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Fr om t he Sout h poi nt o1 vi ew var i ous combi nat i ons of f act or s as descr i bed

i n Par t I I coul d be st udi ed st ar t i ng wi t h t he mor e ambi t i ous : hi gh gr owt h,

l ow unempl oyment , egal i t ar i an i ncome di st r i but i on, non- convent i onal dev-

el opment st yl es, st r ong Sout h- Sout h cooper at i on, whi ch woul d cor r espond t o

t he maxi mum possi bl e sat i sf act i on of t he human needs .

The
consequences f or t he Nor t h woul d be most l y i nt er est i ng t o st udy

t hr ough t he model l i ng exer ci se .

	

I t woul d be i n par t i cul ar ver y i mpor t ant

t o see whet her such a devel opment i n t he Sout h i s made easi er by an un-

c onvent i onal st yl e of gr owt h i n t he Nor t h . Thi s i s by no means obvi ous

t hough sent i ment al l y desi r abl e .
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SOME RESULTS FROM A MODEL OF TRADE, AI D AND THE DEVELOPMENT OF THE SOUTH

Gr aci el a Chi chi l ni sky

I nt r oduct i on

I n t hi s paper I descr i be cer t ai n r esul t s t hat wer e obt ai ned i n t he UNI TAR

pr oj ect based on a model I have speci f i ed f or st udyi ng t he r el at i onshi p

bet ween i nt er nat i onal t er ms of t r ade and domest i c i ncome di st r i but i ons of

t he expor t i ng count r i es wi t hi n t he Sout h. I n par t i cul ar , I shal l concen-

t r at e on t hose count r i es t hat have cer t ai n char act er i st i cs t hat di st i ngui sh

t he si t uat i on of t he under devel oped wor l d t oday . I shal l di scuss t he i m-

pl i cat i ons of t hese r esul t s about t he quest i on of t he t r ansmi aei on o1

gr owt h f r om t he Nor t h t o t he Sout h t hr ough i nt er nat i onal mar ket s, bot h

t hr ough t r ade and t hr ough ai d . The r esul t s ar e of cr uci al i mpor t ance t o

a pr oper di scussi on of t he scenar i os out l i ned i n t he t wo pr evi ous paper s .

The descr i pt i on of t hese r esul t s ar e l engt hy as t hese ar e new t heor et i cal

r esul t s, and especi al l y, because t hey cont r adi ct some of t he most est -

abl i shed or t hodox ways of t hi nki ng of t he r el evant i nt er nat i onal mar ket s

t o t r ansmi t gr owt h . I n par t i cul ar , I shal l pr esent a set of r esul t s t hat

cont r adi ct t he st at ement t hat t he gr owt h of t he Nor t h i s necessar y or even

at al l f avor abl e t o t he gr owt h of t he Sout h, whi ch i s cent r al t o much

t hi nki ng about t he New I nt er nat i onal Ecnnomy Or der . The r esul t s wi l l be

br i ef l y cont r ast ed i n t he paper , wi t h ot her exi st i ng r eusl t s i n t he l i t -

er at ur e, f or i nst ance, t he i mmi ser i zi ng gr owt h l i t er at ur e ( cf . Shagwat i

( 1988 ) , whi ch i mpl i es t hat i n or der t o pr event t he ( possi bl e) i mmi ser i zi ng

ef f ect of gr owt h, t he Sout h shoul d not at t empt t o gr ow mor e t han t he Nor t h .

Or , put i n ot her wor ds, t hat t he mor e r api d gr owt h o1 t he Nor t h, may pr e-

vent what i s cal l ed i mmi ser i zi ng gr owt h i n t he Sout h.

	

I shal l al so br i ef l y

di scuss t he r el at i on o1 t hese r esul t s wi t h t he mor e or t hodox St ol per -

Samuel son f act or pr i ce equal i zat i on t heor y .
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Ther e i s an under l yi ng l i ne of t hought t hat r el at es i n some sense, t o t he

d" Pendenci a t heor y t hi nker s of Lat i n Amer i ca ( somet i mes cal l ed at r uct ur al -

i mt m) st ar t i ng f r om t he wor k of R. Pr ebi sch and ot her s and al so i ncl udi ng

t he wor k of W. Ar t hur Lewi s, t hat have quest i oned t he val i di t y of st at e-

~Qat e whi ch may be br oadl y summar i zed as t he ' New I nt er nat i onal Or der f or

I t °er ybody' s Gai n' .

	

However , t he l at t er cr i t i ques do not pr esent r i gor ous

r o i 7aal i zat i ons, or t heor ems . Ther ef or e t hey cannot be cont r ast ed i n

net ai l wi t h t he r esul t s of t he neocl assi cal t heor i st s, wi t h gai ns f r om

t r ade or f act or pr i ce equal i zat i on t heor ems . We shal l , by cont r ast , her e

pr esent r i gor ousl y t r eat ed r esul t s t hat f ol l ow a gener al equi l i br i um anal -

ys i s of mar ket s .

