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1 Introduction

The renewed interest in growth theory since the second half of the 1980s has stirred a huge volume
of theoretical and empirical research on economic growth. As a result, being the fastest growing
economies for the past three decades, the economic “miracles” of the four East Asian Newly
Industrializing Economies (NIEs) have drawn a lot of attention.! However, the reasons for their
extraordinary growth rates are still far from being settled.

There are two main theories that attempt to explain the growth of the East Asian NIEs. Both
schools center around the growth effects of international trade, but differ in the channel by which
trade influences growth. The first school originated from the new growth theory? emphasizes the
role of productivity growth. One of the papers in this school, Lucas (1988) introduces the effect
of trade on productivity growth through a learning-by-doing mechanism. He advocates that the
growth of the East Asian NIEs is a result of productivity growth, which in turn is due to the
production experience accurnulated in the export markets. Subsequent papers by Young (1991)
and Lucas (1993) also explore the growth effects of trade in a similar way. Thus, this school
postulates that the growth of the four East Asian NIEs is a result of productivity growth that is
associated with trade.

However, the controversial findings of Young (1992, 1995) appear to cast doubt on the produc-
tivity growth hypothesis of this school. Using growth accounting techniques, Young shows that
there is in fact no sign of productivity growth in Singapore. The average annual growth rate of
primal total factor productivity {TFP) of Singapore is almost zero for the period 1974 to 1992.
The growth rates of primal TFP of the other three economies are also far from impressive. Based
on Young’s finding, Krugman (1994) claims that the growth of the East Asian NIEs is purely

input driven, and is comparable to the miraculous growth experience of the Soviet Union in the

! The East Asian NIEs cousist of Singapore, Hong Kong, Taiwan (China), and the Republic of Korea. Their
average annual growth rates of GDP for the past three decades are around 8 percent.

2 The new growth theory is also known as the endogenous growth theory.



1950s — an economic legacy that was not sustainable due to the inherent nature of diministing
returns of capital accumulation.

The recognition of this input driven growth pattern gave rise to the second school led by
Findlay (1996) and Ventura (1997). Ventura shows that in a general equilibrium setting a sraall
open economy can sustain high growth through the Rybczynski effects of factor accumular.on.
Given that factor prices are equalized through the trading of goods, when an economy experierices
growth in a factor, say capital, the capital intensive industries in the economy will grow at the
expense of the non-capital intensive industries. Diminishing returns to factor accumulation do not
set in due to factor price equalization of international trade. Thus for this school, the East Asian
miracle is driven by the rapid growth of factor endowments under the influence of international
trade.

Empirical research at this area has been mainly focusing on the aggregate statistics of these
economies, which overlooks the sectoral relocation of resources within the economy. Even in a
recent work, when the dual approach is used to challenge Young’s primal approach, Hsieh (1999)
finds no evidence of diminishing returns to capital investment in Singapore. In order to capture the
growth effect of international trade through the Rybczynski effects of factor accumulation, secioral
study in a general equilibrium setting is essential, which so far has been rare in the literature.

Using industry level data of Singapore’s manufacturing sector, this paper sets out to test the
two theories directly by comparing the relative contributions of productivity and factor accumu-
lation to the growth of the industries in this sector. The methodology of this paper closely follows
Harrigan (1997) with a twist in the empirical specification, which adopts a general equilibrium
framework based on a translog revenue function.’

The estimation results show that for the electronics industry in the Singapore manufacturing

sector, the growth effect of productivity clearly dominates that of factor accumulation. In contrast,

3 Harrigan uses the translog revenue function to study the relationship between the patterns of international
trade, factor endowments and productivity differences of the OECD countries.



factor accumulation plays a much bigger role for the rest of the industries in the sector, with the
exception of the primary products industry. For the primary products industry, productivity and
factor endowments are found to be equally important.

Thus, the results of this paper suggest that while the Rybczynski effects of factor accumu-
lation are more relevant for the non-electronics industries, the new growth theory is supported
by the electronics industry. In addition, given that nearly 60 percent of the value added of the
manufacturing sector is generated in the electronics industry and the primary products industry,
we can conclude that for the manufacturing sector as a whole, the role of productivity is at least
as important as that of factor endowments.

This paper is organized as follows. A theoretical model utilizing a translog revenue function
is developed in Section 2. Section 3 presents the data used and is followed by a description of the
empirical strategy in Section 4. The regression results are shown in Section 5. Section 6 presents
a direct comparison between the growth contribution of productivity and factor endowments, and

Section 7 concludes this paper.

2 Theoretical Model
2.1 A General Equilibrium Set Up

Consider a neoclassical small open economy with fixed aggregate factor supplies, constant returns
to scale production technology, and perfectly competitive good and factor markets.

Let R, be the total value added, or the GDP, of the economy in period t. There are M factors
and N industries in this economy, with each industry producing only one good.* The general
equilibrium of this economy is obtained by maximizing the total value added subject to all the

production and resources constraints:

max Ry = py:

st. ynt = Aptfan(Va), n=1.,N

4 To be precise, each industry produces one composite good.



N
Zvnt = Vg, VtERM, ()
n=1

where p; and y; are the value added price and output vectors,® A, is the Hicks neutral technology
level of industry n, and v is the endowment vector of the economy.

The above program is equivalent to

N
max Ry = Z (pntAnt) gnt
n=1
s.t. gnt = fn (vnt)

N
Zvnt = Vi, (2)
n=1

which shows that productivity and prices enter the program multiplicatively.®
The assumption of constant returns to scale in production functions ensures that the second
order sufficient conditions for maxirmization hold. Hence the solution to the first order conditicns

will result in the optimal value function

R: = R* (ptAtavt) 3 ‘3)

where * denotes the optimum, and A, = diag { A1¢, Aoty ..., ANt} is @ N x N diagonal matrix that
defines the level of Hicks neutral technology of the economy. The second order sufficient conditions
also imply that R* is convex in p¢, and A..

By the envelope theorem, the output of industry n is equal to the partial derivative of B* with

respect to the price of n:

. OR* (ptAs,v,)
- 4
Ynt apm ( )
= yn =vn (DA v,), Vn=1,.,N. (5)

Thus the output of industry n depends on the value added prices and productivity of all industries.

It also depends on the total factor endowments in the economy.”

5 Throughout this paper, the term “output” refers to the real value added of the industry.

5 This multiplicative property of productivity and prices is highlighted by Harrigan (1997), who suggests hat
empirically we can model productivity in a similar way as we model prices.

7 Please notice that since we focus on the total value added of the economy, intermediate inputs and materials



If we multiply both sides of Equation (4) by I3, we will have an expression that defines the

share of industry n in total value added R*,

« _ PrtYn: _ ORY pne
= - —— 6
Snt R: apnt R: = ( )
. Oln R* (ptA¢, v N
snt = —ai(f);f—tt-‘-—‘tl =Sn (PtAt,Vt)7 V’I’lzl,,N (7)

In other words, the share of industry n in total value added equals the elasticity of total value
added with respect to the price of n. In addition, given the multiplicative nature of prices and
productivity, for every industry n, the elasticities of total value added with respect to p,: and A,

equalize:

Oln R* (ptAs,v,)  Oln R*(piAy,vy)
dlnpp, - dln A, ’

In other words, the share of industry n also equals the elasticity of total value added with respect
to productivity of n.

Hence in a general equilibrium framework, the share of industry 7 in total value added of an
economy depends not only on its own value added price and own technology, but also depends on
the prices of all other goods, their technology and the total endowments of the economy.

With a similar method, we can also show that the share of factor m in total value added equals

the elasticity of total value added with respect to the quantity of m :®

N dln R}

= . 8
mt a 1 0 Ut ( )

Our ultimate objective is to estimate the contributions of productivity and factor endowments
to output growth of the industries. One method would be to estimate the elasticities of output

with respect to productivity and factor endowments, and use the estimated elasticities to construct

the corresponding contributions.

do not enter the output function explicitly. However, intermediate inputs and materials would still affect cutput
indirectly via their influence on the value added prices. In other words, the value added price of a good reflects not
only its market price, it also reflects the prices of intermediate inputs and materials.

