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CHAPTER 1: INTRODUCTION

This paper studies the effects of the great depression of the thirties on developing countries. I will focus on trade in Latin American and Asian countries. I will search for the factors that explain the contrast between Latin America and Asia with respect to how much they were affected by the great depression. To give these factors I have to answer some important questions. How important was trade for the countries studied? I will look at the openness of economies and how dependent they were on exports. How different were the main trade partners of Latin American and Asian countries? I will look at the kind of trade partners and at the number of the main trade partners of a country. What differences in comparative advantages exist between Latin America and Asia? I will look at product classes and the main export products. The differences in specialisation patterns will give more insight into the strengths or vulnerability of economies. I am also interested in how the depression years have changed the trade patterns. Further, what did countries do to solve the crisis? I do not want to look too specific at policy details. However, how did countries overcome the depression years, what was their reaction? In addition, what role did industrialisation play in the recovery of the depression? How has the industrialisation process affected trade patterns? The answers to these questions for the interwar period, which is the period between the First and the Second World War, will lead to conclusions that explain the contrast between Latin America and Asia.

I have chosen four countries that represent Latin America: Argentina, Brazil, Chile and Peru. Argentina and Brazil are the largest and most important countries in Latin America. Peru is a much smaller country. As a fourth country, I first wanted to choose Venezuela, but I decided not to choose this country after reconsideration. Venezuela is a special case and is not representative for Latin America during the depression years. In 1917, oil was found in Lake Maracaibo. Venezuela transformed into an oil-economy. The world depression meant only a temporal setback for Venezuela. The black gold had an exogenous effect on the Venezuelan economy, and to my opinion, this makes Venezuela not an ideal representative Latin American country. Instead, I have chosen Chile, which suffered very much from the world depression. I have chosen four countries in Asia: China, Indonesia, Korea and Taiwan. China is worth looking at, because this was a closed economy. Most other countries in this study were much more open and dependent on foreign trade. The Netherlands Indies were a colony of the Netherlands at that time. For me as a Dutch person the Netherlands Indies have my interest of course. Moreover, the Netherlands Indies were a representative Asian country. Korea and Taiwan were Japanese colonies and are two of the four Asian Tigers with very high economic growth after the Second World War. Already in the thirties they are economies that do relatively well with respect to economic growth and trade during the depression. I compare Latin America and Asia because there is an enormous contrast between these two regions with respect to how economic growth was affected by the world depression.

Chapter 2 introduces the great depression of the thirties. The impact of the depression was very great on many countries in the world. Paragraph 1 briefly mentions different theories that have explained why this depression lasted so long and was so severe. One can look at the great depression from many points of view. One can discuss all kinds of aspects in the interwar period. I will focus on international trade by developing countries in Latin America and Asia. The first paragraph makes clear how the depression that started in the developed world was transmitted to the developing countries. In paragraph 2 we go to a deeper level and look at Latin America and Asia. It shows concrete how much these continents suffered from the great depression. I will study GDP growth and how exports and imports have developed during that time. The period between 1929 and 1938 gives enough data to get a general picture of developments in GDP, export and import in Latin America and Asia during the depression. I will give special attention to the crisis years 1929-1932. The last paragraph answers the question how governments did respond to the depression. Without going into too many details, government policy and reaction to the great depression are described. The role of industrialisation in these countries will become clear. This paragraph will give a general picture of how the great depression affected the attitude of governments towards trade and how countries tried to overcome the depression.

Chapter 3 is the main and most important part and is about international trade. I start by giving a theoretical background on international trade. It should make clear that trade is important and beneficial for all countries. The two well known models of Ricardo and Hecksher-Ohlin argue that a country should specialize in the production and export of products in which it has a comparative advantage (Grimwade, 1984; Bhagwati, 1998). We will see later in this chapter if and how these economic theories hold in practice. Paragraph 2 investigates how important trade was in Latin America and Asia. Economic theories may stress that trade is important, but was trade an important share of total GDP? One could also ask how dependent the countries were on export or how open these economies were during the depression. The third paragraph gives a general picture of the trade patterns in Latin America and Asia. I will study with what countries or what kind of countries these continents did trade. I will briefly look at the role of being a colony or not, since many of the Asian countries studied were colonies. Further, the number of trade partners could be important for explaining the contrasts between Latin America and Asia. I will calculate the concentration ratios with respect to trade partners. Did countries trade with many countries or did the lion share of their exports go to only a few trade partners? The next paragraph looks at the trade patterns on country level. Per specific country I will study the exports and imports between countries. Then, the last paragraph makes a link between economic trade theory and the practice in Latin America and Asia. To get an idea of the economic strengths of a country I have calculated the revealed comparative advantage (RCA). A way to calculate the RCA is using the method of Balassa (1965). This gives a picture of the products with a comparative advantage. These are the products in which a country should specialize according to economic trade theory. I will look at the different classes of commodities that were important for a country. I will also look more concrete at the specific products which countries did export most. This brings up the question how concentrated exports were with respect to different products. Were the exports of countries diversified or was the main share of exports dependent on only one or two products?

Chapter 4 gives the conclusions. I will answer all the questions that I have asked in the introduction. I will give an overview of the factors that explain the contrast between Latin America and Asia during the great depression. At last, a literature list gives the sources I used and the literature I studied. The appendix gives data that I used in my calculations of Export / GDP ratios and RCA’s.

CHAPTER 2: THE GREAT DEPRESSION

PARAGRAPH 1: INTRODUCTION INTO THE GREAT DEPRESSION

The great depression of the thirties started in America. The decade before the great depression had shown an economic boom. However, on 24 October 1929, Black Thursday, the American stock market crash introduced a great depression. This was a very large and economically bad period of high unemployment. In America the great depression lasted 11 years, which was unusual long and unusual severe. America experienced very high unemployment. In 1931 about 20% of the labour force was unemployed and unemployment remained above 15% until the Second World War (Rothbard, 1963). The crisis years 1929-1932 were also unusually long and severe, particularly with respect to the high unemployment ratios. The depression affected almost all countries and led to a heavy decrease in world trade. The United States led the rest of the world into the depression. In reaction countries protected their own industries and products by raising tariffs on imported goods. The drying up of world trade made the world depression even more severe.
We get an idea of the severity of the great depression when we look at the advanced countries. The peak to trough fluctuations in GDP fell by 29,5% in the United States, 16,1% in Germany, 11,0% in France, 9,1% in the Netherlands, 7,2% in Japan and 5,0% in United Kingdom. Between 1929 and 1932 the annual average compound growth rates of the developed countries were negative. GDP declined heavily by 11,4% per year on average in the United States. The annual growth rate was -5,6% in Germany, -3,8% in France, -1,9% in the Netherlands, -1,2% in United Kingdom and -1,1% in Japan. The data for trade in the developed world also show the devastating effects of the great depression. The export volumes of the leading trade countries collapsed. The peak to trough fluctuations for the years 1929-1938 were -50,1% in Germany, -48,5% in the United States, 46,9% in France, -37,6% in United Kingdom and -33,4% in the Netherlands (Maddison, 1982). The data for imports volumes in the developed countries show the same high fluctuations (Maddison, 1962).
There are many theories that try to explain the causes of the great depression. The great depression of the thirties is mostly seen as a business cycle depression (Bernstein, 1987). However, this depression was longer and deeper, due to several causes. Monetarists mention the faults made by the Federal Reserve authorities in the United States. Keynesians stress the late and inadequate implementation of Keynesian fiscal policy. Internationalists mention competitive currency devaluations and tariff policies. Institutionalists ask attention to the collapse of American financial institutions. I will briefly mention different theories and what literature says about the causes of the great depression.

Theories that seek causes on the short run, say that the severity and length of the depression were direct results of the collapse of the financial markets that began in 1929. Excessive credit and speculation in combination of a weak banking system caused the great depression (Fisher, 1930; Schumpeter, 1946). The stock market collapse in 1929 was the turning point and introduction of a world crisis. The severity of this crisis lowered consumer wealth and incomes very much. The large decreases in purchasing power resulted in unused capacity and low demand.

Other theories blamed the poor policies undertaken by the government. Great Britain departed from the gold standard in 1931. This led to international pressure on the dollar. In America the reaction of the Federal Reserve Board was raising the discount rates, but this classic policy was not appropriate. Traditional policies which had worked in the past were inadequate in the 1930s. Friedman and Schwartz (1963) argued that mismanagement of the banking system and of the crisis in capital markets after 1929 made things only worse.
The long-run theories of the depression said that the crash of 1929 was less important than other economic developments. Economists such as Charles Kindleberger (1973), W. Arthur Lewis (1950) and Vladimir Timoshenko (1933) focused on a shift in the terms of trade between primary products and manufactured goods. This shift was a result of an uneven development of agricultural and industrial countries. The agricultural economies lost earnings due to poor crops and declining world demand. The developed economies had enormous trade restrictions. The industrialized countries lost important markets for their products, which made the depression even more severe. New demand patterns and investment opportunities made recovery more difficult. It was hard to change technology and labour skills in a time of financial instability. Long-term growth factors were very important during the interwar period.

Angus Maddison (1985) mentions four ways of transmission of the depression in the advanced countries to the developing world. The first is an enormous fall in import volumes of the developed world, 23,5% between 1929 and 1932. World markets collapsed and the export volumes in developing countries tumbled. Heavy protectionism in many countries made the recovery of international trade more difficult. The second is a change in relative prices. Already before 1929 developing countries captured primary commodity markets, which resulted in an enormous increase in output. Did supply increase heavily, European import demand decreased, due to more protection of their agriculture. So prices declined and the terms of trade of the developing countries worsened. On the other hand the terms of trade of the developed countries improved. The third is a collapse in the international capital market. Almost all years in the 1930s the developing countries had no net capital receipts, while in the 1920s capital inflow was important. The fourth is an enormous decline in the world price level between 1929 and 1939. The price fall had a negative influence on business confidence. The result was changed price expectations and deflation.

Now we have seen what happened in America and in Europe during the depression, let’s look at the continents Latin America and Asia. Since the 19th century Latin American and Asian economies had specialised in primary products and had been dependent on the export of these commodities. At the end of the 1920s shocks in value and volume of world commodity trade took place. The orthodox view is that these shocks had devastating effects on Latin America and Asia. World trade dried up and export markets collapsed. Further, protectionism and trade tariffs worsened trade even more. Other literature says that the heavy decline in export earnings and the decrease of imports stimulated industrial growth in primary exporting economies in the 1930s (Lee, 1969; Thorp, 1984). The depression led to economic diversification within and from agriculture. One could see the interwar depression as an opportunity rather than as a disaster for the non-European world.
This paper takes the great depression started by the stock market crash in 1929 as an exogenous shock. The depression started in America and was transmitted to developing countries in Latin America and Asia. Maddison’s first way of transmission, an enormous fall in import volumes of the developed world, plays a central role in this paper. I will not only look at how the great depression affected these developing countries in Latin America and Asia by the way of international trade. The most important contribution of this paper is to explain the contrast between Latin America and Asia, with respect to how much they were affected by the great depression. I do this by comparing the trade patterns in these continents.

PARAGRAPH 2: GDP AND TRADE IN LATIN AMERICA AND ASIA

I want to get a general picture of the economies of the countries during the depression years. First let’s look at the Gross Domestic Products. Table 1 shows the levels and growth of GDP after 1929. GDP levels are given as indices, so the development of GDP over time can be seen very easy. The growth between 1929 and 1932 is calculated to show the impact of the world crisis of 1929.