T
awWe i s i n addi t i on anot her l i ne of quest i ons t hat shoul d be pr esent ed

ha
71' e wi t h r espect t o t he or t hodox Li ber al ar gument s, whi ch ar e at pr esent

1 a2' gel y accept ed by bot h t he academi c and t he I nt er nat i onal devel opment

c' ~3' w4f t uni t i es . Under l yi ng t hi s l i ne i s t he quest i on of t he l egi t i macy of

t h e' use of scar ce wor l d r esour ces and, mor eover , t he use of r esour ces

at

	

a cheap pr i ce of a wor l d basi s . The quest i on of t he scar ci t y of

I I at Vr al r esour ces i s now wi del y r egar ded mor e a quest i on of success wi t h

m$n agl ng and of mar ket behavi our of t he par t i es, t han one of absol ut e

4) Q30' ai cal scar ci t y . The ' l i mi t s t o gr owt h' appr oach has now been r ej ect ed

t he Bar i l oche and Sussex appr oach have been ver y wi del y accept ed wi t h

~~ect t o t hi s i ssue . But t he quest i on st i l l r emai ns of t he pr i ci ng of

i he
8e ver y scar ce r esour ces and t hat i s, of cour se, an i mpor t ant quest i on .

Zh
3- a i s especi al l y so si nce some of t he most i mpor t ant r esour ces, such as

° i l f or geogr aphi cal r easons and al so f or mar ket i ng r easons have gi ven

L

ame r el at i ve mar ket power t o t he count r i es i n t he Mi ddl e East and i n

aLt

: JLn Amer i ca, l i ke Mexi co and Venezuel a, t hat ar e i n t he Sout h .

r ae
di scussi on of t he pr i ces of r esour ces and of t he l egi t i macy of t he

C cl ai ms f or r ai si ng t hese pr i ces i s an ever pr esent i ssue . Si nce t hose
PZ.

zes ar e est abl i shed i n a monopol i st i c compet i t i ve mar ket negot i at i on

Q

	

' Wz b t he i nt er nat i onal communi t y wat chi ng at each del i ber at i on, i t becomes

®~

	

' t e i mpor t ant f or each par t y t o have as much l egi t i macy i n t hei r ar gu-

- t s as possi bl e . I n par t i cul ar , t he l i ber al posi t i on t hat t he gr owt h of
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t he Nor t h i s i mpor t ant f or t he gr owt h of t he Sout h under mi nes t he l egi t -

i macy of t he r edi st r i but i on pr oduced by t he pr i ci ng pol i ci es of t he oi l

r i ch count r i es f or a number of r easons .

	

I f what i s desi r ed i s gr eat er

equal i t y bet ween t he Nor t h and t he Sout h wi t h t he i nt er nat i onal mar ket

act i ng as t he t r ansmi t t er of economi c act i vi t y and gr owt h, and, i f i t i s

necessar y f or t he Sout h t o gr ow t hat t he Nor t h gr ow, t hen t o t he ext ent

t o whi ch t he i ncr eases i n pr i ces of r esour ces whi ch ar e i n i nel ast i c de-

mand, such as oi l , t end t o i ncr ease i nf l at i on and gr owt h wi t hi n t he Nor t h,

t hey al so t end t o decr ease gr owt h of t he Souht . The ar gument act ual l y i s

f ur t her r ef i ned at t hi s poi nt ( t r yi ng agai n t o di vi de t he Sout her n coal -

i t i on) by i mpl yi ng t hat i t i s t he oi l r i ch count r i es who, by i ncr easi ng t he

pr i ces of oi l , f or i nst ance, hur t t he possi bi l i t y of gr owt h i n t he Sout h.

Thi s i s seen as pr oduced i ndi r ect l y t hr ough t he ef f ect of decr eased demand

because of decr eased gr owt h of t he Nor t h f or t hei r pr oduct s- and t hei r ex-

por t s but al so di r ect l y because of t he ef f ect s of i ncr eased di r ect cost

on t he i mpor t s of ener gy pr oduci ng r esour ces by cer t ai n r esour ce poor

count r i es wi t hi n t he Sout h .

The second par t of t he ar gument i s empi r i cal . The negat i ve ef f ect s of

gr owt h of t he Sout h due t o t he i ncr ease i n t he oi l pr i ces by t he oi l r i ch

count r i es i s not , i n f act , wel l f ounded . Dat a f r om a r esear ch pr oj ect of

Si dney Del l at t he UN ( 1979 unpubl i shed) on t he ef f ect of r esour ce pr i ce

i ncr eases on devel opi ng count r i es and by Suzanne Pai ne at t he Uni ver si t y

of Cambr i dge i n Engl and suggest t hat t he ef f ect of i ncr eases i n oi l pr i ces

has not had si gni f i cant ef f ect on t he gr owt h of devel opi ng count r i es .