& By the sero profit condition, or the national income identity, total value added equals total cost of primary
factors at the optimum, R} = C} = w¢vy. Thus, the share of factor m in total value added is
. WmitVmt  WmtUmt N 9C; vmt  OR; vm: OlnRY

8 = = e———— 8 = = = ,
m R; cr ™ Bume CF  Oume R} Olnum:




. . v, R dIn R (p:A,,v, .
Specifically, for every industry n and k, y;;, equals Bt and s, equals A, - Given

the shares of n and k, the elasticity of n’s output with respect to the productivity of k , €4, is a

linear function of the partial effect, 73-%3%‘;:

A = dlnyz,
nkt Oln Ay,
1 Osy,

= S;tm + 585, Vnk=1,..,N. 9)

Similarly, for every industry n and factor m, the factor elasticity of n with respect to m, ef

nmt»

. . . . Bs*
is also linear in the partial effect gy ae—:

Ef = 3 ln y;t
nmi Olnv,
1 0ds;,

= . _mt =1,..,.N, ¥ym=1,.., M. 10
s;talnvmt+smt’ vn m (10)

The factor elasticity is known as the Rybczynski elasticity in the literature.

Thus, our empirical strategy would be first to estimate the partial effects of productivity

.
dsy,

and factor endowments on the output shares, namely a?::fh and Fy A

. Subsequently, we will
construct the elasticities using the corresponding estimated partial effects and shares, as according
to Equations (9) and (10). Finally, for every industry n, we can then measure its portion of growth
that is due to the growth of productivity in industry k&, or the growth of factor m, as the procuct

of the corresponding elasticity and growth rate:

Tkt = e, A, Vn,k=1,..,N, and 111)

Tumt = &b ms, VYn=1.. N vm=1,.. M. '12)

The convexity of R* in prices, which requires that all the own price elasticities be non-negative,
can serve as a specification test of the model. The elasticity of the output of industry n with respect

to the price of industry & is

dlnyr,
Oln Pkt

Cnkt



1 _0s; * — —
S;tm—*—skt_l’ V’I’L——k‘, n,k—-l,...,N

- (13)
L Osu 4 or Wn#k, mk=1,.,N

a 2Inpr

Moreover, the multiplicative property of productivity and prices in s* (p:As,v,) implies that
%ﬁf; = Wa:;%:' Hence, for every pair of industries n and k, the cross price elasticity equals the
cross productivity elasticity, while the own price elasticity equals the own productivity elasticity

minus one. In other words, to make sure that all the own price elasticities are non-negative, all

the own productivity elasticities have to be not less than one:
A>1, ¥
Eant 2 1, n. (14)

This property can be best represented by Figure 1, which shows that a 10 percent increase in the
productivity of industry X will result in a more than 10 percent increase in the output of X, given

the relative price of X remains the same.

2.2 The Translog Revenue Function

To implement the model empirically, let us assume that R* is a translog function of productivity,
value added prices and factor endowments, with productivity and value added prices of goods

entering multiplicatively.

N N N
InR* (ptA¢,v,) = aoo+ Z aon In (Apepne) + Z Z ank In (Anepne) In (Agepre)

n=1 n=1 k=1

M L MM
+ Z bom In vy + 5 Z mez In v In vy

m=1 m=1 =1

N

N M
+ Z Z Cnm In (Antpnt) I Uyt (15)

n=1m=1

This translog revenue function approach follows Harrigan (1997), which originated from the
GNP function developed by Kohli {1991}, Kohli’s GNP function depends on prices of goods,
the factor endowments of the economy as well a time index, £. The inclusion of time index
into the GNP function is due to the assumption that technology or productivity level shifts over

time. In other words, productivity does not enter the GNP function explicitly. Recognizing the



multiplicative property of productivity and prices in theory, Harrigan (1997) explicitly introduczd
productivity into the translog GNP function, as shown in Equation (15) in order to study tae

effects of productivity and endowments differences on the trade patterns of the OECD countries.”

Without lost of generality, let R* be symmetric such that

Akn, Vn,kzl,...,N,

Ank

i

byt bim, Vm,l=1,.., M. (16)

In addition, to ensure that R* is homogenous in degree one with respect to p;A; and vy, we

impose the following restrictions:

N N M
ZaOn = 1, Zank=0, chm:(), vn=1,.. N,
W i N
Yobom = 1L Y bm=0, Y cum=0 Vm=1 .M (17)
m=1 =1 n=1

Thus, the share of industry n in total value added can be derived as the elasticity of R* with

respect to pne based on Equations (15}, (16), and (17):

N M
sn (DAL V) =aon + Y ankIn (Akepre) + Y CamInvme, Vo=1,.., N, (18)
k=1 m=1

with a,¢ and ¢, representing the partial effects of productivity and factor endowments on output
shares, 224 and 52— respectivel

res, s 4 and Z-ii-, respectively.

In other words, for every industry n, k, and factor m, we can estimate the partial effects, 1.,k
and c,m, by regressing output share of n on the levels of productivity, price indices, and factor
endowments, as according to Equation (18).

Equation (18) involves the levels of productivity and price indices, which are known to be
highly nonstationary according to Keller and Pedroni (1999). This causes the ordinary least

squares estimates of a,x and ¢n,, to be inefficient. Nevertheless, given that the partial effects,

9 Subsequent work on production characteristics of US firms by Feenstra, Hanson and Swenson [1998] also
employs a similar framework.



Gnk, and Cnm, are invariant over time, we can get around the nonstationarity problem by taking
the first difference of Equation (18) .10
Equation (19) presents the first difference of Equation (18) with the variable &; denotes the

growth rate of z.!!

It shows that for every industry n, k and factor m, the change in share of
industry n, ds},, depends on the growth rates of productivity, Aps, value added prices, Prt, and
factor endowments, 0,
N M
ds}, (PeAs,v) = D ank (Akt + ﬁkt) + Y Cumbme, W¥n=1,..,N. (19)
k=1 m=1
Good measurements of the growth rate of productivity and value added price are quite difficult
to obtain. Nevertheless, given that only the sum of the two growth rates, A + Dk, matters in
Equation (19), we can avoid the potential measurement errors by utilizing the dual definition of

total factor productivity (TFP),

Akt = :l-—z;kt — Dat, (20)

where Wy = E,A,;I:l O mktWmie denotes the weighted average of the growth rates of input prices,
wy,. Here the cost shares of input in total value added, 6,,, is used as the weights to construct .
Wge. We can therefore rewrite Equation (19) as
N M
ds;, (ptAs,vy) = Zan,ﬁkt + Z CrmOme, VYR =1,..,N. (21)
k=1 m=1
Thus the change in share of industry n, depends on the weighted averages of the growth rates
of input prices of all industries, and the growth rates of factor endowments. Equation (21) will
form the basis of our estimation for a,x and cpm, Y1, k, m.

Finally, for every industry n, k, and factor m, the estimated productivity elasticity and the

10 To justify the first difference, Dickey-Fuller unit root tests have been performed on the levels of productivity,
price index, and output share of each industry. The results indicate that for most of the series, the unit root
hypothesis cannot be rejected at the 95% confidence level. On the other hand, the nonstationarity problem is less
severe when the unit root test is applied to the first difference of the series. The detailed results on the tests are
available upon request.

1L Specifically, Z: = Inz¢ — Inze—.



factor elasticity are respectively

A . Onk * ;
Emkt = ~—3 8k, and (22)
Snt
ef = Lo o {23
“nmt - * + Smf,' ’ )
snt

3 Data

The data set focuses on Singapore’s manufacturing sector, which consists of a panel of 7 industries
for a period of 19 years, from 1974 to 1992.12 Table 1 presents a description of the data set.
All the data is published in the Report of the Census of Industrial Production, Singapore anc the
Yearbook of Statistics of Singapore.

