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I . I nt r oduct i on
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Devel opment at t he Tur n
of t he Cent ur y

GRACI ELA CHI CHI LNI SKY

Today' s r api d and pr of ound i nt er nat i onal evol ut i on r equi r es an

updat e of t he devel opment agenda. As East - West r el at i ons al t er r adi -

cal l y and f or ge hi st or y, new t r ends i n gl obal capi t al mar ket s ; t el e

communi cat i ons and new t echnol ogi es er ode i nexor abl y t he ol d st r uc-

t ur es and al t er per manent l y t he economi c l andscape. As t he cent ur y

t ur ns, t r adi t i onal i ssues of t r ansf er of r esour ces, debt r eschedul i ng and

t he access t o i ndust r i al mar ket s must be r e- exami ned . New i t ems

emer ge . on t he devel opment agenda:

1 . The advent and expl osi ve gr owt h of t he i nt er nat i onal secur i t i es

mar ket , a hi st or i cal l y new t r end i n gl obal capi t al mar ket s, of f er s an

oppor t uni t y t o har ness t he enor mous power of t oday' s di f f use gl obal

capi t al movement s t owar ds t he advancement of devel opment goal s;

2 . Achi evi ng l eapf r oggi ng t echnol ogi cal change, and t he si mul t a-

neous abandonment of t r adi t i onal r el at i ve advant ages, par t i cul ar l y i n

expor t mar ket s ;

3 . Taki ng t he i ni t i at i ve, capt ur i ng and cont r ol l i ng t he envi r on-

ment al chal l enge i n a way t hat ser ves t he l ong t er n i nt er est s of t he

devel opi ng count r i es;

4 . I mpl ement i ng economi c pol i ci es t o t ake advant age of t he new

Edi t or s' Not e : Thi s paper was pr epar ed at t he I sl amabad Counci l of Wor l d Af f ai r s,

I sl amabad, Paki st an, Dec . 1989 . Nowi t i s publ i shed wi t h ki nd per mi ssi on of t he aut hor .
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oppor t uni t i es opened by t he mer ger of East er n and West er n Eur ope .

Thi s paper wi l l addr ess t he f i r st t wo of t hese devel opment i ssues :

capi t al mar ket s and t echnol ogi es, and i t wi l l exami ne t hem i n connec-

t i on wi t h ot her mor e t r adi t i onal i ssues :

- Vol unt ar y t r ansf er s of r esour ces ;

- The debt cr i si s;

- The secur i ng of mar ket s f or devel opi ng count r i es' expor t s .

I I . Capi t al Requi r ement s f or Gr owt h :

Capt ur i ng and Di f f usi ng Gl obal Capi t al

Hi st or i cal l y, f or ei gn i nvest ment i nt o devel opi ng count r i es has been

l ar ge i n r el at i on t o t he si ze of t he economy . I t was of t en pol i t i cal l y di s-

r upt i ve and soci al l y i ndi gest i bl e . Dur i ng t he l ast t en year s, a maj or

change has t aken pl ace i n gl obal capi t al mar ket s : smal l movement s of

capi t al st ar t ed t o occur t hr ough t he advent and expl osi ve gr owt h of

i nt er nat i onal secur i t i es t r adi ng, t he t r adi ng of bonds and equi t y by ci t i -

zens of one count r y i nt o ot her count r i es : Thi s gr owt h of i nt er nat i onal

secur i t i es t r adi ng i s a new phenomenon whi ch has maj or i mpl i cat i ons

f or i ndust r i al and devel opi ng count r i es al i ke, some of whi ch wi l l be

expl or ed i n t hi s paper .

Lar ge i nvest ment s or i gi nat i ng i n one count r y and r eal i zed i n

anot her have t ypi cal l y cr eat ed conf l i ct s bet ween domest i c and f or ei gn

i nt er est s . The i nabi l i t y of nat i onal gover nment s t o cont r ol t he i mpact of

such capi t al f l ows on t hei r economi es, of t en due t o t he di spar i t y of

t hei r si zes, has l ed devel opi ng count r i es t o choose f or ei gn bor r owi ng

over f or ei gn i nvest ment ~ The r ecur r ence of debt cr i si s, and t he cur r ent

acut e pai ns f r om shor t t er m debt ser vi ci ng and t he r epayment of t he

out st andi ng debt , ar e t he pr i ce pai d f or t hi s choi ce .

