
T he relationship between interna
tional trade and economic develop
ment has long interested econo

mists . There has been a great deal of con
troversy, however, with sorne asserting that 
international trade plays a crucial positive 
role in the development process , while 
others believing that trade has often harmed 
development. In this paper, 1 will review 
and evaluate the relationship that exists be
tween international trade and the various 
facets of the development process. Specifi
cally, 1 will (1) review the theoretical and 
empirical relationship between international 
trade and economic de velo pme nt in gener
al , (2) evaluate the alternatives of industri
alization through import substitution and 
export promotion, (3) review the relatively 
recent process of trade Iiberalization in most 
developing countries, and (4) evaluate the 
harm that trade protectionism in developed 
countries inflicts on economic development 
in poor countries. 
Space limitations do not permit the presen
tation of basic , background economic data, 
but this is readily available in the yearly 
World Bank's World Development Reports. 

Relationship between 
international trade and 
economic development 

During the nineteenth century, most of the 
world's indus trial production was concen
trated in Great Britain. Large increases in in
dus trial production and population in 
resource-poor Britain Ied to a rapidly rising 
demand for the food and raw material ex
ports of the so-called regions of recent set
t1ement (the United States, Canada, Austra
lia, New Zealand, Argentina, Uruguay, and 
South Africa). For example, du ring the cen
tury from 1815 to 1913, Britain 's popula
tion triple d , its real GNP increased 10 times, 
and the volume of its imports increased 20 
times . This growth spread to newly settled 
lands through the familiar accelerator
multiplier process. Thus , according to 
Nurkse (1959), the export sector was the 
leading sector and operated as an «engine 
of growth» for these lands during the 
nineteenth century. 
The regions of recent settlement were able 
to satisfy Britain 's burgeoning demand for 
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1 Abstract 

This paper reviews and evaluates the relationship between international trade and the various 
facets of the development process. After reviewing and evaluating previous theoretical and 
empirical studies, the paper concludes that (1) while international trade does not, in general, 
operate as an engine of growth today as it did in the 19th century, it is still a very important 
vehicle for facilitating economic development in most developing countries today, (2) 
industrialization through import substitution can be important in the early stages of development 
for large developing countries, but eventually trade Iiberalization and an open market economy 
are necessary for continued growth and development, and (3) trade protectionism in developed 
countrles seriously hampers economic development in developing countrles. 

1 Résumé 

Cet article analyse et évalue le rapport existant entre commerce international et développement. Après 
avoir évalué les précedentes études théoriques et empiriques, l'article conclut que: (1) bien que le 
commerce international ne fait pas fonction de moteur, comme c'était le cas au 19ème siècle, il sert 
encore à faciliter le développement économique dans la plupart des pays en voie de développement; 
(2) l'industrialisation à travers la substitution des importations peut être importante pendant les 
premières phases de développement des grands pays en voie de développement, mais il faut avoir 
la libéralisation du commerce en une économie de marché ouverte, pour que la croissance et le déve· 
loppement continuent; (3) le protectionnisme commercial des pays développés entrave la croissance 
économique des pays en voie de développement. 

food .and raw materials (and in the process 
grow very rapidly) because of several 
favorable circumstances. First , these coun
tries were richly endowed with natural 
resources, su ch as fertile arable land, forests, 
and mineraI deposits. Second, workers with 
various skills moved in great waves from 
overpopulated Europe to these mostly emp
ty lands , and so did huge amounts of capi
tal. Though data are far from precise , it 
seems that from 30 to 50 percent of total 
capital formation (Le., investments) in such 
nations as Canada, Argentina, and Australia 
were financed through capital inflows. The 
huge inflows of capital and workers made 
possible the construction of railroads , 
canals , and other facilities that allowed the 
opening up of new suppl Y sources of food 
and raw materials. Finally, the great im
provement in sea transportation enabled 
these new lands to satisfy the growing de
mand for wheat, corn, wool, Ieather , and 
a variety of other foods and raw materials 
more cheaply than traditional sources in Eu
rope and elsewhere . Thus, ail «ingredients» 
were present for rapid growth in these new 
lands: the demand for their products was 
rising rapidly ; they had a great de al of un
exploited natural resources; and they 
received huge amounts of capital and mil
lions of workers from Europe . 
The situation for the regions of recent set
t1ement in the nineteenth century is in sharp 
contrast to that prevalent in the majority of 
developing countries today. This is due to 
less favorable demand and supply condi
tions. On the demand side, it is c1ear that 
the demand for food and raw materials is 

