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its growth over that decade, have been well above the industrial country

average. Among the industrial countries, only Japan and (marginally) the
United States have higher shares of exports to developing countries, and less so
now than in 1970. The share of imports from developing countries has been
growing more rapidly in Australia than in any other industrial country and by
1979 was close to the average for industrial countries. These changes have been
even more marked for manufactures trade than total trade (Table I). By 1979,
5 per cent of Australia’s domestic sales of manufactures were supplied by imports
from developing countries, compared with an average of only 3 per cent sales
in other industrial countries.

The comparatively high and increasing propensity for Australia to trade with
developing countries may seem at odds with what standard trade theory would
predict. Not only is Australia similar to most developing countries in being an
exporter of mainly primary products, but it also has high import barriers against
the most important manufactured exports from developing countries, namely,
textiles, clothing, and footwear. Moreover, the extent of Australia’s discrimi-
nation against these relative to other manufactured imports increased enormously
in the mid-1970s (and early 1980s).

The purpose of this paper is to analyze Australia’s relatively rapid trade growth
with developing countries over the 1970s. The next section, which first sum-
marizes the changing directions of Australia’s trade, shows that all of the growth
in trade with developing countries has been with the Middle East and East Asia.l
The petroleum-related trade growth with the Middle East is not surprising, and
has been roughly commensurate with the region’s increased shares of world trade.
Australia’s trade growth with East Asia, on the other hand, has been considerably
greater than their increased world trade shares. This is partly the result of
increased complementarity in trade between Australia and newly industrializing

THE share of Australia’s exports to developing countries in the 1970s, and

The authors are grateful to Max Corden and Peter Warr for helpful comments and to Prue
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1 The term East Asia is used in this paper to cover the major economies of both Northeast
Asia (Hong Kong, Japan, the People’s Republic of China, South Korea, and Taiwan)
and Southeast Asia (Indonesia, Malaysia, the Philippines, Singapore, and Thailand).
Brunei, Burma, Macao, Mongolia, North Korea, and the Indochina states are excluded
because of the very small volumes of their trade with market economies.
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TABLE 1
DEVELOPING COUNTRY SHARES OF VARIOUS INDUSTRIAL COUNTRIES® TRADE, 1979
(%)
Developing Countries’ Share Developing Countries’ Share

of Manufactures Trade of Total Trade
Imports Exports Imports Exports
Australia 21(9.9) 40(3.6) 24(7.0) 32(4.2)
Canada 6(2.1) 10(2.1) 11(3.6) 9(3.4)
EEC* 15(1.6) 25(1.0) 23(2.1) 22(4.6)
Japan 39(3.8) 51(1.1) 60(4.3) 46(2.5)
Sweden 10(1.9) n.a. 15(4.6) 17(7.4)
United States 33(3.6) 42(1.6) 47(6.8) 36(2.1)
Total? 19(2.0) 30(1.4) 30(4.0) 27(3.5)

Sources: International Bank for Reconstruction and Development, Market penetra-

tion tapes, 1982; International Monetary Fund, Direction of Trade, 1975 and 1981
. editions.

Note: The numbers in parentheses are average annual rates of growth in shares

over the previous decade assuming a linear trend between 1970 and 1979.

a The three smallest members of the EEC-9, Denmark, Ireland, and Luxembourg,

are not included here.
b Refers to the above-listed countries only.

East Asia, and partly due to the strong bias in Australia’s trade with its Asian-
Pacific neighbors. »

The third section of the paper examines the reasons for the three main factors
affecting Australia’s trade with developing countries: the increased importance
of East Asia’s developing market economies in world trade, their increasing trade
complementarity with Australia, and the strong bias in Australia’s trade with
them. The role of a fourth factor, protectionism, is discussed in the final section.
The paper concludes that the shares of Australia’s trade with Asian developing
countries is likely to continue to increase, but that the extent of increase will
depend to a considerable extent on the ability of governments to resist the pres-
sures to protect declining industries from import competition.

