ECONOMIC DEPENDENCE AND THE SIZE
OF NATIONS
Antonios E. Karam*

I. INTRODUCTION

A major and well-known characteristic of the economies of the under-develop-
ed countries (UDCs) is their overspecialized productive structures and heavy depend-
ence on the foreign trade sector.

Several economists have argued that the degree of specialization and depend-
ence on foreign trade for a given nation is a function of the size of that nation and
that the larger the size of a nation the lower its degree of specialization and depend-
ence on foreign trade, and vice versa. These same economists have concluded that
the high degree of specialization and dependence on foreign trade that characterizes a
typical underdeveloped country (UDC) must be the result of its typically small size(1).
Kuznets went one step farther and argued that, while the impact of size on the degree
of specialization and dependence on foreign trade exists for both UDCs and advanced
countries, it is particularly true in the case of the latter(2).

This paper attempts to investigate whether there exists an inverse relationship
between the size of a nation and its degree of specialization and dependence on foreign
trade for both UDCs and advanced countries.

In Section li, four dependence indicators will be introduced and discussed.
Thess indicators will stand as proxies for specialization and dependence on foreign
trade. in Section Ili, the meaning of size will be given. In Section IV, the empirical

findings will be presented and evaluated. Finally, in the Conclusion, the findings will
be summarized and a few suggestions will be made.
Il. DEPENDENCE INDICATORS

We have developed elsewhere an analytical framework for the concept of
economic dependence and operationlized it by developing a set of eight dependence
indicators or indices(3). Here, we will make use of only the most important four of
these indicators, for which adequate data exist. The term economic dependerce or
simply dependence is taken, here, to refer to the degree of specialization and open-
ness that characterizes a giver economy.

* Antonios E. Karam is an assistant professorof Economics at Kuwalt University.
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1. The Over-AN Teade Indicator (10T)

M+ X
10T =

GNP
Where,
M = total imports,
X = total exports,
GNP = gross national product,
I0T = over-all trade indicator .

The over-all trade indicator (IOT) is the ratio of the sum of the exports and
imports of a country over its gross national product. It represents the overall open-
ness of an economy, The higher this indicator, the more vulnerable the country in
question is to the “winds of trade”. That is, a country with a high degree of econo-
mic openness is subject to sharp economic fluctuations that are induced by factors
that are outside the control of national authorities. As we will see shortly, a high
degree of economic openness (high 10T) is not restricted to the UDCs. Some ad-
vanced countries such as Britain, Switzerland and Japan are also characterized by
high overall trade dependence. What constitutes economic dependence for an UDC
is a whole set of dependence indicators. The existence of one element of depend-
ence for an advanced country — a high overall trade dependence — makes that
country economically vulnerable but rmot dependent.

2. The Export Commodity-Concentration Indicator (lcc)
lcc = Xe1 + Xc2

X

Where,

Xc1 = value of the leading export,

Xc2 = value of the second major export,

X = total exports, A

lcc = export commodity-concentration indicator.

The export commodity-concentration indicator measures the ratio of the sum of

a country’s two(4) leading exports to total exports. While the first indicator of overall
trade dependence measures the overall importance of the foreign trade sector to
a given economy, or its level of openness, the export commodity-concentration indica-
tor (lcc) — the following two indicators — looks at the composition of a country’s
foreign trade. More specifically, this indicator attempts to measure the degree of spe-
cialization in a country’s economic structures (as seen from its exports).
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An unduly high export commodity-concentration indicator, combined with
sharp fluctuations in the prices of exports —- as is the case for a typical UDC -~
would most likely hamper the impiementation of any development plan or strategy
that a country might have devised. This is so because of the associated sharp fluctua-
tions in the country’s foreign exchange receipts and the concomitant reduction in the
country’s capacity to import urgently needed capital and intermediate goads. Even the
targets formulated in the country’s annual budget would have to be often and sharp-
ly modified.

in addition, in a typical UDC of the enclave-type, even in good times when its
few exports are in high world demand, the high returns that the export sector may
earn for the country in question wouid not create much linkage and multiplier
seffect in other sectors of the economy because of the dual character of the economy.
This means that the higly specialized export sector of the typical UDC would not
generate a process of a self-propelling and autonomous growth.

3. The Trading Partner-Concentration Indicator (ITP)
TP = XTP1 + XTP2

o

X

Whers,

XTP1 = value of exports going-to
the major trading partner,

XTP2 = value of exports going to
the second most important trading partner,

X = total exports,

ITP = trading partner-concentration
indicator.