growing much Iess rapidly today than a cen
tury ago . There are several reasons for this. 
(1) The income elasticity of demand in de
veloped nations for man y of the food and 
raw material exports of developing coun
tries is Iess (and sometimes mu ch Iess than 
1), so that as income rises in developed na
tions , their demand for the agricultural ex
ports of developing countries increases 
proportionately Iess than the increase in in
come. For example, the income e1asticity of 
demand for coffee is about 0.8 , for cocoa 
is 0.5 , for sugar is 0.4, and for tea is 0 .1. (2) 
The development of synthetic substitutes 
has reduced the demand for natural raw 
materials; for example, synthetic rubber has 
reduced the demand for natural rubber, ny
lon and cotton, and plastic has sharply 
reduced the demand for hides and skins. (3) 
technological advances have reduced the 
raw-material content of many products , 
such as tin-plated cans and microcircuits. (4) 
The output of services (with lower raw 
material requirements) has grown faster than 
the output of developed nations . (5) Deve
loped nations have imposed trade restric
tions on many of the temperate exports 
(such as wheat, vegetables, sugar, oils, and 
other products) as weil as on simple 
manufactured goods produced by develop
ing countries . 
On the supply side, it is pointed out that to
day's developing countries are much less 
weil endowed with natural resources (ex
cept for petroleum-exporting countries) 
than were the regions of recent settlement 
during the nineteenth century. In addition, 
most of today's developing nations are over-



populated, so that most of any increase in 
their output of food and raw materials is ab
sorbed domestically rather than exported. 
Furthermore, the international flow of cap
ital to developing nations is relatively much 
less than it was during the nineteenth cen
tury, and today's developing countries seem 
also to face an outflow rather than an inflow 
of skilled labor. Until recently, developing 
countries have also neglected their agricul
ture in favor of more rapid industrialization, 
thereby hampe ring their export (and 
growth) prospects. 
A large number of empirical studies (indud
ing the author's - see Salvatore, 1983; and 
Salvatore and Hatcher, 1991) conducted 
during the past two decades found that 
while international trade (with few excep
tions) has not operated as an engine of 
growth for today's developing countries as 
it did for the regions of recent settlement 
during the nineteenth century, it is has 
nevertheless contributed positively to the 
growth of most of today' s developing coun
tries. There are several important ways by 
which international trade contributes to 
economic development even under today's 
changed international conditions. (1) Trade 
can lead to the full utilization of otherwise 
underemployed domestic resources. That is, 
through trade, a developing nation can 
move from an inefficient production point 
inside its production frontier , with unuti
lized resources because of insufficient inter
naI demand, to a point on its production 
frontier with trade . For such a nation, trade 
would represent a vent for surplus , or an 
outlet for its potential surplus of agricultur
al commodities and raw materials. This has 
indeed occurred in many developing na
tions, particularly those in Southeast Asia 
and West Africa. 
In addition, (2) by expanding the size of the 
market, trade makes possible division of 
labor and economies of scale. This is espe
cially important and it has actually taken 
place in the production of light manufac
tures in such economies as those of Taiwan, 
Hong Kong, Singapore, Korea, and other 
countries. (3) International trade is the ve
hide for the transmission of new ideas , new 
technology, and new managerial and other 
skills. (4) Trade also stimula tes and facilita tes 
the international flow of capital from deve
loped to developing countries. For exam
pie , in the case of foreign direct invest
ments , where the foreign firm retains con
trol over its investment, the foreign capital 
is likely to be accompanied by foreign 
skilled personnel to organize production. (5) 
In severallarge developing nations, such as 
Brazil and India, the importation of new 
manufactured products has stimulated 
domestic demand until efficient domestic 
-production of these goods became feasible. 
Finally, (6) international trade is an excel
lent antimonopoly weapon (when allowed 
to operate) because it stimulates greater ef
ficiency by domestic producers to meet for
eign competition. This is particularly impor
tant to keep low the cost and price of inter-
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mediate or semifinished products used as in
puts in the domestic production of other 
commodities. 
Critics of international trade can match this 
impressive list of benefits with an equally 
impressive list of allegedly harmful effects 
of trade. However, since a developing na
tion can always refuse to trade if it gains 
nothing or loses , the presumption is that it 
must also gain from trade. It is true that 
when most of the gains from trade accrue 
to developed nations, there is a great deal 
of dissatisfaction and justification for de
mands to rectify the situation, but this 
should not be construed to me an that trade 
is actually harmful. One, of course, could 
always find cases where, on balance, inter
national trade has actually hampered eco
nomic development. However, in most 
cases it can be expected (and the empirical 
evidence to date overwhelmingly seems to 
show) that international trade can provide 
invaluable assistance to the development 
process. 