I. AUSTRALIA’S TRADE REDIRECTED TOWARD EAST ASIA

The large changes in the direction of Australia’s foreign trade over the past three
decades are summarized in Table II. By the late 1960s, Japan had displaced
the United Kingdom as Australia’s major trading partner.?> The importance of
other East Asian countries and the United States as export markets for Australia,
and of the United States as an import supplier, also grew rapidly over the
1960s. The 1970s saw a further decline in trade with the United Kingdom,
rapid growth in trade with developing East Asia and the Middle East, and reduced

2 See Arndt [4] and Drysdale [8] for analyzes of the extremely rapid growth of Australia’s
trade with Japan at the expense of the United Kingdom during the latter 1950s and
1960s.
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TABLE II
DIRECTION OF AUSTRALIA’S TRADE, 1951-52 To 1981-82
(%)
Exports Imports
1951-52 1968-69 1978-79 1951-52 1968-69 1978-79
to to to to to to
1954-55 1971-72 1981-82 1954-55 1971-72 1981-82
Industrial countries: .
United Kingdom 36 11 4 45 21 9
Other Europe 27 16 17 15 19 17
United States 7 13 11 12 24 . 23
Japan 8 26 28 2 13 18
New Zealand 4 5 5 1 2 3
Total 84 73 66 79 87 74
Developing countries:

East Asia 6 12 18 7 7 13
Southwest Pacific 3 4 4 1 2 1
South Asia 4 3 2 6 2 1
Middle East 1 2 5 4 5 10
Africa 2 2 1 2 1 1
Latin America 1 2 1 1 1 1
Total 16 27 34 21 .13 26

Source: Australian Bureau of Statistics, Overseas Trade, various issues.

shares with other country groups. Thus the importance of East Asia to Aus-
tralia’s trade has more than trebled over the past three decades. It now accounts
for almost half Australia’s exports and a third of its imports. Over the 1970s
the countries which have enjoyed the most rapid trade growth with Australia are
the resource-poor, newly industrializing countries of Hong Kong, Singapore, the
Republic of Korea, and Taiwan, hereafter called the Asian NICs.

Some of this transformation in the direction of Australia’s trade is due to the
changing importance of various countries in world trade, while the rest is attrib-
utable to changes either in trade complementarity or in biases toward certain
trading partners.

To net out the effects of changing world trade shares, it is useful to compute
the intensity of trade index, defined as the share of Australia’s export (or import)
trade with a particular country or region relative to that country or region’s
share in imports from (exports to) the rest of the world (Kojima [17]). These
indices, reported in Table III, show that Australia’s trade with the United King-
dom has fallen considerably faster, and its trade with East Asia has grown
considerably faster, than these countries’ shares of world trade. By the late
1970s, the share of Australia’s exports going to Japan was almost five times
Japan’s share of imports from the rest of the world. Australia’s trade shares
with developing East Asia have also become relatively high, averaging almost
twice those countries’ shares of world trade. By contrast, the growth in Aus-
tralia’s trade with the Middle East has barely kept up with the latter’s trade
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TABLE III
INTENSITY OF AUSTRALIA’S TRADE, 1951-52 To 1979-80
Exports Imports
1951-52  1965-66  1975-76 1951-52  1965-66 1975-76
to to to to to to
1954-55  1969-70  1979-80 1954-55  1969-70 1979-80
Industrial countries:
United Kingdom 3.8 2.0 0.8 5.2 3.5 2.1
Other Europe 0.7 0.3 0.4 0.4 0.4 0.4
North America 0.5 0.9 0.8 0.7 1.5 1.6
Japan 3.0 4.2 4.9 1.2 2.0 27
New Zealand 57 13.2 17.9 1.1 4,1 11.4
Total 1.2 0.9 0.9 1.2 1.1 1.0
Developing countries:

ASEAN 0.9 2.9 2.6 1.6 1.6 1.8
Other East Asia 0.5 1.1 1.3 0.1 0.7 1.5
Southwest Pacific 18.0 20.4 17.8 11.7 11.9 10.4
South Asia 1.5 1.6 1.8 1.9 1.3 1.1
Middle East 0.3 0.8 0.9 1.3 14 1.0
Africa 0.4 0.7 0.7 0.5 0.3 0.3
Latin America 0.1 0.3 0.2 0.1 0.1 0.2
Total 0.6 1.4 1.3 0.8 0.9 1.0

Sources: Australian Bureau of Statistics, Overseas Trade, various issues; United
Nations, Yearbook of International Trade Statistics, various issues.

Note: The intensity index is defined as the share of Australia’s export (or import)
trade with a particular country or region relative to that country or region’s share
in imports from (exports to) the world net of Australia’s imports (exports). See
footnote 2 in the text.

growth with the rest of the world. Also noteworthy is the growth in intensity
of trade with New Zealand which, with the Southwest Pacific developing coun-
tries, enjoy trade shares with Australia that are more than ten times these
countries’ shares of world trade.