Pai ne al so shows t hat dur i ng 73- 74- 75 pr i ces of f ood i mpor t s by t he Sout h

wer e mor e r el evant , and t hat t hi s was mor e r el at ed t o t he pol i cy of a f ew

f ood expor t er s, i n par t i cul ar , t he Uni t ed St at es, whi ch have a l ar ge ef f ect

i n t he i nt er nat i onal mar ket f or cer t ai n st apl e f oodst uf f s .

Ther e ar e t her ef or e, sever al r easons t o quest i on t he r ol e of t he i nt er na-

t i onal mar ket i n t he t r ansmi ssi on of gr owt h and what I pr opose t o do her e

I s t o pr esent i n a sequence a number of r esul t s t hat l i nk domest i c di st r i -

but i on of i ncome wi t h i nt er nat i onal t er ms of t r ade and gr owt h, f or cer t ai n

expor t l ed pol i ci es and i n cases wher e t her e i s ver y abundant l abour suppl y
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and dual i sm of t he count r i es whi ch ar e doi ng t he expor t i ng . Because t hi s

Paper t o r el at i vel y sophi st i cat ed i n t er ms of economi c t heor y, r at her t han

engage i n f ul l det ai l , I wi l l use f our di agr ams and t hr ee or f our equat i ons,

i n or der t o show t he t ype cf ef f ect s t hat we ar e di scussi ng her e . 1

Rev
er sal , i n t he Ter ms of Tr ade

1 wi l l show f i r st , t hat under condi t i ons of hi gh dual i sm and hi gh el ast i -

ci t y of
l abour suppl y i n t he economy of t he Sout h i n a Nor t h- Sout h cont ext

an expor t l ed pol i cy, i f successf ul i n i ncr easi ng t he l evel of expor t s,

wi l l
necessar i l y decr ease t he i nt er nat i onal t er ms of t r ade agai nst t he

good
expor t ed by t he Sout h, decr ease al so t ot al r evenues f r om expor t s and

i n a
ddi t i on r educe empl oyment r eal wages and domest i c consumpt i on of basi c

goods
i n t he Sout h. The r esul t s ar e obt ai ned i n an equi l i br i um model wi t h

t wo
goods, t wo f act or s of pr oduct i on, capi t al and l abour , f i xed pr opor t i on

t ecl ynol o
i es i n whi ch each one of t he t wo r egi onsg

	

pr oduces, consumes, i m-

por t s
and expor t s bot h goods . One of t he goods i s a so- cal l ed basi c con-

aumpt i on
good, denot ed B, and t he ot her one i s cal l ed a l uxur y or i nvest -

ment good,
denot ed I . The model di f f er s f r om a St ol per - Samuel son f act or

pr i ce
equal i zat i on model i n t hat : f i r st , t he pr oduct i on t echnol ogy has

f i xed
coef f i ci ent s ( t hi s i s not , i n ef f ect , a maj or di f f er ence) but , mor e

i mpoz. t
an t l y, t he t wo f act or s of pr oduct i on ( capi t al and l abour ) ar e not

i nel m, st i c but somewhat el ast i c i n suppl y ; al so, f act or s have di f f er ent

al as t 1 ci t i es of suppl y i n t he t wo r egi ons .

	

I n t he pr i ce f act or equal -

Yzat 1on
model l abour suppl y i s const ant ; i n our model l abour suppl y wi l l

depend

	

1 nst ead on r eal wages, and, i n t he Sout h, l abour suppl y wi l l be
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I n t he Nor t h, l abour i s r el at i vel y mor e i nel ast i c . The Nor t h i s t her e-

f or e r epr esent ed by an economy cl oser t o t he or t hodox Heckscher - Ohl i n

t heor y and t he Sout h by an economy cl oser t o t hose st udi ed by ( but not

i dent i cal wi t h) R. Pr ebi sch and W. A. Lewi s . Wi t h r espect t o t he ot her

f act or , capi t al , i t i s assumed t o be i n mor e el ast i c suppl y i n t he Nor t h

t han i n t he Sout h, al t hough, agai n, t hi s i s not cr uci al t o t he r esul t s

obt ai ned . Anot her i mpor t ant di f f er ence of our model wi t h bot h Heckscher -

Ohl i n and St ol per - Samuel son i s t he det er mi nat i on of t he demand and t he

st r uct ur e o1 t he i nt er nat i onal mar ket r el at i ons . I t i s assumed her e

t hat at t he begi nni ng of t he r er i od t her e i s a t ar get f or expor t s, a

pol i cy whi ch I s r epr esent ed by a ( f i xed shor t r un) amount of expor t s t hat

i t i s pl anned t o expor t . Thi s t ar get i n bot h t r ansmi t t ed t o t he pr od-

ucer s domest i cal l y as demand f or t hei r pr oduct s ( say by t he gover nment

or by a boar d) and t o t he i nt er nat i onal mar ket as expor t suppl y i n t he

shor t r un. Ther ef or e, t her e i s an expor t ' pol i cy' at wor k her e . Thi s

i s r epr esent ed i n Fi gur es l a and l b .