Industrialization through 
import substitution versus 
export promotion 

During the 1950s and 1960s most develop
ing nations made a deliberate attempt to in-

dustrialize rather th an continuing to special
ize in the production of primary commodi
ties (food , raw materials, and mineraIs) for 
export, as prescribed by traditional trade 
theory. Developing countries correctly be
lieved that while continuing to specialize in 
the production of primary commodities 
wou Id maximize welfare in the short run, 
the resulting pattern of specialization and 
trade would relegate them to a subordinate 
position vis-à-vis developed nations, and 
keep them from reaping the dynamic 
benefits of industry and , therefore, from 
maximizing their welfare and growth in the 
long run. The dynamic benefits resulting 
from industrial production are a more 
trained labor force , more innovations, 
higher and more stable prices for the na
tion's exports, and higher income and em
ployment for its people. If developing na
tions continued to specialize in primary 
commodities while developed nations 
specialized in manufactured products, ail or 
most of the dynamic benefits of industry 
and trade would accrue to developed coun
tries , leaving developing nations poor, un
developed and dependent . This belief was 
reinforced by the empirical observation that 
ail developed nations are primarily indus
trial while ail developing countries are 
primarily"agricultural or engaged in miner
aI extraction. 
During the 1950 and 1960s, most develop-
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ing nations , particularly the larger ones, 
strongly opted for a policy of import sub
stitution to industrialize. They protected 
their infant industries or stimulated their 
birth with effective tariff rates that rose shar
ply with the degree of processing. 
This was done at first to encourage the rela
tively simple step of assembling foreign 
parts, in the hope that subsequently more 
of these parts and intermediate products 
would be produced domestically (backward 
linkage). Heavy protection of domestic in
dustries also encouraged the establishment 
of tariff facto ries in developing nations. 
The policy of industrializatiçm through im
port substitution generally met with only 
limited suc cess or with failure . 
Very high rates of effective protection, in 
the range of 100 to 200 percent or more, 
were common during the 1950s and 1960s 
in su ch nations as India, Pakistan, Argenti
na, and Brazil. These led to very inefficient 
domestic industries and very high prices for 
domestic consumers. Sometimes the foreign 
currency value of imported inputs were 
greater th an the foreign currency value of 
the output produced (negative value added). 
Furthermore, the highest priority was usual
Iy given to construction of new factories 
and the purchase of new machinery, with 
the result of widespread idle plant capacity 
for lack of funds to import needed raw 
mate rial and fuel. 
Heavy protection to industry also led to ex
cessive capital intensity and relatively little 
labor absorption. In fact, it was entirely un
realistic to expect that import substitution 
could have solved the unemployment and 
underemployment problem of developing 
countries. For example, even with 25 per
cent of the labor force in industry and 20 
percent growth in indus trial output per 
year, at most 0 .5 percent (0.25 times 0.20) 
of the 2 or 3 percent annual increase in the 
labor force of developing nations could be 
absorbed into modern industry. The other 
workers had to be absorbed into agriculture 
and in the traditional service sector, or re
main unemployed. In addition, the hope of 
fin ding high-paying jobs in the modern sec
tor attracted many more people to the ci-
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ties than could find employment, leading to 
overurbanization and to an explosive situ
ation. 
The effort to industrialize through import 
substation also led to the neglect of agricul
ture and other primary sectors, with the 
result that many developing nations ex
perienced a decline in their earnings from 
traditional exports, and sorne (such as Brazil) 
were even forced to import sorne food 
products that they had previously export
ed. Furthermore, the policy of import sub
stitution often aggravated the balance of 
payment problems of developing nations by 
requiring more imports of machinery, raw 
mate rials , fuels , and even food. 
The ove rail result was that those develop
ing countries (such as India, Pakistan, and 
Argentina) that stressed industrialization 
through import substitution fared much 
worse and grew at a much slower rate than 
the few (smaller) developing economies 
(su ch as Singapore, Taiwan, and Hong 
Kong) that followed from the early 1950s 
an export-oriented policy . It has been 
estimated that the policy of import 
substitution resulted in waste of up to 
10 percent of the country 's national in
come. 
Starting in the early 1970s, an increasing 
number of developing countries began to 
pay more attention to efficiency consider
ations and to shift from an import substitu
tion to an export orientation policy. Econo
metrie research (including the author 's - see 
Salvatore and Hatcher, 1991) showed that 
the economic performance of developing 
nations that followed or switched to an 
export-oriented policy was better than that 
for nations that continued to follow a poli
cy of import substitution. 
As table 1 shows, the average annual 
growth of real value added in manufactur
ing and agriculture, the average share of 
manufacturing value added in GDP, the 
average share oflabor force in industry, and 
the average growth of employment in indus
try - ail grew or were much higher for the 
outward-oriented th an for the inward
oriented countries, both over the 1963-1973 
and the 1973-1985 periods. 

