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‘CHAPTER * 8

i

EXPORT AND DEVELOPMENT IN THE CONTEXT OF BANGLADESH

1

8.1 INTRODUCTION

This chapter is p:,aiit‘xngd to study export and development
relation ;Ln‘ the context of Banglédeah, it diac;;gséz export and
dave&op@t relation on thé fundation of theoretical, historical
and empirical process and "end,eavcurill to chalk ocut the relation
in case of Bangladesh. On the basis of theoretical, historicsl
and empirlecal Mvestigatio;z the study tries to answer the
fundamental cuestion whether export-led growth strategy of
development will work for Bangladesh. '

- The study also attempts to explain the prevalling
conditions of export promoting countries and compares them with
Bangladesh, " |

8.2 IRADE AND DEVELOPMENT RELATION s A CRITICAL VIEW

To the extent that ‘;dassi.cal and neo~classical economists
offered a judgement on thi.é probiem they held ihat foreign trade
could mske an impregsive é:cntributian to a country's development
(Meler 33.9053.99;w 151). Rebertson (1949@3&501) considered trade °
as an engine of growth, Bhagwati (1988, pp.27-57) has shown
in his recem: work that ex?'pore: p:omatieh pblmies emerge with
succesa, He has stated thaé: the remarkable success of the faw
economies that pursued export promoting (EP) rather than inmport
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aubstituting {Is) policies swnug the wa&ght of acadms.a opinion
bghind the EP strategy.

But some economists nka Singet (‘&959). Prebisch (1954):
Myrdal (1957) and Chenery (1961) criticised the statement that
axport works as an engine of growth, With present concern for
poor countries the ctt.tg.cs are now mr;g numerous and thedr ‘
arguments are far more chellenging. |

Theoretically it is f.’mguenuy_;zm:andeﬁ that the static
equibrium analysis of traditional theory are irrevelant for .
intexp‘ret&ﬁg the problems of dsvelopment vhich are :ln;wrmtijr
dynamica ﬁzsmricallyj\'it argued that internatlional t:réde has
been actually c;petatin'q as an Instrument of international
incqnaiity. w&deni;xé the gap batween xich aﬁd paoy cour;tria.

Adam Smith's (1937, E. Cannen (ed.). D'l 418) fcdel of
foreign trade postulates the ax&stmce of :lﬁls 1and and- laheur
before a country is opened to intamatimal t:ade‘ The excess
: \rqaou:caa are used to produce surplus gocds for export and thus
trade vents a surplus productive capacity g:haﬁ would otherwise
remain unused, |

The idea of "rent £or surplus® assumes that resources arxe
- not fully mployed px‘icr to trade and tt;at‘ expom are enhanced
without a decrease in *domestic production”,

More generauy compa:ative advantaqe is the dnterminant
of the trade pattern. Each trading ccuntry is able to enjoy a
higher r:aaa. incoma by specialising in pmducaiem without any
increase in résanrqes or technological change due to prcaetiec of
conparative advantage. According to-Ricardo (231‘-?)5\ by '

¢
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" specialising in commodities for which its costs are c@mpafa— . |
tively lower a t:x:aaing nation would inérease the sum of ccmndit&m
and mass anjements. As per ccmparatima advanta«_:ge theory of one:
factor mcdel the cause of trade is due to differences in the,
proéuctivity ‘of labour. Heckscher = Ohlin (1919, 1933) theeory
of trade stztes different factor endowments as the cause of trade.
According to John Stuart ""11!. {1848) :Eorsign trade results in
direct economic a&vantage by more efficient mplommt: of the
productive forces of the wcrla and indirect dynams.e benefit by
widening the extent of the market, inducing innavati.ms and
inezeasing pmductivity. foreign trade 2llows & country to over
come the diseconomies of being a small count:y. For a numbor of
reasons the trad:ltional coneluniou has beent the gaim £rom t:ade
are not only due to resourca anacauon bnt a&su due to the fact
‘that international trade t:cansﬂom axwting produetion functions
and’ mcreases pmdac:tivity af the econony over time, / X

Trade eantrihutea substantiauy in the develcpment of

‘ sé;na countries (J.ike B:;tatn. Swaden, America; Japan, Sourth
Africa, cariadai) in the past gn& atill h;as been contributing to

. devé;opment of; newly industrialising countries (NICs) of Asia

' and Lét;in Amertea, The amei:genc:e of the gains from trade with
the gains from growth rests ultimately, therefore, on the
efficiency of domestic policy measures in pxodﬁcinq sufficient
social and political as well as economic change to make the

| aconomy more responsiwa t.c) the atimulus from trade (Maler 1963,
¥ 2194), ' '
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4

: The positive (v:lew of trade and development emphasises
the direet: gé.iix that comes fyrom :Lm:ematienél speéialiaatién
" under the additi,onai suppore t a eountxy‘s development efforts
' through a ma'ber of spread effects of domestic €COoNomy s Acco:ding
to Nurkse (1959) the expomt!.on of cheap labour intensive
manufactured comodities may provide an immingly 1mpor:tan1:
oppox:tinity for transmitting davelopment to some poor countrias
which have the necessa:y resources and ¢an gain a c:omparats.vc
advantage by utiliz:lng labouwr intensive method. Trade and ‘
mdustrlausation have reinfcrced each other, Meoyxan (1988) i'zaa
shsm that dmestic aconomic pelieies that promote investment
’ and eapaqityj in expozt-oﬂented activities are likely to play
‘a k\ey role in increasing foreign exchange ear‘ainga ‘in developing
fccunw\i.egq ‘even if growth in external demand is slow. The World
Development Report 1987 has shown through a smdy. that tha
rate of ggéweh. of GDP, facter productivity, savings and investe
ment are more in strongly outward trade qriefztéé cb'untr;as \
than that in strongly inward trade brimtéd countries. This
speéks i faveu;:* of positive relation betwsen trade and daveltpw
mé_nt;, l | L .

The avéilable *z:he‘oretic ltteréture on trade and develope
ment relation presents two qxzite opposite vﬁ.awa, On the one hand
it was frequently agmed (!f:illiam. ’1929: Rohinsen. 1986 and
Myrlal, 1957) that the static equilibrium analysis of traditional
‘rade them:y are irfselavanﬁ Eor mterpreting' thi prob}.ema of
present dayv &evalapiug countries. whicn ara inhex;ently dynamic: .in
nature., On the other hand it is cont;ented that with sui-table
modification the traditional f.rade thoory can ba used 1:9 tackle
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the'aynamic issues of Qevelopmené (Bensuan«~Butt, 1954, Myint, /958
and Nurkse, 1961). In historical purview it is argued that
international trade has contributed substantially to the process
of development in the then developing gountries (Robertson, 1949;
Haberler, 1956 and Cairncross 1966). In contrast it is blamed
that foreign trade has actually favoured the a&vanced countries
at the cost of under&eveloped countries and hence accentnated the

a.nc* LOLs

gap between DCs, (Singer, 1950; Myrdal, 1956; and Prebisch. 1962).