I n t he shor t r un t her e i n as i nel ast i c suppl y of expor t s whi ch i s pl anned

at t he begi nni ng of t he per i od denot ed EB.

	

An an exampl e, i n t he case of

cof f ee, t he gover nment of Br azi l woul d pl an at t he begi nni ng of t he per i od

a cer t ai n amount whi ch i t at t empt s t o expor t ; i t does so, f or i nst ance,

because i t has an ar r angement wi t h t he US f or a t ot al amount of expor t s .

At t he begi nni ng of t he per i od t he Br azi l i an gover nment ( or agency i n

char ge) communi cat es t o t he pr oducer s of cof f ee t hat i t i s goi ng t o buy

f r om t hem a cer t ai n t ot al amount of cof f ee and sel l i t t o t he Uni t ed

ver y
al f st i c wi t h r espect t o r eal wages . Ther ef or e, l abour suppl y wi l l

r eact
e t

r ongl y t o changes I n t he r eal wage i n t he Sout h.

1
For a compl et e t r eat ment o1 t he r esul t s r epr esent ed her e, see

St at es . I n t he l onger r un t he quant i t y of expor t s pl anned by t he gover n-

ment or boar d i s al l owed t o adj ust . We can st udy t he i mpl i cat i ons of an

i ncr eased amount of expor t s on t he domest i c economy and on t he i nt er nat i onal

t er ms of t r ade as i n t he l egend t o Fi gur es l a and l b .

Ch 1ch i l i nsky, G. Ter ms of Tr ade and Domest i c Di bst r i but i en, Har var d
=as t i t ut e f or I nt er nat i onal Devel opment Di scussi on Paper No . 41, 1979,

4Ct o be publ i shed i n t he Jour nal of Devel opment Economi cs 1980) and 1 The assumpt i on t hat t her e i n an agent ( boar d or gover nment agency) t hat
Ch 1 chi l ni sky G. and Col e, S . The Gr owt h of t he Nor t h and t he Gr owt h i mposes an expor t t ar get i s onl y needed t o expl ai n t hat t her e i s
oY t he Sout h : Some Resul t s on Expor t Led Gr owt h, Har var d I nst i t ut e quant i t y adj ust ment i n t he i nt er nat i onal mar ket and f or st abi l i t y of
Y° r I nt er nat i onal Devel opment Di scussi on Paper No . 43 . t he r esul t s .
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wher e

D = al c2 - e2cl i s t he det er mi nant of t he mat r i x of capi t al and l ab-

our

out put r at i os of t he 2 sect or s

.

D i s ver y l ar ge when t her e i s a hi gh

l evel

of dual i t y i n t he economy

.

The

l abour suppl y equat i on f or t hi s var i abl e f act or suppl y model r el at es

l abour

suppl y t o r eal wages i n t er ms of t he basi c good

:

The

par amet er a r epr esent s t he r esponse of l abour ( due t o f or

. i nst ance
mi gr at

1 on) when r eal wages change

.

	

Fr om

t he above equat i ons we can com-

put e

t he change i n t he domest i c suppl y and demand of basi c goods as a

f unct i on

of pr i ces of basi c goods

.

The di f f er ence bet ween domest i c suppl y

and

degl and yi el ds t he amount of basi c goods avai l abl e f or expor t s, quant i t y

of

expp r t abl e

.

	

Fr om

t he above equat i ons, i t can be seen t hat t he change i n

quant i t y

of expor t abl e wi t h r espect t o pr i ce of basi c goods i s

:

2c

2

1

pB

-

cl c2

c1L

	

Ha

l

I T-

+ D

I D

Fr om

t he above equat i on, when l abour suppl y i s ver y abundant ( i

. e .

ver y

l ar ge,

and t he t er m i n br acket s i s negat i ve, as t he pr i ce of basi c goods

pB

i ncr eases, t he suppl y of expor t abl es decr eases

.

The t er m i n br acket s

i s

negal t i ve, as t he pr i ce of basi c goods pB i ncr eases, t he suppl y of

expor t abl es

decr eases

.

The t er m i n br acket s can be r ewr i t t en as f ol l ows

:

Ther et o

r e, when t he t echnol ogi es ar e ver y dual i st i c ( i

. e .

when D i s ver y

l ar ge)

at nd r eal wages ar e cl ose t o t he mi ni mum subsi st ence wage, t he

expr ess

L on above i s i ndeed negat i ve, and t he quant i t y of expor t abl e de-

cr eases

as t he domest i c pr i ce of t he basi c goods t o t he i nt er nat i onal
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mar ket

decr ease

.

Thi s i s t he ef f ect depi ct ed i n Fi gur es 2a and 2b bel ow

.

