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South-South trade* expansion:
A big picture view
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Synchronized downtlb Trade and Growth
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LINK factors....

South-South exports

(Developing countries exports to North and South)
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South-South exports:
South to North ratio (Developing countries)
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Transition economies exports:
Transition economies to North ratio
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Emerging economies exports:
South to RoW ratio (Seven emerging economies™)
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Increasing market share of South

(Developing and Transition economies exports to World)
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But Regional differences high in South

(Developing and Transition economies exports to World )

Percent Regional exports to World Regional exports to-South
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Regional exports: Africa, Americas and Asia
(Developing countries)
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LDCs, SVEs, LLDCs and SIDS exports:

(Developing countries)
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No to “protectionisb

Market access™ and exports:

(Developing countries and transition economies)
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Nature of South-South trade expansion:
Going beyond aggregates
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Structural transformation in South exports
(Share of developing countries exports to World)
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Structural transformation in exports
(Share of transition economies exports to World)
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Primary commodities
(% share of share of national exports, developing and tranS|t|on)Change.
1995-2007
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Manufactures with low skill and
technology intensity

(% share of share of national exports, developing and transition)
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Manufactures with medium skill and
technology intensity
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Manufactures with high skill and
technology intensity

(% share of share of national exports, developing and tran5|t|on)
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Energy products

(% share of share of national exports, developing and transition)
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Structural transformation in South exports
(Share of developing countries exports to World)

Perc?dﬂ_:

\YE! res with mediu
technology '

. Primary’commodities
/;—\—\>\

"lﬁL ;‘ = T T T T T T T T T T T !
| 14505 3

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 20067 200
South-C —South-D South-E South-F —South-G

CONFERENCE ON TRADE AND DEVELOPMENT




Structural transformation in transitions

Percenteconomies eXports (Share of ETran exports to World)
60 -

Manufactures wWith medium skill and

___— —___ technology inte‘nsni
7\ . odli

ﬁfiﬁ1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 20067 200
Tra ETran-C —ETran-D ETran-E ETran-F —ETran-G

ONS CONFERENCE ON TRADE AND DEVELOPMENT




Structural transformation in emerging
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Structural transformation in LDCs exports
(Share of LDCs exports to World)
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Structural transformation in SVEs exports
(Share of SVEs exports to World)
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Structural transformation in SIDS exports

(Share of SIDS exports to World)
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Russian story

(% share of share of national exports)
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Understanding structural transformation:
Preliminary empirical findings
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|dentifying constrain@

Determinants of trade expansion and

C evelopment (Trade and Development Index)
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e Developing economies’ merchandise exports grew from
1.4 trillion USD in 1995 to 5.2 trillion USD in 2007

— The transformation of developing countries expsitigcture-has
been diverse leading to a differential level of aopon their
national economic growthand development.

» Two key Issues:

— The proponents of open-global economy and freketasgue that
product diversification help accelerate economandh and
development in countries which favored these spbb€ies.

On the other hand, another set of economists dhgii@ cautious
__approach in conjunction with good and strategic estn
———“economic policies can better help countries toialftaits of

1—export diversification leading to rising skill/tawblogy content of
_—products help countries to transform their domegstixiuction
s wstructure.
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Classical arguments

Prebisch-Singer (1950) hypothesis indicate tlratlé) concentration is
linked to deteriorating terms of trade, income tbtg, shrinking production
structure that lead to low-level eguilibrium trap.

Trade (export) diversification and- skill/technojogpntent in production
process is key for developing countries to overcdormestic economic and
structural bottlenecks, especially in Africa

Welfare impacts: economic growth and employment creat

Sectoral implications Depending on the institutional linkages and
ages of development, welfare implications tend to be higher
igh skilled/technology content industries, and new issues

related.to intensive and extensive margin

' Domestic economic linkages~orward and backward linkages with
mestic firms leading to a productive capacity and expand
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Trade as engi

> Continuing discussions

e 1940s-1980s:

— Harschman (1945))nited Nations (1950), Michaely (1958), Massell (1964)
o 1990s-2000:

— Grossman and Helpman (1991), Sachs and Warner (1995), Lall (2000)
e 2001 onwards.