A third group of economists staod at neu:ral position and
'gave gpecial observations on the éyhamic‘charaeter of trade as

a transmitter of economic growth (Hicks, 1959 and Nurkse, 1961),

Though the theoretlecal foundation of c¢lassical and
neoclassical theory of international trade has been challenged
o different grounds it may be c¢oncluded that with modification
they could explain éresent world preb}em@ Moreover the modern
theory foundéé on the classical and neo-clasgsical ideas is
still explaining well the development issues of the LDCs.,
Above, all by ¢hallenging the eheoritieal hypothesis the present :
contrlhutioﬁ\of trade to developmént thdugh inflow of~cap1tai, |
technology, knowhow and edueation has admitted the positive
role of trade. Economists like«Haherler (1967), Cairncross
(2962), Robertson (1940), Rostow (1960) and many others include
ing :modern economists admit the positive contribution of(téade
to gréwth.. ‘

~

8.3 EXPORT-LED GROW‘J.‘H AND I‘I‘S OPERA‘I‘IGN
A rise in export leads to an 1ncrease in the national
income through direct.and indirect axpanaion of other
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activitles and thus exports lead growth os.’ WOPK as an engine

of gmwth‘;\‘ahéw {1987} has shown that there may be two wey
relation between export and nat#anal xihcomle'. Exports lead

growth of GDP and GDP leads growth of exports. In case of moét
Newly Industrialising Countries {(NICs) he found bidirectional
causality between the growth of exports and industrial
developments I;ﬂ.s £indings supprt export-led g::é‘wth sﬁi:ategy T
because expansion in fexpo:e not only é:omotes‘ the growth of

' national income but also 1eads\ to styuctural transformation of -
" the IDCs. Kavéussi (1984) shows that in low and middlewincome
countries export expansion is associated-with better ecc:;:'gcmic
performance ané an important cause of this relation is t?e
favourable hnpaét. of exports on total ‘faatoé productivity.
Several empirical studies(Balassa Bela, 1978; Heller and Porter,
19787 Michaely Michael, 1977, Michalopoulous and Jay, 1973 and
Tyler and William, 1981)5;;; dempnstrate thét exports contribute

. to GDP gxwih by ‘more Athan jusﬁk the e};énge in the vélumga of
exports. Feder (1982) shows that gzlawth ¢an be generated not ,
o,nlir by increase in the aggregate leveia of 1abo1g§' and e¢apital
but also by reallocating existing resources from the less
efficient non=export gector to the higher productivity export
sector, Foonomists (Kessing, 1967p Balassa Bela, 1978: Krueger,
11980 aﬁd'ahagwetz and Sriniéasan. 1978) highlighted various
bengfic;éz asgecté' of oxports like greater Qapaé:ity uti.’li.zat!.on.
economies of scale, incentives for technological ‘s.Qmprov'ements and
effects.vé managemgnt due to cpmpctiﬁi.ve ;Sressxmss abroad, Their
conclusion was that marginal pW&vltiea in export sécﬁor is
substantially 'highe: than that in ncnaaxxzoéé Qxfiented méustri:es.
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‘ Recently various export orientad :mdale of developmont
have been formulated to nresent a macroedynamic view of how an
economy*s growth <an be dgtermimd by expansion in exports, One
of lthis version is staple then:y of growths The tetm staple
aé.és.'gnates a mw‘materials or resources-intensive commodities
occupying a aaminant position in the country's export, This
hss a structural similarity to the vent for surplus idea, The
staplé theory postulates that the discovery of primary ccnino@ity
in which the country has a comparative advantage will expand

©  resource based export which in twrn induces higher rates of

 growth of aggregate and percapita incomes The staple model has
some xelatzanta Rostow's leading sector analysis insofar as

the staple export 5e¢wr may be the leading seetor of the economny
by inducing the rest of the ewonomy.

Corden (1971) analyses 'j“t‘.ﬁe, effects of trade on} the rate
of growth in a “supply motored* mﬂel instead of:‘ the "demand
motored" model of the staple theorys According to him when a
¢ountry is opened te world trade five different effeéta may
happent First impact -effect corresponding to étéi:ie‘ gain £rom
tra;dé which raise real incomas Second capital. aceumulation
effect results vhen parts of the static gain are invested,
Thig trans:em income f£rom cinsumption o capital accumulation,
Third subatl tuticn effect results from a pusaible £all in the
- relative prlae of inveatment geoﬁs to consumption goods if
:l.masiment goods are import intensive which would raise the
ratic af investment. toc consumption, Fourth income distribution
effect will shift income towards the factors ‘that are usad in
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the production of export which will increase overall sayings
p:opensiéy and hence capital formation, FPinally factor-weight
effect will recognise relative productivity of capital and
labour, If exports expanded and expori:a use the faster growing
féctozz of production, the growth rate of exﬁerg:s will i‘ig‘e
more rapidly. This effect would be cumulative and ralse reél

income over timee

Nicholas Kaldor (1968) an eminent British economist has
established his theory of exporkeled growth in his dlfferent
workss The main content of his theory is that the exporteled
growth is au;éerio: to Keynesian consumption-led growth \
{Tripathy 1985, p;:g.ﬁéh In the exporteled growth process the
ingentives to :im‘rest remain strong and hence the level of
investment becomes high (Kaldor 1971, F»12), Export-led growth
geﬁerates higher rate of growth for manufacturing industries
and causes cperaticn of increasing returns. They relate to. the
period of gtrﬁcturax change in tﬁe economy from gtagnation
(Kaidor 1971, Fa1é)s - |

A, La’mfélusay (196?) has developed his theory of exporte
led growth in ghe'aontaxt of the post«xvér economic growth of
the European continental countries, Tracing the association of
economic growth and experi gi’bwth in the postewar years of the
European econcmic development he establishes that "faster
growth has been associatéd with rapidly rising exports and with
a favourable trend in trade balances" (Lamfalussy 1964, ps111)s
Lamfalussy-model postulates that exportsled growth creatcé a -
virtuocus circle of growth wh:ich‘goes on self~-expanding, self-

il

promoting and self-generating.
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Thez:e 15 a relationship between the zate of growth of
expcrts and the rate o0f growth of labour pmductivity‘ This
-.ensures in this export-le& model of growth that any exogenous
change in forelgn sectors tends to be magnified by induced
changes in labour efficiency and the resulting increase in
export prieo éompetitiveness (Bamhelor 1980, pps 214=216) s

‘l‘he success of export~led growth process in Keres,
Taiwan, Hnngkong and Smgapore during 1965-1982 and cur:enuy
in Malaysia, Indonesia and the,P}@:.&gpines has set an e:_tam;;!,e

for export~led growth madel, Prebisch (1962), Singer (1950)
and Myrdal (195‘7,.) have expressed fat internaticnal trade if
left to market f&aea leads to the deterioration in the terms
‘of trade and causes income transfer from the poor to the
rich nations and reduces the rate of growth of the former,
(Kravis, 1970) ergued ‘that partiaipation in trade was not a good
indicator of the success or fallure in dax{eloément of |
peripheral countriés in the 19th century. Kindleberger (1961)
observing the performance of British and France 'eiconc:;xies
commented that there have been perio@s when éxports happened to
lead and others when they dlearlg lagged.

!

. Phough a number of 'cri.t!.tgia,m are éﬁai&a{a&é;f the
.theoretical, historical and statistical invest.{r;éation& suggest
that experteled development p}:oceea worked in the past )a.nd is
stil) in operation in the present world and may remain so in
future, It holds that i all developing counrtelies follow an
axport promoting atrategy modelea on the example Of the HICB of" .
East Asia, industrial countries would not be able to absotb the
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resulting volume of importa. *Ihis has besen ¢hallenged on at
least four grounds: first the capacity of industrial nations
to absorb neéw imports may be greater than gupposed, Daveloping
country's exports currently account fa& only & tiny share
(2,3% as of 1983) of the markets for ﬁanufactuﬁes iv the
industrial economies, Secondly the idea that a 1argé nanber of -
economies might suddenly achieve export to GDP ratic for
manufactures like those of Hongkondg, Kbrea oF Singapate is highly
implausiblé. “he resource endowmentgjthe Bast Asia WICs are
quite different from those of countries such as Argentina,
Brazil, imdaneaia, Cote'd'Ivoire, Malaysia and Thailand which
are among the next tier of industriaslizing countries, Third ‘
export-oriented countries would produce different products and
industry trade is likely to be importent. Pinally the first
wave of Nxcs iz already providing markets for the labour

. intensive products of the countries that are £0119w1ng {World
Development Report 1887, pr.81)% Sc¢ from the ébave analysis 1t
maey be concluded that exports work as an egnine of growth, It
worked as propelling force in economic development in the past
in Developed countriés and has been working in NiCs and shall

be working in the devéleoping countriles,

8.4 CCNDITIONS FOR EXPORT-LED GROWEH

Now a days the phenomenon of export-led growth has bean
a subject of considereble interest to developrment econcmiste,
Empirical observations and historical evidence demcnstrate that-

developing eountries with a £avourable ewport growth are having
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higher rates of growth. Now tha questlén is under what
conditions can the process of e&par\t«led growth work. Mést

of the underdeveloped countries have experienced long periods
of export growth: Yet in many countries exports have not

a;:ted as a key propulsive seqmi: despite their secular rise.
In classical belief it i3 sometime argued that development

of the export sector by foreign capn-.al‘has created a dual =
‘ ecom -in which pz;-oudctﬂ.on has been export x_:ﬁ.asea and the »
resultant pattern of resource utilization has deterred develope
ment, ‘here is little éuppart‘ to the assertion that in absence
of foreign investment a pgor country would have generated more
deamesttc{ investment,