Thus

i t has been demonst r at ed t hat , under a condi t i on of hi gh dual i t y i n

an

economy ( whi ch i s r epr esent ed by a ver y di f f er ent mi x of capi t al and

l abour

i n t he pr oduct i on of t he t wo goods pr oduced and consumed i n t he

Sout h)

i t wi l l t ur n out t hat whi l e t he domest i c t ot al out put suppl y of

t he

basi c good t o upwar d sl opi ng as a f unct i on of pr i ces ( see Fi gur e 2)

t he

domest i c demand of t he basi c good ( whi ch i s der i ved not onl y f r om

wage

i ncome but al so f r om i ncome f r om pr of i t s i n t he manner descr i bed be-

f or e)

wi l l al so be an i ncr easi ng f unct i on of pr i ces

.

Under t he cond-

i t i ons

of hi gh dual i t y and ver y el ast i c l abour suppl y t he demand f or basi c

goods

acr oss equi l i br i um st r i ct l y wi l l be an i ncr easi ng f unct i on of pr i ces

i ncr easi ng

r el at i vel y mor e an a f unct i on of pr i ces t han suppl y of basi c

goods .

Ther ef or e, t her e i s a par t of t he excess demand f unct i on f or basi c

goods

i n t hi s economy ( t hat appear s r el at ed t o i ncome ef f ect s acr oss

equi l i br i a

of t he economy) whi ch i s backwar d bendi ng ( see Fi gur e 2)

.

The

excess

demand f unct i on i s t her ef or e downwar d sl opi ng i n pr i ces under t he

condi t i on

post ul at ed her e

.

Fi gur e 2 agai n shown and expl ai ns t hi s ef f ect

.

Al l

t he cr i t i cal assumpt i ons made above ar e a r easonabl e, i f ver y si mpl i -

f i ed,

pi ct ur e of a t ypi cal Sout her n economy These r esul t s, t her ef or e,

has

qui t e si gni f i cant cor ol l ar i es f or economi cs

.

Under t he above cond-

i t i ons,

as t he amount of expor t s t hat ar e of f er ed by t he Sout h t o t he

i nt er nat i onal

mar ket i ncr eases, t he domest i c demand and consumpt i on of

basi c

goods decr eases, as does r eal domest i c wages ( see Fi gur e 2)

.

Thi s

det er mi nes

a domest i c pr i ce f or t he basi c good i n r el at i on wi t h t he demand

of

t he gover nment f or expor t s

.

I i i ' Fi gur e 2b a l ong r un pr i ce quant i t y

r el at i onshi p

( acr oss equi l i br i a) f or expor t s of f er ed i s t hen const r uct ed

on

t he basi s of t he domest i c suppl y- demand condi t i ons of Fi gur e 2a

;

t hi s

l ong

r un pr i ce- quant i t y l ocus i s al so downwar d sl opi ng i n pr i ces

.

I t

shoul d

be not ed t hat t hi s l at t er r el at i on i n Fi gur e 2b does not coi nci de

wi t h

t he usual suppl y f unct i on f or t he i nt er nat i onal mar ket

.

I t can be

descr i bed

i nst ead as a l ocus of pr i ce quant i t i es t hat wi l l occur i n t he

l ong

r un i f each pol i cy of expor t s by t he gover nment i s al l owed t o act and

r ever ber at e

t hr ough t he domest i c economy pr oduci ng a domest i c equi l i br i um

l evel

of pr i ces t oget her wi t h t he l evel of empl oyment out put and r eal wages

.
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We shoul d her e di st i ngui sh t he l ong r un f r om t he shor t r un of f er cur ves .

I n t he shor t r un, wi t h t he expor t pol i cy descr i bed her e, t her e i s al ways

an i nel ast i c suppl y of t he goods bei ng expor t ed ; i n t he l onger r un t he sup-

pl y i s el ast i c .

	

I f now we have ( see Fi gur e 2b) an i nt er nat i onal demand

f or t he basi c good of f er ed we can t hen det er mi ne t he shor t r un i nt er nat i on-

al pr i ce pB. Thi s i nt er nat i onal pr i ce may di f f er f r om t he domest i c pr i ce

( ps r pB) '
The i nt er nat i onal pr i ce i s det er mi ned by t he i nt er sect i on of

t he shor t r un i nel ast i c suppl y ( of , say, cof f ee) wi t h i nt er nat i onal demand

( f or cof f ee) . The domest i c pr i ce i s, i nst ead, det er mi ned by domest i c cond-

i t i ons such as el ast i ci t y of f act or s and t echnol ogi es, but i t i s det er mi ned

not onl y by pr oduct i on condi t i ons but al so by domest i c demand condi t i ons,

t hr ough a gener al equi l i br i um appr oach . For i nst ance, t he pr i ce of soya

domest i cal l y wi l l not onl y be det er mi ned by t he cost of t he pr oduct i on of

soya but al so by t he empl oyment l evel and t he r eal wages ( t her ef or e, t he

i ncome di st r i but i on) . As soya i s a cl ose subst i t ut e at t he pr oduct i on

l evel f or f ei j ao ( a domest i cal l y consumed bean i n Br azi l ) t hen empl oyment

and r eal wages woul d af f ect t he domest i c consumpt i on, and t her ef or e t he

domest i c demand f or t hi s good . I f t he domest i c demand i s l ower , domest i c

pr i ces ar e l i kel y t o be l ower , even wi t h t he same pr oduct i on cost s ( or

even a bi t hi gher ) .