Table 1 1 Growth and industrlalization in deve/oping countries grouped by trade orientation. 

Average annual growth Average an nuai growth Average share 
of real manufacturing of real agricultural of manufacturing value 

value added value added added in GDP 

Trade strategy 1963-73 1973-85 1963-73 1973-85 1963 1985 

Strongly outward oriented 15.6 10.0 3.0 1.6 17.1 26.3 
Moderately outward oriented 9.4 4.0 3.8 3.6 20.5 21.9 

Outward oriented (average) 10.3 5.2 3.7 3.3 20.1 23.0 

Moderately inward oriented 9.6 5.1 3.0 3.2 10.4 15.8 
Strongly inward oriented 5.3 3.1 2.4 1.4 17.6 15.9 

Inward oriented (average) 6.8 4.3 2.6 2.1 15.2 15.8 

The countries included and their trade orientation in each time period is given in table 4 in the appendix. 

Source: World Bank, World Development Reporl, Washinglon, D.C. , 1987, p. 87. 
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Trade liberalization in 
developing countries 
Starting in the early 1970s, an increasing 
number of developing countries, especial
ly those that had adopted for an inward
oriented strategy for industrialization dur
ing the 1950s and 1960s, began to liberal
ize trade . This involved sorne mixture of 
reduction and simplification of import 
tariffs, import taxation, and quantitative res
trictions, as weil as attempts to reduce im
pediments to exports. These trade-liberal
izing me as ures were intended to promote 
the more efficient use of resources in the 
country by (1) eliminating the static costs 
of protection (such as the higher prices paid 
by domestic consumers of the product), (2) 
overcoming X-inefficiencies (Le., the cost 
associated with the «quiet life»), (3) taking 
away the incentive for such unproductive 
activities as lobbying to retain or impose 
trade regulations, (4) making economies of 
scale possible , and (5) stimulating the flow 
of investments and advanced technology 
from abroad. 
Sorne countries (such as Chile, Greece, Is
rael , Korea, New Zealand, Singapore, and 
Spain) consistently pursued liberalization 
during the past two decades. Others (such 
as Argentina, Brazil, Columbia, Mexico, 
Pakistan, Peru, the Philippines, Sri Lanka, 
Turkey, and Yugoslavia) were not as con
sistent and their commitment to trade liber
alization during sorne years wavered. In 
general, the majority of the more liberaliz
ing countries were smaller, had a higher per 
capita income, and were more politically 
stable than those countries that were less 
consistent in their liberalizing efforts. In ad
dition, while the shift from an inward
oriented to an outward-oriented strategy 
can best be accomplished by removing ex
isting trade barri ers and devaluing the na
tion's currency, man y countries (mostly in 
the second group that was less consistent 
in its liberalization efforts) used export in
centives without eliminating or significant
ly reducing their import barriers or devalu
ing their currency. As a result, the growth 
of their exports was half as large as that for 

Average share Average annual growth 
of labor force of empioyment 

in industry in manifacturing 

1963 1980 1963-73 1973-84 

17.5 30.0 10.6 5.1 
12.7 21.7 4.6 4.9 
13.2 23.0 6.1 4.9 

15.2 23.0 4.4 4.4 
12.1 12.6 3.0 4.0 
12.7 14.1 3.3 4.2. 