The remaining reasons for the growth in Australia’s trade with East Asia are
growth in trade complementarity and reduced resistances to trade with East Asia
vis-a-vis other countries. Drysdale [7] has shown that the trade intensity index
can be expressed as the product of a complementarity index and a bias index.
The complementarity index measures the extent to which the commodity com-
position of country s exports (or imports) matches that of country j’s imports
(exports) more or less closely than it matches the commodity composition of
world trade. The bias index indicates the degree of resistance to i’s trade with
j relative to the average degree of resistance in i’s other bilateral trading relation-
ships. For both indices a value greater than unity indicates a positive influence
on trade intensity while a value less than unity measures a negative influence.?

3 The intensity of trade (Iy) is defined for country i’s exports to country j as the share
of i’s exports going to j(X;/X;) relative to the share of s imports (M;) in world imports
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Using these concepts it is possible to disaggregate quantitatively the growth
in Bast Asia’s shares of Australian trade into the three elements mentioned above:
that due to the growth in these countries’ shares of world trade; that due to
increasing complementarity between their trade and Australia’s; and that due
to reduced resistances to Australia’s trade with them as compared with other
countries. Table IV presents the results of such a disaggregation of Australia’s
trade growth with East Asia and the United Kingdom over the 1970s.

There are three points to note from Table IV. The first is the exceptionally
high bias throughout the 1970s in Australia’s trade with East Asia (columns 7
and 8). The average of the ‘bias indices is about 2, which means that any
increase in East Asia’s share of world trade, or in its trade complementarity with
Australia, is reflected in an increase in Australia’s trade share with East Asia
which, in percentage terms, is twice as large as it would be if resistances to trade
between all countries were equal.

The second point is that complementarity in Australia’s trade with East Asia
is above average only in the case of exports to Japan, although both export and
import trade complementarity with the developing countries of the region in-
creased considerably over the 1970s (columns 5 and 6 of Table IV). It should
be kept in mind, however, that this index reflects actual trade specialization
rather than to differences in comparative advantage. The more countries protect
their least competitive industries from import competition, the closer this index
will be to unity and so the less it is an indicator of potential trade complementarity.

Third, it is clear from columns 10 to 12 of Table IV that the increased
importance of the East Asian developing countries in world trade explains much
of their increased importance to Australia, although increased complementarity
has also contributed substantially. In addition, the very strong bias toward ex-
porting to ASEAN fell somewhat, while the bias toward importing from Northeast
Asia strengthened at the expense of bias in trade with the United Kingdom.
(Almost all of the 50-60 per cent decline over the 1970s in Australia’s trade
with Britain is explained by this reduction in bias.)

net of s imports (M,—M;). That is,
Xij _ M;
Xi | Mu—M:i
The complementarity and special country bias indices (Cy; and Bj;) for country ’s exports
to country j are,
L efXE Mw—M: Mj")
CU_;( X: MJos—M&  M;

L=

and

Mt — M )
X4 M)’
where k refers to individual commodities. Notice that the intensity index, I;;, is the product

of C;; and By. Similar indices can be defined for i's imports from country j. For further
discussion on these indices, see Drysdale and Garnaut [8].

By=Xy- 3
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II. REASONS FOR TRADE GROWTH WITH EAST ASIA

The lack of growth in world trade shares for South Asia, Africa, Latin America,
and the Pacific island developing countries over the 1970s, together with relatively
little change in their trade complementarity or trade bias with Australia, has
meant that their trade shares with Australia have not grown in recent years. The
growth in Australia’s trade with the Middle East has been almost solely due to
the latter’s increased world trade shares, again with little change in complemen-
tarity or bias with Australia. (These facts are reflected in the lack of change in
their trade intensity indices in Table III.) It is only Australia’s trade growth
with the East Asian developing countries for which all three elements have
changed. The reasons behind each of these changes are discussed in turn.

A. Rising World Trade Shares

Consider first the increasing importance of East Asia in world trade. The
very rapid rise in the world trade shares of developing East Asia, shown in
columns 3 and 4 of Table IV, resulted from rapid growth in both real GDP
and the share of GDP traded. Real GDP has grown at 9.3 per cent per year
over the past decade in the Asian NICs and at 7.3 per cent in the other ASEAN
countries. This performance compares with about 5 per cent in other developing
countries and 3 per cent in industrial countries. In addition, the share of GDP
exported has risen from 48 to 61 per cent between 1970 and 1979 for the Asian
NICs and from 20 to 30 per cent for other ASEAN. These shares are now
well above the 20 per cent average for middle-income (and industrial) countries.