	

So t he domest i c pr i ce i s not onl y l i nked wi t h t he

cost of pr oduct i on but al so wi t h i ncome di st r i but i on and t he demand

st r uct ur e of t he domest i c economy . Thi s i s shown, i n pr eci se det ai l , i n

equat i ons i n Chi chi l ni sky ( 1979) and Chi chi l ui sky and Col e ( 1979) .

I t i s shown i n Fi gur e 2 bel ow t hat as l ong as t he i nt er nat i onal pr i ce i s

above t he domest i c pr i ce t her e wi l l exi st a quasi r ent f r om expor t s ( t he

shaded ar ea i n Fi gur e 2) and t hus an i ncent i ve f or pr oducer s t o i ncr ease

expor t s ( EB, movi ng al ong t he downwar d sl opi ng l ong r un l ocus) . Thi s

event ual l y pr oduces a sol ut i on at t he i nt er nat i onal mar ket t hat wi l l equat e

domest i c and i nt er nat i onal pr i ces . ( See Fi gur e 2b, l ong r un eqi l i br i um) .

Thi s i s pr oven i n ( 4) t o have necessar i l y t wo ef f ect s . One i s t hat i n-

cr eased expor t s wi l l wor sen t he t er ms of t r ade f or t he Sout h. Toget her

wi t h t hi s decr ease i n t he t er ms of t r ade t her e wi l l be a decr ease i n r eal

wages i n t he Sout h and al so of domest i c consumpt i on of t he basi c good i n

t he Sout h . Fur t her mor e, t he opposi t e of t he neo cal esi cal case wi l l occur

her e : as t he demand by t he Nor t h f or t he basi c good shi f t s upwar ds, due
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f or
i nst ance, t o i ncr eased gr owt h i n t he Nor t h, t he t er ms of t r ade wi l l

wor sen
even mor e f or t he Sout h, ( cont r ast Fi gur es l b and 2b) . Ter ms of

t r ade
det er i or at e f or t he Sout h t oget her wi t h t he i ncome di st r i but i on and

t he
gomest i c consumpt i on of t he basi c good f or t he Sout h .

The
l est poi nt j ust expl ai ned i s shown i n Chi chi l ni sky and Col e ( 1979) t o

coot
i ' adi ct not onl y t he ar gument of t he or t hodox t r ade t heor i es, but al so

t he
i f t mi ser i zi ng gr owt h l i t er at ur e . Thi s i s because i f , f or i nst ance,

mor e
gr owt h of t he Nor t h i mpl i es a hi gher demand f or t he basi c goods of

t he
8put h t hen, i n f act , under t he condi t i ons of hi gh dual i sm and ver y

hi gh
el ast i ci t y of l abour descr i bed her e ( whi ch as poi nt ed out ear l i er

ar e
Act ual l y qui t e nat ur al assumpt i ons wi t hi n t he economi es of t he Sout h)

mor e
Br owt h of t he Nor t h i s l i kel y t o har m t he t er ms of t r ade i n t he Sout h.

The t -
%xt poi nt i s t o expl or e whet her even t hough t he pr i ce of t he good

expo 3- t i
ed by t he Sout h decr eases i t st i l l may not be t he case t hat t ot al

r eveat i es
f r om expor t s by t he Sout h i ncr ease . Thi s, of cour se, woul d

depez~,

	

on r el at i ve el ast i ci t i es of demand .

	

I f r evenue woul d i ncr ease, t hen

expo
" l ed pol i ci es coul d i n pr i nci pl e be f avor abl e t o basi c needs pr o-

vi de"
adequat e i ncome r edi st r i but i on pol i ci es ar e under t aken i n t he Sout h.

Thi s

	

I t hen, woul d suppor t t he poi nt of vi ew t hat t he r esponsi bi l i t y f or

bet t a i ,
di st r i but i on of i ncome i s al most pur el y domest i c .

	

The r esul t shown

i n C. ' k
%L1chi l ni sky and Col e ( 1979) i s t her ef or e of i nt er est .

	

Under t he cond-

i t i o
" I ' t s descr i bed : t he t ot al r evenue of pr oceeds f r om expor t s by t he Sout h

wi l l

	

gl so necessar i l y decr ease t oget her wi t h t he change i n t he t er ms of

t r ades ,

	

So i f t he gr owt h of t he Nor t h pr oduces an i ncr ease i n t he demand

f or t
he pr oduct s of t he Sout h bot h t he t ot al pr oceeds f r om expor t s of t he

Sout h
wi l l decr ease and al so t he t er ms of t r ade wi l l det er i or at e ; f ur t her -

mor e

	

bot h t he domest i c di st r i but i on and t ot al consumpt i on of basi c goods

wi t h* _,
n t he Sout h wi l l decr ease .

