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AbuEeror

This paper wses a Kaleckian model to study the effects of
eXport expansion on lncome distribotion piven particular "structural
defebts” and institutional constraints in a developing econosy.

The resuwlis show that there might be negative impacts on inoome
distriblition if the fol lowing conditions Bold: 1Y The bulk of export
receipts poes to the payment of imported inputs and capital goods;

2} Theére are weak productive capacitiez and bortlenecks to the produc-
tion of home copsumption goods; 3} The export sccror is an "enclawe"
making it difficult for resources to flow from exports poods to lwome
consumption poods and vice-wersa; 4 There are iostitational factors

that prevent the rise of real wapes.

In such an cconomy, ¢xports are vital for the reproducrion of
the system. The solurioss o the deleterious effects on income
distribution would lie iu corcecting the “"structwral defects™ rathex

than export contractlom.



THE DISTRIBUFIVE IMPLICATIONS OF EXPORT-LED
FROUSTRIALIZATION [N A& DEVELOFING ECOMOY

Joseplh Lim®

E. Introdoaccion

Ihere bas been muck controversy concerning dhe offect of exporc—
led dadustrialization an i) the didtcibation of {inal goods: between
domeatic apd external conswmption and 2) the distribution of income
amongr Che populace.  The twe of course are closely related. This
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paper will tey to bachkie these gquestions employiog the noa—traditional
approach of post-—Reynesianism. It sbhouid be pointed out that chis iz
a4 thesretival anpalvsis. Althouph the stroctural [eatures we assume here
are exagrerated "caricatures” of some aspects of the Philippioe economy,
WE Ore not saying that our resulis actuelly took place in the Philippines.
Our analysiz hypothelically assumes cxpansion of exports given the
structural features of ocur ccorory. A simple look ot hiztoricsl dala
shows that erxport=led industrizlizstion never took off in the Philippines.
EhiLi .'ZILL||I1_,"::_.E:~: Pzt Sorpatlnrbica o seenarroy: Thesmmin mistont the paper
iz that without substantizl alleviation of the structural delects and
bottienecks to production pliguing our économy, expansions of exports

mity have short-run negative effects op income distribution.

The idea that export growth tends to be ar the expense of the
consumption of (the majority of the population has heen dismissed by
BOSL eronomists as 4 gross misunderstanding of the very basics of
interpational trade. [t isn shown here bhowewer that thers may be some

B e et i ] st s
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Mumistont Froledsor of Eeanomics, Uniwersity of the Philippines,
Fowonbd like o thack Prefesszor Hoel de Dios for his iosipghtfuol comments.
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truth ta the above agsertion if we take Ifnto consideration cerlain

structural characteristics of a developing economy, which are:

L. There are constraints and bottlenecks to the productive
capacity of the economy.
2. Dne of the most important constraints way be che absence of
a capital goods sector and the lack of an intermediste poods -
SecCkar. :
' 3. THe export-sector is more of an “enciave™ Testricted to very
few products geared, primarily for che éexporr marker.
These export poods are in pencral not the poads that are

prodiuced for dosestic consusstion. This makes X rL Sugp by

quite Irrespowsive Lo relative prices belween POt moods

: and domestic-oriented poads as capital poods are sector—
s i T oo
4. If cheap labor is the basis for the comparative advantage of
eXporls extraeconomic pressures to decrease wages may have
adverse distributive effects.
,
1t will be pointed out, however, that the asbove facts at the
same time emphasize the pecessity of exparts in such an economy, so
- that getcing rid of exports would not be the way out of the diiémma.

2. Using Post~Keynesian Analysis

To ifllustrate our point, we use the macro-distribution models

popularized by Michael Kalecki, Joan Robinson and Nicholas Kaldor.




Théese authors have studicd the relationship betwesn investoent and
income distribution ian 2 developed economy. In these studiex, the
“face that a certain proportion of income Is not copsumed (savings
mainly of capitaliszts) necessitates a gector that produces goods

ather than that for domestic consumption (Investment goods) in order

toopeherate [ull emplovment.

In ocur study, however, we create a simple economy whers no
L:Lvr:sxﬁ;ﬁ: gpoods are produced. Instead, export goods are used
precisely to earn the foreign exchange nceeded o import thome capital
goonds . Thus expord prodection now takes over the role of Iovestmeat in
providiap additionz]l production that is por consumed by the income
earners of the economy. We assume, as the prnsta-lieyuua.i:mﬁ dor, that
the discriburion bebween wages amd profits tefiect the distribution of
income in the socicty. This is |1‘r{a-|:::|bli';.r mure :1:.:-!;&53-‘--'1?-'#1'2' ina developing
economy than in a developed one. UWe abstract from government and 1ts
expenditores. We also assume that there is halanced trade amd that
the enlire syport revenue is spent ontie importation of capital goods

and interwediasce inputs for the producticn of final consumer goods.