the more liberalizing countries. Further
more, while exports grew at about the same 
rate as GDP in the less liberalizing countries, 
exports grew significantly faster than GDP 
in the more liberalizing countries and, there
fore, behaved more like the leading sector 
in the latter than in the former group of 
countries. 
Research conducted at the World Bank 
(1988) also showed that liberalization poli
cies are more likely to be sustained in the 
long run if the y are (1) initiated in the midst 
of macro-economic difficulties, (2) carried 
out in a crisis atmosphere and under inter
national pressure , and (3) launched in a sin
gle bold move rather than with a number 
of small hesitant steps over time . There is 
also a consensus that the likelihood of suc
cess for a program of trade liberalization is 
much greater if trade liberalization precedes 
macro-economic stabilization than if it fol
lows it , or if it is undertaken at the same 
time. Managing one type of stabilization at 
the time makes each more manageable . Fur
thermore , when macro-economic stability 
has already been achieved and prices are 
playing their full signaling role, it is more 
likely that trade liberalization will achieve 
its desired results. As Sachs (1987) pointed 
out, prior macro-economic stabilization was 
crucial to the success of the trade liberali
zation programs in)apan and Taiwan in the 
late 1950s and early 1960s. Empirical 
research on the political economy of trade 
liberalization by Nabli (1990) also showed 
that trade liberalization is more likely to suc
ceed (1) the greater is the strength of the ex
porter group, (2) the smaller is the strength 
of the import-competing sector's opposi
tion, (3) the smaller is the time for which 
the import-substitution measures were in 
place , (4) the smaller the size of the coun
try, and (5) the stronger is political leader
ship and its commitment to a program of 
trade liberalization. 
The World Bank has greatly facilitated the 
planning and the carrying out of trade liber
alization programs with technical assistance 
and loans. The Bank began its lending for 
structural adjustment in 1980 and by 1990 
more it had lent more than $ 15 billion to 
more than 50 countries for the purpose of 
implementing structural or sectoral reforms. 
The largest number of loans went to Sub
Saharan African countries, but since these 
loans were generally small, a mu ch larger 
amount went to other developing countries. 
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The purpose of the Bank's loans also varied. 
In Sub-Saharan Africa, the loans went most
ly to support agriculture (to increase 
producer prices and setting up or improve 
extension services and research) and to car
ry out institutional reforms in the public sec
tor (to restructure production and finances , 
and for divestiture) . On the other hand, in 
other highly indebted countries, Bank loans 
went mostly for trade (to remove disincen
tives for and to encourage exports) and for 
financial sector policies (such as reforming 
the ban king system and establishing finan
cial intermediaries) . 
The World Bank estimated (see table 2) that 
with credible policy actions to reduce mac
roeconomic imbalances within and among 
indus trial countries (such as reduction of the 
twin budget and trade deficits in the Unit
ed States and trade surplus ofJapan and Ger
many) and with continued structural adjust
ments (including trade liberalization) in de
veloping countries, the total merchandise 
export volume of the developing countries 
as a group would increase at an average rate 
of 5.1 percent in the 1988-1995 period. This 
is the high-growth-scenario. Without ade
quate effort in indus trial countries to reduce 
their macro-economic imbalances and in the 
absence of continued structural adjustments 
in developing countries (the low-growth 
scenario), on the other hand , the develop-

Table 2 Oeveloping countries' export growth, high and low scenarios, 1988-1995 
(average annual percentage change). 

Merchandise Export Volume 
Manufactures 
Primary goods 

Merchandise Import Volume 

Source: World Bank. World Bank Report. Washington . D.C.: World Bank. 1989. p. 20. 

ing countries' total merchandise export 
volume wou Id increase at an average of only 
4.1 percent during the 1988-1995 period. 
For manufactures , the respective rates of 
growth would be 7.4 percent and 5.7 per
cent , while for primary commodities the 
rates of growth would be 2.8 percent and 
2.7 percent, respectively . While the rates of 
export growth under the high-growth 
scenario are not spectacular, they are at least 
as high as during the 1980s and much higher 
than in the 1965-1980 period (World Bank, 
1991). As in the past, these average rates of 
export growth will probably differ widely 
among the various groups of developing 
countries. As far as merchandise imports are 
concerned , they exceed the developing 
countries' export-based capacity ta import 
only by the amount of foreign loans, invest
ments , and aid. 