There are two types of factor endowments: capital and labor. Capital inputs consist of land
and buildings, and machinery capital.'®  Each type of capital is individually constructed by
the standard perpetual inventory method with a different depreciation rate, as listed in Table 1.
Labor inputs consist of workers, which represents the unskilled labor, and other employees, which
represents the skilled labor.14

For each industry, the market price of each type of labor is measured as the respective type’s
unit cost of labor.!® On the other hand, the market price of each type of capital is captured by

the corresponding rental price of capital. It is constructed according to the internal nominal rate

of return specification model developed by Jorgenson, Gollop and Fraumeni (1987). For a deteiled

12 According to the Yearbook of Statistics of Singapore, the share of foreign net investment commitments in the
manufacturing sector was 84 percent in 1980. In 1992, the number decreased slightly to 80 percent. Thus it is
appropriate to conclude that while most of the capital investment in the manufacturing sector is of foreign origin
and there was not much of the reallocation of capital input between manufacturing sector and other sectors of the
economy. On the other hand, the share of the Singapore’s labor force working in the manufacturing sector was 30
percent in 1980. It dropped only slightly to 27 percent in 1992. This again demonstrates that there was limited
reallocation of factors between the manufacturing and the non-manufacturing sectors. This justifies us focusing
only on the manufacturing sector and the reallocation of factors between the industries within the manufactiring
sector.

13 Machinery capital includes machinery equipment, transport equipment, and office equipment.

!4 According the literature, the eduction level attained is a better measure for the skill level of a worker. Hovwever
since there is nou detailed published data on the education level of the labor force of Siugapore, the skill level of a
worker is thus classified according to their occupations in this paper.

15 Some complications arise due to the reclassification of data for the later years, please refer to the append:x for
the details.

10



description of the construction of the rental prices, please refer to the appendix.
The growth of the productivity of the industries obtained using Equation (20) is known as
the growth rate of dual TFP. Under the assumptions of constant returns to scale and perfect

competition, growth rate of dual TFP equals to the actual productivity growth:

. dual — N

TFPnt = ’Lf)m: — ﬁnt = Ant- (24)

Table 2 presents a summary of the data set. According to Table 2, for the period 1974 to 1992,
the average annual growth rate of value added of the industries varies between -1.5 percent and
16.1 percent. Thus there is a wide range of growth patterns in the manufacturing sector.

The largest industry in the manufacturing sector is the electronics industry. It produces nearly
50 percent of the total value added of the sector. In contrast, with a value added share of less
than 2 percent, the rubber & wood industry is the smallest industry in the sector.

Data on the change in value added share of the industries shows that three of the seven
industries have become relatively larger. Overall, the average annual change in the shares of the
industries ranges from -0.4 percent to 0.9 percent.

The fastest growing industry in the sector is the electronics industry. It also has the highest
average annual growth rate of productivity. Thus, if productivity is important in explaining output
growth, as hypothesized by the new growth theory, we would expect to find some evidence in this
industry.1

On the other hand, the average annual growth rate for prices in this industry is -1.9 percent,
which means that the own price of goods produced in this industry have been declining. Intuition
tells us that if own price has any effect on output growth, the effect would at best be modest in
this industry.

The bottom half of Table 2 presents data on the endowments of the Singapore manufacturing

sector. It is clear that both capital inputs and labor inputs are growing for the sector, and

16 Note that the electronics industry is also the largest exporting industry in Singapore. If we expect trade to
have an effect on growth, it should be the most evident in this industry.

11



since capital inputs as a whole grows nearly twice as fast as labor inputs, we will expect capiral

endowments to play a bigger role in explaining the sectoral growth patterns.
4 Empirical Strategy

In order to estimate the growth contributions of productivity and factor endowments of Singapore’s
manufacturing sector, the empirical model that consists of 7 equations, as described in Equation
(21), will be fitted. Moreover, given that, for each equation, the dependent variable is the chanze
in share of output of one of the seven industries in the sector, the error terms of the regressions will
be correlated across equations by construction. Hence the proper way to implement the empirical
model will be to estimate it as a system of equations using seemingly unrelated regressions.

Specifically, the following model will be fitted:

7 4
dspy = anp+ [5’nP,{\f + Zanki—ﬁkt + Z CnmUmt + Unt, YR =17 (25)
k=1 m=1

7 4 T
@ny Y ank =0, D cun =0, Y Com =0, Vn,km. (26)
k=1 m=1 n=1

i

Ank

Equation (23) shows the seven equations to be estimated, and Equation (26) presents the thirty
five restrictions. For each equation, the dependent variable is the change in share of output, with
u,, being the industry specific error term.

Independent variables for each equation include the weighted averages of .the growth rates
of input prices of all the seven industries, and the growth rates of the endowments of the focur
factors. These variables are derived directly from the theoretical model. Besides these variablss,
an industry specific effect, a,, is introduced into each equation to control for the unobserved
variation of the error terms that is specific to the industry.!” In addition, in order to test the
hypothesis that the effects of value added prices on output embrace the effects of intermediate

inputs and materials, the growth rate of industry specific import prices, ﬁ,{w , 1s also introduced

1T An example on the industry fixed effect would be the industry specific tax policy. For a detailed expositior of
the theoretical model with the inclusion of the industry fixed effect, a,, please refer to the Appendix.



into each equation.!®
We will first estimate all the seven unrestricted equations presented in Equation (25) indi-
vidually using OLS regressions. All the cross-equation restrictions in Equation (26) will then be
tested. The results of the tests will form the basis of the estimation when the seven equations are
fitted as a system of equations using seemingly unrelated regression.
Finally, since all the dependent variables add up to zero,
N
Y dsn: =0, Vt=1,..,T,
k=1
the system of equations is singular. When dealing with a singular system of equations, the standard
treatment in the literature is to exclude one of the equations from the system. Barten (1969) shows
that the likelihood function of the system is completely irrelevant to which equation is dropped.
Thus, we shall follow the standard treatment to drop one of the equations from Equation (25),
and employ the maximum likelihood estimation, or equivalently the iterative seemingly unrelated

regression, to fit the system.

5 Results

5.1 The Ordinary Least Squares Regressions

The results of the unrestricted OLS estimations are shown in Table 3. There are a total of seven
columns in the table, each column represents the regression result of one industry. The dependent
variable of each regression is the change in share of the industry in the column, and there are
thirteen explanatory variables for each regression. These explanatory variables are categorized
into two groups. The first consists of the weighted averages of the growth rates of input prices
of the various industries, and the second includes the growth rates of the four factors and import

prices. The industry fixed effects are presented as the constant terms in the table.

18 Kohli (1991) shows that imports could be an important input of production for the GNP function. However,
since we only focus on the value added of the industries in the theoretical model, import prices are not explicitly
included earlier. Nevertheless, given that imports are parts of the intermediate inputs of production, any changes
in import prices would still affect output through the changes of value added prices. In other words, movements of
valie added prices embrace the movements of import prices.

13



As showa in bold in Table 3, all of the estimated own productivity partial effects, an,, cre
positive. The 35 restrictions listed in Equation (26) are tested, and only the following 6 restricticns
are rejected at the 95% confidence level:

4 7 7 7
a7 = arp, ag7 = ars, Z esm =0, Zalk =0, Za% =0, Zask =0.
m=1 k=1 k=1 k=1

In other words, the symmetry property of the value added function is violated between the
rubber & wood industry and the miscellaneous manufactures industry. It also fails to hold be-
tween the primary products industry and the miscellaneous manufactures industry. The constant
returns to scale assumption is rejected by the primary products industry, while the homogeneity
assumption of prices is rejected by the food industry, the rubber & wood industry, and the primary
products industry.

Table 3 also shows that the growth rate of own import price is only significant in the fcod

industry. Thus for the vast majority of the manufacturing sector, the hypothesis that imports do

not enter the value added function cannot be rejected.

5.2 The Iterative Seemingly Unrelated Regressions

When the equations are estimated as a system using iterative SUR, those restrictions that were
rejected in the previous OLS regressions are dropped. In addition, since the food industry is the
only industry that has a significant estimate on the partial effect of import price , it is chosen
to be dropped from the system to avoid singularity. The result of the estimation is presented in
Table 4.

The set up of Table 4 is similar to that of Table 3, with the only difference being the exclusion
of the growth rate of import price as an explanatory variable. All the partial effects of own
productivity, which are shown in bold in Table 4, are positive and significant. This satisfies the
theoretical restriction of the model that the partial effect of own productivity cannot be negative.