The trading partner-concentration indicator (ITP) measures the geographic con-
centration of a country’s exports in two of its trading partners (5,6). A high trading
partner-concentration indicator is an element of dependence since the economic acti-
vity and well-being of a country depends heavily on the economic and political con-
ditions of one or two of its trading partners(7). The assumption that is being made
here is that a country should behave, in this respect, like & private investor. In order
to minimize risk a private investor seeks to diversify his portfolio. Similarly, a country
should seek to diversify its exports and increase the number of its trading partners.
For, if for one reason or another, the export market for a product should suddenly

close or worsen, the country in question should be able to turn to the export of
other products to the same or to other partners.
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4. The Capital-Goods Import indicator (ICG)
ICG = MCG

M
Where,
MCG = value of capital-goods imports,
M = total imports,
iICG = capital-goods import indicator.

he capital-goods import indicator (ICG) is the ratio of the imports of capital-
goods to inial imports. Like the previous two indicators, this ong iooks at one espect
of the composition of a country’s foreign trsde namely, the importancs, or fack of
it. of the imporis of capital-goods.

While ischnology and cao not synonymous, we do sssurag, how-
avar, that tapital-goods embaody, in the ay that is prevalent at aay
given time, and that 8 country whish produces, by issl, a relatively high ratio of
its needs of capital-goods (say over 50%} iz 1o be a country which has
developed its own technology, «r 2t izas!, has adapted a foreign one. “Ws
have shown elsewnsre that out of eight indicators, the wapital-goods imporis indica-
ior was found to be the one with the highesty and rasst significant sssociation with
economic growth in thirty-eight UDCs{8), Yt may be inferred from this that 8 countny
which imports most of its needs of capital-geos:  {end embodied technolegy) is a
country whose economic growth desends, in & major wav, on foreign sources that
can, for one reason or another, interrupt, or at fsast « ipt, the smooih fiow of wr-
“nﬂ‘v needed capital-gocds. In other weords, o countiy which iraporis rost of
capital-goods is a dependent country since s coonomic growth and weli-bsing signi-
ficantly depend on a foreign technaiogy thet iz controlled by foreign authorities.

e
i

Economists have taien the mean one of more of the
'i@\;vénq its population, its land area and nroduct,  Yet. for empirical
mast sconomists have taken the the size of a nataon 10 maan its total gopu-
choice is partly made because of the betier siatistics that are available
on, and also bkecause the meaning of population is more obvious than, for
513 v meaning of land area (total land a; usable landj. In addition, the |
cheice is partly justified by the high, if not perfest, correlation between total popula-
tion, mta! iand area and nationel produnt {f in this vein, uznets defines a smali
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size nation as an “independent sovereign state with a population of ten millions
or less.”(10) But, as Kuznets emphasizes, the separating line between small and large
size depends on the distribution of other nations’ size and on the ‘“differences in the
economic and social potentials that we wish to emphasize.” (11}

In this paper, we will follow Kuznets’ example and take the size of a nation
to mean its population. In addition, we will consider three categories of size: small,
moderate and large. A small size nation is one with a population of less than 10
millions. A moderate size nation is one of a population between 10 and 30 millions,
A large size nation is one whose population is over 30 millions.

IV. THE EMPIRICAL FINDINGS

We have selected two samples. The first one contains thirty-eight UDCs,
while the other is a comparison group of seven economically advanced nations. The
basis on which the two samples were selected, the nature of the data and its limita-
tions, have been discussed elsewhere.(12)

TABLE 1

Dependence Indicators for Thirty-Eight UDCs:

1965-67
{Percentages)
Country o7 Icc it ICG (1966-68)
Algeria 53.08 76.93 75.22 23.73
Argentina 16.39 47.10 26.97 34.30
Bolivia 40.10 76.11 85.81 36.80
Brazil 7.72 53.00 41,26 28.70
Burma 20.80 75.00 26.30 31.60 (1964-66)
Ceylon 47.50 76.99 36.28 18.00 (1965-67)
Chile 28.21 82.42 37.66 30.00
China (Taiwan) 37.69 12.10 47.11 41,40
Colambia 21.23 78.03 57.55 27.80 (1965-67)
Costa Rica 49.71 62.15 57.64 23.30
Dominican Rep. 27.40 69.40 87.56 16.00
Ecuador 32.69 74.28 65.99 33.10
Egypt 27.04 63.17 32.51 14.10 (1965-67)
El-Salvador 39.28 69.28 49.04 20.20
Ghana 31.73 75.37 33.83 22.50 (1969-67)
Guatemala 31.80 74.59 4574 22.20
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Honduras 53.10 62.09 69.95 24.70