TABLE 1: GDP LEVELS (indices)

	
	Argentine
	Brazil
	Chile
	China
	Netherlands Indies
	Korea
	Taiwan

	1929 levels, million 1929 $ at US relative prices
	4.806
	2.690
	1.077
	34.740
	4.971
	2.102
	977

	
	
	
	
	
	
	
	

	1929
	100,0
	100,0
	100,0
	100,0
	100,0
	100,0
	100,0

	1930
	95,9
	97,9
	95,9
	101,2
	102,8
	115,3
	102,2

	1931
	89,2
	94,7
	76,9
	102,3
	103,9
	107,2
	104,4

	1932
	86,2
	98,8
	73,5
	105,5
	104,3
	112,7
	113,5

	1933
	90,3
	107,6
	83,5
	105,5
	100,1
	119,6
	105,3

	1934
	97,4
	117,5
	94,7
	96,3
	100,2
	116,7
	112,0

	1935
	101,7
	120,9
	98,4
	104,1
	98,5
	126,4
	129,8

	1936
	103,0
	135,5
	101,6
	110,7
	105,8
	124,0
	125,1

	1937
	111,3
	141,7
	109,4
	108,0
	116,4
	140,4
	121,8

	1938
	112,6
	148,1
	109,4
	105,3
	115,7
	136,0
	117,4

	
	
	
	
	
	
	
	

	1929-1932
	-13,8%
	-1,2%
	-26,5%
	5,5%
	4,3%
	12,7%
	13,5%


Source: Argentina and Chile from ECLA (1978), Brazil from Haddad (1978), China from Perkins (1975) and Yeh (1979), Netherlands Indies from Polak (1943), Korea from Maddison (1983), Taiwan from Ho (1978).

The Latin American countries differ very much from the Asian countries. We see that the Latin American countries have suffered from the world crisis of 1929. GDP growth for Latin America was negative over the period 1929-1932. There are some differences between Latin American countries, that is one country has suffered very much and another country somewhat less. However the contrast between Latin America and Asia is remarkable. It seems if the word crisis has not happened when looking at the GDP data for Asian countries. These Asian countries did not have large negative GDP growths, but in fact did have positive GDP growth. When the world suffered from the great depression, the Chinese economy grew between 1930 and 1936. GDP declined with 8,2 to 9% between 1932 and 1934 (Ou, 1946; Yeh, 1979; Liu, 1946). However, the major cause for this decline seems to be the fall in agricultural output, in particular a fall in rice production by about 25% since 1932 (Liu and Yeh, 1965). So the domestic weather seems to have been more important than the international economic crisis. There are some differences between the Asian countries; GDP growth is either moderate or high. What I want to show is the enormous contrast between Latin America and Asia during the crisis years 1929-1932. On the one hand Latin American countries have suffered, more or less, from the world crisis of 1929. Recovery from the depression started in 1933. On the other half of the earth Asia enjoyed economic growth during the depression years. This paper will explain how this difference can be explained.
Now, let’s look at another macroeconomic parameter, trade between countries. I have gathered data on exports and imports of the countries studied. Table 2 shows the value of exports of the countries over the period 1929-1938.

TABLE 2: VALUE OF EXPORTS (million $)

	
	Argentine
	Brazil
	Chile
	Peru *
	China
	Netherlands Indies
	Korea
	Taiwan

	1929
	907,6
	461,5
	282,8
	100,0
	650,0
	581,5
	159,6
	128,7

	1930
	517,0
	317,8
	37,1
	71,0
	411,6
	466,4
	131,6
	115,6

	1931
	428,0
	241,1
	19,7
	47,0
	296,2
	301,3
	127,9
	108,2

	1932
	331,4
	178,1
	34,3
	32,0
	210,5
	219,0
	87,0
	65,9

	1933
	357,6
	224,3
	51,9
	41,0
	259,1
	243,4
	94,2
	63,7

	1934
	426,0
	287,5
	93,7
	60,0
	305,1
	329,8
	137,8
	90,5

	1935
	500,5
	271,9
	95,7
	63,0
	314,2
	305,0
	159,1
	101,2

	1936
	537,4
	321,9
	113,1
	71,0
	347,9
	346,6
	172,5
	112,9

	1937
	757,9
	350,5
	192,3
	79,0
	399,1
	527,4
	197,4
	126,8

	1938
	437,9
	296,3
	138,8
	65,0
	323,8
	383,3
	246,7
	125,1

	
	
	
	
	
	
	
	
	

	1929-1932
	-63,5%
	-61,4%
	-87,9%
	-68,0%
	-67,6%
	-62,3%
	-45,5%
	-48,8%


* Indices, 1929 = 100

Source: League of Nations.
In all countries there has been a heavy fall in the value of exports. We see a decrease of about 60% between 1929 and 1932. This is an enormous setback and in these countries export values did not recover on their 1929 level. Although Asia experienced economic growth during the depression years, their export markets collapsed about as hard as Latin America’s. So Latin America and Asia experienced a sharp decline in export values. In this context both Latin American countries and Asian countries suffered heavily from the world depression.

We have just looked at the effects of the world depression on export values. However, it is interesting to look at the export volumes as well. Table 3 shows the export volumes as indices between 1929 and 1938.

TABLE 3: VOLUME OF EXPORTS (indices)

	
	Argentine
	Brazil
	Chile
	China
	Netherlands Indies
	Korea
	Taiwan

	1929
	100,0
	100,0
	100,0
	100,0
	100,0
	100,0
	100,0

	1930
	69,3
	109,6
	65,0
	87,7
	96,8
	96,9
	94,1

	1931
	95,3
	117,3
	60,0
	91,3
	84,8
	130,8
	108,6

	1932
	87,4
	80,8
	28,8
	58,9
	93,5
	124,9
	119,0

	1933
	81,9
	100,0
	41,3
	54,1
	88,1
	139,4
	103,2

	1934
	85,8
	111,5
	66,3
	51,4
	89,7
	159,7
	124,0

	1935
	90,6
	128,9
	67,5
	54,9
	90,6
	160,3
	140,1

	1936
	81,9
	142,3
	67,5
	54,4
	100,1
	159,7
	136,9

	1937
	95,6
	128,8
	95,0
	
	112,5
	178,4
	

	1938
	61,4
	155,8
	88,8
	
	
	256,2
	

	
	
	
	
	
	
	
	

	1929-1932
	-12,6%
	-19,2%
	-71,2%
	-41,1%
	-6,5%
	24,9%
	19,0%


Source: Argentine, Brazil and Chile from ECLA (1976), China from Hsiao (1974), Netherlands Indies from League of Nations (1939), Korea from Bank of Chosun (1949), Taiwan from Birnberg and Resnick (1975).

Here again the period 1929-1932 deserves special attention. The development of export volumes gives a complete different picture. The drop in export volume is much lower than the fall in export value. For some countries the volume of exports increases while the value of exports decreases. So there is a difference in development between export values and export volumes. Value is economically defined as price times volume. An enormous fall in export value can be caused by an gigantic price fall, while volumes may not be lower that much. The decline in export value may be contributed to a decline in export volume as well. What factors are the main contributors to the development in export values? This question needs to be answered later. This may contribute to our understanding of the development of exports in general. In the Latin American countries the drop in export volume is much lower than the fall in export value. In Asia this is also the case, and moreover, it is in Asia that two countries even saw their export volumes grow during the crisis years.

Trade doesn’t only mean export, but also import. The values of imports are given in table 4.

TABLE 4: VALUE OF IMPORTS (million $)

	
	Argentine
	Brazil
	Chile
	China
	Netherlands Indies
	Korea
	Taiwan

	1929
	820,0
	421,7
	196,8
	810,1
	445,5
	193,6
	94,4

	1930
	619,2
	260,9
	170,4
	602,5
	357,0
	181,3
	84,0

	1931
	349,5
	140,0
	85,9
	485,0
	238,2
	132,1
	71,1

	1932
	214,7
	105,8
	26,0
	379,5
	154,4
	93,2
	47,2

	1933
	293,2
	175,3
	28,3
	465,7
	169,6
	104,3
	47,9

	1934
	327,1
	207,7
	43,6
	521,7
	196,1
	154,2
	64,0

	1935
	339,7
	226,0
	60,8
	509,8
	188,3
	190,0
	75,9

	1936
	347,8
	247,7
	71,5
	467,3
	185,1
	221,1
	85,0

	1937
	482,4
	334,6
	88,4
	524,0
	275,7
	248,4
	92,6

	1938
	442,9
	292,9
	103,3
	607,0
	267,5
	295,6
	102,3

	
	
	
	
	
	
	
	

	1929-1932
	-73,8%
	-74,9%
	-86,8%
	-53,2%
	-65,3%
	-51,9%
	-50,0%


Source: League of Nations.
We take a look again at the period 1929-1938 but are particularly interested in the developments between 1929 and 1932. All countries suffered enormous import losses during that period. In general Latin American countries experienced much greater decreases in their import values than Asian countries did. So there are some differences between Latin America and Asia on this point. Recovery did take place after 1932, but when we look back in the year 1938 we see some differences between Latin America and Asia. The import values of Latin American countries did recover not that much. In 1938 only about a half of the 1929 level was reached again. On the contrary recovery in Asia was better. In 1938 import values of Asian countries did trend towards the 1929 level or even passed that level in two countries.

Import volumes are worth looking at as well. Table 5 shows the import volumes as indices for the period 1929-1938.

TABLE 5: VOLUME OF IMPORTS (indices)

	
	Argentine
	Brazil
	Chile
	China
	Netherlands Indies
	Korea
	Taiwan

	1929
	100,0
	100,0
	100,0
	100,0
	100,0
	100,0
	100,0

	1930
	87,8
	59,4
	92,0
	93,7
	85,2
	116,5
	99,3

	1931
	61,5
	39,1
	48,0
	92,8
	72,3
	107,8
	109,2

	1932
	46,8
	36,2
	17,0
	72,8
	57,9
	126,2
	106,9

	1933
	51,3
	50,7
	19,0
	62,3
	57,3
	135,7
	93,5

	1934
	56,4
	55,1
	25,0
	54,4
	53,7
	184,4
	121,7

	1935
	58,3
	62,3
	38,0
	53,4
	52,5
	243,0
	128,8

	1936
	61,5
	63,8
	43,0
	49,5
	53,0
	267,6
	142,6

	1937
	80,8
	78,3
	48,0
	
	69,0
	
	

	1938
	76,3
	72,5
	44,0
	
	70,7
	
	

	
	
	
	
	
	
	
	

	1929-1932
	-53,2%
	-63,8%
	-83,0%
	-27,2%
	-42,1%
	26,2%
	6,9%


Source: Argentine, Brazil and Chile from ECLA (1976), China from Hsiao (1974), Netherlands Indies from League of Nations (1939), Korea from Bank of Chosun (1949), Taiwan from Birnberg and Resnick (1975).

Just as we have seen with exports, there exist differences in the development of import values and import volumes. Here again the fall in import volumes are somewhat lower than the fall in import values. Between 1929 and 1932 import volumes fell very much in Latin American countries, that is almost as much as the import values. However, in Asia there is in two countries that remarkable difference in development between values and volumes. In these two countries the import volumes even rose between 1929 and 1932. The import volumes have declined less than in Latin America. So a contrast can be seen between Latin America and Asia on this point. Asian imports seem to have suffered far less than Latin American imports.