I t i s usef ul t o bor r ow an anal ogy f r om busi ness pr act i ces . Bor -

r owi ng vs . i nvest ment i s a t ypi cal quandr y i n a gr owi ng f i r m whi ch

needs t o r ai se capi t al t o f i nance i t s expansi on . The f i r m of t en f aces t he

same i ssues f aced by t he count r i es i n our pr evi ous par agr aph : I nvest or s

ar e pr ef er abl e because t hey shar e t he f or t une of t he f i r m and t her ef or e

have t he same i ncent i ves as t he f i r m; but on t he ot her si de, i nvest or s

al so shar e t he cont r ol of t he f i r m' s dest i ny . Lar ge i nvest or s t ake over

cont r ol . Bor r owi ng, on t he ot her hand, l eaves cont r ol i nt act , but onl y up

t o t he poi nt wher e t he r epayment or ser vi ci ng become pr obl emat i c . At

t hi s poi nt t he si t uat i on r ever ses and al l t he cont r ol advant ages gai ned

f r ombor r owi ng ar e l ost . I n t he case of a count r y, nat i onal sover ei gnt y
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and i ndependent domest i c pol i ci es ar e of t en at r i sk .

The f i r m' s t ypi cal sol ut i on i s t o seek many smal l i nvest or s .
Cont r ol i ssues ar e t hen mi ni mi zed, si nce t he smal l i nvest or i s l ess abl e
or desi r ous t o exer ci se cont r ol . The smal l i nvest or s al so shar e t he f or
t une of t he f i r m so t hat i n bad t i mes t hey ar e on i t s si de and not agai nst
i t as t he l ender s coul d be. Thr oughout t he wor l d, mat ur e capi t al mar -
ket s have evol ved a compl et e and r api d syst em f or r ai si ng i nvest ment
of t hi s sor t . The cr uci al i ssue i s t he r egul at i on of t hose mar ket s : t he
bet t er r egul at ed t he mar ket i s, t he mor e ef f i ci ent and successf ul . US
capi t al mar ket s, wi t h t hei r zeal ous at t i t udes t owar ds t he pr event i on of

mar ket mani pul at i on ( e. g . i nsi der t r adi ng) ar e t he best exampl e of mor e

r egul at i on l eadi ng t o bet t er and mor e ef f i ci ent mar ket s . Despi t e com-

monl y hel d vi ews, r egul at i on does not under mi ne t he mar ket ef f i -

ci ency . Ther e i s no cont r adi ct i on bet ween r egul at i on and ef f i ci ent mar -
ket s i f t he r egul at i on i s r i ght .

My r ecommendat i on f or devel opi ng count r i es whi ch f ace debt
pr obl ems, i s not t o hope f or or r el y upon vol unt ar y r esour ce t r ansf er s
f r om t he i ndust r i al count r i es, al t hough i n cer t ai n ext r eme cases ( e . g.
Af r i ca) t hi s i s i n pr act i ce t he onl y shor t t er m sol ut i on; nor t o r el y on

' f ur t her bor r owi ng . I t i s cl ear t hat a day t o day r esol ut i on t o t he debt
F i ssue has t o be f ound and t hi s i nvol ves negot i at i on, r enegot i at i on and

f ur t her r enegot i at i on t o decr ease t he pr i nci pal and t o cap i nt er est r at es .
However , t he ai mof t hi s paper i s not t o addr ess t hese negot i at i ons, but

' r at her t he l onger t er m i ssue whi ch wi l l have t o be f aced dur i ng t he next
decade: how t o pr event t he r epet i t i on or wor seni ng of debt cr i si s . The
i ssue i s how t o deal wi t h t he need f or capi t al wi t hout pr eci pi t at i ng a

Cr i si s .