india 14.93 35.51 36.49 34.20

{ran 36.78 91.28 39.24 26.80 (1965-67)
Jamaica 62.52 45.60 65.53 10.50

Korea (South) 25.79 15.84 65.77 37.10

Lebanon 46.72 13.42 34.73 2.80 (1965-67)
Liberia 89.00 92.16 61.26 27.10 (1965-67)
Libya 89.16 99.62 46.05 18.70

Mexico 12.74 40.82 50.92 12.90

Morocco 32.50 43.48 45.90 17.30

Nigeria 32.10 50.10 23.97 16.60

Pakistan 12.15 79.15 76.82 47.30

Panama 44.99 50.00 51.95 33.80

Paraguay 22.35 42.62 54.24 39.10

Peru 31.92 55.70 75.30 4.80

Philippines 29.60 35.98 37.33 17.30 (1965-67)
Tanzania 50.62 45.39 30.10 44.80

Thailand 36.62 42.52 41.30 16.70

Tunisia 41.13 45,67 33.39 41,06

Turkey 11.15 60.26 29.48 21.70

Uruguay 35.01 97.28 57.50 33.10

Venezuela 49.07

Mean: 37.94 58.78 49.86 23.15

Source: Yearbook of Intemmational Trade Statistics, especially the 1968 issue; the
United Nations’ Yearbook of National Accounts Statistics, several issues, the
United Nations’ International Trade Statistics, 1968; and the United Nations’
World Economic Survey, 1969-70.
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TABLE 2

The Relationship Between The Size of Thirty-Eight UDCs And Their Dependence
Indicators: 1965-67

(Percentages)

Type of Size 10T ICC ITP {ede]
Small (1-10 millions) 45.05 68.09 55.43 24.4
Moderate (10-30 millions) 34.85 57.67 45.59 27.7
Large (30 millions) 20.98 43.13 4459 30.8

Source: Data on population is from the United Nations’ Monthly Bulletin of Statistics,
December 1972, the rest is computed from Table 1.

Our analysis, here, follows this procedure: we first discuss the values of the
dependence indicators for our sample of thirty-eight UDCs, then the impact of size
on these indicators. Next, we discuss the values of the dependence indicators for
the group of seven advanced countries. Finally, we compare the dependence indi-
cators of the thirty-eight UDCs with those of the seven advanced countries and find
out the impact of size on the two groups of countries.

From Table | (Column 1) we can notice that the range of the over all trade
indicator (10T) of our thirty-eight UDCs stretches from a.low of 8% for Brazil to a
high of about 90% for both Libya and Liberia. In addition, the average over all trade
indicator for these thirty-eight UDCs is about 30%, which means that for the typical
UDC the sum of its exports and imports constitute about two-fifths of its GNP. The
fact that Libya and Liberia are among our smallest countries while Brazil is one of
the largest gives a first indication of the existence of an inverse relationship betwesn
size and overall trade dependence. This is reinforced by the fact that the five coun-
tries which come closest to the lower limit of overall trade dependence (set by
Brazil) are: Turkey (11%), Pakistan (12% ), Mexico (13%), (India (15%) and Ar-
gentina (16%). All of them are among the fargest in our sample. By contrast, the
countries which come closest to the upper limit of overall dependence (set by Libya
and Liberia) are a blend of small and moderate size countries: Jamaica (63%), Al-
geria and Honduras (53%), Tanzania (51%), Cost Rica (50%) and Venezuela
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{49%3. Thus, it seems that the effect of size is more apparest in the case of large
countries (which tend 'to have low over all dependence) than in the case of
arnd moderate size countries.

A more formal analysis of the impact of size can be had irom the grouped
data of Table 2 (Column 1). As. we move from small to moderate to large size, ths
aversll trade indicator declined from 45% to 35% to 21%. This tends to confirm
the inverse relationship between size and overall trade dependence. This Jinding is
razinforcd by the fact that the correlation coefficient between size and over azil iradz
indicator was found to be — .27. This coefficient was found to be statistically sigi-
ficant at the 10% level of significance, but not at the 5% level. This rneans tii,
while the inverse relationship between size and over ail trade dependence is confiri-
&d, the association between the two is not very strong. It can be inferred fior thig
that there must be factors, other than size that help explain the typical UDC's hign
cverall trade dependence.