The growth of GDP in East Asia has not been unrelated to this greater trade
orientation. In R.O.K. and Taiwan in particular it has been directly related to
deliberate changes of trade policy toward export-oriented industrialization, while
in Hong Kong and Singapore the maintenance of virtually free trade policies has
facilitated the continuation of their strong economic growth (Frank, Kim, and
Westphal [9]; Hsing [12]; Hong and Krause [11]). In addition, international
conditions have been favorable for export-oriented growth by these developing
countries. In the 1960s and early 1970s the strong growth of industrial countries
together with some liberalization of their trade policies opened up opportunities
for import penetration of labor-intensive manufactures as structural adjustments
occurred in the high-wage countries, particularly in neighboring Japan. More
recently, a similar adjustment process in the Asian NICs has assisted the lower-
wage ASEAN countries and China to compete in the world’s marketplace for
simple manufactures (Garnaut and Anderson [1o).

B. Increasing Trade Complementarity

To explain the growth in trade complementarity between East Asia and Aus-
tralia in the process of the former’s rapid economic growth, it is useful to draw
on the modern theory of dynamic comparative advantage. The Heckscher-Ohlin-
Samuelson model of international trade indicates that, under various assumptions,
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each country would export commodities which require relatively intensive use
of the country’s relatively abundant factors of production. Empirical tests in the
early postwar years failed to support this model of comparative advantage in its
simplest form, giving rise to numerous attempts to modify the theory to make
it more applicable to the real world. Many of the earlier modifications have
been synthesized by Johnson [13] in his Wicksell Lectures. He suggests that
the two-sector, two-factor, Heckscher-Ohlin-Samuelson model is more applicable,
at least for manufactured goods, if capital is defined broadly to include not only
physical capital equipment but also human skills, social capital, technological
and organizational knowledge, and natural resources, while labor is defined in
the narrow sense of human labor time availability. The relative capital intensity
of different activities is then reflected in flow terms by relative value added per
unit of labor time input.

Krueger [18] has further modified the model to allow it to explain trade in
primary products as well. This modification separates out natural resources
from Johnson’s broad definition of capital, and integrates the model with the
Ricardo-Viner specific capital model that has recently become popular again
(Jones [14]). The model then becomes one of an economy with two tradeable
sectors, producing primary products and manufactures, and three factors of
production: natural resources which are specific to the primary sector, capital
which is specific to the manufacturing sector, and labor which is used in both
sectors, is intersectorally mobile and exhibits diminishing marginal product in
each sector. In this model, at a given set of international prices, the wage rate
is determined by the overall per worker endowment of natural resources and
capital, while the structure of production is determined by the economy’s relative
factor endowments and production functions.

An underdeveloped country with little capital will produce mostly primary
products and export them in exchange for manufactures. As the stock of capital
per worker expands, wages increase and labor is attracted to the manufacturing
sector. The country gradually switches from being predominantly a primary
producer to being predominantly an exporter of manufactured goods, with the
capital intensity of manufacturing activities increasing over time. Labor begins
to be attracted to manufacturing at an earlier stage of economic development,
and the manufactured goods initially exported use unskilled labor relatively more
intensively, the lower the country’s natural resources per worker.

The fact that capital is required in addition to natural resources and labor in
primary production strengthens the conclusion that natural-resource-poor, densely
populated countries will begin manufacturing at an earlier stage of capital avail-
ability per worker than resource-rich countries. At a particular level of capital
per worker, a country would tend to employ a greater share of its available
capital in primary production rather than in manufacturing the greater its agri-
cultural land and mineral resource endowment per worker. And the fact that
capital is internationally mobile allows the possibility of a country proceeding
faster along its path of economic growth than its domestic savings rate alone
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would allow. The changes in comparative advantage can proceed more rapidly
where barriers to foreign capital inflow are slight.*

The demand for food increases with population and per capita income while
the demand for industrial raw materials increases with manufacturing production.
Thus a country’s export specialization in food products tends to be lower the
higher its GNP per hectare of agricultural land, while its export specialization
in minerals tends to be lower the greater its mineral resources per unit of manu-
facturing output, ceteris paribus.