3. A Besie Desand—BPecermined Model

In our siegple medel, the cvonomy produces ouly Final consumer
poods. We therefore come wp with the following set of equat ions:: The
first eguation states that the total value of the output of the sociely

would be income for labor {W) and profits for capitalists (R).




Y=W+R (13

But since ¥ is made up of final Consumer goods, it is made ap
of commmption expénditores of labhor and capital.. We azsume {az the
authors mentioned above do) rhat lahorers gpend all of their income and

1
capitalists consumeé 3 proportion Eb of ‘their profit,.” Thus:
¥ =W+CR - {2}

- A= long as ﬂccpui, {1} and {2} are incomsistent. The OOy
suffers from what Marxists would call a “realization™ and what Beynesians

would term an "underconsumption' problem.

Since investment goods are not produced in this Society, andia
governsent does nob "exist", only exports could provide 4 wavy our of

thiz me=s. (2} therefore should be supplanced by

Vo 4 LI‘PR LR {2'}

where X  denoles exports.
Solviag (1} and (2') yields
(1=C TR =8 K w k= § 3}
¥ P

where SP is the sdsvings rate of the capitalists and 8 tha total
Savings in the economy.

Thus we see clearly that whac Xeyues and post-Feynesians have

asgerted with Investments are true in this case for expores.




{1} Exports are the needed injection to take the country out
of an underconsumpEion Lrap.

{2} Exports crucially determine the level of profits of the
ecenomy and o are tied co the distribution of income
between labor gl capical.

{3) e investmenl-saviag identity is identical to an export-
zaving identity, since export revenue is used ro buy all

«~  Ehe ipvestment requirements of the cconomy.

4, JTgeome DPizcribution with Fixed Cutpuk '

The sbove snalysis is most fruicful for an economy which has
excess capacity s that the eapori sector acts as a saleguard against
unde reonsumpTion and unesployment. In developing count¥ies, however,
productive capscity is usually weak and bottlenecks Lo production are
prevalent. 1t s therefore important that we take this into considera-
tion. First of all, consider the case where total output — chat fer
heme  poods Hﬁ-Hﬂjl as that for exports - is fixed. It must be obvious
that an prnnaiug 6f X will be at the expense of domestic consumpbion.
W o4 cpa will concract, home goods price will increase and it is easy
to show that the wape share will decline. However cven if the export
sector can expand due to some éxcess capacity there an increase in
exports may sfill cause income distribution to deterierate if home
goods cannot expand to meel the increased demand. The reason for chis
inability te rcope with increased domestic demand may be a weak productive

capacity or insufficlent capital stocks for houe poads .  But egually



important would be certain battlenecks in production such as lack of
foreign exchange and eredit ro pay for imported inputs and working
capital needs to production. {Here of course wo my bBawve Lo deviate
from the assusprion of trade balince. But thiz won't affeet the main
resultes of our analysis.) e above soinario wherein exporcs are
expandable but home goods are not would be even more plavsible if rhe
SOVEINDeNt encourages expansicn of exports via 211 searts of incentives
while discouraging expansion of home {import=substitute) poods via

restrictions on foreign exchange and credit rationing with fareipn

reserves and prime loans going to Che sxport sector.

The post-Keynesian analyses that we want here are the models of
income distribution set up by Robimson, Pasinetti, Kaldor and Kalecki.
Since thesa models are all in the sape vein, we have decided to use our

favorite smong them — thut of Kslecki.

Our KEaleckian model divides the econary between conscmption goods
and exporzs goods. (For Zalecki of eouTie, [he second zector is made T

2 T ; : 4
ul lovestment Roods .} Fhe total walue of ConsumpLlons ooods g PRI by {-’nj:

C=P 0 =W + R (&)
T i i o

where z. is the price of consumption goods, . the quantity of
consuner soods produced. H{: 15 the wage bill far labor in the

consumer poods sectoar and F.i: the pralficts for this sector.

Similarly

B Q. = W + i, (&)

5




where the subscript E  denotes the export sector. We also have

=P =W +K +C + =
£ g, ko % L M S ¢ R (6)

hecause of our assemption of sorkets consuming ail their income and
capitali=tz CONEUSLEE A prepseriion O of Ehedr income. (G amd (6]
P

of course pive the result

= T R [}
R-:: E Lp (6,

T
Profits in the consumer sector are made up of the wage hill in

Che export sector plos the consumprtion of capitalists.

