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Journey begins> Intr()d UCtlon

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 growth and development.

& [wo key Issues:

— The proponents of op-global economy and free trade argue
product diversification help accelerate economangh 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 toinltaits of
B eéxport diversification leading to rising skill/testlogy content of
4 _products help countries to transform their domesticiuction
4 structure.
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renisch-singer >Classical arguments

* Prebisch-Singer (1950) hypothesis indicate thratlié) 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 rising > Styl | Se d F aCtS

South-South on ris@sion)

X-South X-North
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Differences remain> Styl | Se d F aCtS

Within South-Southiion)
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Skill/technol S— .
o gl North-South Divide continues?

Exports share with different factor intensitie} (

1995 m2000 2007
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‘Dy”amism 9“”“@ South-South transformation
Exports share with different factor intensitie} (

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 7 200
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L COHSU&i@ Trade and Development Index:

Determinants of trade expansion and transformation
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|dentification > Wh at’S n eW h e rer)

* 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

A — Cross section model

— Panel model
— 178 countries

_~Period of analysis 1995-2007
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=voaion_>Database and Measures

e 178 countries
 Time periods:
— 1995 to 2007
— Four time periods: 1995-1997, 1998-2000, 2001-26604d,2004-2007

* Tradedatabase
— UNCTAD South-South Trade Information System (SSTIS)

— Product Classification at HS-6 digit level
~_— Time series ensured soon
- '_;’_'n”stitutional Quality I ndex, Economic Policy and Geography:
actor intensity categories:
B UNCTAD SSTIS database, HS-4 digit level
tlata (Economic policy, Infrastructure, Geography etc)
:TNCTAD, World Bank, IMF, WTO, HF/Cato, CIRI, andn&r sources
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=aormensty S\j@@asuring factor intensities

« Harmonised System-of -trade classification; HS-4 digit
level, based on UNCTABSSSTI S

e 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
"mtensny

" E:Manufactures with high skill and technology intensity
.Energy products
Unclassn‘led products
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Institutions Constructing hew’ measure ofnstitutions
| nstitutional Quality Index (1Ql)

Political Rights, Civil Liberties, Measures of . : :
democracy and autocracy, Physical Integrity PO|ItIC8.| Institutrons

measures, parliamentary process and political
participation

Measures of women’s empowerment, Labour
rights, social rights and press freedom
Social Institutions

i _Property Rights, Rule of law, Corruption,

e Financial measures, Investment measures ,

Economic Institutions
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s > Measuring Institutions

Methodology of computing | QI

-Multivariate Statistical Method of latentvariable (LV)-approas proposed-in Nagar
and Basu (2002), Basu, Klein and-Nagar ( 2005)

-A composite weighted average measure of standardized indicateescfocountry for
each period defined, without scaling the final index values

-|QI Is a latent variable, and linearly determined by many exogeraiables say,

B X

-Variation in these variables explain variation in 1QI
/;—,Weights are obtained to compute weighted average of 1QI
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Level of development

Exports of primary commaodities and Income per capita
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Level of development ome C()rrelateﬁe(/eloping)
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Quality of Institutions

Exports of primary conmodities and Institutions

100

o
SRWACETH i o Moy

©dIgEN
owB BERAE o
oD

o Tl O TZA ENG
Rtk omohey
2¥fco Sy

80

OPAN

©oMNG
o URY

60

Factor Intensity Index
40

20

oIRN OCHN o =
©|RQLBY emo%m OVEN
T T T

) 150 200
Insttutional quality index

. Narth
Fitted values

Highvalue techndagy if Factor Intersity Index improwes

° South

Bxparts of medumskillitedndogy and Instititions

60

Index
0

1

Factor Intensit:
20

150 20
Insttuticnel quality index

¢ Nath
Fttedvaues

Hohvebietechrology if Fedar Intersity Irdex inproes

o Souh

Some correl al@8i countries)

Exports of labour intensive manufactures and Institutions

80
I

o8 oBWA

60
L

©ARM oMU

oKGzZ ©PER ©
oSLE oMOZ OGHﬁ
©BDI oTZA GuY
oTGO ©LEN
© BPIRID

©CEO o peeR

Factor Intensity Index
40
L

20

°UzB o zZWESTEN
o

150 200
Institutional quality index

. North
Fitted values

High alue technologyif Factor Intensity Index improves

° South

Bxports of high skilltechndogy and Institutions

oPHL

60

oGP

oRL

a

o
£S5
P
‘© OKCR
c oo OURE
5 oTHA N g
c 00N oHnN®
=N
OoN
S
[S]
(]
[N

150
Insitutiondl quality index

. Nath
Fittedvaues

Hghvaluetechndlogy if Fector Intersity Index imroies

o South

40 60 80

Factor Intensity Index

20

gol ndex

40

Factor Intensit
20

Exports of low skill/technology and Institutions
©BGD

OHTI °Lso

©KHM
ONPL

OPAK

®PRT

;::;A%ERo SLe@A g

80 100

150 . 200
Institutional quality index

o North
Fitted values

< South

High value technology if Factor Intensity Index improves

Exports of energy products and Instituions

OTTO

ONCR

150
Insttuional quality index

. North
Fittedvaues

Hghvalue techndogy if Fector Intersity Index improves

o South




Quality of Institutions

SO me corre I ate(ﬁeveloping)

Exports of low skill/technology and Institutions
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Human Capital

Exports of primary commodities and Human capital
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Specifications> Em pl r|Ca| M ethOdOIOgy

« 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
e E Urther issues:

* Reverse causality:

— Dealing with endogeneity
= 2SLS-IV and GMM-IV specification
hoice of appropriate specifications

vs *Wahel data:
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s> Model specification

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

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

e Reverse causality and instruments

S5 1Ql; = 4, + B,AJRI HJ, + BEPOLG + B,GEOG + &1,
P EPOL =6 +6,EPOL +6;AIR/ HJ; +6,GEOG +&gpo.
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Model specification: Panel data

Core panel specification

Fla-c, =a, +a,IQl, +a,EPOL +¢&,

Dynamlc panel specification (AB/BB)
II"AFIA Git J'AFIA"Gi,t—l+/81A|Q|it + S, AEPOL, +Ac¢,

4] 9
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Robustness checQ Fu rther exp I O ra,tl on

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> C FOSS-Se Ctl on
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Foligy Va“able> C 0SS-Se Ctl O kdeveloping countries)
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Summary > Conclusions

Preliminary results identify the positive roleinstitutional quality in
determining stages of factor-contents of develogimgntries.exports
during 1995-2007.

In the benchmark model specification, the higleeel of institutional
quality, along with economic policies and otheatedl factors, leads
to higher factor-contents of technology relatedoztqd products.

Results can answer some specific issues relatejions that help us

to understand the new-geography models of trad@yh# also
Indicates the key role of supply side factors antlie domesti
policies in understanding the transformation ofrdaas trade
tructure.

Fhe analysis is important to understand the climghip of ladder by
South-South economies in new geography of intevnatitrade.

'&{- te re-emphasize the hand-in-hand approaetaking
Jtational quality and supply-side factors torwtogether to raise
coherence and help develop Inclusive tratkdevelopment
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