While domestic economic growth, capital accumulation, and industrialization
in a country tend to weaken that country’s export specialization in primary prod-
ucts, it has the opposite effect on other countries insofar as it results in increased
foreign demand and a consequent terms of trade improvements for food and
industrial raw materials. Rapid economic growth in industrial countries in par-
ticular also generates an improvement in the terms of trade for labor-intensive .
manufactures due to the increasing relative scarcity of (particularly unskilled)
labor in industrial countries. Thus, although industrial country growth may
strengthen export specialization in primary products for resource-rich countries,
it may also strengthen export specialization in simple manufactures for resource-
poor developing countries. Relatively rapid growth in the latter countries in
turn further strengthens the primary-product export specialization of slower-
growing, resource-rich countries.

The above elements of a theory of changing comparative advantage in the
process of economic growth suggest a number of explanations for the changes
in trade complementarity between resource-rich Australia and the rapidly growing
countries of East Asia. First, they suggest the more resource-poor and densely
populated a developing country, the earlier the stage of economic development
at which it switches from exporting to importing primary goods and begins
exporting unskilled-labor-intensive manufactures. Second, within manufacturing,
countries gradually switch from exporting only unskilled-labor-intensive manu-
factured goods to exporting a wider range of manufactures which are increasingly
more capital-intensive (including human capital) as capital availability per worker
expands. Third, developing countries make these switches more rapidly the faster
their economic growth and their increases in capital availability per worker.
For these reasons, industrial countries’ import trade complementarity with rapidly
industrializing, resource-poor countries increases in the absence of increases in
trade barriers. In addition, the export composition of slower-growing, resource-
tich industrial countries like Australia becomes more complementary to the import
composition of these rapidly developing countries as their demands for food and
industrial raw materials rise.

To use the above theory to help explain Australia’s increasing trade comple-
mentarity with East Asian developing countries requires data on changing relative
factor endowments and economic growth rates. Crude proxies for relative factor

4 These and other modifications are discussed in more detail in Garnaut and Anderson [10];
Anderson [1]; and Anderson and Smith [3]).
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endowments are given in columns 2 and 3 of Table V. Population density can
be used as a rough index of the ratio of labor to natural resources (Keesing and
Sherk [15]), while GNP per capita provides, again very roughly, an index of
broadly defined capital per worker.

As noted above, Japan and the Asian NICs of Singapore, Hong Kong, Taiwan,
and R.O.K.—all of which are extremely densely populated and poorly endowed
in natural resources per capita—have been growing very rapidly relative to other
countries, So too have the moderately densely populated other ASEAN countries
over the 1970s. Densely populated South Asia and lightly populated Africa and
Latin America, on the other hand, have been growing relatively slowly (with a
few notable exceptions such as Brazil). This suggests that industrialization and
the switch in comparative advantage from primary products to manufactures
should have been occurring much more rapidly in East Asia than in other

. developing country regions. The manufacturing shares of exports from Africa,
Latin America, and the Middle East should be low relative to the shares in
densely populated Asia, as should the shares in Australia and Canada relative
to the shares in densely populated Japan and Europe. The relatively rich endow-
ment of natural resources per capita in the Middle East and Latin America should
ensure that despite their high capital-labor ratios relative to other developing
country regions, their exports have remained predominantly primary products,
as in resource-rich Australia (and Africa).

These expectations are born out by the evidence, some of which is summarized
in columns 6 to 11 of Table V. Manufacturing value added has grown extremely
rapidly in East Asia over the 1970s, at about twice the pace of other developing
countries and four times the pace of industrial countries (column 6). The share
of GDP from manufacturing in the four Asian NICs now exceeds the average
share in industrial countries—as does their share of exports from manufacturing,
which doubled from 42 to 79 per cent between 1960 and 1978 (colummns 7 to
10). These four countries alone supplied 60 per cent of the manufactured exports
of developing countries in 1978 (column 11).

The pace of industrialization in China and other ASEAN countries has also
increased recently. Despite rather low capital-labor ratios, their manufacturing
exports expanded rapidly during the 1970s and in 1978 equalled in value those
of Latin America, or of South Asia, Africa, and the Middle East combined.
With the Asian NICs they accounted for 70 per cent of all manufactured exports
from developing countries in 1978. While this amounted to only 6 per cent of
the world’s total manufactured exports, it represented a much higher proportion
of labor-intensive items. In particular, the East Asian developing countries sup-
plied 28 per cent of the world’s textile and clothing exports in 1978.