If then we expand the export gsector X by A% (assuming these

exists some excess labor), thereby increasing H, o W+ J".HE. and

E

b ]

R, to R + ﬂRE then Rc should sutomatically increase From {(6):

= i) 3 2
B =W, FOE S+ LFR {67}

- -
andd Gl HE nﬂE
Substituting (6') into (&) we pet:
=W W= AR+ D + 7}
PR =W, EW EMFC(R R MEL (73

1t q 1s lixed, then P will have ta rise to accomodite the
increased consumprion {ros ."-.!;E A L‘F.-"ti-‘.u- [t can be demonstrated
then chat the wage share will again decline. For in the above analysis,

toCal wape Bill Increases Lol

= + (8]
W=+ Wt A
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However using (6), prefits incresse to:
R = EE + RE = {HE + EHE +-FhR} + RE + ﬂRE
which yields
“'Epm x {uE + ﬂHE] R4 ﬁ.R.E =¥ + Ax fay

Profits therefore will increase by much more than ﬁﬁE (because profits
rise by &HE ﬂpd ﬂRE with a "multipiier" effect of {T:E;}}‘ his
increase was possible because prices of consumer gocds have increased

thus raising the level of profits in the consumer paod sector.

" Kote that altkouph in nominal terms the wige biil in (8) increases,
it may actually declinme in real terms due to an increase in B . ‘Thus
the claim that expart promotiom is at che expense of domestic consumption
for the bulk of the population could happen because of the following:

(1} Exports are used only for the importation of capital goods
and imported inputs. HNotice that the above analysis would
crumble if export earnings were used to purchase imported
fimal. poeds to satisfy increased demand By bn:h Iaborers and
capitalists,

(2} The crucial sgsumption is chat supply of domestic consumer
goods is fixed and that chere is full employment or bortle-
necks to productiom. 1f supply of conmsumer poods were able
to expand (to meers increased demand) due to some cxcess
capacity then the above analysis again breaks down. The

analysis breaks dewn even further fer a longer time horizon




Since expart eaimings are used to purchase capital poods
witich will precisely increase the productive capacity to
produce consumer goods. Inasmuch az the pestatiom period
of ipvestment or capilal goods take some time, the negative
impact in dincoms diztribulion will be stropper. Wo shouwld,
however, point out that there is a paradox here. As cxports
increasae, the weak productive capacity of the ecooomy forces
: ~ lhcome $lstribution fo go agsinst labor. Bot it iz precisely
through export increase that the productive capacity of tle

Eoonomy 13 lncroased.

The above exercise should help clarify cortzin points. Exporls
per se do por cause Che problems associated with export promotion. The
pfuhlam Lies in the structural defects that themselves make exporta wvical
Eo the economy. The problem fies in the lack of backward linkares in our
econcmic development which has led fo the absence of a st rong capital
gﬁnds :t-r_u'::'w_-.r_'ﬁlr The problem alse lies o an economy that has a small
productive capacicy with botflenecks that make supply expensions insuoffi-
CLent to meaet runﬂumﬁr demand increazses.  When these copditions exist,
export expansion may entail worsening income distribution, at least in
the short rum. The claim that exports are at the expense of domestic
comsmumpiion may be parfialle true in the fense that real consumption
expenditures of the labor sector may decline as exports. iocresse.. Hoba
that che results here are the duplicate of the resuvlts that bhe posi-
Keynesians devive tming invesiments as the key varisble. None of these

economists recommends a reduction in investments to improwve the income
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distribution picture, although they do Faver high taxes i profits.

5. Income Distributing in an Economy with Unlimited Excess Capacity

Now let us take 3 lock at the results of the study if aprrepate
supply of consumer goods were not fixed. Suppose the cconomy has an
unlimited excess capacity; it can therefore expand production in order
to meaet increéased demand. The expansion would prnuu;d iz a fashion

similar te the Keynesian analysis we are go familiar with.

The first round of effect will be te meet the increased demand
of ﬂﬁt and EpﬂRE (we gre still assuming an expansion in the export
sector}. Consumer goods production can be expanded to meet this demand
increasing the value of consumer goods (assuming an inflexible price)
by ﬂﬂc = ﬂHE + EpﬁRE, The additional labor (assuwsing ualimited labor
supply} hired to expand productiom will in turn create a new demand egual
ko &Hc which will expand prodection by ﬂHE and 50 on. Since the
marginal propensity 'to consume of workers is assumed to be egual to one,
this process can go on indefinitely until the full capacicy utilizavion
iz reached. It should be clemr that the wape share will incrosse vis—=z-
vig Che profit share. Income distribution will now turn in the favor

-

af wvorkers.

