2.71 8.09 -1.70 -2.14
1985-1992 435 16.27 -2.89 -2.65 0.30 -2.57 8.05 -1.89 -2.06
Brazil
1973-1976 3.33 17.42 -2.68 -223 -0.49 =211 7.41 -1 40 -1.73
1977-1980 348 17.56 -2.83 -2.34 0.59 2.2 7.54 -1 48 -1.86
1881-1984 356 17.66 -2.78 -2.15 0.42 -2.05 7.48 -1.67 -1.72
1985-1938 3.61 17.75 -2.91 -2.31 -0.56 2.2 757 -1.57 -1.87
1989-1992 366 17.84 -3.17 -2.45 Q77 -2.38 753 -1.56 -20S
Barbados
1973-1876 4.34 1157 -1.30 0.76 1.03 065 840 -1.49 £0.30
1977-1580 443 11.85 -1.54 -0.61 0.91 -0.52 853 -1 48 -0.26
1981-1984 451 11.72 -1.89 -0.44 0.87 £0.37 8.54 ~1.55 o2
1985-1988 4.49 11.78 213 0.83 0.54 0.76 8.64 -1.82 -0.58
1883-1992 4.47 1183 -2.11 -1.00 orn -0.88 8.69 -1.67 0.7
Fiji
1973-1976 410 12.08 -1.38 -1.08 0.08 -0.82 7.43 -1.57 -0.53
1977-1980 4.07 1220 -1.26 -1.03 0.33 -0.80 7.51 -1.32 0.44
1981-1984 3.97 12.29 -1.50 -1.02 0.24 0.83 750 -1,41 -0.54
1985-1988 384 1238 -1.49 -1.19 0.20 -0.98 7 44 -1.78 063
1889-1892 411 12.45 -1.41 0.76 0.32 0.67 757 -1.94 £0.34
Greece
1973-1976 437 15.06 234 -1.39 0.58 ~1.20 8.28 -1.23 <1.06
1977-1980 438 15.10 243 -1.29 052 -113 840 -1.27 -1 04
1981-1984 445 1513 -2.30 -1.25 0.46 -1 08 840 -1.52 095
1985-1988 455 1515 -2.19 -1.25 0.25 -110 8.43 -1.64 092
1988-1992 458 15.16 -2.18 -1 16 017 -1.02 8.5y -1 60 08s
Jamaica
1973-1876 4.06 13.59 -1.80 092 1.01 0.84 743 -1.44 0.51
1977-1980 4.11 13.74 -1 59 0.81 0.95 0.72 725 -1.87 0943
1981-1984 4.09 1383 -1.54 058 1.18 0.52 715 -1.53 0.26
1985-1588 4.14 1364 -1 63 0.74 1.02 0.87 7.04 -1.48 0 40
1989-1592 412 14.05 -1.67 -0.56 0.88 -0.48 716 -1.23 -0.27
Mexico
1973-1976 357 16.68 -3.36 -2.82 -1.13 -251 7.36 -1 85 -2.23
1977-1980 3.7s 16.85 326 -2.28 0.88 -2.18 749 143 -1 96
1981-1984 3598 17.00 -3.31 -1.73 078 -1.65 759 -1 .49 -1.54
1985-1588 399 17.12 -3.06 -1.66 -0.63 -3.57 7 47 -1.62 -1 44
1983-1992 4.01 17.25 -3.14 -1.70 -0 61 -1 62 753 -1.47 -1.49
Matta
1973-1976 4.30 11.69 -1.18 011 164 £.05 796 -1.39 0.19
1977-1980 425 11.76 -1.42 0.01 1.78 0.05 8.31 -1.39 0.2
1981-1984 434 1182 -1.74 0.14 1.53 -0.10 844 123 0.058
1985-1988 4736 1186 -1.94 009 1.34 £0.05 848 129 0.06
1883-1992 4.44 11.80 -1.96 0,16 1.55 0.19 8.74 -1.18 027
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Tab:ie B.egigh Income Developing Countries, Per Capita Income of §4800 or > in 1073 @ 1987=100 °,
continu

s® L* oA’ ONA* XAT XNA ¢ pch Q' XGDOPT
Nicarsgua
19731976 326 13.47 -1.38 -§.10 0.04 0.82 7.44 -1.45 064
1977-1880 3.47 13.58 -1.15 -1.04 0.z 0.74 7.26 -1.74 0.39
1981-1984 374 13.72 -1.66 -1.27 0.17 -1.01 7.03 153 £75
1685-1988 368 13.87 -217 -138 -0.80 -1.09 687 -1.60 -1.01
1989-1952 3.72 14.02 -1.33 0.97 0.15 061 6.46 -1.56 044
Panama
19731976 4.05 13.26 -210 -0.83 0.05 0.71 7.57 -113 .58
1977-1980 4.16 13.36 -217 0.93 0.01 0.80 7.58 -1.34 -0.67
1981-1984 408 13.47 -2.41 -1.13 012 -1.02 7.68 -1.47 -0.88
1885-19838 4.09 13.58 -2.47 -1.587 L. -1.45 7.70 -203 1.2
1989-1992 4.09 13.69 -2.39 -1.236 -0.20 -1.24 755 -2.08 -1.05
Singapore
1973-1976 397 13.70 0.58 0.63 3.39 0.65 B8.34 088 0.88
1977-1980 4,05 13.86 0.40 0.93 3.80 0.84 8.51 089 116
1981-1984 420 13.97 -0.80 097 3.80 088 8.81 0.74 113
19851988 4.20 14.04 -0.92 0.94 426 094 8.96 .54 1.08
1983-1992 4.25 14,08 ~1.21 099 476 1.00 9.30 -0.89 1.10
Trinidad and
Tobago
1873-1976 3.95 12.79 -2.16 0.31 1.15 0.35 8.16 -1.38 0.39
1977-1980 4.4 12.87 242 0.05 1.09 0.08 8.44 -1.23 013
1881-1984 432 1295 -2.54 -0.44 1.22 0.42 8.42 -1.32 -0.32
1985-1988 4.42 13.05 -2.57 075 1.06 072 8.30 172 0.60
1989-1992 4.42 13.13 -2.39 057 1.29 .55 8.2 -1.94 0 42
Uruguay
1973-1876 412 13.92 -2.24 -2.00 0.51 -1.80 7.78 -1.48 -1.42
1977-1980 4.09 13.93 -2.31% -1.69 0,39 -1.53 7.90 -1.55 -1.28
1981-1984 423 1396 -2.13 -1.76 0.07 -1.62 7.75 -1.80 -1.23
1985-1988 439 1368 -2.02 -1.62 0.00 -1 47 767 -2.08 -1.10
1689-1992 4.39 14.02 -2.07 154 012 -1.42 71.77 -2.08 -1.08