The rapid export-oriented industrialization of first Japan, then the four Asian
NICs, and now the other ASEAN countries and China has been associated with
and, along with increases in world energy prices, partly the cause of, Australia’s
more intensive exploitation of its mineral reserves and expansion of its exports
of primary products. The share of manufactured goods in Australia’s exports
has risen during the 1960s and 1970s, but much of the increase is due to metals



131

AUSTRALIA’S TRADE GROWTH

*6.—0L61 porad oy} 10J ‘10309 [BLUSTPUI [E}0} 9y} IOf oIe WMOYS SSOTJ, °"SIqER[ieA® JOU oI¢ BUID IOF EJEp SurmjoeInue p
‘queo 1od g sem BURUSSIY pue ‘OOIXON ‘[Izelf Uey; JIOWIO BOLOWY Une I0] JOO JO oreys Sunmjoejnuewl 9] o

"BdLYY qIn0§ SUIPN[OXH q

SO pue ‘uemie], ‘Suoy Suoy ‘eorodedul§ e
‘(1861 ‘®lluB) 7 pue [ 'SON ‘ZI ‘[OA ‘gay fo sariuno) trquiapy Surdojpasq fo siomwd
-puy £ ‘queq juomdofeas UBISY (0861 JIOX MIN) 661 ‘SouSuvIS SiunoIy [pUONDN fo 3jooqivax ‘suoneN PoNUN (0861
‘BASUSD)) L6 SouSupIS juowidojaAa(q puv apvif [DUOUDUIAIUL O JOOGPUDE] ‘uowrdojoAsd(g PpuB Spel], WO 9JDTLIISFUOD SUONEN
poyu() ‘SuomIpd I8¢ Pue 0861 ‘Ioday muowdopaaq pliogl ‘yustudo[aas( pue UOHONLSUOIY IO} NUeq [CUOHBUINUL :S30IN0§

< 6¥ 0 eu Ly pL’8 6'¢ €'t 0¢c 66 0ce UL
19 ic 81 ST £C L 9°¢ 't 079 113 £L€°T [e10L
01 81 11 € 29T £9 e LT 06€°1 Ll LOS BOMOUIY TN
[4 S 8 9 <l 09 T 9T 01¢ ST 8CC QeI
€ 4 s I (4! 101 sy s 090°C 0c 18¢ ised SIPPIA
§ 123 (44 £t 91 44 €T €T 081 €81 139! BISY [NOS
0 01 'L B L s 0 oy 00L 8 1S ogroed
14 ST 9 < ST L'01 Y 6'C 0S¥ SL 011 NVHSV 1110
LE 6L 1L (44 8¢ 6€l 0L 'L 0SP°T ovp 6 eSOIN UBISY
:sernunod . Jurdofsaa(g
¥s9 9L VL 99 L7 Ie T oy 0L0°8 (44 696°S 1e10L
1 (44 (4} ¢ ¥4 et [ |4 06LY (4} 8T pue[esZ MoN
14 8¢ 17 8 61 6¢ 9’1 €'t 066°L [4 91l eensny
6 L6 ¥6 6L 62T T9 8¢ ¥'6 08Z'L 60¢€ VL6 wedef
144 143 159 o€ 61 8¢ 1'¢ L'e 081°% 4 s0T epeue)
66 69 0oL €9 €4 6'C (A4 0t 065°6 14 (4824 SeIS paNuf)
PLE 6L 9L €L 6T 6T €T (44 0659 1L T8LT adomng WO
8¢ 18 $8 ¥8 ST 9'0 0¢C €T 0£0°S 67T LLT wopsury peIuf)
1SOLHUNOD [RLLSAPU
(in (o (6 @© () ) ) W) (€) @ (D
8L61 8L61  0L61 0961 8L61 ewhuw\.mﬁ 8L-0L61 0L-0961 8L61 8L61 8L61
(vorng $S0) %) (%) Suum @&2@% (%) Gsn . GuWd (uorpig
sprodxg wuiﬂoawzwmz woiy -oOeJnuRA 7o IMOID eide) Iod OO 1WAIIN)) /UO0SId{) $Sn
SunnjoeInuey sy10dX5 JO Ieys woil D €9y Jenuny Jo moIn 1edy  eude) Lsusq JUALINYD)
JO on[eA Jo ox1eys oBeIoAY enuuy oferoay  Iod INO uonemdog dao

8/61 OL 0961 ‘VNIHD ANV SHIWNONOOH LAS¥VIN SATIOM THL 40 SOLLSMALOVIVHD JLLOETAS

A HI19dVL



132 THE DEVELOPING ECONOMIES

and in any case it still remains extremely low by industrial country standards
(columns 8 to 10 of Table V).* The substantial increase in real wages in Aus-
tralia over the 1970s, especially for female and unskilled workers, has in addition
caused a particularly strong increase in comparative disadvantage for Australia’s
unskilled-labor-intensive manufacturing industries. This explains why Australia’s
trade complementarity with East Asia increased substantially over the 1970s, both
absolutely and relative to its trade complementarity with other developing regions,
especially resource-rich Africa and Latin America.