The real cho;‘sce/ was not between employing resocurces in -
the export sector or in domeai;zc production but rather between
giving employment to the surplus resources in export production
or leaving ti:em idele (Myint 1988).:

Another anntangién ie; thét development is impeded by
the "Jdemonstration effect” of tradet the international ‘
amasﬁratién of higher consumption stendards in aeveldmd
countries has auage;a;y ‘raised the propensity to consume in less
developed countrles and reduced aaving; zate;s .;f; By st:imulatmg
consumption the internaticnal amcpstratim; effect may also
have operated on incentives and may have been instrumental in
inereasing the supply of effort and productive sexvices
. specially as betwesn the subsistence sector and the exchange
economy (Myint 1964),

The serious argument’'is that international market forces
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have tz;naferreé incoms £fom the poor ¢0 rich mations ﬁhmugh '
a ﬁete:ioratian in terma of the ‘trades This alleged trerd is not
based on the measurement of prices within the poor cmntries,
but rather on :tnfexencag from UsK.'s commodity terms of trade

or the terms of trade betwesn primery products and manufectured
products (UN 1949, pp.7, 13-24), This does not provide a
sufficliently strong statistical foundation for any a&eqﬁate '
ggnera!:iza:icﬁ about the fterms of trade of the poor éount:‘ies
(Baldwin 1955, pp.267). '

A ecomprehensive explanation of why expart-lea development
has become possible in some camtri.ea, but not in others would
therefore dis'cinguiah the diffemnt afﬁacta of the process,
Different export commodities will prwide diﬁfer:ent stimull V
according to the technological characteristics of thelr pmdud-
tion. *he nature of the export goods production function has
an influence o the extent of other sewnéary changes elzsewhere |
in the economy beyond the primary increase in export cutput 7
(North, 1955, pp.249=251)e-

The progessing of -prs.mazy product exports by modefn
methods 1z likely to benefit ather activities through the
#pread of technical 3mcw1edgei t:raining of laboug, demonatration
of neaw production technicues that might be adopted elsswhere in |
the economy and the acquiaitimf of organisational and supere

B visory skills,

‘On the othér hand export gtowth win. have a negligible
earryévar if its production techniques are the same as those
already in use in other sectors or its expansion occurs by a
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simpia widening of i:roduction withmt any change in produetiqxi
functions, The influence of skill requirements mey operate in
variocus wgyss The greater ingentives for eapital formation may
be provided through education, on-the-job training in the
export sectoy may be diseeminated at little real cost through
the movement of workers into athet‘ sectors or occupations.
Skilled workers may be a gource of entepepémeutahip and. they
u;ay save more of their incomes than unskilled workers (Richard
Caves 1971, pp. 403-442),-

The processing of primary products provides forward
linkages in the sense that the output Of one sector becomes an
input for enother sector and backward linkage by providing ‘a
strong stimilus for expansion in the input supplying industries,
' Hirschman (1958) e:nphaéiaed the linkages of export reé!.me.

The nature of production function of expoxt ‘;zi;l' éiab
determine the dis&ib@ti@ of income and has an impact m local
employment., 'fhe relative shares czf profits, wages, interest
and rent win vary according to labour or capital intensity of
export production anci the xiatﬁ:e of its organisation, If export
income goes to those who are 1ikely to save laxge portions, |
' the export, sector may also make a greater impact in ﬁinancmg"
growth of other sectors, iIf ‘th’e export commodity is subject to
substantial economies of scale in its production than this will
tend to imply large capital réquire:m‘ants for enterprise
eatablishment and induce extré-‘-regiohal or forelgn borrowing
(Meler 1984, pPa507). This may them lead to an outward profit
£low in lieu of providing profit income for local lnvestment.
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The repercussions of exports véill also vary a’ccorg&ing 0
th:e degree of fluctuations in expo'ft'. proceedse Disruption in the
flow of forelgn exéhange recelpts makes devel,épmmt progessO
discontinuous, Greater degree of instability dlstirbs employment
lavé). and affects real income; import level, government revenue,
capital formation and resourge augcgaéicnq Thus aepen&mg‘ on
- the various characteristics of the country's export the degree
of éi:tga_ngth of the integraﬁ:lvé process of stimiulus from exparts
will be differ among gountries. However, the stimulating
forees of the inheérative processs will be stronger under the
following conditions (Meler 1984, p:f.sw) t "The higher the
growth rate of the expert sector the greater the direct mpaet.
of the export sector on employment and personal income, the rore
the expansien of exports has a leading effect in terms of
1ncreasing prodiuctiv&ty and 1nst!.11ing new ekills. the more tha
export sector is supplied through domestic irputs instead of ()
imports, the mors the distribution of export iricome favours those
with a marxginal pmpeny to donsume dozﬁeéti.é gmdé insﬁead of
imports, the more productive is the investment r&aultiag £r:om
any saving of export income, the more extensive are the
externalitiés and linkages cannected with the export seeter, and.
the more stabla are the axport recaipta that are retained at
“home, The coun’try whose exports fulfill these conditions more -
readily will enjoy greater opportunity for aevelopmnt.“'

The ‘transmission of gx:awth from the eprrt base ﬁo rest
of the economy will depend not only on penetrating power off
exports in underdevelcped countries but also on recept:lve ‘
capaclity of domestic economy..In domestic economy: i{: depends on

/
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market imperfection and narg—eeancmié: ba::riera in general
enviornment, The integrative forces will be.strong under éha
‘coxgdition of developed market institutions, infrastructure,
human resources and stable price level, cheleratioh of leaming
rate of the economy, enxic!ment of ssaia-ecommf.c: infrastructure,
expansion of entriprencurship and mbﬂizatioa of surplus above
consumption constitute the development fundation of a country,
Once this foundation is laid the economy can be readlly transe
formed through diversification in primary production, new
commodity exports and industrialisation via export promotion and
import substitution,. . LT

An exportworiented atrategy implies that e realistic
exchange rate has to be kept. If domestie itiﬁlauén occurs the
'exchange rate will usually be devalued rather cuickly (éoaezstem
1965, p(228), An overvaluaticn of domestic currency minimises
the eacpansian effect of expprta, Within the purview of the above
. .analysis it may be concluded, "exports can lead to growth but
theyneed nots If they are o0 .do 80 there must be capital
formation, technical change, reallocation of rescurces® |
(Kindleberga 1962, pp.203-204) and infrstructural development.: .

8.5 HISTORICAL @m. OF moag.r..m GROWIH

AN

The ana}.ysis of historical evidence of export-ied growth
would make ua acquainted with economic ‘and non-aaonomic factors
‘that helped the process of exportw~led growth 5.n different
countries,. ﬁus would also help to highlight some experiences
for Bangladesh, With this idea wa discuss the experiences of
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few countries of the world and compare them with the experience

of Bangladesh.