* Data is expressed as the natural logarithm of a four years average

® Secandary school enroliment ratio

¢ Labor force

9 Ralio of nonfuel pnmary exports and imports to Gross Domestic Product

* Ratio of all ather exports plus imports lo Gress Domestic Product

* Ratio of nonfue! pnmary exposts and imports to Gross Domestic Agriculiural Value Added
¥ Ratio of all other exports and imports to Gross Domestic Nonagrculiural Value Added

" Per capita income \n constant 1987 US §

‘ Ralio of Gross Domestic Investment ta Gross Domestic Product

I Ratic of lotal exports and [mports 1o Gross Domestic Product
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Table 4. Latin America and Caribbean ®

s® L OA* ONA * XA XNA ® pc” i’ XGDOPT
Argentina
1973-1376 4.02 16.10 -2.84 -2.82 0.43 -273 822 -1.37 -2.14
1977-1380 4.03 1614 -2.38 -2.26 o -2.18 B.24 -1.30 -1.62
1981-1984 413 16.18 -2.62 -2.81 0,12 -2.52 B.14 -1.55 -1.92
1985-1988 426 16.22 -2.88 -2.79 0.37 2.7 8.08 -1.70 -2.14
1989-1992 4135 16.27 -2.89 -2.65 030 -2.57 8.05 -1.89 -2.06
Bolivia
1973-1976 3.42 1425 -1.29 1.3 0.31 -1.01 6.81 -1.26 0.56
1977-1980 3.52 14.34 -1.20 -1.20 0.48 0.99 682 -156 £.51
1681-1B84 3.56 14.44 -1.89 -1.28 0.27 -0.98 667 2726 0.77
1585-1688 3.58 1458 -2.19 -1,49 -1.10 -1.089 8.50 229 -1,05
1989-1992 3.51 1465 -1.92 -1.60 065 -1.34 6.50 -1.99 -1.05
Brazil
1973-1978 333 17 42 -2.68 -2.23 0.49 211 7 41 -1.40 -1.73
1977-1980 3.48 1756 -2.63 -234 059 2.2 7.54 -1 48 -1.86
1981-1984 356 17 66 278 215 0.42 205 7 46 -1.67 1.72
1985-1988 361 V1.75 299 239 0.56 -2.2¢ 757 -1.67 -1.87
1985-1992 3.66 17.84 317 -245 0.77 -238 753 -1.56 -2.05
Barbados
19731976 4.34 11.57 -1.30 076 1.03 065 B 40 -1.49 -0.30
1977-1980 443 11.65 -1.54 -0.61 0.94 -0.52 8.53 -1.48 0.28
1981-1984 4.51 11.72 -1.89 0.44 087 037 8.54 -1.55 o2
1985-1988 449 §1.78 -213 083 054 0.76 8.64 -1.82 058
1989-1992 4,47 11.83 21 -1.00 0.72 0.98 8.69 -1.67 0.71
Chile
1973-1976 388 15.00 -1 48 -210 1.21 -2.02 7.05 -1.82 -1.05
1977-1880 3.96 1510 -1.69 -1.83 0.84 475 703 -1.57 -1.06
1981-1984 413 15.20 -1.76 -1.97 1.02 -1.90 722 -1.95 -1.16
1985-1988 425 15.30 -1.44 1.7 1.05 -1.62 728 -1.60 -0.88
1988-1992 430 15.38 -1.41 -1.41 1.04 -132 7.54 -1.34 072
Colombia
19731576 3.66 158.7€ -2.28 -208 08s -1.80 6.80 -1.89 -1.48
1677-1880 3.79 15 88 216 -2.08 0.65 -1.8% 694 -1.68 -1 41
1881-1984 386 1596 -2.56 -1.99 087 -1.78 6.94 -1.81 -1.54
1985-1988 el 1607 -239 -188 -0.63 -1.69 700 -162 -1 40
1983-1992 4.01 16.17 251 -1.58 0.68 -1 40 705 176 -1.25
Costa Rica
1973-1976 375 13.35 -1.47 -1.00 0.15 0.78 732 -1.43 -0.51
1977-1980 3.84 13.50 -1.55 -0.98 008 -0.76 7.45 -1.39 0.53
1981-1884 378 13.64 -1.32 -0.92 0.16 0.68 724 -138 0 41
1385-1988 3.70 13.75 -1.51 -1.16 0.15 .95 7.32 -1.36 063
1689-1992 374 13.85 -1.50 -0.81 0.29 0.62 7.37 -1.31 -0.40
Ecuador
1973-1976 3.69 14.56 213 -1.15 043 0.95 6.90 -1.47 -0.83
1877-1980 3.9 14.67 -2.18 -1.27 023 -1.11 712 -1.32 0.92
1981-1984 3.98 14.78 -2.54 -1.33 0.47 -1.19 7.09 -1.98 -1.07
1885-1988 4.02 14.90 208 -1.40 0.12 -1.24 6.96 -1.57 098
1988-1992 3.97 1502 -1.92 -1.26 0.08 1.4 6.96 -1.59 084
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Table 4. Latin America and Caribbean *, continued