Moreover, majority of the partial effects of cross productivity are also significant, which indicate

14



the existence of the spillover effects of productivity across industries.!®

The effects of factor endowments on the changes in shares of the industries are mixed. Skilled
labor has a positive and significant effect on the growth of the primary products industry, while
unskilled labor significantly contributes to the rubber & wood industry. Land and buildings are
important in explaining the growth of the chemicals industry a.nd the miscellaneous manufactures
industry, while machinery capital is vital for the petroleum industry.

Before we move on to convert the estimated partial effects of productivity and factors into the
corresponding elasticities, a close comparison can be drawn against Harrigan (1997).2°  First,
unlike Harrigan (1997), all of the own productivity partial effects are estimated to be significantly
positive in Table 4. This makes the regression results of this paper more conformable with the
theory.

In addition, Harrigan finds that while highly educated workers and non-residential construction
are associated with lower output shares, producer durables and moderately educated workers
are associated with larger output shares. If we take highly educated workers as skilled labor,
non-residential construction as land and buildings, producer durables as machinery capital, and
moderately educated workers as unskilled labor, then the regression results shown in Table 4
actually present an interesting contrast. In our case, there is no factor that is only associated
with either higher or lower output shares. We find positive and significant effects of the growth of
skilled labor in the share of primary products industry. It also has positive effects on the share of
the electronics industry and the miscellaneous manufactures industry even though the estimates

are not significant. On the other hand, positive significant effects of land and buildings are found

19 1t may be concerned that non-negative own price elasticity is a necessary but not sufficient condition for the
maximization program. Sufficient condition would requires the Hessian matrix to be negative definite. However,
given that all the point estimates of the regression result are subject to individual standard errors, checking the
property of the Hessian matrix using point estimates may not be too informative. Same problem applies to the
attempt to generate the eigen values of the Hessian matrix from the estimated coefficients. In other words, the
theoretical sufficient condition may not be empirically applicable.

20 In order to study the effects of productivity and factor endowments on the trade pattern of the OECD countries,
Harrigan estimated a system of equations similar to Equation (18). In other words, our current model is the first
difference version of Harrigan (1997).
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in the chemicals industry and the miscellaneous manufactures industry which again did not show

up in Harrigan {1997).
5.3 The Estimated Growth Effects and Contributions

Since we are interested in the effects of productivity and factor endowments on the output o
industries, we need to transform the estimated partial effects from Table 4 into the corresponding
elasticities as according to Equations (22) and (23).

5.3.1 Productivity

Table 5 shows the estimated productivity elasticities of the six industries. Each cell shows the
percentage change in output of the industry in the column due to a 1 percent change in productivity
of the industry in the row.?!

As shown in bold in Table 5, all of the estimated own productivity elasticities are positive
and significant. The range of the estimated own productivity elasticities is between 0.9 and 1.3.
In addition, none of the estimated own productivity elasticities is statistically significantly less
than unity. In other words, for each of the six industries in the manufacturing sector, a 1 percen:
increase in the own productivity will induce at least 1 percent increase in the output of the industry.
Given that own price elasticity equals own productivity elasticity minus one, the regression resul:
satisfies the specification of the theoretical model that the own price elasticities should not be
negative 2

All the figures in Table 5 that are not in bold are the cross productivity elasticities. Nearly half
of the cross productivity elasticities are significant, which suggest the existence of the interindustr

spillover effects of productivity growth. Note that, the estimated cross productivity elasticities

are always less than the own productivity elasticities, which makes intuitive sense.

2l For example. a 1 percent increase in productivity in the food industry causes the output of the rubber &:
wood industry to decrease by 0.35 percent. It also leads to a 0.02 percent increase in the output of the petroleur
industry.

22 pleasc refer to Equation (14).
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Table 6 details the effects of productivity growth on output growth of the industries. With
the exception of the last row, each cell shows the percentage change in output of the industry
in the column solely due to the actual productivity growth of the industry in the row. As it is
specified in Equation (11), the value of each cell equals to the value of the corresponding cell in
Table 5 multiplied by the average annual growth rate of productivity of the industry in the row.
The total changes in output of each industry due to the productivity growth of all the industries
are presented in the last row, which sums up all the statistically significant effects in each column.

Overall productivity growth has significant and positive growth effects in the industries. Indus-
try that benefits the most from the productivity growth in the industry is the electronics industry.
The 5 percent average annual productivity growth in the industry causes its output to growth by
4.6 percent annually. In contrast, the industry that benefits the least from its own productivity
growth is the petroleum industry. Its output only increases by 0.4 percent due to its productivity
growth.

While the largest positive spillover effect of productivity is found between the miscellaneous
manufactures industry and the primary products industry, the largest negative spillover effect is
found between the miscellaneous manufactures industry and the rubber & wood industry. Produc-
tivity growth in the miscellaneous manufactures industry causes output of the primary products
industry to increase by 2.6 percent annually. It also causes the output of the rubber & wood
industry to decrease by 4 percent annually.

As shown in the last row of Table 6, when all the significant interindustry spillover effects
on productivity are taken into consideration, the electronics industry remains the industry that
benefits the most from the overall productivity growth of the sector. In contrast, the strong adverse
spillover effect from the miscellaneous manufactures industry to the rubber & wood industry causes
the total effect of productivity growth in the latter to be slightly negative. Overall productivity
growth of the sector is also important in the primary products industry and the miscellaneous

manufactures industry.
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5.3.2 Factor Endowments

Table 7 presents the estimated factor elasticities. These elasticities are also known as the Ry~
bczynski elasticities, which measure growth of output due to the growth of the factor endowmens
in an economy. Similar to Table 5, each cell shows the percentage change in output of the industry
in the column due to a 1 percent growth of the factor in the row.

First let us look at the labor inputs. Output of the primary products industry, and the miscel-
laneous manufactures industry are responsive to the growth of skilled labor of the manufacturing
sector. The estimated skilled labor elasticities of both industries are positive and significant. (n
the other hand, growth of the unskilled labor significantly benefits the rubber & wood industry,
and significant hurts the primary products industry. Thus, by the definition of the Rybczynski
elasticity, we can conclude that the primary products industry and the miscellaneous manufac-
tures industry are relatively skilled labor intensive, while the rubber & wood industry is relatively
unskilled labor intensive. This result seems reasonable given the nature of goods produced in tae
industries.

For the case of capital inputs, industries that respond positively to the growth of land and
buildings are the chemicals industry, the electronics industry, and the miscellaneous manufactures
industry. In other words, these industries use land and buildings intensively in their production.
On the other hand, machinery capital has significant and positive impact on the petroleum industry
and the electronics industry. Thus machinery capital is the intensive factor for these industries.

The estimated effects of factor endowments on output growth of the industries are presented
in Table 8. Similar to Table 6, the value of each cell is constructed as shown in Equation {12).
It shows the percentage change in output of the industry in the column solely due to the actuial
growth of the factor in the row. The total significant effects on output of each industry due to =he
growth of all factors are again presented in the last row.

Focusing only on the statistically significant estimates, it is apparent that the effects of factor
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endowments are generally greater than that of productivity for all the industries with the sole
exception of the electronics industry. As shown in the last row, the total of the significant effects
range from 3.5 percent in the primary products industry to 15.1 percent in the petroleum industry.

The growth of skilled labor on average increases the output of the primary products industry
by nearly 5.8 percent annually. It also rises the output of the miscellaneous manufactures industry
by 2.7 percent. On the other hand, the growth of unskilled labor on average increases the output of
the rubber & wood industry by 4.7 percent, while it decreases the output of the primary products
industry by 2.3 percent.