A

8,541 ERITAIN

Industrial pevolution began first in Britain and by 1850
it penetrated into France and éelgium.' Half a century later it
had reached Germany, the USA, éwadém Russia and Japan. éritaiﬁ
4s put forward as a prime expmple of exporteled growth in the
way that exports of textiles first anﬁ then iron and coal
stimalated the g:owth of Britain, She also helped in the procésa_
~ of development of France, Belgium and othar WesteniEqupa through

- technical assistance. Professor Nurkse (1962) also mentioned

Argentina, Aﬁst‘.raua. Canada, Newaealanﬁ. South Africa, United
States and Uruguay as successful maamples of 19th century exporte
led growbh. '

According to Habakkuk (1940) the export value of Britain
increased by 47% in the 18438; 90% in the 185082 4‘7% in the 1860s
and 12% in the 1870s, The nmt satisfying and important aacelera-» ,
| tion of British expcri: took place between 16829 and 1893. Meyer
(1955) has shown that decline in textile engineering, steel and
ship exports pulled the econony dowm after 1675,

As an exporter of 75% to the wcsrld ma:ket in many
commodities Bri.'cain eould not maintain its pos&ti.on during last
quarter of the 19th country., Other Purcpe countries began
industrialising and exporting to the world market, ‘The pmblm
before the British econoxry was ei.i:het o upgrade the quality of
Product or to search out new markets in Asia,; Africa and Latin

4
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Britain actually bullt up nsw markets, The Introduction
of tariff in 1890z by USA led t0 thée collapse of British sales
in American matket. During the last decade of the 19th century
ard €irst degade of the 20th century France and Germany made N
rapid technological progregs and enlarged export capacity while

Britain remsined stagnant.

Tha industrial revo;utien.af England is connected with
thé export of cotton textile. During post-Napoleonie deeades
the export Of cotton textile conatituted half of the total expocts.
Industrialisation, urbanisation and commercialisation provided
impetus to c¢oal and coal caused technical change, transpost
revolution and establishment of ircn and steel industzye This
period was for free trade comparative advantage and acoumulation
of earital which was fcllowed by phase of capital goods
industries, The capital gaods share in manufactured exo@rts dn
Britain increased from 10% 1a‘za4o—42 to 27% in 1882«84,
‘Exgesding the glorious advance peried’iesamﬂs the British economy
stagnated, Germany and “merica surpassed Britain in steel
production by 1890+95, Many scendinavian countries came ahead end
Britain’s technological innovation possibility tended to exhaust.
As a result she fell behind her rivals. It is remarkable to note
that her exports of the manufactures started declining which
slowed the growth of the economy.

BiSe2 UpSaha

American econowy expanded tremendously during 1815«60.
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The war of 1812 relaxed mercanﬂilistic'xegulatian and created
facility for shipping and export and favourable terms of trade.
The piloture started ehanéing after 1815, There was a fundamental
change to shift dependence on Europe to reliance on own internal

economy £or input to edoncmic develcooment.

Yhe emigration of labour apd capital from Europe enhanced
the growth of the cotton textile, The Eotton export was
strategic as the income from it determined the fate of other
menufacturers, In the South the income received from the exports
of cotton, suéar. rice and tobbacco provided impetus o the
expangicn of other goods and gervices, The West provided food 4
for the South. The North-East in addition to évaiding services
to finance, transport and market supplled manufacturaed commodities.

The foreign demand Of American cotton was increasing
alongwith stapie'exports which expedited the process of expansion
of the new pattern of the economy. The discovery of gold mine in
Celifornia in 1848 and market expansion of Amerilcan ataple
changed the situstion by 1860 and secular improvement of terms
of trade increased the inflow of capiltal, labour and technelogy
at a rapld rate.

8.5.3 JARAN

Japan was an isplateﬁ.aountry before 1§BQ.~During.Meiji
Reatoration shevépenea 5er doors to the Wast, Shé was an
excellent examples of open ecpﬁémy with rapid growth in the
pre-vay and pmst—wax‘pe:iodaa.she specialised in export of
primary goods in ccmyiiancg with the doctrine of comparative
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advafztége. Hep exporta increased by 15 percent pef armum Quring
1859«67, Tha compoaition of ewxport was tea ana gilk. During '
187686 the export of amiamanuﬁacm@d: goods ,wgé \inareaaing. '
Vgeh a view to save goj.é and si.lvar' the imports of menufactured
goads wére replaced by home made goods. Woollen textiles and
cotten textile were Memis‘qd‘ In the pre-war period 189?-»1913
export contriluted 29 parcent t0 GNP wh:{la it contribueed only
8 percent during 18’?6-96. Sham o£ manufaetu:as in total export
_rose to 80 pea:cent f:om Just 4.5 pament Guring 1876-80, Rapid
.inflpw o;fv foreign capitsl accelerated the process of induse
tri:aiisat;l.on during this period.

The real exporteled growth pericd in Japan started sinee
1920, Exports contribution to GNP rose to 39 percent, The erports .
of material and semi-manufactured goada declined in percentage
terms and export of mnufacmes rose by 57.8 percent in 1937, :
" The eomparative aavantage shifteﬁ’ to labour intensive
manufacture-a goods, Exgart of a‘apan increased during this period
mainly due to its competitiva price in fureign market and
Japanese goods were substituted in the world market in place
of expoxés by eompetitors (M., Shinohars 1963). Some trading
companies like Muksubishi; Mutgul, Marabeniiy Marabeni Cse Itoh;
Sumitome and Nissho Iwsl functioned as agents for legal
producers and distribution of exports goods, exploring ma:kat.
’ p:oviding transport veaaels. ‘tapks and warehouses, m 1974 top
six general conpanies accounted for about 40% of wpa::ts and
50% of mpom. Japan hasg enizered _the final phase of exporte .
led growth, *he eomax:auve advantage of hexr export phoduction
has been ahiftea-from labour mtensive«manufaamred good to



capital intensive heavy angsmeaxing good. The productivity of
labour dupedited export growth which was ralsed by supexr
training, Wicher edvcaticn, medical services and cordial

relaticn betweesn labour and management,

Edusated apd trainsd human resources ai'e most important
internal inputs in quick adjustment and rapid t:arsfnissicn.
Japan could uwee foreign capital and advance tachnemgy becauze
of her educated manpowers

H

Bs5.4 REPUBLIC OF KOREA

Betyeen 1965 and 1978 the real GNP cuadrupled increasing
at 10% per annum on average in Repiblic of Korea, Percapita
ifcome increased veory rapidly from sm'ies ‘and onwards and
reached US & 2150 in 1085 from 8 87 in 3&62. The manufactured
sector grew at 18% per annum, Unsmwyn\zenﬁ was reduced £rom
9% dn 1960 to 2.15% in 1982, ¥he adoption of the Yabous
intensive export-led industrialisation based on comparative
advantage transformed agravian soclety inte a §m~induaer1aliaea
aud highly open egonony within o &ecaéss.E;%ia‘sxt: was the engine
of growth which rose from US § 41 millicn in. 1960 to § 30203
millions in 1985, Durlag 1960s méjer m&gm items were minerals,
f£ish and raw silk.: About 80% of the @Qﬁt wag marzfactured
goods in 1978, Export share in NMP x'sae fm 4% In 1960 Yo 36,36%
in 1984, Export contributed m.ghly w mplcymm: and antput.
growth, Az late as 1960 Kor@a 1ike Sangladesh was exneriemmg
low lavel of income, over population, large scale unempleyment,
low domestic saving end chronic balance of payment defielt,
Evdowed with poor national resources and limited doestic market

3
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Republic of Korea lawnched First Five Year plan 1962«1966 for
egpeitation of international market with 1abéur intensive
manvfacturing goods. The epphasis of Second Five Year Plan (syrp)
196771 was on rmodernization of Industry and conqalidation of
benefits of self-svfficlency, During SFY Plan economy inltiated
booging exports of labhour intensive light industrial products.
in Third Five Year Pléﬁ 1972«76 Korean government took measures
to gorrect agricultural export leg: The objectives of Fourth
five Yeer of (FFY) Plan 1977-81 were establishment of self-
éeliant growth, balanced ﬁ@v§zmpmént through expanding investment
* in soclal sector and increase productivity throuwgh technological
innovation, The export-led growth strategy and sn open cconomic
poliay was belng followed. |

Excellent performance of the economy is due to educated
labour force, foreign technoleagy and higher productivity of
labour. Export accelerated the performance of other séctars.

The stringly outward trade policy along with fiscal, monetary
and commercial policles played vital ralé in boosting up exports,
Forelgn eapiéal and tachnology policles were always being
directed to guit export oxpansion.