Fi r st l y, one must set cl ear l y t he posi t i on t hat t he need f or capi t al
not a pr obl em i n i t sel f , nor i t i s a pr obl em t o bor r ow capi t al f r om

; capi t al r i ch count r i es t o f i nance expansi on and gr owt h. Basi c economi c

t heor y est abl i shes t he pr i nci pl e t hat i n an ef f i ci ent wor l d economy,

devel opi ng count r i es wi l l bor r ow capi t al f r omcapi t al r i cher count r i es .
However , shor t t er m bor r owi ng f r om pr i vat e i nst i t ut i ons, and i n
ng exchange r at es, does not wor k. As an exampl e, t he Banco

t i al do Br asi l Bol et i m r epor t s t hat 89 . 1% of t he 120 bi l l i on US

111MBr azi l i an debt i s owed t o pr i vat e banks, wi t h appr oxi mat el y 75%

g l ess t han 5 year s mat ur i t y, and 94%a mat ur i t y l ess t han 6- 10
' The f act t hat most devel opi ng count r i es' debt i s shor t t er m, dol l ar

i nat ed, and owed t o pr i vat e i nst i t ut i ons can be sai d t o account
" most of t he debt cr i si s t oday, see Chi chi l ni sky and Heal ( 1987) .
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The r ecommendat i on i s t hat devel opi ng count r i es shoul d de-

emphasi ze bot h f ur t her bor r owi ng and t he hope or r el i ance on ai d or

vol unt ar y t r ansf er of r esour ces, i n f avour of di f f use pr i vat e f or ei gn

i nvest ment i nt o l ocal f i r ms t hr ough wel l r egul at ed capi t al mar ket s .

However , f or t hi s pol i cy t o be successf ul , ot her pol i ci es must be

i mpl ement ed si mul t aneousl y :

I t i s essent i al t o i mpr ove t he r egul at i on of domest i c capi t al mar -

ket s and t o enf or ce such r egul at i on, so as t o pr event mar ket mani pul a-

t i on, ( e . g . i nsi der t r adi ng, and t he cor ner i ng of new i ssues by r ai der s) .

Bot h t he US publ i c and t he Paki st ani publ i c ar e f ami l i ar wi t h t he

i ssues . Whi l e i t i s gener al l y known t hat t he Kar achi St ock Exchange

has gr own st r ongl y i n t he l ast f ew year s, ai ded by a devel opi ng new

i ssue mar ket , i t i s st i l l smal l i n scal e and vul ner abl e t o mani pul at i on .

The capi t al i zat i on of t he Kar achi St ock Exchange i s appr oxi mat el y US

$ 2 bi l l i on . US f i nanci al mar ket s ar e amongst t he l ar gest i n t he wor l d,

but t hey have al so been vul ner abl e t o such pr act i ces . I n t he Kar achi

St ock Exchange, however , t her e ar e f ew i nvest or s and t he mar ket does

not al ways have t he dept h r equi r ed f or l ar ge new i ssues . I n addi t i on,

accor di ng t o t he I MF est i mat es, about $ 1 . 7 bi l l i on i s i nvest ed by

Paki st ani s over seas, and t he Asi an Devel opment Bank ( and Mer r i l l

Lynch) i s t o cr eat e a $ 50 mPaki st an Fund t o at t r act some of t hi s f und

t o be i nvest ed i n compani es l i st ed i n Paki st an . Si mi l ar f unds have been

cr eat ed i n Thai l and, Sout h Kor ea and t he Phi l i ppi nes . Yet l ess t han 1%

of t he Paki st ani popul at i on of 120 mi l l i on owns shar es, a t ot al of l ess

t han 700, 000 i nvest or s ( Fi nanci al Ti mes, Oct ober 26, 1989) . I t i s

r epor t ed t hat i n I ndi a l ar ge compani es have sever al t housand i nvest or s

whi l e t he number r epor t ed f or Paki st an i s about 250 . These ar e t he t ype

of i ssues t hat shoul d be car ef ul l y moni t or ed and t he expansi on of t hi s

mar ket must be encour aged by t he appr opr i at e r egul at i on .

