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lize:s the domestic market under protection, but
is a comnpetitor in the foreign market. Another
is that the domestic firm is 2 monopolist both
in the domestic market and in the foreign mar-
ket. The analvsis is also extended to the case
of Cournot duopoly. It is assumed that two do-
mestic firms occupy the domestic and foreign
markets hetween which price diserimination is
pussible, Since the rival firms in the importing
conntry are not explicitly treated, there 15 no
possibility of changes in oligepolistic interde-
pendence between exporting firms and import-
competing firms.

As the author insists, the model can fit many
diferent confimirations of threat situations—
i.e., the cuse of perfect competition and that
of monopoly and eligopoly, the case of the quata
strategy und that of the VER strutegy, the case
ot fixed guotas and that of proportional ones.
ete. However, at the same time, the wide appli-
cubilite: of this hook fmplies the existence of
For example, it might
also he interesting to unalyze in what kind of
iudustr_t-' the exporting country tends to choose
the VER (nr quotal strategy, Further, the analy-
sis dues not tell us how the importing country
determines the guota threat level,

Thus, this book presents a model structure
which can be used to unalvze the effect of quota
threuts in various cireumstances, but it also
leaves many important questions unanswered.
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This book is a collection of papers by various
authors focusing on the cconomies of Pacific
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Asia. The papers were produced for a 1984 sem-
inur sponsorcd by the NBER and the Malaysian
Economic Association.

The book is tharough, and the articles well
written and reasonably well connected with
each other. which reflects verv good editorial
wurk, The volume assembles the established
wisdom concerning a group of conntries that
have been extremely successful following rather
unconventional strategies, blending for exam-
ple export promotion with elements of a
planned economy and thersfore divurcing the
conventional association bebween expart pro-
motion and liberal markets. The frst essay by
the editors, gives a useful overview of all the
issines discussed in the hook and ties them to-
vether neatly.

There ure two tvpes of papers here: the first
addresses more or less thenretical issues af
trade and development with applications to
countrics of East and Southeast Asia. These deal
inter alia with issues such us the “secret” behind
the prosperity of the Guang of Four (South Ko-
rea, Taiwar, Hong Kong and Sineapoce; as well
as the meaning and suceess of export-oriented
strateries. and more generally of trade patterns
bused on the theorv of relative advantages in
factor use {(i.e., the intermational division of lu
borl. The sceond tvpe of papers are less theoret-
ical, and refer to particular issues in particular
countries, There are “case studies” of, for exam-
ple, Singapore trade in manofactures and trade
patterns in Taiwan and Thailand.

The first type of paper sets the tone and un-
derlving theoretical structure for the latter
tvpe. We have therefore a division of labor
within the hook: the more theorctical papers
are intensive in the use of "intellectual capital”
{i.e., economic theoryl: and the more applied
papers are mare intensive in the use of “intel-
lectual labor™ (i.e., economic data gathering).

Ferhaps not surprisingly, the capital inten-
sive papers are produced by economists from
industrial countries and appear first in the vol-
ume, establishing the book’s frame of reference.
On the whale, the labor intensive articles are
written by economists from the developing
eonntries concerned, within the framework laid
by the former papers. I now refer to arguments
presented in the hook itself to discuss this intel-
lectual division of labor. I consider it less pro-
ductive than would have heen a more even-
handed division of labor, where papers from
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developing countries economists set the overall
thought structure for the trade und develop-
ment issues which directly concern their coun-
kries.

This point can be seen more clearly in rela-
tion to a cluster ol issues which reappear
throughout the book, and which are currently
hotly debated within the development and
trade literarure, These issues are widely re-
fierred to under the rubric of “international divi-
sion of labor.” Such division of labor is studied
in Pacific Asia vs. the rest of the world. This
jssue is of impartance in determining whether
Pavific Asiw’s NTCs represent exceptional cases
or replicable models. The editars ask: “Are the
NIC's sui weneris” (in their use of factors)? The
meaning of the NIC category explored most
thoroughlv in this volume is the relationship
hetecen exeeptimml axport [_u:.rfm'm;lncc. E5[es
ciallv in the growth of manufactured exports,
uned dvnamie development, by which is meant
some combination of rapid aggrezate ceonomic
growth and sorectural change.