The Z
. _esuI t a j ust di scussed does not occur when l abour suppl y i s not ver y

el asq: -
i s and when t her e i s not a hi gh l evel of dual i sm i n pr oduct i on . Thus,

t he
Z__esui t woul d not i n gener al be obt ai ned f r om an appl i cat i on of t he

mode X-

	

of t r ade bet ween t wo devel oped economi cs .

	

I n ef f ect , i n t he model
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j ust descr i bed, i t can be shown t hat when t he l abour suppl y and pr od-

uct i on f unct i on ar e modi f i ed, t he r esul t s of t he model ar e r ever sed . For

exampl e, i f l abour suppl y becomes l eas el ast i c ( t hr ough bet t er r ur al

devel opment pol i ci es or t hr ough bet t er i ncome di st r i but i on) or i f t he

l evel of dual i sm i s decr eased t hr oysh a syst emat i c t endency not t o adopt

ver y hi gh capi t al i nt ensi ve t echnol ogy i n some of t he l uxur y/ capi t al good

sect or s t oget her wi t h ver y l abour i nt ensi ve ones i n t he basi c goods sect or

t hen our t wo i ni t i al condi t ons may be cont r adi ct ed . Wi t hi n t he same model ,

i n t hese l at t er cases, a St ol per - Samuel son- l i ke f act or pr i ce equal i sat i on

r esul t wi l l obt ai n . Now as expor t s i ncr ease, and t hus l abour demand i n-

cr eases, t he r eal wages i ncr ease and t he posi t i on of l abour wi t h r espect

t o t hat of capi t al and t he t er ms of t r ade ar e bet t er ed f or t he Sout h i n

t hi s pr ocess . ' The t ot al r evenues of t he Sout h al so i ncr ease wi t h mor e

t r ade .

The ar gument pr esent ed f or t he usual f act or pr i ce equal i sat i on ef f ect i n

t he exi st i ng l i t er at ur e, i s based on t he assumpt i on t hat as a count r y

l ower s i t s t ar i f f and so ( hopef ul l y) i ncr eases expor t s, t hi s ' pul l s' t he

f act or f or whi ch t he Sout h has a r el at i ve advant age and whi ch has a pos-

i t i ve i mpact , bot h on t he di st r i but i on of wages and r et ur ns t o capi t al .

I n par t i cul ar , i t t ends t o equal i ze t he r et ur ns t o f act or s i n t he t wo

r egi ons consi der ed when one of t he r egi ons i s l abour r i ch and has a r el a-

t i ve advant age i n pr oduct i on of l abour i nt ensi ve goods . The r eason t hi s

does not occur i n our model i s t hat , because of t he hi gh l evel of dual i t y

and of t he ver y hi gh el ast i ci t y of l abour suppl y, an at t empt t o st ep up

out put of t he basi c good domest i cal l y i n shown t o pr oduce an i ncr ease i n

t he demand f or t he basi c good . An i ncr ease i n t he pr oduct i on of t he basi c

good i ncr eases empl oyment . But i f wages ar e r el at i vel y cl ose t o a sub-

si st ence wage ( not f i xed, and i n t hi s senset he model di f f er s f r om Ar t hur

Lewi s' s model wher e t her e i s a f i xed mi ni mum wage because of i nf i ni t e

el ast i ci t y of l abour suppl y) t hen as r eal wages change and empl oyment i n-

cr eases ( because of t he hi gh l evel of l abour i nt ensi t y of t he pr oduct i on

of t hi s good) t he new wage i ncome goes i nt o i ncr eased demand f or t he basi c

good . Thi s i ncr ease i n t he domest i c demand f or t he basi c good t o such

t hat i t may t hwar t an at t empt t o i ncr ease domest i c excess suppl y avai l abl e
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f or expor t unl ess domest i c consumpt i on i s cont r ol l ed . Ther ef or e, i n or der

t o have mor e out put avai l abl e f or expor t i n t hi s set t i ng i t becomes nec-

essar y t o cur t ai l domest i c consumpt i on and t hat i n why t he f act or pr i ce

equal i zat i on r esul t s, i n t hi s cue, does not f ol l ow.

Per ver se Ef f ect s of Ai d

Havi ng di cussed t he r ever sal of t er ms of t r ade wi t h expor t l ed pol i ci es

and t he possi bl e negat i ve ef f ect s of i ncr ease of gr owt h i n t he Nor t h on

t he Sout h, I wi l l now descr i be mor e br i ef l y cer t ai n r esul t s whi ch agai n,

show how t he ef f ect of i nt er nat i onal mar ket s may be t o t hwar t t he i n

t ended ef f ect s of a t r ansf er f r om t he Nor t h t o t he Sout h of economi c

ai d .