Relative to labor input, capital input generally plays a bigger role in the growth of the sector.
The growth of land and buildings increases the output of the chemicals industry by 8.7 percent.
It also rises the output of the miscellaneous manufactures industry and the electronics industry
by 6.1 percent and 1.5 percent respectively. Similarly, machinery capital increases the output of

the petroleum industry and the electronics industry by 15.1 percent and 2.2 percent respectively.
6 The Growth Decomposition

Table 9 presents the contributions of productivity and factor endowments on output growth of the
manufacturing sector. In order to stay focused, we break down the contribution of productivity on
output growth into the contribution of the own productivity and the cross productivity. Similarly,
factor endowments are categorized into labor input and capital input. Labor input consists of
skilled and unskilled labor, while capital input consists of land and buildings, and machinery
capital 23

The value of each cell is the sum of the statistically significant contributions of the variable in
the row on the output of the industry in the column.?* In addition, beside productivity and factor

endowments, the contributions of prices and industry fixed effects are also included in the table

23 A detailed version of this table is included in the Appendix.

24 The inclusion of those contributions which are not statistically significant into the calculation of total contri-
bution does not change the qualitative result of the table. Please refer to the appendix for details.
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for completeness 2 For each industry, the contribution of productivity is constructed as ratio
of the estimated effect of productivity from Table 6 to the total estimated effects of productivivy,
factor endowments, prices, and the fixed effect. The contributions of factor endowment, prices,
and fixed effect are also constructed in a similar way.?® In other words, the contributions of
productivity, factor endowments, prices, and the fixed effect are normalized such that the sum of
the contributions equals to 100 percent.

When we compare the contributions of productivity and factor endowments at a disaggregatad
level, labor input is found to be most important for the growth of the rubber and wood industry,
and the primary products industry. Together these two industries produce 15 percent of the val e
added of the sector. On the other hand, capital input plays the largest role in the petroleum
industry, the chemicals industry, and the miscellaneous manufactures industry. These industries
account for 33 percent of the total value added. Finally, own productivity growth is the mcst
prominent source of growth for the electronics industry which produces 46 percent of the valae
added of the sector. The affects of prices and fixed effects on all industries are negligible.

When focusing on the total contributions of productivity and factor endowments, Table 9 shows
the contribution of factor endowments are generally greater than that of productivity, with =ae
exception in the electronics industry. For the electronics industry, the contribution of productivity
is greater than that of factor endowment by nearly 23 percent. With a large contribution from crcss
productivity, the role of productivity is also considerable high in the primary products indust:y.
The contribution of productivity in this industry is only 8 percent smaller than that of factor

endowmerits.

Finally, what can we conclude regarding the relative importance of productivity and factor

DS

As mentioned in the theoretica: model, given the multiplicative property of productivity and prices in the
value added funcrion, R” (p¢ Ay, v, ), prices have a similar growth effect on output as productivity. However, si1 ce
the growth rates of prices are small in the manufacturing sector, as shown in Table 2, the actual impact of prices
on output growth is expected to be very modest. This is why we did not discuss about the growth effect of pruces
in the earlier section. For a detailed exposition on the growth effect of prices, please refer to the appendix.

260

Please refer to the appendix for the derails on the construction on the growth effect of the industry fixed effect.



endowments in the manufacturing sector as a whole ? As shown in Figure 2, the above industry
evidence suggests that 46 percent of the value added of the manufacturing sector derives from
an industry that relies most heavily on productivity as the source of growth. In contrast, ap-
proximately 35 percent of the total value added of the sector is originated from industries that
are driven by the growth of factor endowments. The result also shows for 13 percent of the to-
tal value added of the sector, the role of productivity and factor endowments are almost equally

important.?’
7 Conclusion

What contributes most to the remarkable growth of Singapore’s manufacturing sector? Pro-
ductivity growth or factor accumulation? At an industry level, regression results indicate that
productivity and factor endowments are both important in explaining the growth of the sector,
from 1974 to 1992.

The role of productivity is most prgminent in the electronics industry, which is also the largest
and fastest growing industry in the sector. Productivity is almost as important as factor endow-
ments in the primary products industry. As for the rest of the sector, the role of factor endowments
is clearly dominant.

Thus this paper suggests that, for the period of 1974 to 1992, the Rybczynski effects of factor
accumulation, as advocated by Ventura (1997) and Findlay (1996), play a more relevant role in
explaining the growth of the non-electronics part of the sector. In contrast, the growth of the
electronics industry is best explained by the productivity driven hypothesis of the new growth
theory, as advocated by Lucas (1988, 1993). Finally, given the strong growth prospect of the
electronics industry, productivity growth could play a even more important role in the Singapore’s

manufacturing sector in the future.

27 The shares only add up to 96 percent because food industry in dropped from the regression.
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A Appendix
A.1 Translog Revenue Function with Fixed Effects

To introduce fixed effects into the model, let consider the following specification:

N N N
1
InR" (ptAs,v,) = ago+ Z (agn + ant)In (Anipnt) + 2 Z Zank In (AniPne) In (Arepe:)
n=1 n=1k=1
M L MoM
+ Z bom I Vs + 5 Z met 1n vy In v
m=1 m=1Il=1
N M
+3° )" coamIn(Antpne) In gy (A.27)

n=1ms=1l

Equation (27) is identical to our original translog revenue function, Equation (15), except that
ant is added to the first summation of the function. Differentiate Equation (27) with respect to

Inp,: gives us the share equation:

N M
sy (PeAe,v,) = ao, + ant + Za"" In (Akepis) + Z ComINUm:, Vrn=1,.. N. (A.28)
k=1 m=1

By first difference s}, (p:A¢,v;) and substituting the dual definition of TFP, we arrive at the
following equation,

7 4

sp = G+ Y nkit + Y Camme + ne, V1. (A.29)
k=1 m=1

which shows that the change in share of each industry depends on an industry fixed effect, i,.
Notice that an fixed effect in the change in share equation is equivalent to a trend effect in -he
share equation. The effect of fixed effect on output growth of industry n, is the growth of output

that results from the change in time trend, ¢ :

Olnyy, 1 Ospy  OlnR}
ot T sy, Ot T o
a N
= S,.”f + Y anIn(Anepnt) (A.30)
nt n=1

Thus, with the appropriate normalization such that the average annual levels of productivity
and prices of the industries are unity, the average annual growth rate of output in industry =n taat
is specific to the industry is

Slnyr, an
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A.2 Detailed Growth Decomposition

Table 10 is the detailed version of Table 9, which breaks down productivity, prices and factor
endowments into smaller categories. Notice that the total contributions (figures in bold) in this
table is not directly comparable to that of Table 9 as the latter only shows the statistically

significant contributions.

A.3 Rental Price of Capital

Assume that rate of return of capital, p, is the same for all assets, and g, is the price of investment

good m, then rental price of capital good type m in year t, Tme, is

1—u: zm
R Y Z Y — Smgmt — - ~1)}, A.32
Tt Aa) (1=-7m) [@mt—1P; + 6mgmt — (gme — Gme—1)] (A.32)

Tm = 0, for m # land and buildings

where u is the corporate income tax rate, z is the present value of depreciation allowances for
capital (for tax purposes), and 7,, is the property tax rate and is only applicable to land and
buildings. Thus rental price of capital good m, consists of the returns to capital investment,
gmt—1p;, plus the depreciation of capital, §,,¢m:t, less the possible capital asset appreciation, gm: —
gmi—1, and adjusted for the taxes.

The sum of the payments of each type of capital good, 7t Kz, equals value added less the
payment to other input:

M
Y. TmeKmt = prys — wile (A.33)

m=1

Nominal rate of returns to capital, p,, can be solved by substituting Equation (32) into Equation

(33), for all capital goods. To get ¢, substitute the generated p, back to Equation (32).

A.4 Data on Skilled and Unskilled Workers

The Report on the Census of Industrial Production (CIP) of Singapore publishes annual data on
most of the variables needed in this study. However, since 1991, CIP of Singapore stop publishing

detailed data on the breakdown of the employment structure of the industries. Only the total
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number of workers and the total remunerations are available. In order to maintain the size of the
sample in this paper, data on workmen, other employees, and their respective wage bills need to
be constructed.

First, the shares of workmen and other employees in total workers are calculated for period
prior to 1991. A simple time series plot shows that the share of workmen has been declining wtile
the share of other employee has been rising. Thus, as a conservative measure, for 1991 and 1992,
I assume that the growth rates of the two shares stay at the 1990 level. Using the fixed growth
rates, I constructed the corresponding shares of workmen and other employee in total workers in
1991 and 1992. A similar method is also applied to the construction of the corresponding of wuge

bills of the two types of workers.
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Table 1: Data Description

Years:1974-1992
Product classification system: There are 7 industries which briefly correspond to the nine categories of
the one-digit SITC (Rev.3). The categories, and their three-digit SIC constituent parts are listed below.