It must also be clear that the above scenario seems guire
implausible unless the state is the one that undertakes the expansion
in the copsumer good sector. It would seem too little an incentive

for capitalists to expand production in the consumer pood sector if
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their profics level there remaiss the zame. In fEct, the whold ipsight
“of the macro-—distribution thecry of the posc=Keynesisng is precisely
that of “foreed saving”™. Investment (in this paper, exports) spurs
profits and the necessary savings the society needed by increasing prices
and redocing real wages. This increases veturns to capitalists who in
tarn save a higher amount of their income providing the neces=sary savings
needed to mateh the investments. &
-

6. Income Biscriburiom in an Beonomy with Limited Excess Capacity

A hybrid of the last two scenarios wonld be more realistie wherein
both prices and quantity of congumer poods would imcrease. In this kind
of scenario, income distribution may f&vn; either capital or labor
depending on whether price increases au:ﬁeigh quantity increases. Here
we deviate from the post-Keynesiazn analyszis and incorporate some elements
of the peoclassical supply function. We however add another structuralist
agsumpricon wherein the export sector is an “enclave" so that capital
goods in the domestic—oriented industries and in the export sector are
oot interchangeable. This means that a change in Telative price betrween
the two sectors will not allow, in the short-run, vesources to flow from

one sector to the other. (One is reminded of the idle sugar lands today

in Hegros.)

The supply function for Qur using profit maximization, would
be a function of real wape and capital stock (the latger being fixed

in the short—rem).

il
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3 =0 (£ ¥ (10}

< o h
C

Now, the same profit maximization process would vield a labor

demand curve for the consumer poads sectar.

3 Lul.fl;i LK) {11)
=

=
I

Equation {4} can now be rewritten ass

Qr:(PE_ K} P E{E'E' E} + P L.| + ::E R/P {12)
and
- ]
= vk + R'EH"__I-EP} (13

whcre I.E is the amount of labov employed in the export sector. We
dgain assume exports to be exopencus. 1f export production increases,
we would employ ﬁLE more labor, and profits in the export sector would

increase by ﬁEE. (12} and (I3} now become:

H o
N W W W
i o I et =t = + & =+ F 12
q‘:{i,c ) po e SR o Gy OL GRS (12)
whiere o

| 1 1
RO ) 4By 2 AR e = @480 ey (9

Kow both Pr and QE would increases {q: amd lh baing

spurred hy a4 decresse in real wage). As long as w remains constant,
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chanoes ara E"i L:;{-I.:_l’ K} will decresse, except in the unlikely ewent
™ [ 44
L B = = A - - -
LEPF’ K} i3 so highly elastic chat its increase will offser the fall
io the real wage causing 4 rise in the enfive real wape Bill. %L LF
would definitely fall. Thus real consumption of the Yzbor sector would

. . 5
riseor fall depending on whether the increase of T .-‘,]...Fi where PE
h . i

i

12 Ehe aupmenbed price.excesds Che agprecate fall in 7 Lr il
c
W - 2 ! & ;
T 1,1_,. Stoces Pl bnorease D prices of consumer soods wibl secroe
o L

bt
Eacthe capitalist Qosminal wases betop coustant ), it must be cliar
that total profits (and real consemption of capitalists) will

1O CErAzEes .

Our assumption of an export "enclawve™ is crucial here. For in
the typiczl neoclazsical am]*_-.nai;:‘., AN INCreass in P“:_ {with price of
exports P fixed internationally) would divert resources from exports
to home goods, thus alleviaring T:hl.'* pressure on income distribution

deterioration.

1t must also be pointed out that the above model crucially depends
on a constant w. If the increagsed demand for labor induces an increase
in nominal Hages; the fall in real consumption of the labor sector would
be offser. If however, there is sn wnliimited supply of labor or, more
plaugibly, if wages are kept artificially fixed acd low, then it may be
difficulc for Ay, o offser the fall in the real wage bill in both the
consumer and the export sector. Herein lies ope important peint of Che
paper. &As long as extra—economic power is used to keep wages from

responding to market forces (such as increases in labor demamd or

——.
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incresses in libor productivity), then there exists the ohjective basis
for both an income distribution deterioration at the expense of lahor
and & decrease in the real consumpticn of the major bulk of the popula—
tion. In thisz last model therefure the asserrion in'ma.ng.r Zectars that
exports is at the expense of domestic comsumption can be true if
Tepressive labor policies are imposed as o promotion of the export-

oriented strategy of the government.