A pumber of brosd issues are recurrent
throughout the book. in particular the relation-
ship of factor proportions ko the composition
af trade, the impact of abundant resource en-
dowments on industrialization and  manufic-
tured exparts, and the rapidity of adjustment
of the patterns of trade and structures of pro-
duction to dynamic growth in different “tiers”
of ceonnmies” (see p. T

(m page 12 “Factor Proportions and Trade”
the editors further develop this theme:

Counlries 4t given moments in fime can he:
thoucht of a5 being on a ladder of comparative
advantage. tiered aceurding to their standing in
fuctor endowments. Thata in the papers by Brad-
ford and Krause confirm that the composition
ot exports from Pacilic Asia retlects different Lave-
tor intenstties among countries and over fime,
Moving up the ladder of comparative advantage,
nutural-resonrce-intensive  exports,  dumnish
comtinuouslv as a percentaze of total exports.
lubior intensive eaports surge and fade, and phys-
ical and lsman capitals intensive exports increase
their share.

The very substantial preponderunce of labor-
intensive exports from the Asian NICs i clearly
manifested m the data in Bradiord's paper as is
the incresse in physical ands human capital ex
ports. The mascent rise of labor-intensive exports
from the next-tier N1Cs in the 19705 is also ap-
parent. Acceleraterd structural change of exports
is evident in the European NICs and Indonesia,

where natural resource exports generate the for-

eign exchange required for growth,

The issue here is the applicability of the the-
ory of the international division of libor to the
success of the Pacific WTCs, There are twa rea-
sons why the traditional theory does not apply:
one is that free markets were not the rule hut
the exception in these suceessful expurt promo-
tion cascs. The buok makes this point clear (see,
.z, pp. 16-20)0. The theory of the division of
labor, which predicts growth and weltare hene-
fits from labor intensive specialization in lahor
rich countries, is certainly based on “free wmar-
kets, and does not applv, at least not rmmedi-
ately, to “dirigiste” economies,

The second point is perhaps more interest-
ing. Tt is not specialization in lubor intensive
pxports but rather the swift move away from
them that characterizes these successtul NTCy,
as the data presented here also show What
worked for the NICs is the opposite of what
is predicted by the conventionsl theory of the
division of labor

The quote trom the editurs’ chapter provided
ahove shows that they view this diverzence as
the: stractural change mvolved in "climbing np”
the factor intensity ladder. The ronventional
view is of eourse that this ladder is climbed as
labor becomes more scarce because the “pull
in this factor through increased productiwn of
labur intensive goods leads naturally to higher
wages and thus more use of capitul.

lowever, there is no coherent model show-
ing how specialization in lahor intensive exports
leads to climbing up the factor intensity ladder
towards more capital intensive exports. There
are, tu the comtrary, very good theories showing
that specialization in labor intensive exports.
far from being a step up the ladder, could be
a trap leading to lower wages and more poverty,
and to the same or more labor intensity, rather
than less. | refer to Arthur Lewis' celelrated
dynamic model of development with unlimited
supplies of labor, and more recent pieces in
the 19%0s showing such effects in a general equi-
librium model of trade {Chichilnisky, “Terms
of Trade and Domestic Distribution: Expurt-
1.ed Growth with Abundant Labour, ™ J. Devel.
Econ., Apr. 1981, 8(2}, pp. 163-92).