PARAGRAPH 3: GOVERNMENT POLICY AND REACTION TO THE GREAT DEPRESSION IN LATIN AMERICA AND ASIA

This paragraph gives an overview of the policy of Latin American and Asian governments and answer to the question what was the reaction of the government of these countries to the great depression? I will give a general picture of the government policy and reactions in Latin America and Asia. In the next chapter we will see if the comparative advantages of countries in Latin America and Asia support these reactions to the depression. Shifts in government policy will become concrete when we look at the specialization patterns in economic sectors and export products of the countries studied.
In Latin America government policy shifted from the laissez-faire of the market economy to interventionism. This shift had to take place because the great depression had devastating effects on the developing countries. Laissez-faire capitalism was even blamed for having caused the great depression (Rothbard, 1963). Governments had to defence their economic welfare. Government intervention was necessary to help the country recover and overcome the great depression. The Chilean government succeeded in the recovery of copper prices in 1935 and copper production reached the pre-depression level again in 1937 (Keen and Wasserman, 1984). The countries tried to reach a status of economic autonomy. This shift towards economic autonomy stimulated import-substitution and accelerated the industrialisation process, as Thorp and Bertram (1978) have shown for Peru. This resulted in economic nationalism. The great depression had shown how vulnerable Latin American countries were by their great dependence on world trade. In Brazil over and over again had appeared how vulnerable the economy was by her dependence from one product; Brazilwood, sugar, cacao, gold, rubber, coffee. Trade controls and import-substitution should make the countries less dependent from shocks in the world economies. The pressures of the depression made governments switch to a new economic order of exchange controls, higher tariffs and quantitative trade restrictions.

TABLE 6: INDUSTRIAL PRODUCTION GROWTH (average annual growth in percentages)

	Brazil
	

	1900-19
	5,4

	1920-29
	5,4

	1930-39
	8,7

	1940-47
	8,6

	
	

	Argentine
	

	1925-29
	5,6

	1932-35
	9,6

	
	

	China
	

	1920-29
	6,4

	1932-36
	10,6

	1923-36
	8,7

	
	

	Korea
	

	1921-29
	5,4

	1931-39
	19,7


Source: computed from Brazil from Haddad (1974), Argentine from ECLA (1959), China from Chang (1969), Korea from Chōsen Sōtokufu (1929 and 1948).

Further, the government promoted industrialisation. Table 6 shows the speed of the industrialisation process in four countries. I have calculated the average annual industrial output growth over different time periods. Growth rates of industrial output are higher during the 1930s than in the 1920s. The damaging effect of the great depression on developing countries stimulated or accelerated the industrialisation process. I say accelerated because for example in China the industrialisation process had already begun before the world crisis. The industrial growth rate between 1923 and 1936 was 8,7% annually (Chang, 1969). China’s modern industrial sector expanded and rapid industrialisation was the foundation for economic transformation and sustained growth. The industrialisation process offered the countries the possibility for economic development and restructuring their economies. In Argentine this was seen in an expansion of woollen textiles, vegetable oils, chemicals and pharmaceuticals, electric light globes, and rubber and aluminium products (Glade, 1969). Import-substituting industrialisation is the key word of the reaction of government policy to the great depression. Asian governments reacted with protection of their export products. Further, their policy focused on increasing the productivity levels, like Japan increased the agricultural productivity and made technology improvements in her colonies. In Asia, industrialisation became more important during the thirties. Especially Japan made great efforts to promote industrialisation in her colonies. Industrialisation in Korea was the result of the expansionary Japanese policy and Japan promoted the Taiwanese industrialisation in fertilisers, textiles, metals and chemicals (Suh, 1978). Policy stressed diversifying industries and economic transformation. The aim was a self-sufficient economy or empire. So the policy and reactions of the governments in Latin America and Asia did no differ that much. In both continents, industrialisation played an important role. To overcome the great depression, import-substituting industrialisation was important for recovery. The depression may have had devastating effect on the developing economies, but policy reactions to the great depression offered opportunities for recovery and economic growth.

CHAPTER 3: INTERNATIONAL TRADE

PARAGRAPH 1: THEORETICAL BACKGROUND ON INTERNATIONAL TRADE

Before studying international trade in Latin America and Asia I give some theoretical background on international trade. This is necessary to understand the importance of free trade and why international trade exists. The theory of Ricardo and the extended Hecksher-Ohlin model explain why countries trade with each other and give insight in the specialization patterns of countries. Free trade will be the best for all countries. Economic growth and chances to development are much higher than in a world without international trade and with too much protection and too many trade barriers. All economies should be able to benefit from international free trade (Grimwade, 1984; Bhagwati, 1998).

According to Ricardo all countries, developed and less developed, can benefit from international trade. In Ricardo’s comparative advantage model there are two countries, two products and one factor of production, which is labour. A country should specialize in the production and export of that product in which it has a comparative cost advantage. That means a country can make one product at lower costs than another product. By specializing and trading with other countries in stead of producing all products only for your own country, prices will be lower. That is how both countries benefit from trade and why trade between countries exists.
Hecksher and Ohlin have extended Ricardo’s model and have added a second factor of production, namely capital. According to Hecksher and Ohlin a country has a comparative advantage in the product that needs the production factor which is abundant in the country. A product can be labour-intensive or capital-intensive. When a country has a labour surplus it will produce the labour-intensive product. When a country has relative more capital it will specialize in the production of the capital-intensive product. Here again, a country will specialize in the production and export of the product in which it has a comparative advantage, here with respect to the availability of a production factor. Both countries will benefit by trading these products internationally.
Worldwide trade has closely connected developed countries with developing countries. The optimistic view is that free trade will help developing countries. Their economies should be export-oriented and their exports will be the foundation for economic growth and welfare. The pessimistic view is that foreigners exploit the comparative advantages, like low wages, of developing countries, leaving many people unemployed in the developed countries. In a world with free international trade, tariffs and other trade barriers are economically harmful for exporting and importing countries. They may help in the short term but they will decrease the economies welfare in the long run (Wood, 1994). One argument for tariffs is the infant industry argument. New industries need temporary protection. When these industries have grown mature, they do not need the protection anymore. They then should be able to compete with other companies in other countries without protection.

PARAGRAPH 2: THE IMPORTANCE OF TRADE IN LATIN AMERICA AND ASIA

It is important to know how important trade was for the economies. At the time of the crisis export markets collapsed and export values declined very much in all countries. International trade had connected countries with each other and the world crisis was transmitted to other countries via fluctuations in trade. The openness of an economy is an important factor which explains why GDP developments are different among countries. I measure the openness of the countries by calculating their Export / GDP ratios.
TABLE 7: EXPORT/GDP (percentages)

	
	Argentine
	Brazil
	Chile
	China
	Netherlands Indies
	Korea
	Taiwan

	1929
	18,9%
	17,2%
	26,3%
	1,9%
	11,7%
	7,6%
	13,2%

	1930
	11,2%
	12,1%
	3,6%
	1,2%
	9,1%
	5,4%
	11,6%

	1931
	10,0%
	9,5%
	2,4%
	0,8%
	5,8%
	5,7%
	10,6%

	1932
	8,0%
	6,7%
	4,3%
	0,6%
	4,2%
	3,7%
	5,9%

	1933
	8,2%
	7,7%
	5,8%
	0,7%
	4,9%
	3,7%
	6,2%

	1934
	9,1%
	9,1%
	9,2%
	0,9%
	6,6%
	5,6%
	8,3%

	1935
	10,2%
	8,4%
	9,0%
	0,9%
	6,2%
	6,0%
	8,0%

	1936
	10,9%
	8,8%
	10,3%
	0,9%
	6,6%
	6,6%
	9,2%

	1937
	14,2%
	9,2%
	16,3%
	1,1%
	9,1%
	6,7%
	10,7%

	1938
	8,1%
	7,4%
	11,8%
	0,9%
	6,7%
	8,6%
	10,9%


Source: computed from table 2 and Appendix table A1.

Table 7 shows the Export / GDP ratios during the depression years. This ratio says something about the relative importance of export for a country. It also contains the contribution of export as value to economic production. The ratios are given as percentages so the importance of export becomes evident very easy. For example, China was a closed economy and her Export / GDP ratio is very low.
In 1929 the ratios are far higher in Latin America than in Asia. The economies in Latin America were more open to international trade than in Asia. The export sector was relatively more important for Latin America than for Asia. The higher dependence on exports made Latin America more vulnerable to external shocks in world trade. Chile was the most open economy in 1929, but after the world crisis the Export / GDP ratio tumbled to very low levels. When the world crisis caused export markets to collapse, underdeveloped countries couldn’t export all their products anymore. The export earnings in Latin America and Asia decreased very much. However, since the contribution of export to GDP was higher in Latin America than in Asia, the great decrease in exports hit the Latin American economies more severe. A great shift in the Export / GDP ratio between 1929 and 1932 reveals the impact of the world crisis. Especially in Latin America export as share of GDP decreased heavily. In most countries the importance of exports relative to GDP did not fully recover until 1938. This reflects the new policy of import-substitution and protection by trade tariffs in many countries. However, the fact that the ratios increased again may say that the world has not given up on the importance of international trade.

PARAGRAPH 3: TRADE PARTNERS OF LATIN AMERICA AND ASIA

With whom do they trade?

The Latin American countries traded mostly with the Western world. Their most important trading partners were the United States, United Kingdom, Germany and France. Latin American imports came almost alone from the Western world. On average almost half of the Latin American exports went to the United States. The great role of the United States is not that strange, because the United States are located just above and near Latin America on the world map. Asian trade had an intraregional character. The Asian countries traded mainly with each other. Japan was the main trading partner. Trade with the United States played a relatively limited role in Asia. Trade with the Western European countries did also play a minor role. Most exports went to other countries in Asia. 
There is a contrast between Latin America and Asia with respect to their main trade partners. 
This pattern of trade is an important factor in the explanation why Latin America suffered more from the great depression than Asia did. Latin America traded with the countries that suffered most from the world depression. When the Western world countries were heavily hit by the world crisis, demand from these Western countries for export products collapsed. The result was that Latin American countries could not sell there products to these Western countries at all, or had to export at much lower prices. As we have seen, the value of exports declined enormously after the shock of 1929. Latin America was unlucky to trade with the countries that were hit most severe by the great depression. On the other half of the planet Asia had much less to do with the Western world. Intraregional trade was much more important and may have saved Asian countries from the more heavy setbacks in export demand like in Latin America.
The term international trade is very general. The countries can be grouped into different categories. One important group is the developed Western world. America and Western Europe were the wealthiest countries at that time. But one can not only group countries according to their GDP levels. Discussing the contrast between interregional and intraregional trade may give some problems. Intraregional trade takes place between countries in one region. For example Asian countries that trade with each other can be seen as intraregional trade. Interregional or international trade is much broader. Trade also takes place with countries outside a region. For example Latin American countries trading with European countries can be seen as interregional trade. Sometimes it is somewhat difficult to determine where a region ends. One could say that the United States lie outside the region of Latin America or could see one large America and speak of intra-American trade. I want to give a general picture of trade between countries. Doing so we must not loose the main point by discussing where a region ends.
This discussion is not about the contrast between interregional and intraregional trade. It is about the contrast between trading with the Western world and not trading with the Western world. It is no general law that exporting to neighbour countries is more save than exporting to the Western world. In fact the United States and the most important three European countries United Kingdom, Germany and France were the leading trading nations. There shares of total trade were 13,65% for the United States, 13,13% for United Kingdom, 9,17% for Germany and 6,16% for France in 1928 (League of Nations, 1929). Most other countries in the world did have a world trade share less than only 1%. So it must be clear that great demand for export products came from these large Western countries. Underdeveloped countries have benefited from trade with these developed countries. However, international trade, especially with the Western world, transmitted the depression of the thirties to an underdeveloped continent like Latin America. Intraregional trade within an underdeveloped continent like Asia was affected less severe by the world crisis.
The role of being a colony

A point that deserves attention is if a country is a colony or not. During the thirties the Netherlands Indies were a Dutch colony and Korea and Taiwan were colonies of Japan. In Asia many of the countries studied here were colonies. In Latin America the countries had already been freed from colonization. During the depression the colonies Korea and Taiwan have done relatively very well and the Netherlands Indies have done better in some respects, for example her export volumes decreased less than in non-colonies between 1929 and 1932.