8.5,5 EXPERIENCES FOR BANGLADESH

|
The experieﬁcaa of exwporte-led strategy of develeped
countries like Britain, America, Sweden and Canada might be of
lictle use for developing countries of the present world,
Beeause they ﬂeVelopéa in such a periocd when the world eeonomi

was different., However, one common point for slmost all the
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countries i that each country initially started export
development on traditional type of commoditdes based on
comparative advantages. Almost all countfles of Asia who have
been following exportwled strategy possessed traditional pattern

of economy do;ninéta& by agricgitu:a like Bangladesh, Their
 exports consisted mainly of traditionsl commodities amd a few
cenmoditﬂ.es accounted for lion share of the total export recelpts
" at primaxy stage. With pace of development their comparative .
advantages shifted to the production of labour intensive ,
manufacturing goods. Thia was so because they have had comparative
advantage in this production due to surplus labour and low cost
of labour. Like those countries Bangladesh has au#pzua labour due
to which comparative advautage lies in labour intenaivs producs
tion line. Even Bangladesh have comparative aavanbagea over many
export-leading countries due to low lavel of labour coat., This
has been proved by the fact that some f£irms in Singapore and
Hongkong are producing thelr contracted garments ltems by
Bangladeshi factories due to low cost of production.

The production pattemk ahifted from labour intensive
line to capital intensive line at the final atage in export
_ leading countriés, Sovernment's outward oriented trade 'policy
helped exébz‘tz-led growth in these countries ‘Export incentives
were very muc_:hﬂinstmmenﬁal in this, The governments of these
countries ape very much commited to give all ’sm:ta ~s::,f incentives
for exporte-lied growth, Duty free sxport processing zones x;lay
important role in export developiment. ‘

Davelopment of f£inandial institutions, education and
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skilled laboi:r"ﬂo:ce.\“p@iitical stability, and developed
infrastructure work as catalyst in the process of exportsled
growth. The rola of private e;:pcax‘:ﬁ houses is also werttunen#im&ng-a

. From the experiences of export-led growth in Asian
countiies it seems that Bangladesh has economic base to develop |
through i:he expu:;-ie& growth Sf;mte;gy. '{\‘s per tﬁe views of
Professor Kuzpets (1968) that trade ’iﬁvalvmnt ,‘of any sconomy
is inversely related to the'size Of the country. Under this
purview the size and compactness 65 Bangladesh emanm iz similar .
to those of Japan, i(craa. Malaysia, Indonesia anﬂ Taiwan, So her
size is suitable for éxport-led growthy. |

Thé ﬂnancial institutions of the éaunm‘ have developed
through negt&onaiiaed and private banking system, 'But. it is lacking
educated labour force and political atab{lity.~ 1@ has eatablished
duty free export zones but their development process is vé:ry slow,
As per the World Bark stuly (The World Bamk, 1967, pl.83) the
trade policy of the Covernment is strongly inward ordented.

8.6 EXPORT AND ECONOMIC DEVELOPMENT IN THE CONTEXT OF BANGLADESH

A good number of empﬁ&eal studies dménstrata that
exports and ac:cnc’xﬁic gxmtth are é.lase.‘;y asaqc:iata@‘:_sincé scpom'
are a component of aggregate cutput one would expe@t a pésitim-
assoclation in terms of correlation coeffictent (Kravis 1970,
pp»assaav?).; ' | -

!

Exports usually have tm impacts on GNP of the countrys
£irst it directly Mtxibutes %o GNP and secondly it indirectly
4induces national products by ‘&icpuragiag investment,. savings,



352

3

\

productivity and by shifting rescurces from less efficlient to
more efficient sector, Moreover exports enhance capacity
utilization, help *o reap economles of séal'ek and provide
incentives for technozngical impxt;vements.

m;ually the indirect effects of axparts bring mltipuw:
" expansion of GNP through time lag progaasq That is current
year GNP producticn is :tnﬁ!.uenéeﬂ by the prws.ous years exports.
Feom. better performance of Bangladesh exports i.i:. may be presmum
that !:ha expansion of GNP in any yeéar is related to the export

. performance of the previous year, This prooposition has been |
examined by the ggxét;on Yy e f X, | Yeee (1) |

¥here ¥, = GNP in year ¢, and X, _ 4, = export receipts
in year t - 1e Our astatistical £indings show that the GNP o2
the caunt::y during 1972«73 to 198586 is aignificantly explained
by the export receipts during that periods The Rz and t = value
are highly signiﬁcai:t which lnéiﬁate a pozitive ass;qciatiém
betwm GNP and export reeeiptm

\The abdve mpasﬂ.tim u supponte& when per capita stzp
is considered as a funetion of export through aqaatiom '
‘!t ] f (xt - 1}‘&’0‘»@* !Qm'ti'gt»bii#‘z)

Here Y, stands for per capita ONF in year ¢ and ﬁcto-:
atands for exports recelipts in year ¢ « 1, Here the s&gri:lfmant
. 2 :

_value of R* and t « value show that per eapita income is

positively ésjsociatea vwith export mceipta of previous year,

Thirdly we assume that the mpanaion of GNP in any year
is a functﬁ.on Of export meipts and inwvestmant i.n the previcus
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year, “That 1s ¥, = £ (X, | 12 g aseesvases (3),

Wherze I, ., stands for investment in year t = 1. Hare the highly
significant valua of RZ and ¢ « value aupgrt the view that the |
expansion of GNP in any year is explalne& by investment and |
export receipts in previous year, The statistical £indings of

i:hg above three sguations supported the hypothesis that the growth
Of GNP is led by the growth of exports in Bangladesh, Table 8.l
represents the results of our computation, |

Export aexpansion geherates add;tional real income by
reducing the misallocation of resources and bringing spare |
capacity into use, In export promoting countries domestic savings
rise because higher than aveéagé aﬁare of income genaerated by
axports 1s Aaéved. The capltal magket in 'expari: vromoting country
starts advancing and real intetasi: rates improve. This induces
savings and investment, Again invesmént nay be £inanced by
forelgn savings as well as by &omstié gavinga, Export gector
attracts foreign capltal which increases investmente Further
more attractéve profit in export sector induces investment,

From this relationship it is clear that export growth raises ’
 investment with a time leg in export expanding ‘country, We test
this hypothesis in case of Bamladesh by equaﬁcn

: u%(x - 1) “vrsnasievesense {2)
Here I, stanﬁs for investment in year ¢ and X, qStands for
export receipts in year t = 1, Qur statiat&eal £indings show
that the investment in any year is a inmc:tioxx of export
rageipts in previocus years That is the growth of invastmenﬁ in

Bangladesh in any year i5 induced by the growth of exports in
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Pravicus year, ‘ - , ;-
8.8,2 EXPORT M"JT:TIPLZKEE N BANGLADESH

Foregoing analysis invegtigated export development
ralation in the context of Bangladesh by regression analysis..
Now we shall try o ;ﬁind out the value of export multiplier in
the emcnomy of Bangladesh., It may be assumed that export induceg -
national inceme in Bangladesh by its multiplier operation. The
export sectozé is more advanced in the country and it ig
expanding at a higher ratce than any other gestor of the econcmy,
8.Raeza (1981) has shown that the ﬁact‘cz: productivity is higher
in export sector than that in import substitutlng sector.

OIndustrial exports of Bangladesh can be sxpected to create more
income and generate more emplioyment ag conparad o industrial
inport substitution (S. Reza 1981, 1 «340)%, The rapid developw
ment of export sector in the econamy temptad us to infer that
export expands national income by multliplier operation, ;

Conceptual Analysiss .