I have r ecommended t aki ng advant age of a hi st or i cal br eak-

t hr ough i n i nt er nat i onal capi t al mar ket t r ends, t he advent and r api d

gr owt h of i nt er nat i onal secur i t i es t r adi ng, t o expand domest i c capi t al

mar ket s and capt ur e di f f use gl obal capi t al f l ows i nt o t he economy . Thi s

woul d encour age pr i vat e f or ei gn capi t al i nvest ment i nt o l ocal com-

pani es, and domest i c capi t al i nt o domest i c i nvest ment . Because of t he

char act er i st i cs of gl obal secur i t i es t r adi ng, bot h of t hese can be made

compat i bl e wi t h nat i onal cont r ol of capi t al and pr oduct i on . Such capi t al

i nf l ow can pr ovi de capi t al needed f or t he count r y' s expansi on wi t hout

cr eat i ng a conf l i ct bet ween domest i c and f or ei gn i nt er est s, and i t coul d

hel p decr ease f or ei gn bor r owi ng . For ei gn i nvest or s who own smal l
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pr opor t i ons of domest i c compani es wi l l have t he count r y' s economi c
gai ns at hear t , qui t e i n cont r ast t o t he f or ei gn i nvest or who owns most
of one sect or of t he economy, par t i cul ar l y an expor t or i ent ed l abor
i nt ensi ve sect or . Such i nvest or s may have economi c i nt er est s whi ch ar e
opposed t o t hose of t he nat i onal economy, and must be avoi ded.

For exampl e, consi der a l ar ge f or ei gn company wi t h a domi nat i ng
pr esence i n t he banana expor t s f r om Cent r al Amer i ca. Thi s f i r m may
pr ef er a depr essed l ocal mar ket wi t h cheap l abour r at her t han a st r ong
domest i c mar ket wi t h mor e ski l l ed and t her ef or e mor e expensi ve l abor ,
because f or such a f i r m l ocal l abor i s onl y a sour ce of i nput s and not a
component of i t s f i nal demand . For such a f i r m, pover t y i s a r el at i ve
advant age : such a f i r m chooses t o i nvest i n count r i es wi t h poor l y pai d
l abor . Pover t y, however , i s never a r el at i ve advant age f or t he count r y
i t sel f . Evt n t he most successf ul expor t er s i n t he wor l d economy f i nd
t hat l abor cost s ar e not a det er mi ni ng f act or of expor t success . West
Ger many, whose shar e of t ot al wor l d expor t s ( about 12%) exceeds
even t hose of Japan, has t he one of t he hi ghest pai d l abor f or ces i n t he
wor l d .

The pr oposal i s t her ef or e t o shi f t t he emphasi s away f r om t wo
t r adi t i onal devel opment i ssues : t he vol unt ar y r esour ce t r ansf er s t o
devel opi ng count r i es, and t he management of t he debt cr i si s . These t wo
i ssues can be sai d t o r el at e di r ect l y t o t he mi smanagement of a ver y
nat ur al phenomenon : t he excess demand f or capi t al f r om gr owi ng
nat i ons .

I n t he l ast decade vol unt ar y r esour ce t r ansf er s ( or ai d) t o deve-
l opi ng count r i es have pet er ed out t o al most not hi ng, t he US t ypi cal l y
t r ansf er r i ng l ess t han 0. 2% of i t s nat i onal pr oduct , i n cont r ast wi t h t he
Uni t ed Nat i ons agr eed t ar get of 0 . 7%. Thi s depr essi ng t r end i s l i kel y t o
cont i nue . Rel yi ng on t he i mpr ovement of such vol unt ar y t r ansf er s i s
t her ef or e unr eal i st i c . Economi c t heor y has al so shown i n r ecent year s
t hat t he l ong t er n i mpact of such t r ansf er s i n a mar ket economy, may
har m t he r ecei ver by l ower i ng i t s t er ms of t r ade, see e. g . Chi chi l ni sky
and Heal ( 1987) . The cont i nued pr act i ce of shor t t er m and f l oat i ng r at e
i ndebt edness has al so shown i t s weaknesses, and t her ef or e shoul d be
avoi ded as much as possi bl e .