I want to make clear that the mother-country can play an important role by keeping her demand for export products from her colonies constant. This would mean that the colonies were guaranteed to sell their products to the mother-country. Further, a mother-country makes important policy decisions for her colony that can change the development path of a country radically. It is difficult to judge if the effect of the world crisis on a country was different because of its colony status. However, I want to mention this point briefly here, since the relation between a colony and the mother-country should not be underestimated.
Concentration of trade partners

Did the lion share of exports go to only a few countries or were exports more equal distributed over different destination countries? How concentrated were exports with respect to trade partners and is there a contrast between Latin America and Asia? To measure the concentration I look at the share of the two main countries to which exports went in 1929. Their common share in total exports gives the concentration ratio for the economy studied. Table 8 shows the results per country. To get a general idea of trade partner concentration for the continents as a whole, average concentration ratios have been calculated. These continent ratios are an unweighted average of the concentration ratios in the different countries within that continent.
TABLE 8: TRADE PARTNER CONCENTRATION RATIO; export share of two main trade partners (percentages)

	Argentine
	42,9

	Brazil
	53,3

	Chile
	38,8

	Peru
	51,6

	China
	44,6

	Netherlands Indies
	38,9

	Korea
	99,6

	Taiwan
	94,7

	
	

	Latin America
	46,7

	Asia
	69,5

	Asia without Korea and Taiwan
	41,8


Source: computed from table 9.

The average concentration ratio is 46,7% for Latin America and 69,5% for Asia. This means that on average 46,7% of Latin American export went to two countries, two trade partners. The concentration ratio in Asia is much higher than in Latin America. This could mean that the main share of Asian exports is traded with only a few trade partners. This is absolutely true for the colonies Korea and Taiwan that did export almost only to their mother-country Japan. The Japanese colonies were an exception in Asia, with respect to the number of trade partners. Their exceptional high ratios can be explained by their colony status. When I exclude Korea and Taiwan from Asia the average trade partner concentration ratio for Asia is 41,8%. This percentage is close to the 46,7%, which is the average concentration ratio for Latin America. This gives no reason to think that there exists a contrast between Latin America and Asia with respect to the concentration of trade partners.
PARAGRAPH 4: TRADE PARTNERS ON COUNTRY LEVEL

Using the data, I have studied the trade patterns between countries. I have looked at the years 1923, 1924, 1925, 1926, 1929, 1935, 1936, 1937 and 1938. Countries, to which a considerable share of total export went, are summed up in table 9. The total table shows the development of export shares over time. The twenties are represented by the years 1923, 1924, 1925, and in most cases also 1926. The crisis year 1929 deserves special attention. This year may be the breaking point and may introduce a change in trade patterns. The thirties are represented by the years 1935, 1936, 1937 and 1938. I will compare the period of the twenties with the period of the thirties. I will show how trade patterns have developed over time. In the table the countries are ranked by there export shares in 1929. Countries with very low export shares are not discussed. I only choose countries that had an export share of 5% in at least one of the years I have selected.

TABLE 9: EXPORT BETWEEN COUNTRIES; export shares (percentages)

	Exports from:
	ARGENTINE
	1923
	1924
	1925
	1926
	1929
	1935
	1936
	1937
	1938

	to:
	United Kingdom
	24,5
	23,2
	23,9
	
	32,2
	34,3
	35,1
	29,1
	31,8

	
	Belgium
	6,0
	7,1
	6,4
	
	10,7
	8,7
	7,8
	9,4
	6,8

	
	Germany
	8,3
	10,0
	10,2
	
	10,0
	6,9
	5,8
	6,8
	11,5

	
	United States
	11,7
	7,1
	8,3
	
	9,8
	12,1
	12,2
	12,8
	8,1

	
	Netherlands
	4,0
	5,4
	3,8
	
	9,6
	8,9
	8,5
	9,4
	6,4

	
	France
	7,6
	6,8
	7,3
	
	7,1
	4,8
	5,3
	4,2
	5,3

	
	Brazil
	3,2
	3,2
	3,8
	
	3,9
	4,8
	6,3
	5,7
	7,0

	
	
	
	
	
	
	
	
	
	
	

	Exports from:
	BRAZIL
	1923
	1924
	1925
	1926
	1929
	1935
	1936
	1937
	1938

	to:
	United States
	41,4
	42,9
	45,2
	47,9
	42,2
	39,4
	38,9
	36,2
	34,3

	
	France
	12,4
	12,1
	12,6
	8,8
	11,1
	8,1
	7,4
	6,4
	6,4

	
	Germany
	5,7
	6,6
	6,7
	8,4
	8,8
	16,5
	13,2
	17,1
	19,1

	
	United Kingdom
	7,0
	3,4
	5,0
	3,4
	6,5
	9,3
	11,9
	9,1
	8,8

	
	Argentine
	5,4
	5,4
	5,4
	6,3
	6,3
	4,9
	4,1
	4,7
	4,5

	
	Netherlands
	5,6
	7,7
	6,1
	6,2
	4,9
	3,6
	3,3
	3,3
	4,2

	
	Italy
	6,5
	8,2
	6,4
	5,4
	4,7
	2,7
	3,3
	2,2
	2,1

	
	
	
	
	
	
	
	
	
	
	

	Exports from:
	CHILE
	1923
	1924
	1925
	1926
	1929
	1935
	1936
	1937
	1938

	to:
	United States
	46,0
	41,7
	39,2
	
	25,4
	23,0
	19,5
	22,5
	15,7

	
	United Kingdom
	28,9
	31,4
	34,6
	
	13,4
	17,5
	16,4
	19,5
	21,8

	
	Germany
	4,6
	6,2
	6,6
	
	8,6
	7,1
	9,7
	9,5
	10,0

	
	France
	4,1
	4,8
	5,7
	
	6,1
	2,8
	6,0
	4,9
	4,4

	
	
	
	
	
	
	
	
	
	
	

	Exports from:
	PERU
	1923
	1924
	1925
	1926
	1929
	1935
	1936
	1937
	1938

	to:
	United States
	39,7
	33,5
	34,8
	34,8
	33,3
	20,9
	19,3
	22,2
	26,8

	
	United Kingdom
	33,2
	37,7
	34,0
	28,2
	18,3
	21,3
	22,6
	22,8
	20,0

	
	Chile
	10,1
	10,4
	9,3
	9,4
	8,6
	5,4
	5,2
	6,0
	6,0

	
	Canada
	3,0
	3,7
	6,9
	5,8
	7,2
	8,2
	9,2
	7,2
	4,9

	
	Germany
	3,0
	2,3
	1,7
	1,5
	6,1
	11,3
	12,1
	13,7
	10,5

	
	France
	0,3
	0,6
	0,6
	0,7
	1,3
	9,1
	10,3
	7,3
	6,4

	
	
	
	
	
	
	
	
	
	
	

	Exports from:
	CHINA
	1923
	1924
	1925
	1926
	1929
	1935
	1936
	1937
	1938

	to:
	Japan
	26,3
	26,0
	23,9
	24,5
	25,3
	14,7
	15,1
	10,4
	15,3

	
	United States
	17,1
	13,3
	18,5
	17,3
	19,3
	11,2
	16,2
	16,0
	12,9

	
	Hong Kong
	23,2
	22,6
	14,9
	11,1
	17,2
	16,9
	15,2
	19,5
	32,0

	
	United Kingdom
	5,7
	6,4
	6,1
	6,4
	7,2
	8,5
	9,2
	9,6
	7,4

	
	Russia
	4,7
	6,0
	6,2
	7,4
	5,6
	0,7
	0,6
	0,6
	0,1

	
	France
	5,1
	5,7
	8,3
	7,7
	5,5
	5,0
	4,3
	3,9
	2,6

	
	Germany
	1,6
	2,0
	2,1
	2,0
	2,2
	5,0
	5,6
	8,6
	7,4

	
	
	
	
	
	
	
	
	
	
	

	Exports from:
	NETHERLANDS INDIES
	1923
	1924
	1925
	1926
	1929
	1935
	1936
	1937
	1938

	to:
	British Malaya *
	18,2
	19,1
	28,9
	
	22,9
	16,6
	13,9
	20,4
	18,2

	
	Netherlands
	14,7
	19,0
	15,5
	
	16,0
	22,5
	23,6
	20,1
	20,4

	
	United States
	9,8
	9,5
	14,1
	
	11,4
	14,3
	17,7
	18,7
	13,6

	
	India
	11,0
	9,6
	8,0
	
	10,0
	3,9
	1,4
	1,1
	1,4

	
	United Kingdom
	8,4
	7,6
	6,8
	
	8,9
	6,8
	5,1
	5,3
	5,3

	
	Japan
	8,0
	7,3
	5,3
	
	3,3
	5,5
	5,6
	4,5
	3,1

	
	
	
	
	
	
	
	
	
	
	

	Exports from:
	KOREA
	1919-21
	1929-31
	1939-41
	
	
	
	
	
	

	to:
	Japan
	89,9
	91,4
	77,4
	
	
	
	
	
	

	
	China
	8,8
	8,2
	21,2
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	Exports from:
	TAIWAN
	1919
	1920
	1925
	1929
	1930
	1935
	1939
	1940
	

	to:
	Japan
	80,0
	83,7
	81,8
	87,8
	90,6
	89,6
	86,0
	81,1
	

	
	Mainland China
	7,2
	5,5
	10,4
	6,9
	4,4
	5,0
	11,8
	16,6
	


* Between 1923 and 1925 Singapore and Penang.

Source: United Nations. Korea from the Bank of Korea, Annual Economic Review, 1948, III, 44-45. Taiwan computed from PBAS, Taiwan Trade Statistics for the Last Fifty-three Years (1896-1948), pp. 4-11.

Let’s study the continents Latin America and Asia in more detail. Let’s look how much the countries in one continent differed among themselves and to what extent the general pattern described earlier is true. I look at shifts in the relative importance of foreign export markets. Did the trade partners of a country change after the world crisis? I compare the 1920s with the 1930s.

The United States and United Kingdom were very important trading partners. Their export shares could reach over 40% or 30% of the total exports of a Latin American economy respectively. After the world crisis of 1929 Latin American exports to the United States collapsed. The same can be said about the United Kingdom in Chile and Peru. However, in Argentine and Brazil export-shares to the United Kingdom were higher than in the 1920s. Argentine exports to the United States grew gradually over time and were higher during the 1930s. In Latin American countries, except for Argentine, an enormous increase in exports can be seen to Germany. After the crisis, Brazilian and Peruvian export shares to Germany were almost three times higher than during the twenties. The Netherlands became more important for Argentine and Peru found an entire new export market in France. In the 1920s they did not receive Peruvian exports worth mentioning, but in the 1930s, that changed dramatically.
Before the world crisis of 1929 Japan was the country to which most of the Asian exports went. Almost all Korean and Taiwanese exports went to Japan. In Japans colonies Korea and Taiwan export shares between 80 and 90 percent were not unusual, since the colonies should satisfy the Japanese needs. The role of Japan has diminished at the cost of other export-markets, for example the Chinese market. A shift can be seen, although Japan still remained a great demander of export products. Hong Kong became a major export market for China at the end of the 1930s. And just like in Latin America was the trend, Germany became a more important trade partner for China as well, after the crisis. During the 1930s the exports from the Netherlands Indies to mother-country Holland were some higher than in the 1920s, and higher than to any other country. Markets that lost their importance for Asian economies were Russia and India. So here again some changes can be seen in the relative importance of Asian trade partners.