In a closed economy national income will be in the form
of investmeni goods (I) and consumption goods (C), So |
Y aC+I . veceeene (1) The income earned in the production -
process can either be spent on conswmption or not spent at all.
The residual part thaet is not spent is called gavings {(S).
Thus Y/:-z.?l 5 weeeel2)s From (1) and (2) 3 C 4+ T =C 4+ 8,

Hence % = Se

If the domestic multiplier or investment multiplier is
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dencted by K then K o % #%& ﬁ"i:'é@?" u--x'%g—
The total change in equlibrium income resulting from the initial
investment change A is glven by dy = eh X %S——

In an open economy exports are similar to investment and
constitute an injection into the income stream while imports
like savings become leakage ont of the stream, Now Y takes the
form of ¢ ¥ s C # T + X sevavenere (34 Where X stands for
exporta. Likewise income is pSpent on consumption of domestic
goods or on import (M) or remained unspent viz, saving, So
YeC+S 4+HM seassssnsrsasecesl{d).From (3) and (4) the
- following identity 1s chktained: '

I4+Xs 5+M

or S=2I¢+XeM MNelIsl{Xes)
A gtraight line import function parhfays censtant marginal -
propensity o import{mm. This is the slope of the import
function. So in an open egonomy MPC 4 MPS 4 MPM = 1, Now an
increase in export (ax) will increase national income {ay) and
this incérease in national income will be detemined by the slope
of the (S + M) funct.:!.cn._ 25 . slcpe of (S + M) function !

day
= MPS + MPM o S 1 . which s the export
dx MES + MPM
miztipuex; or foreign trade qux}.ti.puwg But 8 = MPS = g%

280 48 = adyand MPM = m ﬂ.‘; aacdﬂal!ﬁ!f&

If there is a ¢hangs in any oﬁ the four va::iaw.ea of tha
identityt S + M & I 4 X the ehanga :!.n one side of the exp::essw"n
must equal the change :Ln the other siée as a cmdition for
teaahing 2 new equubr&um.
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Hete ds 4+ M = &I + éx .
orsdy +mly = 41 4+ &
dy (s +m = (4T + &)

&y = zd= (ax+aw S .
= w4+ &) |

: I€ dy?' 1s the éhéngé in income due to change in m:pom
(&) only then dy? um A% 1.0 AL = 0o

The expert miltiplier for Bangladesh is calculated by
adopting the above formula, On acéotnt of availability of -
required dets and their reliability the period is covered from
1974~75 o 1985-86, The results are preserited in table 8.2
Ou;z' £findings show that in almést éu the years of the said
period the value of | export mltiplier was more than enay only \

;n 1976«77 1ts value was lesa than ones In th!.é year' the GDP of
the country decreased avex‘ previous year at current price and also
&t constant price‘ The contrmzim ;::f tyrade services to ‘GDP also
dedreased efmr previous year, This was caused due to agxicumxal
orop fzailure along with poiitmal inseabiuty and ehange in |
outlook of the government from socialistic economy o mixed "
aeoneﬁar. i ’ o S _
, From the export mulﬁip;i&r value it can be inferred that
one unit increase in export results into more than one unit
d increase in national incme.{what 15 multiple expansion has
taken place in national ink:em_g, dne to each unit increass in e»:pcrt.

\(1

‘Bangladesh is a capital hungry economy with vast
unemployed tumanp and natural resources, These vast resources are
untapped due to lack of adequate capital as well as narrow base
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of domestic market. The narrow base of domestic mrket results
from low per capita income which canses low level of consumpe
tion and small territory in comparison with total population
(10.2 crore with density of population of 701 pér Kma in
1985~86) . This situaticon pogtilates the dependence of the
country on foreign market for impcréa of ecapital egulpment and
for egport'aﬁ outpute. Any increase in her exports raises income
of ex?ert industries vwhich ultimately ralses per capita income,
Congequnetly the purchasing power goes up vwhich provides
incentive to production wnits, On the other hand risze in income
increases investment via enhanced savings. Thus multipliex
expangion of GNP takes place.

Similarly when export increases the import capacity of
the econcny increases, As a result the countyy can import more
capital equipment for investmant as well as forelgn capital
penetrates fqr attraction ¢f higher profits in export regime,

Thus export multiplier becomes operative. S

The growth of garment industry in the eccaoiy of
Bangladesh 18 a pragmatic exxample of the operatlion of export
multiplier. The garment industry s cent percent export
orienteds Its growth was tremendously rapids This sector expanded
éh;nugh maltivlier operation,

S0 the foregoing analysis proved that export multipliler
is operative in Bangladesh. That 1s thg egparés'cnntxiﬁute.ta
GDP growth by more than just the chan§e3~i£ the valume of |
exports. Some empirical studies conducted by Balasgssa (1978),
Heller and Porter (1978), Michaely (1977), Miahalepaﬁims ané
Jay {1973) and Tylor (1981) have argued that exports contributed

7
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‘Table § 8,2

The value of export mﬁltiplier and growth of GDP in Bangladesh
during 1972«73 to 1986-87

rt GNP growth % share of 9% sham of

Year Emti’.igipnw at agri.in Industries in
congtant GDP at GDP at 1972w
factor 1972«73 73 constant
cost constant price

3 price
1972473  na . 108 57,86 - 6.42
197374  ma  10.8 57,00 4,75
1974=75 11,11 4.9 57,58 10,48
197576 4.17 7.5 5430 10,01
197677 0.12 1.7 51,96 10.29
197778 4,17 Tob 56,16 ©  9.81
1978=79 2,27 = 4.5 49,95 10,67
1979480 3,85 2.0 49,39 10,75
1980-81 1,45 7.0 48,72 lo-61
1981-82 T34 1.1 48,72 10.63
198283 1.42 5.4 49.24 10,15
1983484 12,50 3.6 48,00 10,10
198485 1,96 = 24 46:72 10,05
1985-86 6467 -1 46.27 9.80"
198687 na Sl 46,99 10,08
Average annual growth (X)
1972473 to 86«87 o 2.84 7476
1972473 to 79-80 | | 3,03 12,08
198081 to 8E=57 | 1,87 2.27

Note ¢ na 3 required data are not availablu.
Sourcet Calculated on the basis of Appendix table and Econcmic
Trads, . March 1988, Bangladesh Bank, Dhaka.,
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more €0 GDFP growthe Gexshon Feder '(1982) has shown that expoté,
sector not only generates growth hy increases in aggregate
levels of labour and -cap!.m but also by the reallocstion of
existing resources from less efificient non<export sector o
ﬁhe hﬁ.gh;ei‘ prxoductive exym sactor,

8.6,3 CAUSALITY BETWEEN EXPORT GROWIH AND INDUSTRIAL DIEVELOPMENT
IN BANGLADESH '

/
Our previous £indings of export multiplier and relation

between éxports and GNP Gemcnstrate that the growth 6f exports

ccaﬁt:’:ﬁ.huteé +0 growth of GNP, This ‘i.s also supported by the

fact that eccnomic trangformation 18 taking p.téee in Bangladesh,

The gshare of agriculture in GDF decreased f:oﬁt 57.86% in 1972«73

- 0 44,99% in 1986«57 against the increase in ghare of industry

from 6.42% in 197273 to iOdQE% in 1986«87, The average annual

| growth rate of GDP was 2.8% during 1985-80 and 3.6% during 1980-85,

Against this GDP of induetry increased by 3.8% in former period

and 4,7% in latter period per annum, During the former period

the average annual growth of export was 7.1% per annum (World

Devslopment Repcrt 1987).

The share of manufacturing exports in aggregate exports
of the country increased Srom 55.81% in 1972+73 to 63.46% in
1985-86, The share of non~agricultural sector in totsl étwupl.oym
labour force increased fyrom 15.4% in 1961 o 41.2% in 1983=84,
Againgst this employment of labour :Eercas in agriculture
decreased f£rom 84.4% in 1961 to 58.8% in 1983@84 {Statistical
year bhook qﬁ\. Bangladesh 1986, pi’+191). Available statistics

e
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~ ghow that employment indices of industrial workers increased in
198485 considering 1976=77 as base in industries like jute,
cotton, pa;pex. stesl, cexent, fertilizer and petroleum products,
~ Although empl@ymenﬁ statistigs for garmant and specialised
textile industries are not available, their rapild growth undaubw
tedly has increased employment in mopufacturing sector of thé
countyy. Our previous analysis state that export has made
substantial contribution to GNP growth of Bangladesh. But they:
could not gay anything about the specific contributden éﬁ export
£o industrial development ¢f the country.