Si nce i t i s cl ear t hat devel opi ng count r i es wi l l cont i nue t o i nqui r e
addi t i onal capi t al f or t he f or eseeabl e f ut ur e, as pr edi ct ed by economi c
t heor y, we pr opose t hat a possi bl e sol ut i on i s t o advance t he act i vi t y of
domest i c capi t al mar ket s, and t he appr opr i at e r egul at i on t o assur e t hei r
eWci ency, i n such a way as t o capt ur e t he f l ow of capi t al cur r ent l y
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al l ocat ed t o i nt er nat i onal secur i t i es t r adi ng t hr oughout t he wor l d. I nt er -

nat i onal secur i t i es mar ket s have gr own t r emendousl y, an aver age of

36. 6% year l y si nce 1979 i n val ue t er ms . The i nt er nat i onal equi t y

mar ket al one, when measur ed by secondar y t ur nover , r eached US

$ 1, 212 . 6 bi l l i on i n 1988 . Thi s t r end i s l i kel y t o cont i nue . Thi s sour ce

of suppl y f or f unds i s wel l known by t hose wi t h exper i ence i n gl obal

capi t al mar ket s . For ot her sour ces, see e . g . I nt er nat i onal Equi t y Fl ows,

1989 Edi t i on, Howel l and Cozzi ni ( 1989) . Whi l e i t i s t r ue t hat most of

t he i nt er nat i onal secur i t i es t r adi ng t akes pl ace bet ween t he i ndust r i al

count r i es, a l ar ge and i ncr easi ng par t goes i nt o t he emer gi ng mar ket s of

t he devel opi ng wor l d. Some US $ 7 . 5 bn i s cur r ent l y i nvest ed i n count r y

f unds wor l dwi de and t hi s i s expect ed t o gr ow as emer gi ng count r i es'

shar e of t he wor l d economy i ncr eases . Emer gi ng st ock mar ket s account

f or ar ound 5 per cent of t he wor l d' s capi t al i zat i on and some 12 per cent

of gr oss domest i c pr oduct . Ther e ar e cur r ent l y 52 count r i es f unds l i st ed

i nt er nat i onal l y, wi t h t he Kor ea f und by f ar t he l ar gest . Thi s f und was

l aunched i n 1984 i n New Yor k by Fi r st Bost on and Shear son Lehman

i n conj unct i on wi t h t he I nt er nat i onal Fi nance Cor por at i on, and cur -

r ent l y i t has a mar ket capi t al i zat i on of US $ 725 mi l l i on . Count r y f unds

st ar t ed t o bl ossom ami d t he t r end t owar ds gl obal i zat i on of t he ear l y

1980s . The st ock mar ket cr ash of 1987 deal t a sever e bl ow t o t hei r

devel opment but t hi s year i nvest or s have agai n t ur ned t o t he emer gi ng

mar ket s of t he wor l d . The i ssues ar e wel l summar i zed i n a r ecent ar t i -

cl e by D. Har gr eaves, Wal l St r eet Jour nal , November 1989 : " Emer gi ng

count r i es usual l y wel come i nvest ment f r om count r y f unds si nce t hey

hel p br eak a pat t er n of bei ng over l y dependent on debt f i nance and can

channel f unds f r om expat r i at es back i nt o t he count r y . Count r y f unds

of t en st i mul at e devel opment , and f or t hose i nst i t ut i ons wi t h st r ong

st omachs, t hey can al so of f er huge r et ur ns" .

111 . Expor t s : Leapf r oggi ng Beyond Tr adi t i onal Rel at i ve Advant ages

Anot her i mmedi at e r eact i on t o t he debt cr i si s i s t he emphasi s on

expor t s t o r ai se f or ei gn exchange . A successf ul i ncr ease i n expor t r eve-

nues can obvi ousl y al l evi at e t he debt pr edi cament i n t he shor t r un .

However , i n t oday' s wor l d economy t he i ssue i s how t o secur e expor t

mar ket s f or t he devel opi ng count r i es' pr oduct s .

Thi s i s a ver y r eal i ssue i n vi ew of t he l evel of pr ot ect i oni sm di s-

pl ayed by many of t he i ndust r i al economi es, and t hei r cur r ent t r ade

war s . Devel opi ng count r i es f aci ng such a wor l d mar ket wor r y l egi -

1~1c vcwPnac" . . .. . . . . , , . ». . . - 1 . . . .

t i mat el y about t hei r chances of success . I n t hi s paper I shal l not be
concer ned wi t h t he shor t t er m pr obl em of how t o secur e t he mar ket s
needed f or devel opi ng count r i es t o i ncr ease t hei r expor t s . As i n t he
case of ai d, or r esour ce t r ansf er s, I consi der t hat t hi s i ssue begs t he
l onger t er m quest i on of how t o r ai se f or ei gn exchange wi t hout har mi ng
t he l onger t er m pr ospect s of t he economy .