Now let’s look at the trade partners with respect to imports. They are shown in table 10. I will focus on the main trade partners where imports came from. I will give attention to any possible shifts in trade partners with respect to imports during the thirties.
TABLE 10: IMPORT BETWEEN COUNTRIES; import shares (percentages)

	Imports into:
	ARGENTINE
	1929
	1935
	1936
	1937
	1938
	
	
	

	From:
	United Kingdom
	17,6
	24,7
	23,5
	20,7
	18,3
	
	
	

	
	United States
	26,4
	13,6
	14,4
	16,1
	17,6
	
	
	

	
	Germany
	11,5
	8,5
	9,3
	10,7
	10,1
	
	
	

	
	Belgium
	4,8
	6,5
	6,9
	7,2
	5,2
	
	
	

	
	Brazil
	3,8
	5,9
	5,4
	5,1
	4,7
	
	
	

	
	
	
	
	
	
	
	
	
	

	Imports into:
	BRAZIL
	1929
	1935
	1936
	1937
	1938
	
	
	

	From:
	United States
	30,1
	23,4
	22,1
	23,0
	24,2
	
	
	

	
	Germany
	12,7
	20,4
	23,5
	23,9
	25,0
	
	
	

	
	United Kingdom
	19,2
	12,4
	11,3
	12,1
	10,4
	
	
	

	
	Argentine
	10,9
	12,9
	16,4
	14,0
	11,8
	
	
	

	
	
	
	
	
	
	
	
	
	

	Imports into:
	CHILE
	* 1920
	* 1925
	* 1928
	1929
	1935
	1936
	1937
	1938

	From:
	United States
	30,8
	27,7
	30,7
	32,2
	27,1
	25,4
	29,1
	27,7

	
	Germany
	
	
	
	15,5
	20,0
	28,7
	26,0
	25,8

	
	United Kingdom
	4,1
	20,9
	17,7
	17,7
	18,9
	13,1
	10,9
	10,5

	
	Peru
	
	
	
	5,0
	7,2
	7,0
	8,1
	5,8

	
	
	
	
	
	
	
	
	
	

	Imports into:
	PERU
	1929
	1935
	1936
	1937
	1938
	
	
	

	From:
	United States
	41,8
	32,9
	31,9
	35,4
	34,3
	
	
	

	
	Germany
	10,0
	14,7
	19,4
	19,7
	20,3
	
	
	

	
	United Kingdom
	15,0
	13,6
	13,4
	10,3
	10,1
	
	
	

	
	Argentine
	3,3
	7,6
	8,6
	8,1
	6,1
	
	
	

	
	
	
	
	
	
	
	
	
	

	Imports into:
	CHINA
	1929
	1935
	1936
	1937
	1938
	
	
	

	From:
	United States
	18,0
	18,9
	19,6
	19,8
	16,9
	
	
	

	
	Japan
	25,2
	15,6
	16,6
	16,1
	23,7
	
	
	

	
	Germany
	5,2
	11,2
	15,9
	15,3
	12,6
	
	
	

	
	United Kingdom
	9,3
	10,6
	11,7
	11,7
	7,9
	
	
	

	
	Netherlands Indies
	4,4
	6,3
	7,9
	8,4
	5,1
	
	
	

	
	
	
	
	
	
	
	
	
	

	Imports into:
	NETHERLANDS INDIES
	1929
	1935
	1936
	1937
	1938
	
	
	

	From:
	Japan
	10,6
	30,1
	26,7
	25,0
	15,0
	
	
	

	
	Netherlands
	19,6
	13,4
	16,7
	18,9
	22,2
	
	
	

	
	Germany
	10,7
	8,1
	9,1
	8,4
	** 10,3
	
	
	

	
	United Kingdom
	10,8
	8,0
	7,8
	8,2
	8,0
	
	
	

	
	British Malaya
	11,8
	12,2
	11,3
	8,3
	8,4
	
	
	

	
	United States
	12,0
	6,9
	7,7
	10,0
	12,6
	
	
	

	
	
	
	
	
	
	
	
	
	

	Imports into:
	KOREA
	1919-21
	1929-31
	1939-41
	
	
	
	
	

	From:
	Japan
	64,4
	76,5
	88,3
	
	
	
	
	

	
	China
	23,7
	15,9
	4,8
	
	
	
	
	

	
	United States
	7,7
	2,2
	1,6
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	Imports into:
	TAIWAN
	1919
	1920
	1925
	1929
	1930
	1935
	1939
	1940

	From:
	Japan
	58,6
	65,0
	69,7
	68,5
	73,2
	82,9
	87,5
	88,4

	
	Mainland China
	20,9
	19,3
	17,5
	15,5
	14,0
	11,6
	9,0
	8,3


* Source: from Mamalakis, Historical Statistics, vol. 3, part IIE, table IIE1e1, pp. A-567-A-568.

** Germany includes Austria

Source: United Nations. Korea from the Bank of Korea, Annual Economic Review, 1948, III, 44-45. Taiwan computed from PBAS, Taiwan Trade Statistics for the Last Fifty-three Years (1896-1948), pp. 4-11.

The two main trade partners to which most imports went were the United States and United Kingdom. Until 1929 the United States were the most important supplier of products to Latin American countries. The import share from the United States and the United Kingdom are much lower during the thirties than in 1929. Only in Argentine imports from the United Kingdom became relative more important after 1929, but the 1930s show a declining trend in this import-share. Germany’s relative importance with respect to Latin American imports increased much after the crisis. The same shift occurred with respect to exports from Germany, as we have seen. In the second half of the 1930s Germany even passed the United States as the country of origin where most Brazilian and Chilean imports came from. After the crisis a development shows up with respect to a change in trade partners in Latin America. The countries import more from each other during the 1930s than in 1929. Intraregional trade did not replace interregional trade, but became relative more important during the thirties.
The main trade partner where most Asian imports came from was Japan. Only the Netherlands did supply more to the Netherlands Indies in 1929, but this must not be surprising, since the Netherlands Indies were a Dutch colony. The second important country was China for Korea and Taiwan and the United States for China. In China we see a decline in importance of Japan as supplier of import goods. The import share from Japan to the Netherlands Indies was much higher in the thirties than in 1929, although it shows a declining trend. Korean and Taiwanese imports from Japan have increased during the 1930s. So there is a contrast between Latin America and Asia with respect to the role of Japan as trade partner. In Latin America the importance of imports from Japan decreased after the crisis. In Asia this shift did not occur that clear. In fact Japan supplied relative more to most Asian countries. Just like we have seen for exports, imports from Germany were important for Asian countries and have become more popular as source of imports since 1929, especially in China. An important trade partners that lost much of her importance as supplier of import goods was China. The import share from China to Korea and Taiwan did decrease heavily.

PARAGRAPH 5: TRADE THEORY AND TRADE IN PRACTICE

In the final paragraph of this chapter I will make a link between theory and practice. I want to look if countries do have a comparative advantage in the production of certain product groups. Wee will see if countries specialize in the production and export of products in which they have a comparative advantage. I will look if international trade theory, discussed in paragraph 1, does hold in practice. To calculate the revealed comparative advantages I first looked at a countries total export value as share of total world export. Next I tried to calculate a countries export of a certain product as a share of total world export of that product. Comparing those two ratios should give more insight into the revealed comparative advantages of a country. However the second ratio was very difficult to calculate due to a lack of data. Data of the export of a single product for a certain year are hard to find, especially on world level. To solve this problem another way of calculating the revealed comparative advantages had to be found. Balassa (1965) has found a method to calculate the revealed comparative advantages and I have used his method here. To calculate the Balassa-index data for the import and export of a country are needed. An advantage is that no data on world level are needed to measure the relative strength and weakness of economic sectors in a country.

Balassa-index = (export - import) / (export + import)

The greater the export surplus, the greater the comparative advantage is. The RCA’s can vary from -1 to 1. When the RCA is positive and near 1, a country has a comparative advantage. One could calculate the Balassa-index for a single product or for a product group. Both ways have their drawbacks. When one calculates the Balassa-index for single products, the RCA may be 1 in almost all cases, since a country can export a certain product which it does not import. To get a more general picture of the kind of products in which a country has a comparative advantage it is necessary to group the products into different classes. But grouping products into classes has its drawbacks too. The products within a product group may vary among themselves. The high export value of a certain product may be compensated by the low export value of other products. The total exports of the complete product group may eliminate the importance of a single product; at least one cannot see it. I have made a few product classes which I think can give some conclusions and give more insight anyway in the comparative advantages of the countries studied. As can be seen in table 11, I have used the same product classes as in table 12. I have calculated import and export values of these classes for the year 1926. I have picked a year in the 1920s and before the world crisis of 1929. Later I will compare this year with a year in the 1930s, which will be 1937. But first let’s look at the revealed comparative advantage (RCA) in 1926. 
TABLE 11: REVEALED COMPARATIVE ADVANTAGES; Balassa-index 1926

	
	Product group
	Balassa-index

	Argentine
	Agricultural products
	0,77

	Chile
	Articles of food and drink
	-0,17

	
	Materials, raw or partly manufactured
	0,80

	Peru
	Articles of food and drink
	-0,01

	
	Materials, raw or partly manufactured
	0,85

	China
	Articles of food and drink
	0,01

	
	Materials, raw or partly manufactured
	0,20

	
	Manufactured articles
	-0,56

	Netherlands Indies
	Articles of food and drink
	0,38

	
	Materials, raw or partly manufactured
	0,89

	Korea
	Food
	0,44

	
	Crude materials, industrial
	-0,18

	
	Manufactured products
	-0,47

	Taiwan
	Food and other primary products
	0,46


Source: computed from Appendix table A2.

The first country is Argentine that mainly exports agricultural products. The Balassa-index is 0,77 which is considerable. This means that Argentine has a comparative advantage in agricultural products and has thus specialized in the production and export of these agricultural products. The other Latin American countries like Chile and Peru the class articles of food and drink shows a negative Balassa-index. The RCA isn’t just low, but even negative. This means that these countries don’t have a comparative advantage in this product group. In these countries the Balassa-index is about 0,80 for the class materials, raw or partly manufactured. This is a high RCA and so it is logical that Latin American countries export these raw and partly manufactured materials.
Now, let’s look at Asia. The RCA’s for China are very low for the product groups articles of food and drink and materials, raw or partly manufactured. The RCA is even negative for manufactured articles. China was a relatively closed economy at that time and had not specialized in the production and export of certain products, like trade theories advice. That explains the very low RCA’s in China. The other Asian countries had a moderate RCA in food and other primary products. Korea and Taiwan have specialized in this product group or have been forced to specialize by Japan which exploited the comparative advantages of her colonies. The Netherlands Indies was the only Asian country that had a very high RCA in raw or partly manufactured materials.
TABLE 12: CLASSES OF COMMODITIES; import and export shares (percentages)

	BRAZIL
	
	
	
	
	
	
	

	Imports
	1922
	1923
	1924
	1925
	1926
	1927
	1928

	Articles of food and drink
	
	
	
	22,5
	24,2
	19,5
	19,1

	Materials, raw or partly manufactured
	
	
	
	20,8
	19,9
	20,2
	18,7

	Manufactured articles
	
	
	
	56,5
	55,6
	50,9
	52,4

	
	
	
	
	
	
	
	

	CHILE
	
	
	
	
	
	
	

	Imports
	1922
	1923
	1924
	1925
	1926
	1927
	1928

	Articles of food and drink
	15,6
	
	13,0
	14,7
	13,3
	13,2
	14,5

	Materials, raw or partly manufactured
	12,5
	
	11,4
	13,2
	10,5
	11,1
	12,0

	Manufactured articles
	69,9
	
	74,2
	69,7
	71,4
	72,1
	69,8

	
	
	
	
	
	
	
	

	Exports
	1922
	1923
	1924
	1925
	1926
	1927
	1928

	Articles of food and drink
	8,1
	
	10,0
	10,2
	7,4
	6,7
	7,5

	Materials, raw or partly manufactured
	88,9
	
	86,8
	85,3
	74,8
	86,8
	87,0

	
	
	
	
	
	
	
	

	PERU
	
	
	
	
	
	
	

	Imports
	1922
	1923
	1924
	1925
	1926
	1927
	1928

	Articles of food and drink
	
	
	22,4
	24,3
	23,6
	
	