To determine the role of export in industrial development
the test of canSality between the growth of cxports for
manufacturing gcaﬂs and development of manufecturing industries
we have used the data of manufachuring exports and GDP of
industries during 1972+73 to 198687 at Current prices. Cur
purpose is o empirically test the proposition that there 15 a
causal, relaticgship betwean expansion cf exports of manufactupe
ing goods (1) and grswtﬁxof manufacturing cutputs {MBG) in
Bangladesh.

Granger (1959, pp.282-238) has given a definition of a
testable kind a?&auaﬁﬁl'uraering based on the notion that
“abﬂeﬁce of aaxrelatioﬁ between past values of one variable X
and that part of another varlable ¥ which camot be pradicted
from Y's own past dmpllies abscnce of caﬁsalAinﬁluenae £rom .

X o Y¥, Marlow and Manaée (1087, Pp.248 - 249) state his
definition as forecasts of a dependent variable Y using both
lagged values of ¥ and lagged valués of enother vagiable X yield
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better forecasts than forecasts solely based om lagged iralues £
of ¥, then X is sgaid to cause'i. Ia other words 1f
YN, X) /o"(8/f) then % causes Y.
The expression (Y/i: ¢ %) ropresents the veriance of the ‘Afcre-
cast crror of ¥ obtained from the laygged values of both ¥ and
X and the expression (YA) represents the variance of the fore-
cast error Y béﬁsed solely on lagged values of Y. Accordingly ‘
122 (%K, ¥ )/-7(%/X)  then Y causes X.
Two-way causality occura when simultsasity exists hetwees': Y and
'X. Causation runs from %X to ¥ and from ¥ to X, Other tewms used
to Cescribe this form of inter-dependence include bidirectional
caugality and feedbacks Twe-av.;zay cansality occurs when
o (XX, X)LV (0 E) ana

OM(R/R, ¥) L7 (x/R) cccur simuliancously, Sims (1572,
Phe 540~552) ook idea frowm Granger (1569, pp.428-438) with
gone modification, According to his Gefinitionvone can regress
Y on past and future values of X, and if cauéality runs from X
to Y wnly, future values of X in the regrvession ahouwld have
coefficients lnsignificantly different from zero és a group®
{Sims 1972, pp.5451. -

Chow (1987) has tested Sims causality between the growth
of agports of manufactured goods «:mé devalopment of manufacturing
industries im the newly industrialising countries (NICs), He
used data on exports of manufantured goods for esch country
derived by substracting non-ferrous me?:alsf (s17C 68) from the
sum of SITC 5 to 8, Due to noneavailabllity of data in this form
in caze of Bangladesh wé have used daka dn total manuvfacturing

exports and GDP of industries:
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Testing for causal relation bebwesn expoct growth and
industrial develomnent in Bangladesh wlll have lmportaat
implications for devalopment strategles. IE there exists definite
unidirectional causality from export expansion te the develope
ment of manufacturing industrles (X -->MG), the country may
adopt the export-led growth strategy. In this cage axport willl
promote the growth ©f national dncome aléng with lezding to
stxw{stural transicrmaticn of the caczonc;r;g; 1€ éausal relation
exists in ovopesite dlrection (MPG —>X) then it would imply that
the development of manufacturing lndustries may ke a préa-reaquisite
for economy to expand her emort. IE aaﬁsal relation in
bldirectional ( ¥ =2 MPG) then export growth and growth of =
manufacturing industries have a reciprocal causal relationship, |
Bidirectional relationship means thot the growth of manufactnr.
ing export ind GDP are supplemented by cach othey, Growth of
manufecturing export supplements the goowth of manufaeturing
GDP and at the ceome time the growth of manufacturing GOP
supplemants the growth of mamifacturing swport, However, iﬁ:
there exists no definite gansality between eport grovth end
davelopment of mam;flammrﬁ.ng industries then aliernative stratagies
rather than esport-led growth stmategy may be needed for economic

development,

Econometria Model of Causalityy

Sims has developed e prestical techrigque of testing
causelity in = biveriate modsl, The definition of causality glven
by Sims is used Ly Chow, Chow uges the following linesr ogquations

with distributed lsgs:
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@ o £ (X, 3 past lagz; and 3 future lages of x)u;@"z(i)‘
. MPG = £ (X, 3 past 1ag8 Of X ) sseessecissonssnvececssi2)
X = £ (MPG, 3 past lags end 3 future lags of MEG) 4 en(3)
X = £ (MFG, 3 past ;;ég@nf MEG) soessosnnionsnssacseld)
Hore MFG. stands for output of mahufacturing industries and X
stands for export of manufactured goods, ‘
In order to test the hypothesis that “coefi’icients for future
"walues of idependent variable are jointl.y equal to zero® (Chow,'
1987, pr.58). F statistics as used by Chow are calculated in
the following ways |

(Rss « RSS.) - )
RSS

P o
Where RSS,, RSS,, are residual sum of aqua:ds of eguations
(1) ana (2) and af and Gf, are degress of freedom in (1) and
(2). For equai:iona (3) and (4) the same procedure is followed,

Here MPC i3 the independent variable and X is the dependent
varishble, - '

As regressicn analysis of time series data is very likely -
to eazhibit auto-comlation among residuals a pxeufueemd
treatmant of all variables was conducted, Sims auggested a (
filter of (1 =» 0,—.?51;)2\ where L, 1? are lag operators. ‘Regarding
using this filter Sims argued that *this ‘£ilter agpmximately
flattens the apéctral density of most economic time series"
(Sims, 1972, p;,. -545) and hoped that regression residuals wculd
be very neax:ly ‘white nolse with this prefiltering“ A white noise
' is defined as a serially uncorrelated process, ‘Halao (1979) and
Geweke (1979) gnmeﬁted that results of causality tests are
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similar and qualitative conclusion are not affected by using
‘different filters, | ‘

However, we have used the filters as auggested by Sim
and.peplaced Y, by Yt =¥, = 15 Y, + u.samt p and 4 so is
variable xt replaced by x{. Therafore two degrees of:‘l frasdom are
lost to accommodate the recuirements of white noise residuals,
Another three and six degraes of freedom are lost in equation
'(2) and (1) and (4) and (3) respectively due to the arztangemt

of aistributed lags.

Empirical Figdingg:

Lmking at the results given in table 8,3 we notice that
none of the x:eg:essi.on coefficlents :Ls statisticauy significant.
Turther, introduction of future lags dces not :lmprcve the
~ explanatory power of the regression in equation (1) as well as
in (3). The regression coafficient of future lags in ecgaation (1) -

are all stéusi:icauy insignificant, Quoting from Sims in this ‘
connection we have "In applying the § - test for causal direction...
~ .one should bear in mind the Gbsolute size of the goefficient is
important regardless of the F « value, It iz 4 trulsm too often
ignored that cogfficients which are A“J‘.arg*e' from the economie
. point of view should not be causally set to zero no mateer how (
statistically ”!.nsigniﬁeant"n&ey ares.Thus the fact that
future values of the independent variable have coefEicients
insignificantly different £rom zero only shows. that unidirectional
cauaauty is possible” (Sims 1972; pf\$45>. Using. this -argument.
we argue that as the Fw ratic’kinaicaﬁas a significant causal
relationship running from exports to industrialisatian, export=led
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growth strateqgy has a f:‘air chance of success in Bang!.aéle‘sh_' .
inspite of statiastically insignificant regression coefficlents,

_ Chow has gshown that there is ‘bidbrejctmnal ( X — MFG )
¢ausality betwaen export and magufadming GDP in the case of
Brazil, Hongkong, Israel, Kores, Singapore and Taiwsn and
there iz unidirectional causality £rom export (X —>MEG) to
industrial development in case of Mexico and there is no
| causality between export and industrial development in cawe of
Aﬁgentina. . ‘

| In Bangladesh two causes might be put forward to miplain
the abgence of causality process from industrial development to
export growths Firstly the industrial development of the countxy
is more export-oriented ami aeconﬁly the inéus‘h;iél base of the
country has nét been mat;éxed encugh €0 induce export.

