
Chapter 15 
Developing Countries

OUTLINE OF CHAPTER15:  

CHARACTERISTICS OF DEVELOPING COUNTRIES

GOVERNMENT INVOLVEMENT IN BUSINESS

TRADE AND DEVELOPMENT


Trade as engine of growth


Import substitution versus export orientation
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CLOSING CASE: PROTON

learning objectives OF CHAPTER 15

The aims of this chapter are to:

1. Outline the main characteristics of developing countries

2. Explain the role of the government sector in developing countries, and the main government concerns and strategies

3. Examine the importance of trade to development and the main trade strategies used by the 

   developing countries.

4. Outline the major features of import markets in developing economies: size, growth, product composition, main suppliers

5. Examine the main trade and marketing issues involved in exporting to developing countries

6. Understand the main trends in FDI in developing countries and major investment considerations in these countries

LECTURE OUTLINE FOR CHAPTER 15

A. CHARACTERISTICS OF DEVELOPING COUNTRIES

1. In principle, the developing countries, are countries at a lower level of economic development than the industrialized countries. Almost by default, the most commonly used indicator to distinguish between the developing countries and industrialized countries is the gross national income (GNI) per capita. The average income per capita for low income and Middle income countries, which do broadly make the group of developing countries is US$ 1,230 per head. This is not a perfect distinction, because the very broad and heterogeneous group of developing countries includes along with the economies classified by the World Bank as Low & Middle income economies, a number of High-income economies such as Singapore, Hong Kong, and Kuwait.
2. In addition to per capita GNI, economists also estimate the level of a country’s development from diverse statistics: percentage of national income originating in agriculture; per capita energy consumption; per capita calorie consumption and percentage of starches in total calories consumed; School enrolment ratio, degree of urbanisation and life expectancy; infant mortality and number of inhabitants per physician. One should also examine the situation of other factors such as: Banking and credit facilities; infrastructure; Marketing facilities such as distribution, packaging and storage; level of government intervention etc
3. A special group of developing countries is the group of the Least Developed Countries including in 2001 49 countries in Africa, Asia, Caribbean and Pacific  The list is reviewed every three years by the Economic and Social Council (ECOSOC). 

	B. GOVERNMENT INVOLVEMENT IN BUSINESS

1.The level of government expenditure in developing countries as a percentage of GDP tends to be lower than in industrialized countries, but generally one can find more ‘red tape’ in developing countries than in Industrial countries.

2. A major concern of governments in some Developed countries, is related to the lack of financial capital and BOP current account deficits, which tends to generate policy measures with a protectionist character, or favouring national companies.



	C. TRADE AND DEVELOPMENT

1. During the 1950s, 1960s, and 1970s most developing nations made a deliberate attempt to industrialize rather than continuing to specialise in the production of primary commodities.

2. Having decided to industrialize, developing nations had to choose between industrialization through import substitution or through export orientation. Both strategies have advantages and disadvantages, but generally the economies which have opted for export-orientation have shown a better economic performance

D. EXPORTING TO DEVELOPING COUNTRIES

1. Developing countries present a number of elements of interest for an international contractor that wants to do business internationally. Although developing countries have lower incomes than industrial countries, since they have over three quarters of the world's population, a large portion of its natural resources, and generally high growth rates of production and consumption, they constitute valuable target markets and sources of production inputs.

2. Geographically, we can segment this heterogeneous group of over 155 developing countries into six regional groupings(e.g. East Asia & Pacific, Latin America and Caribbean, Middle East &North Africa, South Asia, Sub-Saharan Africa) plus the high-income members(e.g. Singapore and Hong Kong). .Despite the difficulties of underdeveloped infrastructures and often changing regulations, in a number of less developed economies, all developing groupings present many opportunities for international companies.

3. Tariffs in developing countries, especially in import-substituting countries tend to be higher than in industrial countries. Similar to Industrialised countries, agriculture is the most protected sector in developing countries. Protection includes quotas and import restrictions maintained on beef, diary products and rice by Taiwan, Rep. of Korea and Malaysia.