Looking at the export commodity-concentration indicatei (ICC), Table
{Column 2) shows that the range of this indicator has a lower limit of about 12%
for China (Taiwan) and an upper limit of nearly 100% set by Libya. This means that
Taiwan’s exports ara highly diversified while Libya's exports are nearly compleiaiy
concentrated in a single product — oil. The average export commodity-conceniia-
tion indicator is exetremely high and approaclies the 60% mark, which means -
2 typical UDC’s one or two leading export producis constitute nearly two-thirds
its total exporis.

Other countries of very high export concentration in one oF two products s
VYenezuela (97%), Liberia (92%), and Iran (91%). On the cther hand, couniiies
nf highly diversified exports are Lebanon (13%), South Korea (16%) and Mexics
{23%).

It appears from the above that, foi one thing, countries of high expot oone
wentigtion in one or two products are those in which one or a few impcitant mineral
iesources have been discovered with the oil-producers being the best examgie,
followed by Chile (copper) and Bolivia (tin). Inversely, countries which possess ~n
important mineral resources tend to have substantially higher diversification in tiair
exports (Taiwan, Lebanon, South Korea). Yet, the extremely high conéentraticr:
the exports of .the so-called one-staple countries (the one staple being one of
following: coffee, tea, rice, cocoa, banana, etc.) such as the Central Latin Ameiions
countries, Ceylon, Ghana and Burma, do not seem to fall under the cbservation jus:
stated. Here the climate, rather than mineral resource endowments, seeins to be tha
overriding cause of the excessive export especialization of these countries.
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As to the impact of size on the concentration of the UDSs's export, a first
hint can be had from Table 1 (Column 2). it can be seen that both the countries that
set the upper limit to overspecialization in exports (Libya and Liberia) and those
that set the lower limit (Taiwan and Lebanon) are of small size. This may suggest,
at first glance, that the size factor may not have an appreciable impact on the over-
specialization of the UDC’'s exports. Yet the more formal analysis of Table 2 (Co-
lumn 2) shows that there exists an inverse relationship between sizz and export
concentration. As we move from small to moderate to large size, the export com-
modity-concentration indicator declines from 68% to 58% to 43%, though the rate
of decline in this case is less than was the case with the overall trade depend-
ence. This means that the overall trade dependence of an UDC is more affected by
the size factor than is the case with export concentration. This conclusion is con-
firmed by the formal correlation analysis which gives a correlation coefficient bet-
ween size and export commodity-concentration of — .25 as compared to a correla-
tion coefficient of —.27 found earlier between size and overall trade dependence.
it follows that the inverse relationship between size and export commodity concen-
tration is confirmed, yet the correlation coefficient (—-.25) was too small to be statis-
tically significant at the 5% level of significance. Again, it seems that factors other
than size are important ‘n explaining the high exports concentration in the UDCs.

Moving now to the third indicator — the trading partner-concentration indica-
tor — Table 1 (Column 3) shows that the average trading partner-concentration is
about 50%, which means that half of a “typical” UDC’'s exports are concentrated
in one or two of its trading partners. It is to be noticed that we found that during
the period covered (1965-67) the great majority of the UDCs still have their former
colon.ial power (Britain, France, Japan) as the first or second trading partner, the
other one being the United States or West Germany.

As to the association between size and trading partner-concentration, we have
a first hint from the fact that the countries of high trading partner-concentration: the
Dominican Republic (8%), Bolivia (86%), Panama (77%), Algeria and the Philip-
pines (55% each) are a blend of small, moderate and large size countries. Even the
countries of low trading partner-concentration: Pakistan (24%), Burma (26%), Ar-
gentina (27%) and Uruguay (29%) belong to the categories of large and small
size. It seems, at first, that the size factor is not that important in explaining the
relatively high trading partner-concentration indicator of the typical UDC.

The more formal analysis of Table 2 (Column 3) shows, however, an inverse,
though weak, relationship between size and trading partner-concentration. As we
move from small to moderate to large size, the trading partner-concentration indicator
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declines from 55% to 46% to 45%. This negative, but weak, association is confirm-
ed by the formal correlation analysis which finds a correlation coefficient of —.24.
It is interesting to note that a recent book fully devoted to the question of size of
nations, and taking a different sample from ours, has found an identical correlation
coefficient of —.24 between size and trading partner-concentration(13). This correla-
tion coefficient was found to be statistically insignificant at the 5% level of signific-
ance. Once more, size is not sufficient to explain the high trading partner-concentra-
tion of the typical UDC.