— Wood and Mayer (2001),

— |Lederman and Maloney (2003), Imbs and Wacziarg32d9ausmal
and Rodrik (2003)Collier (2003)

— Sachset al. (2004)
— Hausman, Hwang and Rodrik (2005), Melitz and Qdirae(2005),

NCTAD, (2002, 2008 & 2009)

~ 4
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|dentification > SOme em pIFICS

 Three key Issues:
— New database and measures

— Exploring importance of institutions along with
economic polices, infrastructure, and
geography as determinants of factor intensity
differences in developing countr

- — These results are robust to different

-

_~specifications, estimation methods, and
~ | additional control variables

— Cross section model
— Panel model
— 170 countries, whole sample

—/Period of analysis 1995-2007
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=xploration > Database and measures

e 170 countries, whole sample (developing and transition, 130+)

 Time periods:
1995 to 2007
Four time periods: 1995-1997, 1998-2000, 2001-2604d,2004-2007

s Tradedatabase
UNCTAD South-South Trade Information System (SSTIS)

Product Classification at HS-6 digit level

~__Time series ensured soon
Thistitutional Quality, Foreign Market Access, Economic Policy and
- gography
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Facm”“tens“y> Measuring factor intensity

» Harmonised System of trade classification, HS-4 digit
level, based on UNCTAD SSTI S

» Factor intensity categories:. Ato G.

A:Primary commodities

B:Labour intensive and resource based manufactures
C:M anufactures with low skill and technology inten

D:Manufactures with medium skill and technology
‘Intensity
" E:Manufactures with high skill and technology intensity
~Energy products
Unclassn‘led products

ONS CONFERENCE ON TRADE AND DEVELOPMENT




Measuring quality>

Measuring quality of institutions

Property Rights, Rule of law, Corruption, Financial measures,
Investment measures , Business accesses, Trade institngo

Political Rights, Civil Liberties, Measures of, democracyand
autocracy, Physical Integrity measures, parliamentary pocess and
political participation; Measures of women’s empowerment Labour
rights, social rights and press freedom

ethodoloQ

Aultivariate Statistical Method of latent variable (LV) apprioas proposed in
- F’égar and Basu (2002), Basu, Klein and Nagar ( 2005)

.compeosite weighted average measure of standardized indicateector
| E'ntry for.each period defined, without scaling the final index values

) Iatent variable, and linearly determined by many exogeraiables say,
L X, -Variation in these variables explain variation in IQIl. -Weigires
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some correlates > INCOMe and Fl categories

(Developing countries)

Exports of primary commaodities and Income per capita BExports of labour intensive manufactures and Income per capi Exports of low skill/technology and Income per capita
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Differential impacts

Exports of primary commodities and Institutions
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Specifications> Empirical Methodology

« Empirical Model Specification:

Core specification (OLS)-in- Cross-section analysis

Dep.var: Factor intensity category (A to G)

Indep.Vars: Institutions, economic policies and geography
Further issues:

* Reverse causality:

- Dealing with endogeneity
= 2SLS-IV and GMM-1V specification
;ﬁ(__hoice of appropriate specifications

Bahel data:
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Empirics > Model specification

 |QIl=institutional quality index
« EPOL: economic policy, infrastructure; financianables
« GEOG: geography variable (distance from equator)

Core cross-section specification
Fla-¢ =a, +a,lQl +a,EPOL +a,GEOG + &

_dReverse causality and instruments

e 1Ql; = B, + B,AJRI HJ; + BEPOLC; + B,GEOG, + £
l y & EPOL; =6, +6,EPOL; +6;AIR/ HJ; +6,GEOG; + EEPOL

' " ~4
‘ N
-
A
4
7
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Model specification: Panel data*

Core panel specification

Fla-c, =a; +a,1Ql;, + a,EPOL; +¢,

Dynamlc panel specification (AB/BB)
II"AFlA G, = AFla-G,,, + BAIQl. + B,AEPOL, +Acg,

Wy pJ
“ ?"Q S not/reported here..
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Robustness chec@ Further exploration

e Independent variables:
 Macroeconomic Inflation, REER, Fiscal Balance
Financial: Credit to private sector
Infrastructure : Telephone lines, Road, Railway
Geography. Tropical, Population close to coast
Natural Resource Fuel, Arable land
Level of development Non-linearity of GDP pc
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Cross-section
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Policy variable> Cross-section




Policy Va”able> Cross-section (developing countries)

NATIONS CONFERENCE ON TRADE AND DEVELOPMENT




summary > Conclusions

South market share is on rise, but Asia is main driver of this
new dynamism.

South exports factor-intensity contentis changing,-with more
rising share is coming from=medium to high-skilled and
technology content products in goods trade.

Preliminary empirical results identify the positive role of
Institutional quality in determining stages of factor-contents of
developing countriegoods exportduring 199-2007.

— Inthe benchmark model specification, the higbeel of institutional quality, along with economic
policies and other related factors, leads to hidgaetor-contents of technology related exportedipots.

Results can answer some specific issues related to regions th
1elp us-to understand the new-geography models of trade
y It also indicates the key role of supply side factors and
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