s® LE oa® ONA " xA' XNA ® PC® Qt XGDP'
Guatemala
1973-1976 252 14.38 -1.89 -1.583 -0.57 2 6.87 -1.76 -1.00
1977-1980 272 14.46 -1.79 -1.52 -0.47 -1.2% 6.99 -1.66 .95
1981-1984 287 14.56 -2.26 -1.68 .94 -1.38 6.83 -2.02 -1.24
1985-1988 289 1468 -2.07 -1.76 0.75 -1 45 6.72 -210 .21
1989-1992 KK 14.80 -2.14 -1.56 0.78 127 6.76 -1.91 112
Hondurag
1973-1976 2.80 13.71 -1.28 -1.12 0.06 0.82 6.75 -1.58 0.80
1977-1880 3.16 13.84 -1.14 -1.G02 0.30 0.75 6.92 <1.38 -0.38
1881-1884 348 1399 -1.44 -1.36 0.21 -1.14 6.78 -1.84 0.70
1985-1988 3.51 14.14 -1.61 -1.62 0.07 -1.41 8.80 -1.78 0.62
1889-1992 294 1429 -1.51 -1.24 0.15 -1.03 6.80 -1.47 -0.68
Haiti
1973-1976 219 14.70 -2.08 -1.63 -1.143 -1.35 5.68 -1,85 -+.25
1977-1980 2.50 14.74 -1.87 -1.50 -0.80 -1.08 5.98 477 097
1981-1984 276 14.80 -1.95 -1.44 -0.81 -1.06 564 -1.78 0.97
1985-1988 2.96 14.88 -2.28 -1 82 1.5 -1.43 5.86 -1.92 <133
1983-1892 3.07 14.97 275 -2.22 -1.68 -1.80 5.74 <239 -1.75
Jamaica
1973-1976 4.06 13.59 -1 60 0.92 1.01 -0.84 743 -1.41 0.51
1977-1980 411 13.7% -1.59 -0.81 0.95 -0.72 7.25 -§.87 0.43
1981-1684 4.09 13.83 -1.54 -0.59 118 -0.52 7.15 -1.53 0726
1985-1988 411 13.94 -1.63 0.74 1.02 0.67 704 -1 48 -0.40
1989-1992 412 14,05 -1.67 0.56 0.98 0.48 7.16 123 0.27
Mexico
1973-1976 357 16.68 -3.36 -2.62 -1.13 -2.51 736 -1.55 223
1877-1980 3.7% 16.85 -326 -2.28 0.e8 -2.18 7.49 -1.43 -1.96
1981-1984 3.98 17 00 331 -173 078 -1.85 759 -1.49 -1.54
1985-19648 399 17.12 -3.06 -1.66 -0.63 -1.57 7.47 -1 62 -1 44
1989-1992 4.01 17.25 314 -1.70 -0.61 -1.62 7.53 -1 47 -1.49
Nicaragua
1973-1976 326 13.47 -1.38 -1.10 0.04 0.82 7.44 -1.45 -0.54
1977-1980 347 1358 -1.15 -1.04 022 0.74 7.26 -1.71 -0.39
1981-1984 374 1372 -1 66 -1.27 017 -1.01 703 -1.53 D75
1985-1388 368 1387 217 -138 -0.80 -1.09 6.87 -1.60 -1.0%
1989-1952 372 14.02 -1.33 -0.87 0.15 061 6.46 -1.56 0.4
Panama
1973-1976 4.05 13.26 =210 0.83 0.05 0.7 7.57 143 -0.58
1977-1980 418 13.36 -2.17 0.93 0.01 -0.80 7.59 -134 0.67
1981-1984 4.08 13 47 -2.41 -t 13 0.12 -1.02 768 -1 47 088
1985-1888 4.09 13.58 247 -1.57 022 -1.45 770 -2.03 -122
1889-1992 4.09 t3.69 -2.39 -1.36 0.20 -1.24 7.55 -2.08 -1.05
Peru
1973-1976 3.84 15314 -2.20 230 037 -213 721 -1.47 -1.55
1977-1980 4.0 15.45 -1.85 =207 0.13 1.4 747 -1.52 -1.3%
1981-1984 4.11 15.57 -2.36 -2.06 £.18 -1.94 7.1 -1.29 -1.50
1985-1988 416 1568 220 207 -0.08 -1.54 7.08 -1.55 -1.44
1589-1992 3.95 15.79 -2,28 -2.31 -0.30 -2.16 6.87 -1.80 160
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Table 4. Latin America and Carlbbean *, continued