C. Proximity and Regional Trade Bias

It is clear from column 8 of Table IV that the value of Australia’s trade with
East Asia is now about twice as large as might be anticipated from this region’s
share of world trade and its complementarity in trade with Australia. The rela-
tively low resistances to Australian trade with East Asia (and other Western
Pacific countries) that is reflected in high country bias have its origins in relative
geographic proximity.® But closeness has not always been the major determinant
of Australia’s trade partners. Within the British Empire, as within most of the
imperial blocs prior to World War II, tariff preferences, investment ties, similar
institutions, and a common language together ensured that intra-empire trade
biases were strong. Only after the 1940s did trade discrimination within former
imperial blocs begin to be removed. Even then, established intense bilateral
trading relationships that had their origins in discriminatory government policy
often continued because of familiarity between businessmen. and firms and rela-
tively high levels of direct foreign investment.

As the scale of potential trade between Australia and East Asia increased with
economic growth and growing complementarity, pressures built up for restructuring
Australia’s trade away from Europe. Potential benefits from pioneering new
trading relationships and organizing new transport and communications networks
increased. The changes came most quickly with Japan where the potential for
low-cost intra-regional trade was greatest. They proceeded rapidly with all of
the ASEAN countries through the 1960s and 1970s and with Taiwan and R.O.K.
through the 1970s. Relative resistances in the trade of the latter two resource-poor
countries with Japan and the United States remained low, but as their total trade
expanded it became profitable to build more intense trading relationships with
a number of additional countries, including resource-rich Australia. The advan-

5 The share of minerals and metals in Australia’s exports rose from 7 per cent in the early
1960s to 40 per cent in the early 1980s, reducing agriculture’s share during that period
from over 80 to less than 45 per cent.

It is the relative and not the absolute geographic proximity of two (“primary”) countries
that is relevant in this context: the closer are pairs of third countries to each other and
the lower are resistances to trade between them, the more they will tend to trade with
each other, the less they will trade with each of the two primary countries, and the more
the two primary countries will trade with each other. Similarly, the lower are resistances
to trade between one of the two primary countries and the rest of the world, the more
that country will trade with the rest of the world and the less it will trade with the other
primary country.

«
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tages that high historical levels of trade bestowed on Australia’s trade with the
United Kingdom, on the other hand, were gradually eroded.

Discriminatory policy has continued to affect the direction of Australia’s trade,
but over the past decade mainly in a manner that has strengthened rather than
weakened Australia’s regional trading links. The emergence of the European
Economic Community as an inward-looking trading bloc and the entry of the
United Kingdom reduced the relative cost of overcoming trade among excluded
countries, that is, relative to intra-European trade and to excluded countries’
trade with Europe. This contributed very substantially to the increase in regional
trade bias among Western Pacific countries. The Australian system of preferences
for developing countries has had a minor effect in the direction of encouraging
imports from (mostly Asian) developing countries (Warr and Lloyd [20]). A
similar effect has probably resulted from discrimination in the administration
of import quotas for textiles, clothing, and footwear in favor of neighboring
countries.

III. PROSPECTS FOR FURTHER TRADE GROWTH
WITH DEVELOPING COUNTRIES

Clearly, all three elements identified above have contributed to the growth over
the 1970s of Australia’s trade with East Asian developing countries. The first,
growth in these countries’ shares of world trade, can be expected to continue
through the 1980s as their economies grow more rapidly than the rest of the
world and the share of their GDP that is traded remains high. In addition, it
is possible that the lessons from East Asia’s success will have a positive impact
on trade and development policies in other developing countries. For example,
changes in trade policy in South Asia could generate much faster trade growth
in these countries which would have important consequences for Australia, given
Australia’s proximity to and established Commonwealth connections with South
Asia.

The second element, growth in complementarity of trade between Australia
and East Asian developing countries, is also likely to continue through the 1980s,
and would accelerate if other relatively densely populated, resource-poor develop-
ing countries also experience rapid trade growth (e.g., South Asia). This is
because in the latter event developing countries’ increased exports would be
predominantly labor-intensive manufactures and their increased imports would
comprise relatively high proportions of food and industrial raw materials in
which Australia will continue to have a strong comparative advantage. The Asian
NICs are likely to export an ever-wider range of more sophisticated manufactures
as lower-wage developing countries of Southeast Asia, China, and possibly Sri
Lanka become more competitive suppliers of technologically simple, unskilled-
labor-intensive manufactures (Garnaut and Anderson [10]).