* The causality runs f£rom exports to industrial GDP which
is also supported by the,fac:t{ that the share of manufacturing
exports in industrial GDP of the couhtry rose from 39,32 perceat
in 197576 to 46,21 percent in 198586, The unidirectional
causality £rom expért‘expanaiaﬁ to induatrial development
(x ~—->ME'G)' éuppbm that Bangladesh may folmﬁ export=led éx'owth
stz_:ategy. Her exports will not only Pmeta' t}xfa growth of national
income but also lead to structural tranaformation of the economy.

8.7 SPECTRUM OF WORKABILITY OF EXPORT-LED GROWTH STRATEGY IN
BANGLADESH

The foregoing discussion raises a central queat:\.oh whezt.heé
- exporteled growth strategy would work for Bangladesh, ‘



368

The f£indings of the study like better.ye:farmance off
exports, growing relative importance of manufacturing axports,
its structural change f£rom Qrimaxy cormmadities to manufacturing
commedities, emergence of some new export itews, ingreasing
import capacity of exports, increasing centxiﬁutimn of expcrtsA
to GDP, rising share of manufacturing exports to industrial
CDhP, positive association of GDP growth with export growth,
operation 6ﬁz;§§;;p11e:; the causallty bhetweén export grovith
and industrilal development and incréésing trend of production
of egport commodities tempt us to have assertion that emport-led
development strategy should work for Bangladesh, It would not
" be unreasonsble if it is argued on the basis Of past perﬁbbmagee
of the sector that export growth his already hesen leading cconomice
developmént of the country. Keeping‘similarity wlth export
promoting countries sbme,structurél cﬁanges in regaxd tm'rising
share of industrial GDP, enhancement of employment in industrial
sector and structural change of exports are taking place in the

economny «
)

The income élasticity of demand of h@r\exports is more t
than unity in & good murber of major imperting countries, From
this we may hope that demand éf her exports in importing
countfdes will be rising with growth of theiy GNP, Algo highep
export elastieit& of her exports during L&éﬁ&r period indlcates
that the competitive position the countzy is improving with the

pasgage of time,

But our hopes dlsmantle when we look at the stangnant

stage of producticn Of some major export commodities like raw
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jute, jute manufactures and f£ish., Over a long period of time
the praduct&viéy as well as aggregate prodneﬁgon of thes; itens
have remained stagnant. If productivity §§.r§w Jute and jute
goods increased it could railse her cqmpetitiveness in the
international market. Above all the possibility to exéand export
of jute ‘'fems is very less except specialised textile baged

on fute and jute carpet. However, the TIP (Trade and Industrial
Policy) studles of the Government herald a wide range of product
lines with proapects for significant export expansion.

Readymade garments hold promise for further rapid growth
through product dlverslfication, market expansicn and 1ncreasing

domegtic value added throngh backward lirhagesa

Even though Baagladesh has achieved & very impresaive
growth in shrimp exports, possibilities fo; foarther mulitifold
expansion ha%e not been exhauséed' 8¢ill epough 7, scope is
&ying in this sector, Cansiéexing its potentialitles Goverament
has declared it a thrust sector.

The other prospective sections like footwear, specialiged
textile, leather and leathesr products, electronics, aigineering
and electrieal goods, jute and woolen carpets etC., seem €O
'gossess enough scope for export expansion. But O reap the
benefit of these prospective sectors huge quantum of capiital
will have 0 be invested in these lines of production, Here the
role of domestle as well as foreign capital 1s inevitsble, The
domestic capital formation and the investment of foreign capital
are conditioned by infrastructural development and £inally overe

all economic policy of the CountrVe
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Deoveloped financial institutions, skilled and educated
magpower, developed transport, communication end shipping
faeilities, social pecce and security and political and
sconemlc stability etc., are the components of infrastructural
developments Economde, fiscaig nonetary, expert and import,
industrial and agricultural policies of the Government are
important instrument to 1t,

Among these compopents Pangladesh has been able to
develop her financial institutional fasllities with the combinge
tion &F nétimmaliseﬁ and private banks of domsstie and éoreiga
cwaerships Still she will have to Jevelop them furthor tc meet
the growing needs of the advanciﬁg world. fer transport aud
communication network, shivping and port facilitles have bean

developing. However, .this process should be aceelerated,

Above all the role of government is no way less importante
Moreover, the government policy is the ultimate determinant of

all factors in a planmed economy like Bangladeshs

Government ¢ommituent and efforts through dlfferent
policies o provide effective incentives for export promotion
are vital issuves for export growth., But our study yrewveals that
prevalling export promotion measures are hot sufficient in this
regard. The present trade policy of the government gives more
incentives for import substitution rather than export promotion.’
Ag per Viopld Developuent Report 19é7 Bangladesh has been
following strongly lnward oriented development strategy. If she
follows cutward oriented trade strategy she should be able to

.zchieve better expoit performance. As a late comer che will have
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to face compatitim from export leading countries, Still she
will have compagative advantage in 1aboum intensive manufacturing
products over those countries due to cheap and surplus labour '
forces, Empix‘ica!.’ avi’dence of i;arment industry indicates that

" 4f proper t:aining and knowhow is provided, the labour force

of the econony ean work very efficiently in any assignment, Sca
further more, thraugh skill acquisition and technological

' development she will be sble to reduce her praauction cost
further and 1mp:ove quality of production, Besides the comparative
a&vantages have shifted from labour mtensive production line co
capital intensive production in a:por’c prcmoting com'ztries

like Japan; Republtc of Korea, Singapore, Hongkong, Taiwan.
_Maa.aysi.a and Indonaaia which would provide some oppc:tunity £or

, Bangladesh. L

| Historical evs.aence demonstrates that Export House has
been playing vital role im,expo;-t promotion in export orientea
ccnnt;;ies.; Though 1§ta Bangladesh has decided to estab}ish export
'house, in private and public a’ectorsq‘;w | |

Experiences of export oriented countries highlighted that
a gooa and efﬁieie:nt admmistrahive system of those:- countries
help export growth grcwth by minim!.sing oﬁﬁicﬁ.al fomalities and
gui;:k}.y di\.spaging off of’ x{sagt:ers related to exports,

In this respect B\aﬁgladesi; lacks an aﬁﬁicient‘admiﬁistratiena_-
In her bureaucratic ‘aystem there atill exist many elements of ,
redtapsim which elongate the process of;‘ ‘export shipment .and
ultimately hinder growth. “ , . ) '
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What hinders export-leﬁ davelopment at.rategﬁr are soclal
unrest and political and economic ﬁ.nstabﬂ.lity, These factors
discourage domestic as well as forelan MVestmeat.

- The improvement of commodity te:‘mé and income terms of i -
tr«:ade of the country signalises the possibility of eéxportwled i)
growthcstrategy being effective, Our findings of the improvee
ment of terms oOf trade in Bangladesh have ’been supported by
the world Develégment Reports which has shown ‘th‘at Bangladesh
tems of trade has improved during 1980-87 over base year 1980.‘
In cm;:l!.ance with Ruznet's (1968) argument that trade involves
ment qf an economy 1s i.nverwly related €o its size, Bangladesh

possesses a compact and suitable size for expor-led growth,.

Poreg;aing analysis holds that Bangladezh have both
£avourable and unéavcur‘able factors for en{port*led‘dwalbpmﬁt
strategys Favoursble factors are prominant and econdmic’ and
unfavourable factors are mostly non«economic in nature and may
be removed by policy decisions., If the country can remove the
hurdles on the way, export~-led growth strategy will waric for her
smoothly.

8,8 SUMMARY AND CONCLUSION

Thebret:ical.‘ historieal and emplirical foundation of
export and dev;elapmex;t relation holds that export works as an
engine of growth, In the past export had worked as engine of
growth in many developed countries and in the present it has
been playing thei same role in %nany developing countries, Export
not only contributes to GDP growth but also transforms. the economy
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and brings about a structural change.

The empirical findings in case of Bangladesh confirm
that export is playing plvotal role in the aeveiapment of the
country, It is contributing to GDP érawth and industrial
development of the country. It is bringing structural change
by transforming the economy. |

The relationship established by empirical £indénsg.-confirm
that the export-led strategy of development is likely to work
in the economy of Bangladesh, if she can remove the adminise

trative and other nonescconomic hurdleg;'