s® L* 0A“ ONA" XA XNA ¢ PCct Q' XGDP’
Paraguay
1973-1976 3.07 13.67 -208 -208 -1.06 -1.61 6.66 -1.51 -1.37
1977-1980 3.2 13.89 -2.27 -1.88 -1 -1.61 6.94 -1.28 -1.42
1981.1934 3.4 13.94 273 -2.25 -1 41 -1.93 7.00 -1.38 -1.76
15685-1988 3.38 14.06 -2.26 -1.92 -1.00 -1.59 6.85 -1.42 -1.38
1949-1992 3338 14.17 -1.83 -1.56 0.52 1.24 6.95 -1.44 -0.98
Salvador
1973-1978 299 14.11 -1.36 -1.04 -0.0% 0.74 7.03 -158 -0.49
1977-1980 3.20 14,23 -1.46 -1.11 .22 077 714 -1.65 0.57
1981-1984 3.3 14.35 -1.94 -125 0.43 -1.00 6.79 -2.08 -0.84
1985-1888 3.37 14.47 -1.89 -1.82 -0.07 1.4 6.79 -2.10 0.99
1989-1892 3.24 14,60 -2.47 -1.70 0.22 -1.58 8.77 -1.85 -1.32
Trinidad and
Tobago
19731976 395 1279 -2.16 0.31 1.15 0.35 8.16 -1.39 0.39
1977-1380 434 1287 -2.42 0.05 1.09 0.08 8.4 -1.23 0.13
1981-1984 432 1295 -254 044 1.2 0.42 B.42 -1.32 £.32
1985-1988 442 13.05 -2.57 0.75 1.05 0.72 830 -1.72 -0.60
1989-1992 442 1313 -2.38 057 1.29 055 82 -1.94 0.42
Uruguay
1873-1976 412 13.92 -2.24 -200 051 -1.80 7.78 -1.48 -1 42
1977-1880 4.09 1393 -2.31 -1.69 -0.38 -1.53 790 -1 65 -1.26
1981-1584 423 13.96 -213 -176 -0.07 -1.62 7.75 -1.80 3.3
1885-1988 43 13.98 -2.02 -1.62 -0.00 -1.47 767 -2.08 -1.10
1889-1992 4.39 14.02 207 -1.54 0.12 -1.42 777 -2.08 -1.08

* Data is expressed as the natural logarithm: of a four years average

® Secondary school enraliment ralio

¢ Labor force

< Ratio of nonfuel primary exports and imports to Gross Domestic Product

* Ralio of all other expons plus imporis to Gross Domestic Product

! Ratio of nonfuet primary exparts and imparts to Gross Domestic Agricultural Value Added
" Ratio of all other exports and imports ta Gross Domestic Nonagricuttural Value Added

" Per capita income in constant 1987 US $

' Ratio of Gross Domestic tnvestment 10 Gross Domestic Product
'Ralio of total exports and imports to Gross Domestic Product

176



Table 5. Middle East, North Africa and South-Saharan Africa *

s’ L® 0AY  ona® xaT XNA*® Pct a’ XGDPT
Burundi
1973-1976 0.90 1457 -2.09 237 -1.60 -1.42 s.2 -2.78 -1.52
1977-1980 1.00 14.62 -1.88 -2.04 -1 27 -1.24 5.36 -2.01 125
1981-1984 1.24 14.69 -207 -1.96 -148 -117 5.32 -1.72 -1.32
1985-1888 1.44 1477 -9.92 -1.89 -1 26 -1.26 5.42 -1.88 -1.28
1989-1992 1.73 14.87 -2.16 -1.90 -1.45 -1.23 540 -1.75 -1.33
Banin
1973-1976 220 14.27 217 -1.52 -1.03 -$.13 592 -1.79 -1.09
1977-3980 2.51 14.36 -2.27 -1.51 120 -1.09 590 -1.78 -1.12
1981-1984 .04 14 44 -2.01 -1,30 -0.80 -0.90 564 -174 090
1985-1988 275 1452 -212 -1.55 -1.03 -1.14 5.93 -2.13 -1.10
1689-1992 2.40 1462 -254 -1.99 -1,54 -1.52 583 -2.00 -1.53
Central African
Republic
1973-1976 214 $3.93 -1.99 -1.81 -0.99 -1.35 8.07 -1.88 -1.20
1977-1980 2.41 13.98 223 ~2.08 -1.25 -1.61 612 -2.34 -1.45
1881-1984 277 14.03 -2.20 -1.87 -1.24 -1.28 597 2.34 -4.33
1585-1988 256 14.09 -2.38 -1.83 -1.44 -1.33 597 -2.09 -1.37
1989-1992 248 14.15 -2.45 -1.90 -1.56 -1.36 587 -2.09 144
Cote divoire
1973-1976 2.56 1485 -1.03 -1.27 0.27 -0.95 6.94 -1.48 0.45
1977-1980 2.85 15.058 -1.15 13 0.21 -1.01 7.09 -1.28 0.54
1881-1984 2.96 1515 -1.48 -128 0.26 -1.00 6.82 -1 67 £.52
1985-1988 3.00 15.25 -1.19 -1.44 0.08 -1.08 6.78 -208 0.60
1989-18392 313 15.35 -1.05 BW.r 0.08 -0.83 6.43 234 D44
Cameroon
1973-1976 2.64 15.02 -1.65 -1.66 0.42 -1.31 6.48 -1.68 -0.88
1877-1980 2.85 15.08 -175 -1.48 0.58 -1.11 6.68 -1.26 <091
1981-1984 3.05 1515 242 -1.66 -3.02 -4.37 5.96 -1.12 4.27
1985-1988 i 15.22 -264 -1.54 -1.16 -1.68 7.02 -1.39 -153
13883-1892 3.30 1530 -210 -1.84 0.75 -1.54 6.60 -176 1.42
Egypt
1973-1976 378 16.11 -1.74 -4.71 0.46 -1.38 6.06 -1.47 -1.02
1577-1980 3.91 16.20 -1.94 -1.34 038 -1.10 6.33 -1.20 -0.90
1981-1984 4,07 16.30 -1.84 -1.14 018 0,92 6.51 -1.24 0.73
1985-15388 A 16.41 -2.37 -1.68 0.72 -1.47 6.52 -1.47 -1.28
1989-1992 4,39 16.51 -2.18 -1.58 0.41 -1.37 6.50 -1.57 -1.12
Ethiopia
1973-1976 1.94 16.57 2N -232 -t.64 -1.59 4,64 -2.27 -1.61
1977-1880 216 1685 221 -2.00 -1.51 -1.31 482 244 -1.44
1981-1984 240 16.73 -2.25 -1.82 .75 0es 482 -2.07 -1.32
1985-1988 262 16.80 215 -1.85 -1.70 -0.82 474 -\.77 -1.28
1989-1992 256 16.88 -2.90 221 -258 073 4.66 -2.09 -1.80
Ghana
1973-1876 360 1515 -1.24 -1.56 054 -0.87 6145 223 -0.69
1977-1980 3.62 15.25 -1.27 -1 44 0.74 -0.55 611 -268 -0.65
1981-1684 3.66 15.35 -1.73 -1.58 -1.13 0.78 5.90 31 095
1985-1988 3.68 15.46 -1.64 -1.91% 0.91 -125 5.89 222 -1.07
1889-1992 3.66 15.57 -t 75 -1.62 -1.03 085 5.90 -1.85 0.99
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Table §. Middle East, North Africa and South-Saharan Africa *, continued