A t wo good, t wo r egi on, and t hr ee i ncome gr oup model si mi l ar t o t he above

i n const r uct ed t o expl or e possi bl e ef f ect s of ai d on wel f ar e . l Thi s model

i s i n ef f ect a si mpl i f i ed ver si on of t he above model , but cont ai ns al l t he

f eat ur es necessar y t o show t he mai n l i nes of t he ar gument . One r egi on,

t he Nor t h, has t wo i ncome gr oups char act er i sed by di f f er ent endowment s

and pr opor t i ons of consumpt i on of t he basi c and t he l uxur y or i nvest ment

goods . We exami ne ai d pol i ci es t hat r esul t i n r eal t r ansf er s f r om t he

hi gh i ncome gr oup of t he Nor t h t o t he Sout h . I n one case, t he t r ansf er

i s of l uxur y of i nvest ment goods, whi ch i s shown t o pr oduce an i ncr ease

of t he mar ket pr i ce of t hese goods wi t h r espect t o t he basi c good l eadi ng

t o an i ncr ease wel f ar e of t he Nor t h and decr ease t he wel f ar e of t he Sout h.

I n a second case, t he hi gh i ncome gr oups i n t he Nor t h t r ansf er s basi c

goods t o t he Sout h. I t i s shown her e t hat an i ncr ease i n wel f ar e of t he

Sout h can onl y occur at t he expense of a decr ease i n wel f ar e of t he l ow

i ncome gr oup i r _ t he Nor t h . Ther ef or e, under t he condi t i ons speci f i ed by

1 See Chi chi l ni sky, G. " Basi c Goods, t he Ef f ect of Ai d on New I nt er -

nat i onal Economi c Or der " , t o be publ i shed Jour nal of Devel opment

Economi cs, 1980, f or a f ul l descr i pt i on of t hese r esul t s .

t he model , ai d cannot be r el i ed upon t o equal i ze over al l wel f ar e ae t her e

i s necessar i l y a t r ade- of f bet ween mor e Nor t h- Sout h equal i t y and equal i t y

wi t h t he Nor t h . When ai d i s endor sed t o pur sue New I nt er nat i onal Economi c

Or der obj ect i ves, a cl ose exami nat i on of i nt er nat i onal and domest i c mar -

ket s seems i n or der , so as t o avoi d t he condi t i ons st udi ed her e .

What bot h set s of r esul t s f or ai d and t r ade show i s t hat i ncome di st r i but i on

pol i ci es, say wi t h r egar d t o basi c needs, cannot di vor ce t hemsel ves f r om

i nt er nat i onal mar ket consi der at i ons and, especi al l y, f r om t he r el at i onshi p

of i nt er nat i onal mar ket s wi t h domest i c mar ket s . Thi s i s t r ue even f or

smal l economi es t hat i n pr i nci pl e do not have an ef f ect on wor l d pr i ces .

Thi s i s not t o say t hat t r ade and ai d ar e necessar i l y det er i ous t o t he

Sout h, but t hat bot h must be consi der ed as par t of a wi der devel opment

st r at egy, t aki ng account especi al l y of demest i c st r uct ur es . Bot h set s of

r esul t s can ei t her gi ve a neo- cl assi cal sol ut i on ( e . g . a sol ut i on t hat i n

mor e consi st ent wi t h f act or pr i ce equal i zat i on r esul t s) or not , dependi ng

cr uci al l y on cer t ai n par amet er s of t he model t hat may be subj ect t o pol i cy .

Ther ef or e, a negat i ve out come coul d somet i mes be changed t o a posi t i ve one.

For exampl e, i f an i ncome r edi st r i but i on pol i cy ( or a basi c need pol i cy)

woul d change a si t uat i on of ver y el ast i c l abour suppl y ( say, i n Br azi l ) t o

mor e i nel ast i c, and demand speci f i cat i ons, t hen t he r ever sal of t he t er ms

of t r ade woul d not occur .

	

I n f act , t he Samuel son- St ol pher f act or pr i ce

equal i sat i on t heor em i s pr oven t o occur wi t hi n t he pr esent model .

The i mpor t ance of t he t heor et i cal r esul t s i s t o i ndi cat e f i r st l y, t hat

under some condi t i ons convent i onal pol i ci es wi t h r egar d t o i nt er nat i onal

t r ansf er si mpl y may not wor k and second t o i dent i f y t he r el evant par a-

met er s t o exami ne i f an expor t pol i cy i s t o be successf ul or not . The

i mpl i cat i on t o be dr awn f r om t hi s st udy f or economi c pol i cy i s t he nec-

essi t y of l ooki ng f or t he r i ght combi nat i ons of t hese cr uci al par amet er s .

The par amet er s ar e : t he st r uct ur e of t he demand, t he pr i or i t y t hat cer -

t ai n gr oups have on t he cl ai m of out put , f or i nst ance, i nvest ment over

consumpt i on of basi c goods ( t hi s r ef er s t hen t o t he t ype of mar ket ad-

j ust ment whi ch i s sor t of an i nst i t ut i onal f eat ur e of t he economy) t he

el ast i ci t y of l abour suppl y and, f i nal l y, t he dual i sm ( whi ch i s cl osel y



r el at ed i n t he cont ext of t he UNI TAR pr oj ect wi t h t echnol ogi cal quest i ons) .
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