Institute of
. Social Studies
i‘, ’l

ANTI-EXPORT BIAS
IN THE EXPORT-ORIENTED ECONOMY
: OF SRI LANKA

A Thesis presented by
Sirimal Abeyratne
v

(Sri Lanka)

in Fulfilment of the Requirements for obtaining the Degree of

Master of Philosophy in
Development Studies

Members of the Examining Committee
Dr G. Irvin
Mr J.V. Alarcén UCLIB

o NGy

438923
i The Hague, November 1992

438923 .

\; £V 2
W, JSETTRAY ¢

| Brery gt

|



CONTENTS

ACKNOWLEDGEMENTS
LIST OF TABLES

INTRODUCTION
The Issue and the Research

CHAPTER 1
The Question of Anti-Export Bias in Sri Lanka

1.1 Sri Lanka among the East Asian Newly Industrialized Countries
1.2 Sri Lanka and the NICs: Trade Strategy and Trade Bias
1.2.1 The Choice of Trade Strategy
1.2.2 The Level of Anti-Export Bias
1.3 Exchange Rate Policy and Export Competitiveness
1.4 Reforms of Commercial Policy after 1977
1.4.1 Tariff Reforms
1.4.2 New Taxes on Imports
1.4.3 Export Promotion Incentives
1.4.4 Reforms in Domestic Production Taxes
1.5 Effective Protection Studies in Sri Lanka
1.6 Summary
Notes

CHAPTER 2
The Choice of Trade Strategy: A Sketch of Theory and Evidence

2.1 Outward versus Inward Oriented Trade Strategy
2.1.1 Export Orientation in terms of Neutral Protection
2.1.2 Export Orientation in terms of Ultra Subsidy Protection
2.1.3 Negative Effects of Excessive Protection

2.1.4 Complementarity of Protection between Import Substitution and

Export Promotion

2.1.5 Export Orientation in Practice
2.2 The Validity of Arguments against Outward Orientation

2.2.1 Export Orientation and Infant Industries

2.2.2 Competition and Competitiveness

2.2.3 Comparative Advantage, Efficiency and Economies of Scale
2.3 Trade Strategy and Growth

2.3.1 Empirical Support

2.3.2 The Function of Technological and Economic Factors
2.4 Summary
Notes

ix

xi

10
11
15
18
18
19
20
21
21
23
25

28

28
29
31
33

34
34
36
36
38
39
41
41
43
46
48




CHAPTER 3
The Theory of Anti-Export Bias

3.1 Determination of Anti-Export Bias 52
3.1.1 Trade Strategy and Effective Protection 52
3.1.2 Definition of Anti-Export Bias 54
3.1.3 Contributions to the Measurement of Anti-Export Bias 55

3.2 A Two-Sector Model of Anti-Export Bias in Trade Theory 57
3.2.1 Illustration of Nominal and Effective Anti-Export Bias 58
3.2.2 Changes in Production, Consumption and Trade Patterns 61

3.3 Formulating Anti-Export Bias Coefficients: A Multi-Commodity Model 63
3.3.1 Nominal and Effective Anti-Export Bias Coefficients 64
3.3.2 Commodity and Technological Homogeneity between Import Substitution

and Export-Oriented Activities 66
3.3.3 Treatment of Nontraded Inputs and the Effective Anti-Export

Bias Coefficient 67
3.4 The Effects of Changes in Protective Measures 68
3.5 Negative Value Added and Production Inefficiency 73
3.6 Implications of the Assumptions 74

3.7 Summary 76
Notes 78

CHAPTER 4
Anti-Export Bias in the Manufacturing Sector 82

4.1 The Sample of Survey Data on Manufacturing Production 82

4.2 The Method of Weighting the Averages 85

4.3 Interindustry Distribution Pattern of Nominal Anti-Export Bias 86

4.4 Correlation between Nominal and Effective Price Effects , 8

4.5 Effective Anti-Export Bias Coefficients 91
4.5.1 Inter-industry Distribution Pattern of Effective Anti-Export Bias
4.5.2 Effective Anti-Export Bias and Export Performance

4.5.3 The Variance and the Average of Effective Anti-Export Bias Coefficients 102
4.6 Indirect Protective Measures and Effective Anti-Export Bias 105
4.7 Effective Protection to Foreign Investors in the Investment Promotion Zones 106
4.8 Summary 108

Notes 111

CHAPTER 5 _
Relative Efficiency, Inefficiency and Anti-Export Bias 114

5.1 Value Added in Import Substitution and Export Promotion 115
5.1.1 Domestic and Free Trade Value Added 115

5.1.2 Free Trade Value Added and Effective Anti-Export Bias
5.2 Allocative Efficiency and Effective Anti-Export Bias 122
5.2.1 Production Activities with Negative Free Trade Value Added : 122

5.2.2 The Effects of Inefficiency on Effective Anti-Export Bias
5.3 Summary
Notes




CHAPTER 6
The Response of Anti-Export Bias to Policy Reforms

6.1 Reforms of the Structure of Protection
6.2 Updating Anti-Export Bias Coefficients: Measurement Issues
6.3 The Response of Nominal Anti-Export Bias to Policy Reforms
6.4 The Response of Effective Anti-Export Bias to Policy Reforms
6.4.1 Changes in Industry-wise EBAX Coefficients
6.4.2 Changes in the Average and the Variance
6.5 The Effectiveness of the Reforms of Commercial Policy
6.6 Summary
Notes

CHAPTER 7
Conclusion

7.1 The Model of Anti-Export Bias
7.2 Major Findings of the Study
7.3 Some Reservations
7.3.1 Methodological Issues
7.3.2 Limitations of the Estimates of Anti-Export Bias
7.4 Policy Implications

APPENDIX 1
Empirical Application of the Model of Anti-Export Bias

APPENDIX II
Estimation Results of Anti-Export Bias

APPENDIX 1II
Quantitative Restrictions on Imports and Exports

REFERENCES

Vil

132

132
134
135
138
138
142
145
148
151

153
153
154
158
158

159
160

164

170

182

183