s’ L oa’ ONA * XA T XNA ¥ Pct Q' XGOP
Gambia
1973-1976 235 12.47 0.80 -1.20 0.32 -0.81 5.88 -2.47 0.8
1977-1980 2.42 12,55 -0.96 0.90 0.34 058 5.9y -1.43 0.3
1981-1984 2.83 12.60 -0.88 -0.91 0.18 0353 §.57 -1 80 0.25
1685-1988 2.79 12.66 112 -1.05 0.16 0.72 $.60 -1.83 039
1989-1992 2.89 127y 1.2 0.82 o2 0585 5.74 -1.60 0.31
Kenya
1873-1876 264 15.57 -1.97 -1.20 0.82 0.82 588 -1.50 0.82
1977-1880 2.90 15.72 -1.85 -1.07 0.70 0.68 5.08 -1.35 0.69
1581-1584 2.98 15.86 -2.02 -1.27 0.78 -0.93 5.86 -1.49 -0.68
1985-1888 3.09 16.00 -2.04 -1.44 D.77 -1.12 5.88 ~1.42 -1.00
1989-1992 3.37 16.14 -2.18 -1.35 077 -107 5.91 -153 0.99
Morocco
1973-1976 2.80 1534 -1.50 -1.70 0.15 -1.49 6.42 -1.50 0.89
1977-1880 3.07 15.49 -1 886 -1.59 0.14 -1.39 6.54 -1.32 -1.02
1581-1584 336 15.63 -1.75 -1.35 017 -1.20 6.56 -1.35 0.84
1985-1888 358 15.76 -1.90 1.4 0.13 1.2 6 66 -1 48 0.93
1989-1992 3.46 15.88 -207 -1.28 031 -1.09 6.73 -1 45 -0.91
Mali
1973-1976 2.01 1455 -1.74 -1.85 -1.15 ~113 548 -1.86 ~1.12
1977-1880 2.20 14682 -1.99 -1.77 -1.44 0.9% 564 -1.79 117
1981-1984 1.98 14.71 -1.51 -1.32 090 0.54 5.57 -1.82 D72
1985-1988 1.84 14.81 177 -1.61 -0.93 095 557 163 0.94
1989-1992 189 14.9% -1.62 -1.47 0.61 088 5.32 -1,51 .85
Matta
1973-1976 430 11.69 -1.18 0.1 1.64 005 7.96 -1.39 0.19
1877-13880 4.25 11.76 -1.42 0.01 1.79 0.0S 8.31 -1 39 0.z
1981-1984 434 11.82 -1.74 14 153 L£.10 8.44 -1.23 0.05
1985-1988 436 11.86 -1.91 0.09 1.34 005 8.48 -1.28 0.06
19893-1992 4.44 11.90 -1.96 016 1.58 0.19 874 -1.19 0.27
Mauritania
1973-1976 138 13.06 0.76 -1.31 0.47 096 6.29 -1.55 -0.30
1977-1880 215 13.12 -1.09 B V.7 020 0.90 6.17 -1.12 046
1981-1884 259 13.22 -0.866 -1 36 039 -1.02 6.16 -1 18 .38
1585-1988 278 1333 -0.68 147 0.69 -1.47 6.15 123 -0.31
1989-1992 2.64 13.44 0.64 -1.02 0.69 079 6.18 -1.85 0.11
Mauritius
18731876 3.71 12,54 -0.69 -0.99 0.90 Q.75 7.10 -1.31 0.13
1977-1980 3.84 12.66 -0.90 -0.8) 102 065 717 -1.28 016
1981-1984 3892 12.79 -1.05 -0.87 1.05 0.74 7.07 -1.59 0.26
1985-1988 3.93 12.91 -0.94 054 1.16 -0.41 735 -1.38 -0.01
1888-1952 3.98 13.00 122 0.28 1.10 -0.18 7.57 122 008
Malawi
19731976 139 14,68 141 -1.20 0.43 073 S.18 -1.30 -0.60
1877-1980 131 14.77 -1.45 -1.13 0.45 0.68 519 -1.24 0.58
1581-1984 1.39 14.87 -1.46 -1.44 0.37 -1.03 5.08 -1.70 0.75%
1985-1988 1.39 1498 -1.45 -1.43 0.23 -1.04 501 -1.83 0.75
1889-1992 1,39 15.08 -1 46 119 0.24 084 5.04 -1.63 0.62
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Table 6. Middle East, North Alrica and South-Saharan Africa *, continued