In sum: what requires explanution is how
these countries climbed the factor intensity lad-
der. how they succeeded in defving conven-
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tional wisdom in their use of labor. how they
controverted theories from industrial countries
advising them to specialize in labor intensive
exports und adopt freer markets, and how they
used policy in a “dirigiste” fishion to escape
the labor intensive trap and move, through di-
rected structural change, into capital intensive
and more lucrative exports. The book does not
pruvidﬁ answers to these most important ques-
tions nor do the economic theories proposed
here (by economists from industrial eountries)
advance our theorctical understunding of these
puzzles. But these excellent essavs improve our
understanding of the rquestions by focusing our
thoughts on them.
GRACIELA CHICHTLNISKY
Columbia University

A Bapasce oF ParMENTS: INTERNATIONAL
Fivance

Doflars. debits, and deficits. By Rumices
Dorssuscnr, Leuven: Leuven University
Fress; Cambridee, MA and London: MIT
Press, 1986, Pp, 240, $22 30, ISBN 0-262—
O4055-14, JEL 550159
Rudiger Dormbusch has become an interna-

tional legend of sorts among policv-oriented

ceonomists and poliev makers. He shuttles
around the world advising ministers and Cen-
tral Bank governors, and presenting his views
on a varety of policy issues to diverse groups
of politicians, scudemics and businessmen. He
has written policy pieces on virtually everv

Latin American country—his favorites being

Argenting, Brazil, Mexico, Chile and Peru—

on most of the continental European nations,

an Korea, Australia and the United Kingdom,
among others. This book collects a sample of

Dornhuseh’s recent policy writings. [t contains

eight articles and is divided in three parts: ex-

change rate problems and the dollar, the LDC's
debt problem, and Europe’s fiscal policies and
growth. With the exception of the first and last
chapters—which are adapted from testimony
before the U.S. Senate and a lecture presented
at Kings College, London—all of the chapters
have been previously published in joumnals or
collections. In addition to the eight chapters

Dombusch has written introductions to each

of the three parts of the book; these are not

mere summaries, but rather succulent policy

pieces in their own right. The fact that this is
a collection of policy papers should not deceive
the prospective reader. These are not funky
or soft pieces. Quite on the contrary, every
paper is rooted in cconomic theory und a num-
ber of them include simple, and vet power-
ful, formal models that help focus the discus-
SE0T.

In spite of the fact that the subjects covered
are diverse, Dornbusch's preoccupation with
fiscal policy constraints is the elear unifving
theme that runs from article to article. When
it comes to macroecomomics. Dornbusch s,
without doubt, a fiscalist, He thinks that Bscal
policy can have important effects in the short
run. In that regard this book presents a view
that is verv different from that of the recent
vintage of cquilibrium macroeconomies, For
Dommbusch, agents face incomplete information
and can make mistakes: disequilibrium sitna-
tions are common and, {.-L‘rn:u_:qw_'ntl}'. there is
cliar room for policy.

The first part of the book Chaplers 1
through J—deals with the crucial iss0e of equi-
libeinm and disequilibrinm real cxchange rates
(RERs! and centers on the erratic behavior of
the dollar since 14980, This problem has recently
ocenpied the efforts of o number of cconomists,
The key question is how to explain the large
deviations from purchasing power parity (PPP)
that have been ubserved sinee the abaundon-
ment of the Bretton Woods svstem in 1973,
More specificallv. the rquestion is how to disen-
tangle RER movements that are justified by
changes in "fundamentals™ —thal is cyuilibrium
movements in REHs—from unjustified or dis-
equilibrium BER movemcents,

Chupters 2 and 3 deal wmore specifically with
the behavior of the Hoating rate svstem, The
discussion follows a by now well-known line.
After documenting “excessive’ exchunge rate
volatility inot anticipated by the proponents of
Hexible rates in the 19505 and 1960s; Dornbusch
proposes a number of possible theoretical expla-
nations that include bubbles. peso problems
and ather irregularities. He then discusses pos-
sible cures. In both chapters he strongly argues
for “real interest rate equalization taxes.” The
justification for proposing this tvpe of taxes is
simple; disequilibrium movements in real ex-
change rates stem mainly from real interest rate
differentials. Consequently, if we want to avaid
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