5. Summary and Conclusion

In summary, we have studied a simple economy using very simple
puatnbiéynusiau tools, We deviate from the standard stedy of export-led
growth by assuming equilibrium in the external sector af the & OOy

thus encbling us to concentrate on the internal mechanisms thar relate

export increases Lo income distribution.

Our results duplicate some post-RKeynesian resulls except that
expoTt is now the dynamic sector of che cconomy instéead of investments.
Wi also impose some structural features om the economy, naneij,r:
1} there is no capital goods sector so that the emtire export revenus
is spent on importarion of capital goods: 2} this, plus other regsons,
may cause the productive capacity of the home good sector to be limited,
thus weakening supply responses to demand increases. Some other reasons
for thiz weskness may be the monopoly structure in some industrial sectors,

bottlenecks in some areaz, particularly foreipn exchanpe and credic

copstraicts, and government bias towards exports. Civen these assumptions,




EXPOIt expansion will cause the relative wape share and real consumption
of labor to decliné¢ in the shoert-run via demand-pull price increases.
Thiz paper alzso illugtrates the obvious point that even if
arerEsate supply for consumption increases, a stroap policy of wage
resLrain, apgravared by the “enclave" characteristics of our sxports,

will most probably have an adverse effect on income distribution.

. ®

The above points to a seeming paradox in export prowth. Enports
ar& vically needed to finance the importatiom of capital goods. But as
long as there is some gestation peried [or investments, the increased
demond brought about by export expansion will increagse the prices af
basie poods for laborers. There will therefore be an uﬁuerse effect

on income Jdisgribucion in the short=run.

The solution to thiz dilemms, of course, is norc Co bam exporTCs.
The solution rather is to work towards providing an objective condition
o that the production of capital goods and intermediate imputs may be
undertaken by the e:muumy.& Thiz would free the country from the
pressures of having Lo export a big proportiom of its output apdlor
to enable it to use ifs export earnings to import hasic and essential

goads Lo supplement domestic consumplion.

To add to this, the "enclave™ characteriaries of our export
sector should he altercd. Forward and backward lickages between our
exports and the domestic—oriented industries as well as edport

diversification should be undertaken.

o iy




Finally, given the above stroctural problecs, it must be emphasized
that the odds in che economic pame would be against labor. It would
therefore be exceedingly cruel to impose an anti-labor policy wherein
exiraeconomic powers are used Lo keep real wages artificially low and

falling.

The above exercise alsoe illustrates one important point. Neo-
classical models which assumes free flow of resources among industries
in I'ES[;-ﬂﬂSﬁ to relative prices (whether output prices or factor prices)
may be limited in the short-run particularly in a deweloping econony
wherein structural defecls and bottlenecks prevent this easy Flow of
resoerces. This is not Lo shy that neoclassical solutions should be
digregayded completely. Rather neoclassical solutions will somehow
have ro be viewad in a longer {or at least intermediate) T DOTEMec-

tive. Meanwhile it may be worthwhile to look at other models Ehat

miy: b moTe suited for the shorter rum.




FoornoLes

If labor saves a propeortion (5w) of cheir income, thisz will nor
change the results of the paper as long as Sp > Sw. Pasinettd
aluvo has o model wherein savings of both workers apd capitalists
are invested in financial assets and so0 satn the [actor owmers
sdditionnl income. Thiz we shall not pursue here eapecially since
in a developing economy, mijoricy of savings from wapes and
galaries will oot be invested ia fInancial assebs.

Kalecki was obvicusly inspired by Mary who divided up the economy
intoc Deparcment I (invesmment goods) and Department II {comsumpiion

- poode ).

Mote that this Is agppravated 1f much-of the intermediate inputs
are imported hecanse only a fraction of export earninps will be
used for importaticn of capital goods thart will in turn increase
the productive capacity of the ecconomy.

In rthis regard, a deeper study on the tariff structure that seems
to be biased against production of ecapital poods and intermediate
inpits should be undertaken. Perhaps more imporcantly, the inter=
comnection between income distribution and the domestic market
should be analyzed. 1t seems very plawsible thar the failure of
backward and forwvard limkapes in the economy Bay be due b0 2 narcow
and wesk domestic market cawsed by very Iow tural and wrban incomes.

.:.I_
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