Industry Description SITC SIC  Description
Ind.1 Food 0 311/312 Food
1 313 Beverage
4 314 Tobacco Products
Ind.2 Rubber & Wood 2 331  Wood
355  Rubber
Ind.3 Petroleum 3 353/354 Petroleum
Ind. 4 Chemicals 5 351 Chemicals
352  Paints & Pharmaceuticals
Ind. 5 Primary Products 6 321  Textiles
323 Leather
341  Paper

356  Rubber Products
361/362 Pottery & Glass
363  Bricks, Tiles, and Clay
364 Cement
365 Concrete
369 Non-Metallic Mineral
371  Iron & Steel
372 Non-Ferrous Metal
381  Fabricated Metal
Ind. 6 Electronies 7 382  Machinery
383  Electrical
384  Electronic
385  Transport Equipment
Ind. 7 Miscellaneous Manufactures 8 322  Wearing Apparel
324 Footwear
332 Fumiture
342  Printing & Publishing
357  Plastic Products
386 Instrumental Equipment
390  Other Manufacturing

Share of each industry in total value added of manufacturing sector
Source: Report of the Census of Industrial Production, Singapore (CIP)
Prices of good: Singapore manufactured products price index
Source: Yearbook of Statistics, Singapore
Growth rate of productivity
Measured by the growth rate of dual TFP, which equals to the weighted average of the growth rates
of input prices minus the growth rate of output price. Source: CIP
Factor endowments of manufacturing sector
Capital Two types of capital input, generated by the perpentual inventory method:
1. Land and building, depreciation rate is 0.0361.
2. Machinery Capital: i) Machinery Equipment, depreciation rate is 0.1048.
it) Transport equipment, depreciation rate is 0.2935.
iif) Office equipment, depreciation rate is 0.2729.
Labor  Two types of labor input:
1. Workers, this refers to persons employed directly in the process of production.
2. Other employees, includes working directors, managers, supervisors, engineers, technicians,
and clerical staff.
Source: CIP
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Table 2: Data in a Glance, 1974 - 1992

Rubber & Primary Miscellaneous
Variables Years All Food Wood Petroleym  Chemicals  Products _ Electrorics _Manufactures
Growth rate of 1975 -6.4279 -2.3624 -2.8749 -40.1142 13.9405 6.8579 14.1900 19.0940
output 1992 130743 41541 73156 2.7736 1.2536 12.8418 15.8022 8.5858
mean  10.7210 7.0722 -1.4918 3.1165 13.8727 9.4302 16.1355 10.8208
Share of {975 100 7.0824 2.4430 17.7349 5.3430 14.6039 40591 12.2018
value added 1992 100 4.3733 0.3209 7.0254 9.3366 12.0677 53.8703 13.0053
mean 100 5.6170 1.6510 12.4458 7.6192 13.2308 46.1435 13.2926
Change in value 1975 0 0.4301 -0.3751 -6.7709 0.6861 -0.1960 3.776% 2.4496
added share 1992 0 0.0328 -0.0296 -1.6005 -1.1009 0.3300 2.1657 0.2030
mean 0 -0.1804 -0.2782 -0.3808 0.2024 -0.3036 0.917: 0.0233
Growth rate of 1975 3.0529 2.3417 -13.5820 4.4017 -5.4456 -6.4005 -8.6643 2.3717
price of goods 1992 -7.0381 0.5696 -10.2140 -17.2613 -8.7011 -4.1414 -5.6367 -2.8838
mean  0.1370 1.4804 $.3940 0.8004 1.6731 1.1893 -1.9211 1.8056
Growth rate of 1975 -13.5900 -6.6125 7.8259 -36.3972 2.8993 -3.6083 4.760:4 0.3299
productivity* 1992 8.0000 -2.7550 11.5253 -2.2404 -9.7166 8.6015 10,1351 5.0511
mean __3.7700 0.2510 32130 0.4322 2.3935 1.8564 4.98544 3.5765
Skilled Unskilled Land &  Machinery Machinery  Transport Office
Factor Endowments Labor** Labor** Building  Capital*** Equipment Equipment Equipm :nt
Growth 1975 0.7093 -9.529¢6 15.2818 5.8056 5.7261 4.9535 9.6532
rates 1992 37816 -1.0756 5.6359 8.4065 7.5986 8.2988 21.48:9
mean 4.9275 2.5903 8.6840 8.8582 8.7074 7.0689 13.57¢6
Share in 1973 14.3932 202161 30.2780 35.1140 32.9967 1.1755 0.9413
value added 1992 16.4942 17.1537 24.7725 41.5565 38.1369 1.0553 2.3643
mean __14.3094 18.3434 26.7979 40.4978 37.8519 1.2583 1.3875

~Notes: All values are in percentage terms. Mean values are the annual averages for the period 1974-1992.

*productivity is measured as the dual total factor productivity.
**There is no published data on Skilled Labor and Unskilled Labor for 1991 and 1992. For these years, the growth rates and the

shares are constructed according to the descriptions in appendix.
**¥*Machinery Capital consists of Machinery, Transport, and Office Equipment.
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Table 3: Dependent Variables — Changes in Shares

Estimation method: OLS - unrestricted regression

Total system observations: 108

Eq (1) Eq(2) Eq(3) Eq4) Eq(5) Eq(6) Eq(7)
Independent Rubber & Primary
Variables: Food Wood Petroleum Chemicals Products Electronics  Misc.
Food 0.0442%%*  -0.0069 0.0338 -0.018 -0.0115 0.0016 -0.0374***
(0.0025) (0.0049) (0.0334) (0.0153) (0.0072) (0.0361) (0.011)
§' Rubber & -0.0044%*%*  0,0213%**  -0.0437* 0.0045 0.0093** 0.0052 0.0017
E Wood (0.0013) (0.003) (0.0233) (0.0083) (0.0042) (0.0213) (0.0064)
H]
=
& Petroleum -0.0065*%**  -0.0039 0.0818***  0.013 -0.0294***  .0.0357* -0.0257***
® (0.0012) (0.0025) 0.017) (0.0111) (0.0041) (0.0188) (0.0086)
3 .
=
i Chemicals -0.0091*%*  .0.006* -0.044 0.0816***  0.0092* -0.0461 -0.0063
E (0.0015) (0.0032) (0.0273) (0.0147) (0.0053) (0.0338) (0.0096)
G
é‘ Primary -0.004 -0.0021 -0.0042 0.0109 0.1106%**  -0.1379***  (.0041
S Products (0.0028) (0.0062) (0.0419) (0.0211) (0.0092) (0.0532) (0.0149)
o
80
o
E Electronics -0.0178***  -0.0006 -0.0443 -0.018 -0.0393***  (.1887*** -0.0441***
% (0.0029) (0.006) (0.04) (0.0173) (0.0088) (0.0473) (0.0138)
5
§ Miscellaneous -0.0193%%%  _0,0273%* 0.0829 -0.034 -0.1112*%**  0.0124 0.0246
Manufactures (0.0064) (0.0128) (0.1121) (0.0404) (0.0214) (0.1106) (0.0443)
Skilled -0.0039 -0.0191 -0.2228 -0.0204 0.0155 0.1903 0.0512
Labor (0.0109) (0.0193) (0.1411) (0.0763) (0.0306) (0.1578) (0.0489)
Unskilled -0.0035 0.0314* 0.1305 -0.0772 0.0318 -0.033 0.0061
Labor (0.0084) (0.0168) (0.123) (0.0735) (0.0265) (0.1578) (0.0544)
& '
3
;:l: Land & 0.0203%%* -0.0008 -0.0918 0.0502 0.1171%** ~0.1644* 0.0826***
g Building (0.0067) (0.0139) (0.0945) (0.0405) (0.0202) (0.0999) (0.0321)
(=]
(‘5 Machinery -0.0173%**  _0.0151* 0.1488%** -0.0375 0.04]13*** -0.0582 -0.0365
Capital (0.0045) (0.0079) (0.0545) (0.0302) (0.0118) (0.062) (0.0252)
Own Import -0.0079** 0.0007 -0.0019 -0.0261 -0.0181 0.0908 0.0821
Price (0.004) (0.0039) (0.014) (0.0316) (0.0232) 0.107) (0.0556)
Constant 0.0004 0.0013 -0.0085 0.0036 ~0.013*** 0.0185%** -0.0049*
{0.0005) (0.001) (0.0081) (0.003) (0.0015) (0.0073) (0.0026)
Sample size 18 18 18 18 i8 18 18
R-squared 0.9861 0.9375 0.8956 0.8937 0.9599 0.8326 0.9015

Note: All figures in bold are the own partial effects of productivity. Standard errors are in parentheses.