sb

L® OA® ONA" xa” XNA® pc’ Q' XxGoe7
Niger
1873-1976 0.90 14.76 234 -2.50 -1.75 -1.68 5.83 -1.82 -1.72
18977-1880 1.36 14.84 -1.58 -1.82 -0.86 -1.15 597 -1.36 -1.00
1681-1934 179 14,92 -1.45 -1.87 0.61 -1.30 5.85 -2.20 -0.94
1585-1538 1.73 15.02 -1.61 -2.02 -0.57 -1.58 574 -1.94 -1.10
1889-1692 179 15.11 -1.83 -2.3% -0.92 -1.86 5.63 -2.48 -1.44
Nigeria
1973-1976 214 $7.14 335 -1.13 -2.18 075 6.00 -1.45 -1.02
1977-1980 26S 17224 -3.08 -0.99 -1.83 -0.66 6.33 -139 088
1981-1884 3.26 1735 -3.30 -1.30 -2.15 .91 6.07 -183 -1.17
1985-1988 2 17.46 -3.49 -1.30 -252 -0.82 5.70 -2.10 -118
15883-1992 2568 17.56 -2.85 -0.73 -1.60 .38 5.7¢ -1.84 -0.61
Sudan
1973-1976 264 15.48 -1.84 -1.88 0.86 -£.40 6.60 -1.76 -1.15
1977-1980 276 1558 225 219 -1.12 -1.79 677 -1.85 -1.53
1981-1984 230 15.69 -2.24 <212 -1.06 -1.74 6.69 -1.84 -1 48
1985-1988 3.00 15.80 -2.58 -256 -1.78 -1.93 6.52 -1.87 -1.88
1989-1992 3.09 15.92 -2.32 -2.34 BRE -1.99 6.50 -2.00 -1.63
Senegal
1973-1976 2.30 14.61 -1.24 -1.39 0.09 -1.08 6.83 -1.68 0.62
1977-1980 2.33 14.74 -1.3% -1.16 0.10 -0.90 649 -1.83 0.57
1881-1984 2.5% 14.83 1.27 -1.00 037 0.78 6 44 -2 158 0.43
1885-1988 268 14.91 1.77 -1.42 0.2 -3.18 6.45 217 -0.88
1989-1892 277 14.99 -1.85 -1 59 0.21 -1.38 6 48 -205 -4 02
Sierra Leone
1973-1976 2.44 14.01 -1 85 -1.01 065 0.64 4.94 -2 00 0.65
1977-1980 252 14.05 -1.84 -0.89 0.72 -0.50 5.03 -2.01 057
1681-1984 284 14.09 -239 77 -1.32 -1.34 5.08 -1.92 -1.32
1985-1388 2.91 14.14 -2.30 -1.88 -1 18 -4 37 494 -2.32 -1.28
1986-1992 280 14.19 -3 74 -1.52 .78 -118 4.92 -206 0.93
Togo
1973-1976 3.02 1380 -1.40 -1.52 0.15 -1.18 608 -1.50 D.75
1977-1880 3.40 1389 -1.28 Q.77 0 0t -0.44 6.12 D.91 0.28
1981-1984 3.20 1398 -1.24 -1.03 -0.06 -0.66 5.96 -1 40 044
1985-1988 3.08 14.07 -1.34 -1 28 0.2 0.86 58 -1.40 0.6%
1983-1992 3.16 14186 -1.51 -1.41 0.42 -1 00 588 -1.44 076
Tunisia
1973-1976 3.07 14.27 -1.90 -1.09 0.2 089 6.84 -1.34 0.72
1977-1580 324 14 41 -2.14 074 0.2% 058 6.99 -1.20 -0.52
1981-1984 35 1454 -2.08 .63 -0.07 -0.49 711 -1.16 £0.42
1985-1388 3.70 14.66 -2.18 -0.85 -0.20 -0.70 708 -1.50 -0.61
1985-1992 3.80 14.78 -218 056 027 -0.39 7.15 -1.35 037
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Table §. Middle East, North Africa and South-Saharan Africa *, continued

s® L® OA°® ONA * XA XNA ° PC" Q' XG0P !
Tanzania
1973-1976 1.24 15.91 -1.73 -1.43 0.70 009 5.18 -4.53 -0.87
1977-1980 1.31 16.02 -2.04 -1.47 -1.11 097 514 -1,38 .02
19811984 1.10 16 14 247 -2.00 -1.67 -1.40 5.05 4.7 -1.52
1985-1988 1.24 16.25 245 -1.60 -1.81 .86 5.05 -1.46 1.24
1989-1992 1.54 16.36 -1.88 098 -1.10 037 517 0.82 064
Zambia
1973-1876 274 14.31 0.82 -1.40 1.28 -1.27 613 -1.07 037
1677-1680 277 14.42 0.97 -1.47 0.90 -1.30 571 -156 -0.49
1981-1584 2.83 14,54 -1.20 152 0.72 -1.36 550 -1.83 065
1985-1988 2.54 14.67 092 -1.45 1.08 -1.30 5.44 -1.87 0.46
1989-1992 343 14.81 -0.98 -1.21 0.76 -1.01 5.46 -2.08 054
Zimbabwe
1973-1976 220 14.75 .74 -1.28 0.14 -1.11 6.54 -1.43 078
1977-1980 2.94 14.86 .75 11.35 030 121 6.40 -1.88 0.84
1981-1984 351 14.97 -1.98 142 017 -1.28 6.48 -1.63 057
1985-1988 383 15.08 -1.76 -1.38 0.17 1.2 6.42 -1.65 -0.86
1989-1992 KY:7) 15.20 -1.77 .07 0.34 0.94 6.41 -1.50 0.67

* Data is expressed as the natural loganthm of a four years average.
® Secondary school enroliment ratio

< Labor force

9 Ratio of nonfuel pnmary exports and imports to Gross Domestic Product

* Ratio of ali other exports plus imports to Gross Domestic Product

! Ratio of nonfuel pnimary exports and imports to Gross Doméstic Agriculiural Value Added
9 Ratio of all ather exports and imports to Gross Domeshic Nonagriculiural Value Added

