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—Summary—

The Role of Trade and its Influences upon Economic
Growth in Less—developed Countries

Kim Moon-kwan

A country’s growth may be stimulated by foreign trade when the offer curve it faces
shifts outward. Such ashift improves the country’s terms of trade, It may also encon-
rage the growth of its factor endowment, rate of utilization of that factor stock, or
level of technology, and thus shift its production possibilities outward, The, expansion
of trade has often induced the discovery or development of previously idle natural res-
ources, and thus expanded production possibilities. It has caused expansion of total labor
inputs in the developing countries. The capital stock may increase because domestic sa-
ving rises, or capital is imported from abroad, Expanding export industries in some
cases improve skills and technology for the country as a whole, but that improvement
depends on the traits of its export sectors,

The less-developed countries have been discontented with their role in international
trade, for ceveral reasons, They argue that industrial monopolies in the matur countr-
ies charge them high prices for manufactures, They claim that the terms of trade tend
in the long run to turn against their exports; this is in fact unclear, but world demand
for their primary-product exports certainly grows less rapidly than it does for industr-
ial products, They complain that their export earnings are relatively unstable, and this
is cleary the case.

Careful analysis is required, however, to determine the extent to which the less-
developed countries can improve their lot by restricting trade, as they have extensively
done, Several of the arguments for tariffs can change the income distribution (but
direct taxation would be better); tariffs can curb luxury imports (but may simply
stimulate luxury-goods production at home); tariffs can lure labor from the traditional
agricultural sector (but a subsid to industrial employment would be more efficient), The
infant industry argument is valid but justifies only temporary protection. Actual trade
restrictions in the less-developed countries are quite heavy, taking such forms as multiple
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exchange rates and domestic content requirements as well as tariffs and quotas, Studies
of protected industrialzation find heavy costs of inefficency, excessive capital-intensity,
and the like,

Concentration on import-substituting industrialization may cause countries to overl-
ook the potential gains from expanding international trade, especially the export of
manufactured goods. The evidence suggests that it would be efficient for the less-
developed countries to expand their exports of simple manfuactures requiring labor-
intensive fabrication,

But heavy tariff protection on such items by the industrial countries has minimized
this mutually beneficial division of labor, Proposals to circumvent this drawback include
customs unions among the less-developed countries themselves and the granting of
tariff preferences by the industrial countries, But it is actually difficult to expect the
realization of such proposals, So I propose the hypothesis that the level of education is
one of the most important factors in order to overcome the heavy tariff grotection of

industrial countries,
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