* ok and *** indicate significance at 90%, 95%, and 99% confidence levels respectively.
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Table 4: Dependent Variables — Changes in Shares

Estimation method: MLE - iterative restricted seemingly unrelated regression
Total system observations: 108

Eq(1) Eq(2) Eq(3) Eq(4) Eq(5) Eq(5)
Independent Rubber & Primary
Variables: Wood Petroleum Chemicals Products Electronics Misc.
Food -0.0067** -0.0042 -0.0037 0.0072 -0.003 -0.(235%%*
B (0.0033) (0.0028) (0.0029) (0.0087) (0.0052) (0.C057)
3
9
B
& Rubber & 0.0219*** -0.0052%** -0.0054** 0.001 -0.0027 -0.0106%**
i Wood (0.0018) (0.0019) (0.0024) (0.0039) (0.0038) (0.¢035)
£
o
; Petroleum -0.0052%** 0.0949*** -0.0084 -0.03%** -0.0288** -0.(183%**
5 (0.0019) (0.0125) (0.006) (0.0093) (0.0123) (0.€05)
<
§ Chemicals -0.0054** -0.0084 0.0633*** -0.0011 -0.0358*** -0.0088*
1
& (0.0024) (0.006) (0.0088) (0.0093) (0.0114) (0.0046)
]
-
E Primary 0.001 -0.03%x* -0.0011 0.1118*** -0.0921*** 0.0145*
E" Products (0.0039) (0.0093) (0.0093) (0.0199) (0.0161) (0.0076)
9
>
<
2 Electronics -0.0027 -0.0288** -0.0358%** -0.0921*** 0.2167%** -0.0543%**
Eﬁ (0.0038) (0.0123) (0.0114) (0.0161) (0.021) (0.0077)
.;
Miscellaneous -0.0207*** -0.0183%** -0.0088* 0.0771%** -0.0543%** 0.1911%**
Manufactures (0.0061) (0.005) (0.0046) {0.0123) (0.0077) (0.0128)
___________________ i e T L D g
Skilled -0.0144 -0.1492 -0.0836 0.1361* 0.0986 0.0528
Labor (0.0171) (0.1235) (0.0569) (0.0751) (0.1248) (0.0436)
€ Unskilled 0.027** 0.0777 0.0222 -0.1403** 0.0168 -0.0359
9
é; Labor 0.01DH) (0.0696) (0.0339) (0.0444) (0.072) (0.0259)
£
2 Land & 0.0002 -0.0908* 0.0559%* -0.0389 -0.0421 0.057%**
1
O  Building (0.0071) (0.0503) 0.0223) (0.0304) (0.0499) (0.019)
Machinery -0.0128* 0.1623*** 0.0054 -0.0064 -0.0733 -0.(739%**
Capital (0.0066) (0.0526) (0.0231) (0.0306) (0.0523) (0.0182)
Constant 0.0005 -0.0086*** 0.0002 -0.0051*** 0.0154*** -0.0011
(0.0005) (0.0026) (0.0012) {0.0018) (0.0027) (0.0009)
Sample size 18 18 I8 18 18 18
R-squared 0.9317 0.8555 0.8464 0.5968 0.7978 0.8568

Note: All figures in bold are the own partial effects of productivity. Standard errors are in parentheses.
Food Industry is dropped out of the system to avoid singularity.
*, ** and *** indicate significance at 90%, 95%, and 99% confidence levels respectively.
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Table 5: The productivity elasticity

Effect in terms of percentage change in output in:

Rubber & Miscellaneous
Wood Petroleum Chemicals Primary Products Electronics Manufactures
Food -0.3483* 0.0223 0.0079 0.1107* 0.0498** -0.1207***
(0.2015) (0.0223) (0.0386) (0.0655) (0.0195) (0.0427)
.. Rubber & 1.3425%** -0.0253* -0.055* 0.0243 0.0107 -0.0634**
i Wood (0.1112) (0.0154) (0.0318) (0.0291) (0.0094) (0.0266)
% Petroleum -0.1904* 0.8873*** 0.0145 -0.1025 0.0621** -0.0134
§ (0.1164) (0.1004) (0.0784) (0.0706) (0.0279) (0.0377)
& Chemicals -0.2538* 0.0089 0.9066*** 0.0677 -0.0015 0.0101
'E (0.1468) (0.048) (0.1157) (0.0704) (0.0263) (0.0349)
)
E Primary 0.1947 -0.109 0.1175 0.9773%%* -0.0673** 0.2416%**
o Products (0.2335) (0.075) (0.1222) (0.1506) (0.0301) (0.0572)
P
= Electronics 0.2986 0.2301** -0.0091 -0.2347* 0.9311%** 0.0526
(0.23) (0.0989) (0.1502) 0.1217) (0.0455) (0.0581)
Miscellaneous -1.1236%** -0.0143 0.0176 0.7158*** 0.0152 0.8932%**
Manufactures _(0.3717) (0.0403) (0.0608) (0.0929) (0.0198) (0.0962)

Note: Figures in bold are the own productivity elasticities. Standard errors are in parentheses.

The productivity elasticity of industry n with respect to industry k equals the share of industry k plus
the ratio of the corresponding estimated cross partial effect (from Table IV) to the share of industry n.

* ** and *** indicate significance at 90%, 95%, and 99% confidence levels respectively.

Figure 1: The Effect of a 10 Percent Increase in Productivity of Industry X

Good Y

10% increase

Py/Py

> 10% increase

Good X
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Table 6: The effects of productivity on output growth

Effect in terms of percentage change in output in:

Rubber & Primary Miscellaneous
Wood Petroleum Chemicals Products Electronics Man ufactures
Food -0.0874* 0.0856 0.002 0.0278* 0.0125** -0.0303%**
(0.0506) (0.0056) {0.0097) (0.0165) (0.0049) (0.0107)
Rubber & 4,3133%%x -0.0812* -0.1767* 0.0781 0.0343 -0.2036**
E Wood (0.3574) (0.0496) (0.1022) (0.0936) (0.0301) (0.0356)
>
§ Petroleum ~0.0823* 0.3835%** 0.0063 -0.0443 0.0268** -0.00358
g 10.0503) (0.0434) (0.0339) (0.0305) (0.0121) {0.0163)
=
é Chemicals -0.6076%* 0.0212 2.17%* 0.1619 -0.0036 0.0241
= 10.35133 (0.1149) (0.277) (0.1684) (0.0629) (0.0834)
o
% Primnary 0.3615 -0.2023 0.2181 1.8142%** -0.1249** 0.4:.85***
f Products (0.4335) (0.1392) (0.2268) (0.2796) (0.0559) (0.1062)
lectronics 1.4884 1.1473** -0.0452 -1.1699* 4.6419%%* 0.2623
(1.1468) (6.493) (0.7488) (0.6066) (0.227) (0.2894)
Miscellaneous -4, 0186%** -0.0512 0.0629 2.5599%** 0.0542 3.1945% %=
Manufactures  (1.3294) (0.1442) {0.2175) (0.3324) (0.0707) (0.2441)
Total Effect -0.4826 1.4516 1.9933 3.2320 4.5563 3.4i191

Note: Standard errors are in parentheses. Total etfect refers to the sum of all significant estimates in each col imn.
The effect of productivity growth in industry k on cutput in industry n equals the productivity elasticity of
industry n with respect to industry k multiplied by the average annual productivity growth of industry }-.

* ** and *** indicate significance at 90%, 95%, and 99% confidence levels respectively.