Even i f successf ul i n t he shor t t er m, cer t ai n expor t - l ed pol i ci es
may l ead t o economi c st agnat i on and cr i si s i n t he l onger r un . The t r ap
t o avoi d i s t hel cont i nued speci al i zat i on on t he vol at i l e commodi t y mar
ket s, and on l abor i nt ensi ve expor t s . Many exampl es ar e of f er ed i n t he
r ef er ences [ Chi chi l ni sky and Heal , ( 1987) and ( 1989) ] about t hi s
phenomenon . I t suf f i ces her e t o ment i on t hat over t he best year s f or oi l
mar ket pr i ces ( 1973- 1982) mi ddl e i ncome oi l expor t i ng nat i ons gr ew
l ess t han mi ddl e i ncome oi l i mpor t er s, see Chi chi l ni sky and Heal
( 1989) . The same r ef er ence shows t hat any l i st of t he l ar gest debt or s i n
t he wor l d economy ( by t he si ze of debt ser vi ce) i ncl udes f i ve oi l
expor t er s among t he t op f i f t een l ar gest debt or s . Not onl y di d oi l expor t s
f ai l t o pr omot e f ast er gr owt h ; t hey al so f ai l ed t o i mpr ove t he payment s

posi t i on of t he expor t i ng count r i es . Af r i ca' s ongoi ng pl i ght i s an

i ndi ct ment of t he pol i cy of speci al i zi ng i n r esour ce expor t s . Sout h and

Cent r al Amer i ca pr esent t he same exampl e f or t he speci al i zat i on i n

l abor i nt ensi ve expor t s, al ong wi t h r aw mat er i al s . Nei t her has f ar ed t oo

wel l i n t hei r expor t pl ans .

l

	

The f our Asi an Ti ger s, Si ngapor e, Kor ea, Tai wan and Hong Kong,

. on t he ot her hand di spl ayed what we cal l " l eapf r oggi ng" behavi our i n

expor t mar ket s . They pr esent t he cl ear er exampl e of what i t t akes t o

r awcceed i n expor t or i ent ed gr owt h .

t . " : : These f our count r i es abandoned ver y qui ckl y t he l abor i nt ensi ve

u: pxoduct i on i n f avour of capi t al and ski l l i nt ensi ve expor t s . Exami nat i on

pof t hei r expor t composi t i on shows an ext r aor di nar i l y f ast shi f t away

, Aom t r adi t i onal goods and l abor i nt ensi ve pr oduct i on par t i cul ar l y i n

, e, expor t sect or . They had no i l l usi ons about pur sui ng t hei r hi st or i -

4al l y gi ven r el at i ve advant ages i n l abor i nt ensi ve pr oduct i on .

Thi s i l l usi on comes f r om a mi sr epr esent at i on of t he cl assi cal

~ Wkscher - 0hl i n model of i nt er nat i onal t r ade, whi ch si mpl y and

$aut l y shows t hat t r adi ng i s bet t er t han not t r adi ng, and t hat r at her.
l amnot t r adi ng at al l , count r i es ar e bet t er of by sel l i ng each ot her what

l bey can pr oduce i n bet t er t er ms gi ven t hei r capi t al and l abor endow-
,1 1, cnt s . Thi s t heor y has been consi st ent l y checked f or many year s and

di e over whel mi ng concl usi on i s t hat i t does not st and empi r i cal l y, as
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we t each i n our t ext books, see e . g . Kr ugman and Obsf el t ( 1987) . I n

addi t i on, t he t heor y cer t ai nl y does not say t hat expor t i ng mor e l abor

i nt ensi ve pr oduct s i s bet t er t han expor t i ng l ess of t hem: i t onl y r ef l ect s

on expor t s ver sus no expor t s at al l .