" Per caprta income in constant 1887 US §

' Ratio of Gross Domestic (nvesimem to Gross Domestic Product
' Ratio of total exports and iImporis to Gross Domeshic Product
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Table 6. Central Asia, South Asia, East Asia and Pacific *

s® L® oA’ ONA * XA" XNA® pch i’ XGDP'
Bangladesh
1973-1976 3.15 16.92 -2.68 2.2 -2.31 -1.38 487 -2.54 -1.80
1577-1980 2.88 17.01 -2.87 -1.99 -2.00 -1.27 4,92 -2.10 -1.58
1581-1984 2.92 17141 -2.76 -2.08 -1.85 -1.67 504 -1.96 -1.67
1885-19838 2.86 17.22 -2.84 -2.04 -1.93 -1.52 514 206 -1.66
1988-1932 252 17 34 -3.02 211 -2.00 -1.66 S5.18 -2.09 1.7
China
1973-1976 3.85 13.98 403 -2.39 -2.81 -219 4.61 -1.23 238
1877-1880 410 20.08 -3.62 217 24y -1.81 478 -1.15 -1.96
1981-1984 358 20.18 -3.47 -1.78 -2.07 -1.37 506 -1.23 -1.56
1985-1988 374 20.27 -286 -1.45 -1.60 -1.11 542 -0.96 -1.23
1589-1992 3.88 20.34 -2.80 B .24 -1.40 0.94 5.65 -1.07 -1.00
Fiji
1973-1976 410 12.09 -1.38 -1.09 0.08 -0.082 7.43 -4.57 053
1977-1980 4.07 12.20 -1.26 -1.03 0.33 -0.80 7.51 -1.32 0.4
1981-1984 3.97 12.29 -1.50 -1.02 0.24 083 7.50 -1.41 D54
1585-1988 394 12.38 -1.49 -1.19 0.20 -0.98 7.44 -1.78 08
1988-1992 411 12,45 -1.44 0.76 032 0.67 7.57 -1.94 0.34
Greece
1973-1976 437 15.06 2.4 -1.39 -0.58 -1.20 8.28 -1.23 -1.06
1977-1880 4338 15.10 -2.43 -129 -0.52 -1.13 9.40 -1.27 -1.0¢
1981-1984 445 1513 -230 -1.25 0.46 -1 08 8.40 -1.62 -0.95
1985-1588 455 15.15 -2.18 -1.25 0.25 -4.10 8.43 -1.64 £0.92
1999-1992 458 15.16 -2.18 -1.16 017 -1.02 8.51 -1.60 0.85
Indonesia
1973-1976 300 17.73 -2.35 -132 122 -0.92 8.37 -1.52 -1.0%
1877-1960 317 17.8% -2.30 -1.28 -1.00 -0.96 567 -1.41 -0.97
1981-1984 357 17.91 -2.79 -1 06 -1.33 £0.73 5.98 -127 0.89
1985-1988 3.82 18.00 -2.58 129 -1.14 -1.02 605 -1.29 104
1988-1892 3.81 18.09 <246 -1.01 -0.91 077 6.21 -1.18 080
India
1973-1978 3.26 18.30 -3.24 -2.80 -2.28 -2.32 549 -1.61 -2.30
1977-1880 337 1937 3937 -2.54 -2.30 -2.12 5.57 154 217
1981-1984 356 18.45 -3.48 -2.37 -2.34 -1.98 5.64 -1.50 -2.09
1985-1988 3.66 19.53 ~3.61 2.42 -2.36 -2.09 576 -1.44 -2.16
1989-1892 377 19.60 -353 211 -2.25 -1.78 .90 -1.41 -1.89
Sri Lanka
1873-1976 3.67 15.37 -1.53 -2.28 -0.28 -1.94 555 -1.88 -1.4
1977-1980 390 15.47 -1.48 -9.28 012 0.96 5.76 -1.50 051
1581-1984 4.08 1555 -1.59 -1.01 023 0.7% 5.90 -1.27 0.56
1985-1988 4,19 1562 -1.81% -1.12 039 0.84 6.00 -1.47 071
1889-1992 4.30 1567 -1.80 0.86 035 -0.59 6.06 -1 49 053
Myanmar
1973-1976 3.02 16.41 292 -2.84 21 -2.25 5.36 -2.27 -2.18
1977-1980 3.04 18.50 -2.67 -2.63 -1.88 -2.03 S.51 -1.70 -1.96
1981-1684 317 16.58 -2.70 -2.78 -1.96 2143 5.66 -1.65 204
1985-1988 3.19 16.66 -3.56 -3.36 -2.92 -2.60 5.60 -2.04 -2.76
1889-1992 3.00 1873 -4.20 4,06 -3.68 313 547 -2.04 -3.43
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Table 6. Central Asla, South Asia, East Asia and Pacific °, continued