Table 7. The factor elasticity

Effect in terms of percentage change in output in:

Rubber & Primary ‘vliscellaneous
Wood Petroleum Chemicals Products Electronics ‘anufactures
Skilled -0.7314 -1.0554 -0.9542 1.1718%* 0.3569 1).5406*
Labor (1.0344) (0.992) (0.7473) (0.5673) (0.2705) 10.328)
s Unskilled 1.8199*** 0.8076 0.4753 -0.8767**%* 0.2198 -0.0868
% Labor (0.6686) (0.5592) (0.4451) (0.3352) (0.156) 0.1946)
E Land & 0.283 -0.4617 1.002%** -0.0258 0.1768* J.6969***
§ Building (0.4307 (0.4043) (0.2922) (0.2296) (0.1081) 0.1429)
Machinery -0.372 1.7089x** 0.4763 0.3566 0.2461** 0.1513
Capital (0.4026) (0.4224) (0.303) (0.2316) (0.1133) 0.1368)

Note: Standard errors are in parentheses. The factor elasticity of industry n with respect to factor m equals the share of
factor m plus the ratio of the comresponding estimated partial effect (from Table 1V) and the share of industry n.
¥, ** and *** indicate significance at 90%, 95%, and 99% confidence levels respectively.



Table 8: The effects of factor endowments on output growth

Effect in terms of percentage change in output in:

Rubber & Primary Miscellaneous
Wood Petroleum Chemicals Products Electronics Manufactures
Skilled ~3.6041 -5.2004 -4.7018 5.7742** 1.7585 2.664*
Labor (5.0969) (4.888) (3.6823) (2.7955) (1.3327) (1.6162)
Unskilled 4.714]1%** 2.092 1.2313 -2.2709%** 0.5692 -0.2248
& Labor (1.732) (1.4486) (1.153) (0.8683) (0.4041) (0.5042)
w
::: Land & 2.458 -4.009 8.7015%** -0.2245 1.535* 6.0523***
5 Building (3.7399) (3.5109) (2.5376) (1.9939) (0.939) (1.2413)
Machinery ~3.2955 15.1375%** 42194 3.1591 2.18%* -1.3404
Equipment  (3.566) (3.742) (2.684) (2.0518) (1.0038) (12114)
Total Effect 4.7141 15.1375 8.7015 3.5033 3.7150 8.7163

Note: Standard errors are in parentheses. Total effect refers to the sum of all significant estimates in each column.
The effect of factor m growth on output in industry n equals the factor elasticity of industry n with respect
to factor m multiplied by the average annual growth of factor m.
* **_and *** indicate significance at 90%, 95%, and 99% confidence levels respectively.

Table 9: The contributions of productivity and factor endowments on output growth

Rubber & Primary Miscellaneous
Wood Petroleum Chemicals Products Electronics Manufactures
Productivity -38.77 15.80 18.68 70.22 39.12 27.92
Own Productivity 346.48 4.17 20.33 3942 39.85 26.16
Cross Productivity -385.24 11.63 -1.66 30.80 -0.73 1.76
Factor Endowments 378.67 164.76 81.53 76.12 31.90 71.39
Labor Input 378.67 - - 76.12 - 21.82
Capital Input - 164.76 81.53 - 31.90 49.57
Prices of Goods -239.91 -4.92 -0.20 37.87 0.37 0.69
Fixed Effect - -75.64 - -84.21 28.61 -
TOTAL 100.00 100.00 100.00 100.00 100.00 100.00

Note: All values are in percentage terms. The value of each cell refers to the total significant contributions of the
variable in the row on the output of the industry in the column, and are normalized such that all the figures in
bold add up to 100. Please refer to the text for the construction of the values. For a detailed version of this table
please refer to the Appendix.

"." refers to value is not statistically significant.
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Table 10: The detailed contributions of productivity and factor endowments on output growth

Rubber & Primary Miscellaneous
Wood Petroleum Chemicals Products Electronics Manufactures
Total
Productivity 94,3377 74.4029 18.6658 43.3309 32.6354 37.6455
Food -6.0327 0.3407* 0.0165 0.3514** 0.0879%** -0.3092%**
(3.3912) (0.1799) (0.0699) (0.1745) (0.0303) (0.0991)
Rubber & 297.593%** -4.9379%** -1.4744%+ 0.9868 0.2413 -2.0771***
Wood  (23.9573) (1.5923) (0.7367) (0.9927) (0.1864) (0.7906)
Petroleum  -5.6781* 23.3297%** 0.0523 -0.5602* 0.1886** -0.0591
(3.3731) (1.3925) (0.2442) (0.3233) (0.0747) (0.1507)
Chemicals  -41.919* 1.2926 18.104%** 2.0472 -0.0252 0.2463
(23.5506) (3.6852) (1.9969) (1.7856) (0.3897) 0.7711)
Primary 24.9385 -12.3109***  1.8197 22.9339%*+ -0.8783** 4.5762%**
Products  (29.0554) (4.4676) (1.6348) (2.9652) (0.3465) (0.9814)
Electronics  102.6941 69.8048%** -0.3774 -14,7885%* 32.6399*** 2.6758
(76.8691) (15.8195) (5.3977) (6.4327) (1.4071) (2.6748)
Miscellaneous  -277.2583*** -3.1161 0.5251 32.3603%** 0.3811 32.5926%**
Manufactures  (89.109) (4.6261) (1.5679) (3.5249) (0.4382) 3.1797)
Total Factor
Endowments 18,7979 487.9476 78.8428 81.3833 42,4897 72.9605
Skilled -248.6645 -316.398** -39.2265 72.9926** 12.3648 27.1798*
Labor (341.6495) (156.8401) (26.5437) (29.6443) (8.2594) (14.9357)
Unskilled 325.2456***  127.2797*** 10.2724 -28.7063***+  4.0026 -2.2934
Labor (116.0986) {46.4809) (8.3112) (9.2079) {2.5044) (4.6593)
Land & 169.5857 -243.9113%%  72.595%%* -2.8377 10.7934* 61.7498%**
Building  (250.6922) (112.6533) (18.2924) (21.1438) (5.8197) (11.471)
Machinery  -227.3689 920.9772***  352019* 39.9346* 15.3289%* -13.6757
Capital  (239.0331) (120.0698) (19.3474) (21.7583) (6.221) (11.1949)
Total
Price -229.652 -39.5419 0.2861 24.2813 1.4398 -2.0823
Food -35.5756* 2.0094* 0.0972 2.0721** 0.5181%** -1.8236%%*
(19.9984) (1.0609) (0.4121) (1.0288) (0.1785) (0.5847)
Rubber & 9.3107*** -0.6056*** -0.1808** 0.121 0.0296 -0.2547%%*
Wood (2.9382) (0.1953) (0.0503) 0.1217) (0.0229) (0.097)
Petroleum -10.5159* -5.4901%* 0.0968 -1.0374* 0.3493+* -0.1095
(6.247) (2.579) (0.4522) (0.5988) (0.1383) (0.2792)
Chemicals -29.3014* 0.9035 -1.3034 1.431 -0.0176 0.1722
(16.4619) (2.576) (1.3959) (1.2482) (0.2724) (0.539)
Primary 15.9775 -7.8873%%+ 1.1658 -0.3412 -0.5627%* 2.9319***
Products (18.6151) (2.8623) (1.0474) (1.8998) (0.222) (0.6288)
Electronics  -39.5723 -26.8987***  (.1454 5.6986** 0.9307* -1.0311
(29.6209) (6.0959) (2.08) (2.4788) (0.5422) (1.0307)
Miscellaneous  -139.975%**  -1.5732 0.2651 16.3372%*>* 0.1924 -1.9675
Manufactures  {44.987) (2.3355) (0.7915) (1.7796) (0.2212) (1.6053)
Fixed Effect 2.1652 “4.2281%*+* 0.0221 -0.49*** 0.2344%%* -0.0852

TOTAL

1

1

1

1

1

1

Note: All values are in percentage terms. The value of each cell refers to the total contributions of the variable
in the row on the output of the industry in the column, and are normalized such that all the figures in
bald add up ta 100, Please tefer ta the text for the construction of the values.
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Figure 2: The Contributions of Productivity and Factor Endowments

Miscellaneous Rubber & Wood .
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Notes: T he size of pie represent the share of each industry in the total value added of the manufacturing sector.
Industry that is mainly factor endowments driven

Industry that is mainly productivity driven

Industry that is driven equally by factor endowments and productivity
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