4. Export marketing in developing countries has a number of specifics compared to the industrialized markets. Cultural aspects can have a direct impact on consumption and import decisions by importers in developing countries; Many developing markets are ‘price markets’, and the channels of distribution tend to be longer which increases the distribution costs and puts pressure on profitability. Promotion expenditure is generally lower, but on the rise, and while advertising expenditure by medium in higher income developing countries tends to be similar to industrialized countries (e.g. with higher emphasis on Print and TV), in lower income countries advertising on the radio and outdoors tends to get a higher popularity
5. In 2000, the developing countries accounted for over 31 per cent of the world’s inward FDI stock. Two thirds of this stock is located in Asia, with the bulk of it in South, East and South East Asia. The developing countries host about 489, 504 foreign affiliates, and 12,588 parent corporations are based in the countries of this group. Manufacturing is still attracting most of FDI inflows in developing countries, but the share of services is on the rise, while manufacturing’s share in total FDI inward stock has declined.

6. Investment considerations are similar to those in industrialized countries. However, any MNE planning to invest in an LDC needs to be extremely sensitive to the issue of government /business relations. Government controls can change significantly according to the host country’s general economic situation. Incentives can be more attractive than in industrialized countries, but companies investing in the economies of this group should be aware of “the ‘obsolescing bargain’. Overall, despite the difficulties of underdeveloped economic infrastructures, developing countries present many investment opportunities to international contractors




PRACTICE ACTIVITIES

True-False Questions
	1. According to the World Bank broad classification, developing countries include low and middle income economies.
	       T / F 

	2.For a comprehensive definition of developing countries, one should supplement the income per capita with other indicators of economic development
	       T / F

	3. In developing countries the level of government expenditure as a percentage of GDP tends to be higher than in industrialized countries.
	       T / F

	4. Generally, the developing economies which have opted for import substitution have shown a better economic performance than those which have become export-oriented. 
	       T / F

	5.The market environment in developing countries is more unpredictable than in industrialised countries.
	       T / F

	6. Developing countries account for a bigger share of world’s production and imports than for that of world population.
	

	7.Tariffs in developing countries tend to be higher than in industrialised countries.
	       T / F

	8. A higher proportion of import tariffs in developing countries are bound, compared to Industrialised countries.
	       T / F

	9. Cultural aspects can have a direct impact on consumption and import decisions by importers in developing countries
	       T / F

	10. Channels of distribution tend to be longer which increases the distribution costs and puts pressure on profitability
	       T / F

	11. Beef or poultry imported by Middle East countries must be killed in the "Halal" method
	       T / F

	12. Manufacturing is still attracting most of FDI inflows in developing countries, because of cheaper labour costs.
	       T / F


Multiple Choice

1.
According to the World Bank classification of the world’s economies according to GNI  per capita 


a. China and Malaysia are low-income economies


b. South Korea and the Philippines are lower-middle income economies



c. Thailand and Vietnam are upper- middle income economies


d. Singapore and Hong Kong are high-income economies

2. In order to accelerate its level of economic development, a developing country should increase its real GDP 


a. at a comparable rate with that of its population growth


b. at a higher rate than that of its population growth 


c. at a lower rate than that of its population growth

3. The most common development strategy for most “Asian Tiger economies “has been represented by 


a. import substitution


b. export specialisation


c. outward foreign investment


d. expansion of services industries.

4. Import-substitution is


a. a method of export assistance


b. a policy of low tariff protection


c. a reason for foreign firms to invest in the manufacturing sector.


d. a way to develop efficient industries and stimulate local demand

5. In relation to FDI in developing countries, which statement is NOT correct:


a. Government/business relations in developing countries are very sensitive.

b. Over the 1990s, the share of manufacturing in the FDI inflows of developing countries has increased

c. Incentives offered by governments of developing countries can be in real terms diminished by the ‘‘obsolescing bargain’.


d. Several Newly Industrialising Countries have increased their FDI outflows

SOLUTIONS TO PRACTICE ACTIVITIES

True-False Questions

1.
T

7.
T

2.
T

8.
F

3.
F

9.
T

4.
F

10.
T

5.
T                     11.
T

6.
F

12.
T

Multiple Choice

1.
D

2.
B

3.
B

4.
C

5.
B
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