s® L® OA“ ONA* AT XNA® PCc” Q' XGDP !
Malaysia
1973-1976 379 1528 .99 -1.01 0.37 069 708 -1.34 0.27
1977-1880 388 15.4 0.94 0.77 0.48 0.48 738 -1.28 £.15
1581-1984 393 15.56 <1.21 049 0.34 0.2 7.50 -1.03 0.09
1985-1988 4.02 15.68 -1.25 -0.40 0.14 0142 750 -1.36 0.0
1689-1992 405 15.78 -1.32 0.08 0.30 0.15 7.75 -1.12 0.30
Nepal
1973-1976 252 15.53 -4.42 .45 -4.02 -2.34 483 -2.16 311
1977-1580 285 15.60 -3.30 -2.39 -2.78 -1.49 495 A.77 -2.05
1581-1584 3143 15.69 3.17 -1.89 -2.61 -1.05 4.96 -1.70 -1.64
1985-1988 333 15.78 -2.93 -1.65 -2.28 -0.90 5.06 -1.52 -1.40
1989-1992 358 15.87 -3.05 -1.59 -2.44 -0.82 S.16 -1.44 -1.39
Pakistan
1973-1976 274 16.89 =232 -1.67 -1.14 -1.30 54 -1.91 -1.25
1977-1980 2.66 17.01 -2.50 -1.61 1,23 -1.28 §5.52 -1.69 -1.26
1981-1934 277 17.13 -2.63 -1.60 -1.32 -1.28 5.68 -1.67 -1,28
1985-1988 292 17.25 -257 -1.58 -1.16 -1.30 5.82 -1.68 -$.26
1989-1932 3.02 17.35 -262 -1.39 -1.17 -1.12 6.15 -1.64 -113
Philippines
1973-1976 4.04 16.56 -1.75 -1.53 -0.56 -117 6.35 -128 0903
1977-1980 4.15 16.65 -1.94 -1.37 -0.85 ~1.05 646 -1.18 0.92
1681-1984 4.20 16.74 -2.27 -1.29 084 -1.02 5.46 -1.33 0.97
1985-1%88 421 16.84 -233 -1.33 0.89 -1.06 6.34 -1.7@ -1.02
1989-1992 429 16.94 -2.32 0.93 £.80 075 6.43 -1.52 0.76
Papua New
Guinea
1973-1976 248 14.02 0.97 -1.56 0.25 -1.24 6.93 -1.72 -0.52
1877-1980 2.42 14.08 073 126 0.34 084 6.91 -1 46 0.27
1981-1984 2.40 14,15 093 -1.06 0.15 -0.64 6.70 -1 24 0.30
1985-1988 2.52 14.21 085 -1.18 0.2 081 6872 -1.53 -0.37
1986-1992 252 14.27 -1.05 -1.00 0.26 -0.68 6.64 -1.40 033
Singapore
1973-1976 397 13.70 058 063 339 0.65 B.34 0.88 089
1877-1880 4.05 1386 -0.40 0.93 380 0.94 8.51 0.88 116
1881-1984 4.20 13.97 -0.80 0.97 3.80 0.98 §.81 0.74 1.13
1885-1988 4.20 14.04 -0.92 0.94 4.26 0.94 8.96 0.94 i.08
1983-1992 4.25 14.08 -1.214 0.99 478 1.00 9.30 -0.99 110
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Table 6, Central Asia, South Asia, East Asia and Pacific ¢, continued

s® LS OA° ONA " XAT XNA ® pch =} XGDP!
Yhailand
1973-1976 3.28 16 82 -1.85 -1.54 0.54 4.3 6 40 -1.34 0.99
1977-1980 334 16.93 -1.76 -1.35 034 107 6.56 -1.28 084
1981-1584 342 17 04 -1.86 -1.28 0.22 -1.06 6.65 -1.24 083
1685-1988 3.37 17.13 1.91 -1.13 007 0.96 6.81 125 075
1989-1692 3.47 17.21 -1.90 0.69 0.13 0.54 716 093 042
Turkey
1873-1976 342 16.68 204 216 159 -1.86 6.90 -1.51 1.78
1977-1980 3.55 16.74 -3.29 -2.28 -1.82 -2.02 6.98 -1.56 -1.97
1981-1984 3.64 16.82 -2.63 -1.56 -0.99 -1.34 6.94 -1.58 -1.26
1905-1988 3.79 16.91 -2.64 -1.34 0.85 -1.10 710 .28 -1.04
1589-1992 3.95 16.99 -2.60 -1.36 -1.05 -1.12 719 RIE -1.30

" Dala is expressad as the natural logarithm of a four years average.

® Secondary schoo! enroliment ralio

© Labor force

9 Ratio of nonfuel primacy exports and imporis to Gross Domestic Product

 Ratio of all other exports plus imports 10 Grass Domeslic Product

' Rauo of nonfuel primary exports and imports to Gross Domestic Agncutturat Value Added
? Ralio of all other exports and impons to Gross Domeslic Nonagnicultural Vaive Added

" Per capita income in constant 1987 US $

' Ralio of Gross Domestic (nvestment to Gross Domestic Product

' Ratio of total exports and imports to Gross Domestic Product
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Figure 1. Low income Countries, Exports plus Imports
to GDP Ratio by Category
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Figure 2. Low Income Countries, Exports to
GDP Ratio by Category
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Figure 3. Low Income Countrias, Imports to
GDP Ratio by Category
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Figure 4. Middle Income Countries, Export plus
Imports to GDP Ratio by Category
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Figure 5. Middle Income Countries, Exports to
GDP Ratio by Category
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Figure 6. Middle Income Countries, Imports to
GDP Ratio by Category
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Figure 7. High income Countries, Export plus
Imports to GOP Ratio by Category
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Figure 8. High Income Countries, Exports
to GDP Ratio by Category
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Figure 9. High Income Countries, Imports
to GDP Ratio by Category
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Figure 10. Latin America, Exports plus Imports
to GDP Ratio by Category
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Figure 11. Latin America, Exports to GDP
Ratio by Category
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Figure 12. Latin America, imports to GDP
Ratio by Category
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Figure 13. Africa, Exports plus Imports to
GDP Ratio by Category
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Figure 14. Africa, Export to GDP
Ratio by Category
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Figure 15. Africa, Imports to GDP
Ratio by Category

0.00 1 1 i I ! | i L L L It 1 1 1 ] ' L 1 i
1973 1875 1977 1978 19814 1983 1985 1087 1989 1991
1874 1878 1978 1880 1882 1884 1968 1988 1090 1802
Tolal Noajuel Pomary Othat
—-— _—— —
Figure 16. Asia, Export plus Imports to
GDP Ratio by Category
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Figure 17. Asia, Export to GDP
Ratio by Category
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Figure 18, Asia, Imports to GDP Ratio
by Category
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Graph 19. Red Per Capita Income in 1987 US Dallars

for the Year 1973, Sanpie of Develaping Courtri
es
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