	Materials, raw or partly manufactured
	
	
	10,1
	8,5
	8,6
	
	

	Manufactured articles
	
	
	63,5
	66,3
	
	
	

	
	
	
	
	
	
	
	

	Exports
	1922
	1923
	1924
	1925
	1926
	1927
	1928

	Articles of food and drink
	
	
	22,2
	12,3
	17,9
	17,9
	13,7

	Materials, raw or partly manufactured
	
	
	75,8
	85,6
	80,4
	81,4
	85,8

	
	
	
	
	
	
	
	

	CHINA
	
	
	
	
	
	
	

	Imports
	1922
	1923
	1924
	1925
	1926
	1927
	1928

	Articles of food and drink
	
	
	23,3
	21,6
	23,0
	24,8
	

	Materials, raw or partly manufactured
	
	
	23,3
	25,5
	25,1
	24,6
	

	Manufactured articles
	
	
	48,7
	45,6
	45,3
	43,1
	

	
	
	
	
	
	
	
	

	Exports
	1922
	1923
	1924
	1925
	1926
	1927
	1928

	Articles of food and drink
	
	
	31,1
	31,0
	30,6
	33,1
	

	Materials, raw or partly manufactured
	
	
	46,4
	49,7
	48,7
	46,8
	

	Manufactured articles
	
	
	17,5
	17,0
	16,7
	17,4
	

	
	
	
	
	
	
	
	

	NETHERLANDS INDIES
	
	
	
	
	
	
	

	Imports
	1922
	1923
	1924
	1925
	1926
	1927
	1928

	Articles of food and drink
	24,9
	23,3
	24,4
	21,9
	25,0
	
	

	Materials, raw or partly manufactured
	8,9
	8,0
	6,8
	6,4
	6,7
	
	

	Manufactured articles
	63,5
	67,1
	68,0
	68,9
	64,9
	
	

	
	
	
	
	
	
	
	

	Exports
	1922
	1923
	1924
	1925
	1926
	1927
	1928

	Articles of food and drink
	35,1
	47,7
	47,3
	32,8
	30,8
	
	

	Materials, raw or partly manufactured
	61,7
	49,2
	50,1
	65,0
	66,8
	
	

	
	
	
	
	
	
	
	

	KOREA
	
	
	
	
	
	
	

	Imports
	1920-24
	1925-29
	1930-34
	1935-39
	
	
	

	Food
	17,5
	24,1
	17,0
	11,8
	
	
	

	Crude materials, industrial
	14,7
	11,7
	21,9
	13,5
	
	
	

	Manufactured articles
	67,8
	64,2
	61,1
	74,7
	
	
	

	
	
	
	
	
	
	
	

	Exports
	1920-24
	1925-29
	1930-34
	1935-39
	
	
	

	Food
	64,7
	66,7
	62,9
	45,3
	
	
	

	Crude materials, industrial
	11,1
	8,7
	15,6
	15,2
	
	
	

	Manufactured articles
	24,2
	24,6
	21,5
	39,5
	
	
	

	
	
	
	
	
	
	
	

	TAIWAN
	
	
	
	
	
	
	

	Imports
	1920-29
	* 1930-39
	
	
	
	
	

	Food and other primary products
	41,5
	34,1
	
	
	
	
	

	Manufacturing
	58,4
	65,9
	
	
	
	
	

	
	
	
	
	
	
	
	

	Exports
	1920-29
	* 1930-39
	
	
	
	
	

	Food
	82,9
	84,5
	
	
	
	
	


* 1937 and 1938 are excluded because trade data for these years are not complete.

Source: United Nations. Korea computed from the Bank of Korea, Annual Economic Review of Korea, 1948, Statistical Data, III, 50-59. Taiwan from Taiwan Government-General, The Annual Taiwan Trade Statistics, various issues.

The specialization patterns can be seen from another point of view; how the different product classes are divided over total imports and total exports. Table 12 shows the most important classes of commodities in which trade took place. The main classes that have considerable trade shares are:

1. Articles of food and drink

2. Materials, raw or partly manufactured

3. Manufactured articles

These three classes are the most important for the countries studied. The time period varies per country, but I have collected enough data to give a representative view of the 1920s. The ratios are the percentages of total import or export.

Manufactured articles are the main import products that went to Latin American countries. Some two-third is its share in total imports in the 1920s. The class articles of food and drinks show modest import shares, especially in Brazil and Chile. Brazil also had a considerable import share in raw or partly manufactured materials. Data on exports per commodity class are scarce for Argentine and Brazil. The Chilean and Peruvian exports were characterised by a very high share of materials, raw or partly manufactured. The heavy dependence on one class of commodities is made concrete by very huge export shares between 80 to 90 per cent.

The Asian countries also had the highest import shares in the class manufactured articles. Moderate to high shares of total imports existed of articles of food and drink. Imports were more equal distributed over the different classes of commodities in Asia. This was particularly the case in China, where even raw or partly manufactured materials showed a high share of total imports. There was a relative more equal distribution of exports over the different classes of commodities in most Asian countries.

So the general picture of a Latin American country is that it mainly imports manufactured articles. Food and drinks show a considerable share of total imports. The exports are heavily concentrated in the class of materials, raw or manufactured. The Asian countries have a relatively more equal distribution of exports over different classes. One of these classes is just like in Latin America the materials, raw or partly manufactured. But a high share of exports is characterised by food and drinks.

TABLE 13: REVEALED COMPARATIVE ADVANTAGES; Balassa-index 1937

	
	Product group
	Balassa-index

	Argentine
	Agriculture
	0,89

	
	Industrial raw materials and semi-manufactures
	-0,74

	Brazil
	Agriculture
	0,56

	
	Industrial raw materials and semi-manufactures
	0,07

	Chile
	Agriculture
	0,23

	
	Industrial raw materials and semi-manufactures
	0,62

	Peru
	Agriculture
	0,01

	
	Minerals
	0,91

	
	Industrial raw materials and semi-manufactures
	0,32

	China
	Agriculture
	0,81

	
	Industrial raw materials and semi-manufactures
	0,18

	
	Industrial consumer goods
	0,03

	Netherlands Indies
	Agriculture
	0,42

	
	Minerals
	0,96

	
	Industrial raw materials and semi-manufactures
	0,58

	Korea
	Food
	0,51

	
	Crude materials, industrial
	-0,06

	
	Manufactured products
	-0,41

	Taiwan
	Food and other primary products
	0,54

	
	
	

	Latin America
	Agriculture
	1,69

	
	Industrial raw materials and semi-manufactures
	1,14

	Asia
	Agriculture
	2,28

	
	Industrial raw materials and semi-manufactures
	0,74


Source: computed from Appendix table A3.

Now let’s study the RCA’s in the 1930s represented by the year 1937 and compare them with the RCA’s in 1926. Table 13 gives the imports, exports and Balassa-index for different countries again. Here I have sorted the products over more product groups. This gives a more detailed picture of the comparative advantages.
Argentine has an even higher Balassa-index than in 1926. This means Argentine has remained a comparative advantage in agricultural products. In Brazil agriculture is also the sector in which the country has a comparative advantage. For Chile the class minerals and the class industrial raw materials and semi-manufactures can be combined to one product group. The Balassa-index is 0,57 in that case, which is lower than in 1926, where the class materials, raw or partly manufactured includes minerals. Chile has a comparative advantage in raw and partly manufactured materials in 1937. The Balassa-index for agriculture is much higher in 1937 than in 1926. Chile has become more diversified and agriculture is the second product group in which Chile has specialized. Looking at Peru we see that making more product classes gives a more detailed insight into the strengths of economic sectors in a country. In Peru the sector minerals is very important and Peru has a very great comparative advantage in minerals. When the class minerals and the class industrial raw materials and semi-manufactures are combined to one product group again, the Balassa-index is 0,50 and lower than in 1926. One could say that Peru has a comparative advantage in industrial materials and semi-manufactures. However, it is clear that minerals are the most important products within that class. So it is Peru’s strength to specialize in the export of minerals. In China the Balassa-index is very low in most product classes again. However, the product group agriculture shows a very high RCA of 0,81. Chinese agriculture has developed over a decade and in 1937 China has got a comparative advantage in agriculture. In the Netherlands Indies the class minerals and the class industrial raw materials and semi-manufactures can be combined to one product group again. This makes comparison with 1926 easier; the RCA of 0,65 is lower than in 1926. However the more detailed products groups show an interesting specialization pattern. In 1937 the Netherlands Indies have a huge comparative advantage in minerals. But also in the other product groups, agriculture and semi-manufactures modest RCA’s can be seen. This means that the Netherlands Indies are diversified and have even become more diversified in the export of different product groups. Korea and Taiwan have sustained their comparative advantage in food and primary products. The RCA’s in 1937 are even somewhat higher than in 1926. In contrast with the other countries studied, the export share of manufactured products in Korea was relatively high during the twenties and got even higher in the late thirties. When we compare the RCA’s in 1937 with the RCA’s in 1926 we see some changes. In many countries the RCA in industrial raw materials and semi-manufactures decreases. This is the result of the import-substitution in many countries. Another shift between 1926 and 1937 is the increase of the RCA’s in agriculture. The promotion of industrialisation and the increase in productivity in agriculture increased these countries comparative advantage in this sector.
Now, let’s compare the continent Latin America with the continent Asia with respect to their comparative advantages. It is clear that Latin America has specialized in the sector agriculture and in the sector industrial materials and semi-manufactures. Argentine and Brazil have high RCA’s in agriculture. Chile and Peru have high RCA’s in industrial materials and semi-manufactures. Asia has specialized mainly in agriculture, as can be seen in China, Korea and Taiwan. Industrial materials and semi-manufactures were important for the Netherlands Indies. So the countries differ among themselves a little bit, but I think that the general picture becomes clear already. To get a crystal clear view on Latin America and Asia as a whole I have taken the countries in a continent together and calculated the Balassa-index. To get a general picture of the comparative advantage in Latin America, I have added the positive RCA’s of the Latin American countries. The result gives the Balassa-index for Latin America as a whole. The total of the RCA’s of the Asian economies results in the Balassa-index for Asia as a whole. The contrasts between Latin America and Asia are evident now. Asia has a much higher RCA in agriculture than Latin America has. Asia has specialized in agriculture and this sector is much more important for Asia than the sector industrial materials and semi-manufactures. In Latin America the difference in economic strength between the sector agriculture and the sector industrial materials and semi-manufactures is not that great. In fact, this difference is much smaller than in Asia. This means that the sector industrial materials and semi-manufactures is relative very important for Latin America. Specialisation in this sector is logical, because of her strong comparative advantage. The sector agriculture is also important for Latin America. What I want to make clear is that there is a contrast between Latin America and Asia. Both continents have specialized in the sectors in which they have a comparative advantage. For Asia this means especially specializing in agriculture in which she has the greatest comparative advantage. For Latin America the role of industrial materials and semi-manufactures is much greater. She has specialized in this sector heavily, as can be seen in Chile and Peru. She had a considerable comparative advantage in agriculture as well, as can be seen in Argentine and Brazil. The demand for the first necessities of life, which are mainly produced in the agricultural sector, is less vulnerable than the demand for industrial materials and semi-manufactures in times of a crisis like the world crisis of the early thirties. The contrast in how successful Latin America and Asia survived the world depression partly has its causes in the contrasts in specialization patterns and comparative advantages in both continents.

TABLE 14: EXPORT CONCENTRATION RATIOS; export share of two main export products (percentages), 1937 

	Argentine
	46,5

	Brazil
	61,0

	Chile
	70,9

	Peru
	47,1

	China
	19,8

	Netherlands Indies
	39,4

	Korea
	

	Taiwan
	72,7

	
	

	Latin America
	56,4

	Asia
	44,0

	Asia without Taiwan
	29,6


Source: computed from table 15.