Finally, Table 2 (Column 4) shows that as size increases from small to mode-
rate to large, the capital-goods import indicator increases from 24% to 28% to 31%.
Here, the relationship between size and capital-goods imports appears to be a posi-
tive one: the larger the country, the higher its imports of capital goods. This may
be explained by the fact that large UDCs are likely to have more ambitious develop-
ment plans in which capital-goods imports constitute a major component. Still, the
correlation coefficient between size and capital-goods imports is as small as .12 which
is statistically insignificant even at the 10% level.

Yet as we have shown elsewhere, the dependence of the UDCs on the imports
of capital-goods, and associated technology, is growing over time rather than declin-
ing. Thus, between the early fifties and mid-sixties the “typical” UDC’s imports of
capital-goods have increased from about18% to about 23°%.(14)
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true when wo studied the two groups of UDCs and advanced countries separate-
ly. Yet, the association between size and economic dependence was more apparent
in the case of the advanced countries. When we compared the economic depend-
ence of the two groups of countries, we found that the size factor was not that
important in explaining the high dependence of the UDCs and the relatively low de-
pendence of the advanced countries. We have suggested that, other than size,
factors such as natural endowments (climate and mineral resources) may have been
important in explaining the high dependence of the UDCs. This indicates that at one
historical point the principle of comparative advantage induced many UDCs to take
advantage of their climate and mineral resources and to specialize in the production
of a few products. But it seems that ever since, the deliberate policies followed by
the colonial and neo-colonial powers have tended to keep the UDCs in the narrow
and static framework of comparative advantage which has resulted in increasing
the overspecialization in the economic structures of the UDCs.

As the UDCs have become politically independent, many elements of tradi-
tional economic dependence (as indicated by high over-all trade dependence, export
commodity-concentration, and trading partner-concentration) are being and will continue
to be reduced. Yet, a new and more dangerous form of dependence is emerging. This is
the greater dependence on the UDCs on importing foreign technology in order to
meet their development targets. Large UDCs may hope eventually to develop their
own technology and capital-goods industries, but small UDCs have no such hope
because of their very smallness. Small countries are condemned to either perpetual
dependence, or to regional integration. In the final analysis, the ultimate test of eco-
nomic dependence and independence is whether a country can, or cannot, generate
its own technology and most of its capital-goods needs.

FOOTNOTES

(1) See for instance, William Demas, The Economics of Development in Small Countries With
Special Reference to the Caribbean (Montreal : MiGill University Press, 1965). Also Simon
Kuznets. “Economic Consequences of the Size of Nations “in Economic Consequences of
the Size of Nations (New Mork: St. Martin’s Press, 1960).

(2) Kuznets, Op. Cit, P. 18

(3) Karam, Antonios, Economic Dependence and Economic Growth, An Analytical Framework
and Empirical Study, an unpublished doctoral dissertation (Temple University, 1974)
Chapter 2.

(4) * For hoth export commodity-Concentration snd trading partner-concentration, we took two
commodities and two trading partners as a reasonable compromise. To take more than
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(5)

(8)
n

(8)
(9)
(10)
(11)
12)
(13)

(14)

two woujld confuse the rcaning and ntcrpretation of concentration.  To take oaly onc
Comimodity, ur vne tradiag partaer, would oot shiaw tlie full weight of concentration in
the UDCs's trade structures.

* We included exports in this indicator, and not imports, hecause these were included in
the over all trade indicator. 'To inelide them here waould only confuse the depeudence
rapking.

See footnote 4.

* When the few trading partners have equally high partner-concentration with one another,
this would constitute an element of interdependence, rather than dependence (dominance).
For more on this see our dissertation cited in footuote 3, chapter 2.

See our dissertation cited in footnote 3, p. 124.

Kuznets, op. cit.,, pp. 16-17.

Ibid., p. i4.

Ibid.

See our dissertation cited In footnote 3, chapter 3.

Khalaf, Nadim, Economic Implications of the Size of Nations (Leiden : E. J. Brill, 1971),
p. 80.
See our dissertation, op. cit., Tables 13 and 16, pp. 89-92.
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