Newer and mor e r eal i st i c t heor i es of i nt emat i onal t r ade, f ocused

on Nor t h- Sout h r el at i ons [ Chi chi l ni sky and Heal ( 1987) ] have shown

t hat expor t i ng mor e l abor i nt ensi ve pr oduct s can be st r i ct l y wor se t han

expor t i ng l ess. Speci al i zat i on i n such r el at i ve advant ages coul d be a net

l oss f or t he count r y . The r ecommendat i on i s t o abandon t r adi t i onal

r el at i ve advant ages on l abor i nt ensi ve and r aw mat er i al mar ket s, and

l eapf r og t echnol ogi cal l y t o super i or t echnol ogi es and mor e r ewar di ng

mar ket ni ches .

Rel at i ve advant ages ar e not gi ven : t hey ar e cr eat ed . An i mpor t ant

aspect of cur r ent t echnol ogi es i s t hat compar at i ve advant age can be

manuf act ur ed by appr opr i at e economi c envi r onment s and pol i ci es . I n

many t echnol ogy- based i ndust r i es compet i t i ve advant age depends upon

ski l l and exper i ence ( vi a t he l ear ni ng ef f ect ) and on scal e of pr oduct i on

( because of economi es of scal e) . I n a count r y wi t h a l ar ge domest i c

mar ket , or wi t h access t o a l ar ge r egi onal mar ket , and wi t h a ski l l ed

popul at i on, t he scal e and exper i ence needed t o compet e on wor l d mar -

ket s can bot h be gai ned at home i f t he r i ght pol i ci es ar e per sued .

The expansi ons of l ocal capi t al mar ket s pr ovi des a nat ur al

demand f or such new t echnol ogi es . Tel ecommuni cat i ons and comput er

l i nks ar e t he bar e necessi t i es i n t hese mar ket s . Communi cat i ons ar e of

t he essence i n t r adi ng ; r epor t i ng and st or i ng pr oper l y t he i nf or mat i on

ar e equal l y i mpor t ant .

Leapf r oggi ng t owar d advanced t echnol ogi es may seem mor e

di f f i cul t t han sl owl y advanci ng t hr ough t he i ndust r i al i zat i on r anks, but

t hi s i s onl y at a f i r st gl ance . I ndeed, i t i s known t hat moder ni zi ng a

t r adi t i onal smoke- st ack i ndust r i al economy i s mor e di f f i cul t t han

adapt i ng moder n t echnol ogi es f r om t he out st ar t . The UK' s of t en per -

cei ved r el uct ance t o new t echnol ogi es i s gener al l y at t r i but ed t o i t s r ol e

i n l eadi ng t he i ndust r i al r evol ut i on and i t s pool of t r adi t i onal t ech-

nol ogy embodi ed i n i t s exi st i ng capi t al st ock .

For t hi s r eason, we r ecommend t he devel opi ng count r i es abandon

t r adi t i onal r el at i ve advant ages i n expor t mar ket s and t hat t hei r govem-

ment s shoul d sponsor l eapf r oggi ng t echni cal change . Thi s r ecom

mendat i on i s par t i cul ar l y sui t ed t o count r i es, such as Paki st an, whi ch

exhi bi t a di st i ngui shed sci ent i f i c t r adi t i on and a hi st or i cal commi t ment

t o cul t ur al achi evement .

uevel opmenr at me t ur n of me Lent ur y

	

, ul

REFERENCES

Banco do Br asi l , Bol et i m, var i ous year s .
G. Chi chi l ni sky and G. M. Heal : The Evol vi ng I nt er nat i onal Economy, Cambr i dge

Uni ver si t y Pr ess, 1987 .
G. Chi chi l ni sky, " Tel ecommuni cat i ons and Gl obal Capi t al Mar ket s" , Wor ki ng Paper ,

Col umbi a Uni ver si t y, Jul y 1989 .

G. Chi chi l ni sky and G. M. Heal , Oi l i n t he I nt er nat i onal Economy, Oxf or d Uni ver si t y
Pr ess, 1989 .

M. Howel l and A. Cozzi ni , I nt er nat i onal Equi t y Fl ows, 1989 Edi t i on, Sal omon Br ot her s
Equi t y Resear ch London, August 1989.

P. Kr ugman and M. Obsf el t , I nt er nat i onal Economi cs: Theor y and Pol i cy, Scot t s, For es-
man and Co . , Bost on and London, 1987.