Another factor that is important to study is how diversified exports were at the time of the depression. Again I search for a contrast between Latin American and Asia. I’ve calculated the percentage share of the two main export products of a country. This concentration ratio gives an idea how dependent a country is from its most important two export products. As can be seen in table 14, the average concentration of these two products is 56,4% of total exports in Latin America. The average concentration of the main two export products in Asia is 44,0% and thus much lower. Data for Korea were inadequate. Maddison (1985) speaks of “substantial exports of rice to Japan”. But the share of Korea’s rice export can not have been higher than 45,3%, which is the export share of total food. I expect Korea to have approximately the same concentration ratio in exports like in Asia on average. Taiwan has a very high concentration ratio. This finds its cause in the role of being a Japanese colony. As mentioned earlier, the colony Taiwan was developed to satisfy the Japanese needs. Japan has exploited Taiwan to export the primary products Japan needed. This explains the very high export shares of sugar and rice in Taiwan. When I exclude Taiwan and calculate the average concentration ratio for Asia, represented by China and the Netherlands Indies, the contrast with Latin America becomes even more evident. The concentration ratio is only 29,6% in that case. In general Asia had more diversified export products than Latin America. The Latin American economies were much more dependent on just a few export products. This contrast is important when one wants to understand why Latin America suffered relative more heavy from the great depression than Asia did. Specializing in only one or a few export products makes an economy more vulnerable to external shocks, of course. Diversification does spread the risk of losing export earnings over more export products at times of a world crisis.

Now we will look in detail in what specific products the countries had specialized. Table 15 shows the imports and exports of these specific articles per country. The numbers in the table are the percentages of total import value or total export value. Only articles with a minimum share of 5% in one of the years 1936, 1937 and 1938 have been selected.

TABLE 15: IMPORT AND EXPORT SHARES OF MAIN ARTICLES (percentages)

	ARGENTINE
	
	
	
	
	
	

	Imports
	1936
	1937
	1938
	
	
	

	Petroleum
	8,8
	8,3
	10,5
	
	
	

	Drugs and chemicals
	6,9
	6,5
	6,2
	
	
	

	Coal and coke
	6,2
	5,3
	5,1
	
	
	

	Paper and cardboard
	5,2
	5,0
	4,2
	
	
	

	
	
	
	
	
	
	

	Exports
	1936
	1937
	1938
	
	
	

	Maize
	26,9
	25,9
	12,9
	
	
	

	Wheat
	10,3
	20,6
	13,1
	
	
	

	Linseed
	12,8
	11,9
	12,9
	
	
	

	Beef (chilled)
	10,2
	7,4
	11,9
	
	
	

	Wool in the grease
	7,6
	5,9
	8,8
	
	
	

	Cattle hides (dried and salted)
	5,5
	5,5
	6,0
	
	
	

	
	
	
	
	
	
	

	BRAZIL
	
	
	
	
	
	

	Imports
	1936
	1937
	1938
	
	
	

	Locomotives, tools, machines (electric), machinery
	17,1
	18,9
	21,3
	
	
	

	Wheat
	14,5
	12,7
	10,3
	
	
	

	Iron and steel, manuf.
	9,2
	10,2
	7,3
	
	
	

	
	
	
	
	
	
	

	Exports
	1936
	1937
	1938
	
	
	

	Coffee (raw)
	45,5
	42,1
	45,0
	
	
	

	Cotton (raw)
	19,1
	18,9
	18,2
	
	
	

	
	
	
	
	
	
	

	CHILE
	
	
	
	
	
	

	Imports
	1936
	1937
	1938
	
	
	

	Machin., etc.(industrial, agricultural)
	8,5
	5,8
	5,7
	
	
	

	Cotton (tissues)
	8,1
	6,2
	4,2
	
	
	

	Mineral oil (crude)
	4,2
	6,1
	5,3
	
	
	

	Other products of the chemical industry
	5,3
	5,0
	4,3
	
	
	

	
	
	
	
	
	
	

	Exports
	1936
	1937
	1938
	
	
	

	Copper (bars and ingots)
	38,0
	53,2
	48,2
	
	
	

	Nitrate of soda
	25,6
	17,7
	20,8
	
	
	

	
	
	
	
	
	
	

	PERU
	
	
	
	
	
	

	Imports
	1936
	1937
	1938
	
	
	

	Machin. and parts (other)
	12,2
	11,6
	12,6
	
	
	

	Wheat
	8,3
	9,7
	5,8
	
	
	

	Cotton and manufact. of
	8,6
	6,7
	6,9
	
	
	

	Metal manuf. (other)
	6,7
	7,5
	6,8
	
	
	

	Motor-cars and -trucks
	6,0
	6,6
	6,4
	
	
	

	
	
	
	
	
	
	

	Exports
	* 1920
	* 1925
	* 1930
	1936
	1937
	1938

	Cotton (raw)
	30
	32
	18
	27,3
	24,3
	17,7

	Petroleum (crude)
	5
	24
	30
	23,2
	22,8
	21,5

	Copper in bars
	7
	8
	10
	12,8
	13,9
	16,9

	Sugar
	42
	11
	11
	7,5
	8,7
	7,3

	
	
	
	
	
	
	

	CHINA
	
	
	
	
	
	

	Imports
	1936
	1937
	1938
	
	
	

	Iron (semi-manufactur.)
	8,4
	9,6
	5,1
	
	
	

	Machinery and tools
	6,4
	6,8
	6,3
	
	
	

	Chemicals
	5,5
	6,4
	6,4
	
	
	

	
	
	
	
	
	
	

	Exports
	1936
	1937
	1938
	
	
	

	Other textiles
	9,3
	9,1
	8,8
	
	
	

	Oil (wood)
	10,4
	10,7
	5,1
	
	
	

	Other metals and ores
	4,2
	7,5
	9,3
	
	
	

	Cotton (raw)
	4,0
	3,7
	13,2
	
	
	

	Egg albumen and yolk
	5,1
	5,3
	5,6
	
	
	

	
	
	
	
	
	
	

	NETHERLANDS INDIES
	
	
	
	
	
	

	Imports
	1936
	1937
	1938
	
	
	

	Cotton tissues
	15,9
	18,7
	13,4
	
	
	

	Machinery and tools
	8,7
	10,2
	
	
	
	

	Other tissues
	8,3
	6,9
	
	
	
	

	Chemicals and drugs
	5,6
	5,2
	5,6
	
	
	

	
	
	
	
	
	
	

	Exports
	1936
	1937
	1938
	
	
	

	Rubber
	16,1
	31,2
	20,4
	
	
	

	Benzine & petrol
	8,3
	8,2
	12,4
	
	
	

	Tea
	8,0
	5,2
	8,6
	
	
	

	Copra
	7,7
	6,6
	5,8
	
	
	

	Sugar and molasses
	6,3
	5,4
	6,9
	
	
	

	
	
	
	
	
	
	

	TAIWAN
	
	
	
	
	
	

	Exports
	1920-29
	** 1930-39
	
	
	
	

	Sugar
	50,6
	46,8
	
	
	
	

	Rice
	19,1
	25,9
	
	
	
	


* Source: Extracto Estadistico 1939, pp.247 and 238-9, Extracto Estadistico del Peru (Lima: Direccion Nacional de Estadistica, 1919-1943).

** 1937 and 1938 are excluded because trade data for these years are not complete.
Source: United Nations.
After the world crisis the prices of the main primary export products tumbled. In Chile the copper prices fell from 17.5 cents to 7 cents between 1929 and 1931 (Keen and Wasserman, 1984). In the Netherlands Indies sugar output in 1935 was only one-sixth of the sugar output in 1931 (Maddison, 1985). In 1929 almost 3 million ton sugar was exported for 312 million guilders, in 1934 1 million ton was exported for only 45 million guilders, at a much lower price (Buiter, 1993). Rubber prices declined to only 10% of the price level before the crisis. In 1929 263.000 ton rubber was exported for 232 million guilders, in 1933 350.000 ton rubber was exported, which was more than in 1929, but at much lower prices, only 37 million guilders (Buiter, 1993).The heavily concentrated exports collapsed. In reaction, international rubber and tea restriction schemes were signed by the most important rubber and tea producing countries in the early thirties. This way they tried to control the world rubber and tea prices (Broek, 1942).

There have been shifts in the export of products when we compare the 1930s with the 1920s. In Brazil a boom took place in the labour-intensive cotton cultivation and resulted in massive plantations in the thirties. It was an interesting alternative because of the crisis in the coffee sector. Cotton export rose from 50.000 ton in 1929 to 324.000 ton in 1939 (Stols, 2002). The decline in the importance of Peruvian sugar already began before the world crisis of 1929. Low world prices in the early 1920s had reduced the export earnings of sugar, which was the most important export product at that time (Duncan and Rutledge, 1977). Oil became Peru’s main export product in 1924 and grew to 30% of total export earnings in 1929 (Thorp and Bertram, 1978). However, foreign companies dominated the Peruvian oil industry.

Chinese exports reflect the more equal distribution of exports over more products in Asia. There are not one or two products that dominate the exports with very high shares like in Latin America. In Taiwan however, exports depend mainly on two products, sugar and rice. I’ve already explained why this Asian colony concentrated her exports in only a few products. Taiwan must be seen as an exception to the general picture of Asia in this context.

CHAPTER 4: CONCLUSIONS

The great depression started in America with the collapse of the stock market in 1929. It does not matter if this was the cause of the depression or that it just deepened the recession that was part of a business cycle. There are many theories that try to explain the causes of this depression. This paper takes the great depression given as an external shock. The important thing that must be clear is that the world crisis was transmitted from the developed world to developing countries in Latin America and Asia. I have studied Argentine, Brazil, Chile and Peru as representative countries for Latin America. In Asia I have selected China, Netherlands Indies, Korea and Taiwan as representative countries. I have chosen the continents Latin America and Asia, because there was a contrast between them with respect to how much they were affected by the great depression. I have looked at the depression and at the countries from a point of view which is all about trade, international trade. This paper has searched for the factors that explain this contrast between Latin America and Asia. After describing the contrast between Latin America and Asia, I will give the factors of explanation in order of importance.
The main contrast between Latin America and Asia becomes clear when we see the GDP growth between 1929 and 1932. Latin America suffered very much from the world crisis in 1929 and faced negative GDP growth between 1929 and 1932. Asia, however, enjoyed positive GDP growth between 1929 and 1932 as if the great depression had not happened at all. Next I have looked at exports from and imports to Latin America and Asia. The world crisis caused export markets to collapse and export values tumbled in all countries. In Latin America the export values declined somewhat more than in Asia. There is an enormous difference between the fall in export values and the decline in export volumes. The drop in export volume is much lower than the fall in export value. This means that the prices on the export markets have tumbled heavily. Between 1929 and 1932 export volumes decreased on average more in Latin America than in Asia. The same story is true for import volumes. In two Asian countries the export and import volumes even grew in times of world crisis. Latin American import values decreased more than Asian import values. So having looked at GDP, exports and imports, we see a contrast between Latin America and Asia. The great depression affected Latin American GDP, exports and imports more severe.

What factors do explain the contrast between Latin America and Asia? Chapter 3 has tried to answer this most important question from many points of view. The first factor is the importance of trade, measured by the Exports / GDP ratios. International trade was more important for Latin America than for Asia. I can also say that Latin America was more dependent on exports than Asia was. During the depression export markets collapsed.  Because the contribution of exports to total GDP was more important in Latin America than in Asia, it is logical that Latin America suffered higher losses in GDP than Asia did. Latin American economies were relative more open and dependent on international trade. This made them more vulnerable to external shocks in world trade, like the crisis of the thirties.