Third, the increase in country bias in trade with some neighboring developing
countries may also continue for some time, since for a few of them (most notably
R.OK. and Thailand) the bias index is still well below levels that have been
reached in Australia’s more intense trading relationships. Moreover, the entry
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into the European Economic Community of the low-income economies of Greece,
Spain, and Portugal is likely to reduce the intensity of Western Europe’s trade
with the rest of the world, including other developing countries and Australia.
This will further increase country bias in trade between Australia and Asia.

All three elements of Australia’s trade growth with developing countries, but
especially trade complementarity with East Asia, have been reduced in importance
because of protectionist import barriers, removal of which would boost substan-
tially the prospects for Australia’s further trade growth with developing countries
in' the 1980s.

Of particular importance is Australia’s protection against textiles, clothing,
and footwear imports, because these items are the most common exports of newly
industrializing countries. They have typically been among the most protected
manufacturing industries in industrial countries (Keesing and Wolf [16]). But
Australia’s rates of protection, even relative to those of other industrial countries,
have been extremely high for these industries, as shown in Table VI. In 1973,
the effective protection afforded Australia’s textiles, clothing, and footwear aver-
aged just over 50 per cent, about twice that of other two-digit manufacturing
sub-sectors. By 1978, however, the rate of effective assistance had risen to about
100 per cent, or five times that of other sub-sectors (Industries Assistance Com-
mission [6]). This explains the difference between the growth rates in developing
country import penetration for textiles, clothing, and footwear as compared with
other manufactures. Table VI shows that import penetration of all manufactures
from developing countries grew considerably faster during the 1970s into Aus-
tralia than into any other industrial country, while import penetration of textiles,
clothing, and footwear into Australia grew at well below the industrial country
average (11 compared with 15 per cent per annum).

A reduction in Australia’s protection against textiles, clothing, and footwear
imports would undoubtedly benefit developing countries. This is supported by
a recent empirical study by Warr and Lloyd [20] on the effects of protection on
~ Australia’s trading partners, the results of which are based on the ORANI gen-
eral equilibrium model of the Awustralian economy. Those results suggest that
an across-the-board protection cut for all industries in 1977-78 would have
resulted in almost no change in the developing countries’ shares of Australia’s
imports, though the value of trade would certainly have risen. A protection cut
for textiles, clothing, and footwear alone, however, would have raised the value
of imports from developing countries by almost as much as an across-the-board
cut. Thus from the developing countries’ point of view, reduced Australian
protection on just textiles, clothing, and footwear would be a substantial trade
stimulant. No large reduction is likely before the present import quota arrange-
ments expire in 1988, however, although those arrangements do allow for some
modest growth in imports of these items from developing countries.”

7 For details of the new arrangements, see Joint Statement [5]. In particular, the “fixed
quota” basis of the arrangements provide for more rapid growth in times of more
buoyant Australian demand, as in 1981-82, but less rapid growth when domestic demand
is sluggish, as in 1982-83.
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The share and intensity of Australia’s export trade with East Asia also would
have increased more rapidly over the 1970s were it not for increased protection
for agricultural and mineral processing industries in some newly industrializing
countries, notably R.O.K. and Taiwan (Anderson and Smith [3]). Protection
against food imports in R.O.K. especially has increased dramatically over the
1970s, in much the same manner as in Japan (Anderson [2]; Saxon and Anderson
[19]). This increased protection has origins that are in some ways similar to
the increase in Australia’s textiles, clothing, footwear, and motor vehicles pro-
tection in the 1970s: it is largely a response to pressures for structural adjustment
resulting from rapid changes in comparative advantage.

The degree to which Asian countries close off opportunities for expansion of
exports of Australia’s most productive industries through protection is unlikely
to be independent of the trade policy stance of Australia and other industrial
countries. An Australian government that was prepared to accept substantial
liberalization of imports of textiles, clothing, and footwear, would be in a much
stronger position to secure Australian interests in the maintenance of liberal
trading policies elsewhere in the region. This constitutes a reason for trade
liberalization that is just as strong as the improved efficiency in Australian resource
allocation and the interests of Australian consumers that have figured more
prominently in trade policy discussion.
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