The second important factor that explains the contrast between Latin America and Asia is with whom they trade. With what countries or kind of countries did they trade? Latin America did trade mainly with the Western world, which existed mainly of the United States, United Kingdom, Germany and France. Asia did trade mainly with Asian countries. There is indeed a difference between Latin America that traded mainly interregional, with the Western world, and Asia that traded mostly intraregional, within the continent Asia. Is intraregional trade more save than interregional trade? I am not convinced that one should make such conclusions. Latin America was unlucky to trade with the countries that were hit most severe by the great depression. Intraregional trade, which was more important in Asia, may have saved Asian countries from the more heavy setbacks in export demand in the rest of the world outside Asia. The reason for this is not the difference of interregional versus intraregional trade, but the difference of trading with the Western developed world versus not trading with the Western developed world, because the great depression hit the Western world most heavy. One of the questions asked is what shifts in the relative importance of foreign export markets have occurred. Did the trade partners of the developing countries change after the world crisis? In most countries trade with the United States collapsed after the crisis in 1929. The shift in importance of United Kingdom is less clear. In some countries the exports to United Kingdom follow the same decreasing pattern. In other countries the United Kingdom export market becomes more important in the 1930s in comparison with the 1920s. A shift was seen in exports to and imports from Germany. After the crisis Germany became more important as trade partner. In Asia the role of Japan diminished during the depression years. There is a difference between Latin America and Asia with respect to the role of Japan as supplier of import products. In Latin America the importance of imports from Japan decreased after the crisis. In Asia this shift did not occur; Japan became even more important as supplier of import products. At last we see that intraregional trade becomes somewhat more important in Latin America; the Latin American countries import more from each other. To conclude, the world crisis caused changes and shifts in the countries trade partners.
The difference of concentration versus diversification is the third important factor that explains the contrast between Latin America and Asia in the context of the great depression.

Latin American exports are heavily concentrated in the class of materials, raw or partly manufactured. The Asian countries on the other hand have a relatively more equal distribution of exports over different classes. Looking at the export of single products makes this contrast even more clear. Asian exports were more diversified than Latin American exports. The Latin American economies were much more dependent on just a few export products. Specialization in only one or a few export products made the Latin American economies relatively more vulnerable to external shocks than the Asian exports, which were relatively more diversified.
The fourth important factor that explains the contrast between Latin America and Asia is the specialization pattern. In what products or product classes did Latin American and Asian countries have a comparative advantage? The link between theory and practice has been made by calculating the RCA’s using the method of Balassa. Asia has a much higher RCA in agriculture than Latin America has. Asia has specialized in agriculture, which is much more important for Asia than industrial materials and semi-manufactures. In Latin America the difference in economic strength between the sector agriculture and the sector industrial materials and semi-manufactures is not as evident as in Asia. Latin America has specialized in this sector, because of a higher RCA than in Asia. Specialization in industrial materials and semi-manufactures could have been more vulnerable than specialization in agriculture in times of depression.

A question asked in the introduction was how the governments of the countries in Latin America and Asia did respond to the depression. How did their policy change in reaction to the great depression? In the first place we see a shift from laissez-faire to interventionism. Governments had to do something to let their country suffer no longer from the depression. Economic autonomy should deliver the countries from the vulnerable dependence on other countries. Governments tried to reach this by protectionism, trade controls and tariffs. The new trend of economic nationalism was the foundation for import-substitution. In both Latin America and Asia we see that industrialisation plays an important role. The average annual industrial output growth is higher during the 1930s than in the 1920s. Import-substituting industrialisation diversified industries and transformed economies. The changes in RCA’s between the 1920s and the 1930s in Latin American and Asian countries reflect these developments. These developments led to the unorthodox view that the depression not only had devastating effects on the developing world, but also offered them opportunities to strengthen their economies by substantial industrial growth.

Another possible factor of explanation is the concentration of exports with respect to trade partners. Did the main share of exports went to only a few countries or were exports more equal distributed over different destination countries? How concentrated were exports with respect to trade partners and is there a contrast between Latin America and Asia? The data I have used are the results of calculations of the concentration ratio of the two main trade partners of a country. I have excluded Korea and Taiwan, because they belonged to the Japanese Empire and almost all their exports went to Japan. The data do not show a contrast between Latin America and Asia on this point when the exceptions Korea and Taiwan are excluded. At last I mention that I have looked at the role of being a colony, because many Asian countries were a colony in the thirties. Had the world depression a different effect on colonies? The data suggest that the colonies GDP, exports and imports have developed better than in non-colonies during the depression years. It is difficult to judge if this can be contributed to the colony status. The relation between the colony and the mother-country should not be underestimated. However, the other factors mentioned in this paper do give a clear explanation for the contrast between Latin America and Asia during the great depression. 
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APPENDIX

TABLE A1: GROSS DOMESTIC PRODUCT (GDP) (million $)

	
	Argentine
	Brazil
	Chile
	China
	Netherlands Indies
	Korea
	Taiwan

	1929
	4.806
	2.690
	1.077
	34.740
	4.971
	2.102
	977

	1930
	4.609
	2.634
	1.033
	35.157
	5.110
	2.424
	998

	1931
	4.287
	2.547
	828
	35.539
	5.165
	2.253
	1.020

	1932
	4.143
	2.658
	792
	36.651
	5.185
	2.369
	1.109

	1933
	4.340
	2.894
	899
	36.651
	4.976
	2.514
	1.029

	1934
	4.681
	3.161
	1.020
	33.455
	4.981
	2.453
	1.094

	1935
	4.888
	3.252
	1.060
	36.164
	4.896
	2.657
	1.268

	1936
	4.950
	3.645
	1.094
	38.457
	5.259
	2.606
	1.222

	1937
	5.349
	3.812
	1.178
	37.519
	5.786
	2.951
	1.190

	1938
	5.412
	3.984
	1.178
	36.581
	5.751
	2.859
	1.147


Source: computed from table 9.

TABLE A2: REVEALED COMPARATIVE ADVANTAGES; Balassa-index 1926

	ARGENTINE
	Import (million current paper pesos) *
	

	Agricultural products
	196,0
	

	
	Export (million current paper pesos) *
	Balassa-index

	Agricultural products
	1522,0
	0,77

	
	
	

	CHILE
	Import (million $)
	

	Articles of food and drink
	20,9
	

	Materials, raw or partly manufactured
	16,5
	

	Manufactured articles
	112,1
	

	
	Export (million $)
	Balassa-index

	Articles of food and drink
	14,9
	-0,17

	Materials, raw or partly manufactured
	150,3
	0,80

	
	
	

	PERU
	Import (million $)
	

	Articles of food and drink
	16,0
	

	Materials, raw or partly manufactured
	5,8
	

	
	Export (million $)
	Balassa-index

	Articles of food and drink
	15,8
	-0,01

	Materials, raw or partly manufactured
	70,8
	0,85

	
	
	

	CHINA
	Import (million $)
	

	Articles of food and drink
	196,4
	

	Materials, raw or partly manufactured
	214,4
	

	Manufactured articles
	386,9
	

	
	Export (million $)
	Balassa-index

	Articles of food and drink
	201,0
	0,01

	Materials, raw or partly manufactured
	320,0
	0,20

	Manufactured articles
	109,7
	-0,56

	
	
	

	NETHERLANDS INDIES
	Import (million $)
	

	Articles of food and drink
	90,0
	

	Materials, raw or partly manufactured
	24,1
	

	Manufactured articles
	233,6
	

	
	Export (million $)
	Balassa-index

	Articles of food and drink
	199,9
	0,38

	Materials, raw or partly manufactured
	433,5
	0,89

	
	
	

	KOREA
	Import (million $)
	

	Food
	42,0
	

	Crude materials, industrial
	20,4
	

	Manufactured products
	111,9
	

	
	Export (million $)
	Balassa-index

	Food
	108,1
	0,44

	Crude materials, industrial
	14,1
	-0,18

	Manufactured products
	39,9
	-0,47

	
	
	

	TAIWAN
	Import (million $)
	

	Food and other primary products
	36,1
	

	Manufacturing
	50,7
	

	
	Export (million $)
	Balassa-index

	Food and other primary products
	97,6
	0,46


* 1928

Source: United Nations. Argentine from Anuario Estadistico de la Argentina, pp. 377-78; DNEC, Comercio Exterior and Boletin de Estadistica, several issues. Taiwan computed from League of Nations: Memorandum on International Trade and Balances of Payments 1912-1926, Vol. I and 1926-1928 Vol. I.

TABLE A3: REVEALED COMPARATIVE ADVANTAGES; Balassa-index 1937

	ARGENTINE
	Import (million pesos)
	

	Agriculture
	115,5
	

	Minerals
	238,0
	

	Capital goods
	97,1
	

	Industrial raw materials and semi-manufactures
	926,8
	

	Industrial consumer goods
	71,9
	

	
	Export (million pesos)
	Balassa-index

	Agriculture
	1966,8
	0,89

	Industrial raw materials and semi-manufactures
	135,8
	-0,74

	
	
	

	BRAZIL
	Import (thousand gold pounds)
	

	Agriculture
	7320,0
	

	Minerals
	4501,0
	

	Capital goods
	7670,0
	

	Industrial raw materials and semi-manufactures
	9063,0
	

	Industrial consumer goods
	3012,0
	

	
	Export (thousand gold pounds)
	Balassa-index

	Agriculture
	26020,0
	0,56

	Industrial raw materials and semi-manufactures
	10389,0
	0,07

	
	
	

	CHILE
	Import (million pesos)
	

	Agriculture
	54,9
	

	Minerals
	26,6
	

	Capital goods
	55,6
	

	Industrial raw materials and semi-manufactures
	182,1
	

	Industrial consumer goods
	40,8
	

	
	Export (million pesos)
	Balassa-index

	Agriculture
	87,4
	0,23

	Industrial raw materials and semi-manufactures
	766,6
	0,62

	
	
	

	PERU
	Import (million Soles)
	

	Agriculture
	39,4
	

	Minerals
	5,9
	

	Capital goods
	38,0
	

	Industrial raw materials and semi-manufactures
	97,7
	

	Industrial consumer goods
	29,4
	

	
	Export (million Soles)
	Balassa-index

	Agriculture
	40,3
	0,01

	Minerals
	120,7
	0,91

	Industrial raw materials and semi-manufactures
	188,5
	0,32

	
	
	

	CHINA
	Import (million Customs Gold Units)
	

	Agriculture
	38,9
	

	Minerals
	45,8
	

	Capital goods
	30,7
	

	Industrial raw materials and semi-manufactures
	220,4
	

	Industrial consumer goods
	16,1
	

	
	Export (million Standard dollars)
	Balassa-index

	Agriculture
	377,1
	0,81

	Industrial raw materials and semi-manufactures
	317,7
	0,18

	Industrial consumer goods
	17,1
	0,03

	
	
	

	NETHERLANDS INDIES
	Import (million gulden)
	

	Agriculture
	68,7
	

	Minerals
	3,2
	

	Capital goods
	49,9
	

	Industrial raw materials and semi-manufactures
	140,2
	

	Industrial consumer goods
	164,1
	

	
	Export (million gulden)
	Balassa-index

	Agriculture
	168,1
	0,42

	Minerals
	147,0
	0,96

	Industrial raw materials and semi-manufactures
	532,0
	0,58

	
	
	

	KOREA
	Import (million $)
	

	Food
	29,3
	

	Crude materials, industrial
	33,5
	

	Manufactured products
	185,6
	

	
	Export (million $)
	Balassa-index

	Food
	89,4
	0,51

	Crude materials, industrial
	30,0
	-0,06

	Manufactured products
	78,0
	-0,41

	
	
	

	TAIWAN
	Import (million $)
	

	Food and other primary products
	31,6
	

	Manufacturing
	61,0
	

	
	Export (million $)
	Balassa-index

	Food and other primary products
	107,1
	0,54


Source: United Nations.