Trade protectionism in 
developed countries and 
developing countries' trade 

Since the mid-1970s, developed countries , 
beset by slow growth and large unemploy
ment, have increased the trade protection 
they provide to sorne of their large indus
tries (such as textile, steel, shipbuilding, con-

High·Growth Low Growth 
Scenario Scenario 

5.1 4.1 
7.4 5.7 
2.8 2.7 
5.7 4.6 
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sumer electronic products , TV sets , shoes , 
and many other products) on imports from 
developing countries. These are the very in
dustries in which developing countries have 
gained or are gaining a comparative advan
tage . A great deal of this new protectionism 
has been directed especially against the 
manufactured exports of newly industrializ
ing countries (NICs). These nations (Brazil , 
Hong Kong, Korea, Mexico, Singapore, and 
Taiwan) are characterized by rapid growth 
in gross domestic product (GDP), in indus
trial production, and in manufactured ex
pOrts. Over the past 20 years the ratio of the 
indus trial exports of the NICs to the total 
imports of the deveioped countries have ris
en from 1 percent to 6 percent. However, 
it has been the timing and the type of 
products exported by the NICs that has led 
to increased trade restrictions by the deve
loped countries. 
This new protectionism by developed 
countries took su ch new forms as antidump
ing and countervailing duties and voluntary 
export restraints (VERs). The proliferation 
of these new forms of protectionism have 
more than neutralized the significant reduc
tion in tariffs that resulted from successive 
rounds of multilateral negotiations conclud
ed under the auspices of GATT du ring the 
postwar period. Developed countries thus 
substituted one type of trade barrier (tariffs) 
with another (nontariff barriers or new pro
tectionism). Since antidumping and coun
tervailing dut y investigations allegedly serve 
either to rectify a wrong (dumping) or pre
vent the collapse of an entire industry 
(countervailing dut y), or are «voluntary", 
they do not violate the letter of GATT rules. 
Since they are abused and have in fact been 
used for protectionistic purposes (the sim
ple filing of a antidumping complaint , for 
example , discourages trade according the 
harassment thesis), however, the y certain
ly violated the spirit of the law. It has been 
estimated that U .S. barriers on steel, au
tomobiles , and textiles are equivalent to an 
additional import tariff of 25 percent, th us 
raising protection in the United States to the 
level of the early postwar years . The same 
is true for other developed countries. Non
tariff barri ers (NTBs) also affected more de
veloping than developed countries' exports. 
The World Bank estimated that in 1987 
these new types of trade barriers affected 
25 percent of the exports of developing 
cou nt ries as compared with 21 percent of 
developed countries' exports. Furthermore, 
even though remaining tariffs on developed 
countries' imports are very low, they apply 
primarily to labor-intensive commodities 
that are of particular importance to low in
come nations . Industrial country tariff pro
tection also exhibits tariff escalation (Le. , 
tariffs ri se with the degree of processing and 
thus favor the import of raw mate rials and 
discourage processing in developing na
tions) . 
Since textiles and clothing are relatively 
labor intensive, industrial-countries' trade 
restrictions on these products are particu-
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larly detrimental to developing countries. 
About one half of world trade in textiles and 
clothing is now managed by export res
traints under the aegis of the Multifiber Ar
rangement (MFA). MFA legitimizes bilater
ally negotiated quotas designed to slow the 
growth of textile and clothing exports from 
low-cost suppliers in order to protect 
production and employment in developed 
countries. MF A has been in existence since 
1959 and has become increasingly restric
tive and inclusive over time. Despite this 
MF A, the textiles and clothing exports of de
veloping countries are now over $ 30 bil
lion per year , but they could be mu ch 
higher in the absence of MFA. To be noted 
is that this MF A harms bath developed and 
developing countries . It harms developing 
countries because it prevents or slows down 
their industrialization and full integration 
into the world trading system . As reported 
by Abreu (1990) , the abolition of this MF A 
wou Id lead to welfare gains of $ 1.0 billion 
for Brazil, $ 1.4 billion for Taiwan, $ 2.3 bil
lion for China, and $ 2.1 billion for Korea 
(but to surprisingly small gains for India and 
Sri Lanka and sorne losses to Pakistan, Sin
gapore, Thailand, and Hong Kong sin ce 
they wou Id lose their quotas). MFA also 
harms developed countries because it leads 
to higher consumer prices and a misalloca
tion of resources (Le., it pre vents the real
location of resources to areas of developed 
countries ' comparative advantage) . World 
Bank estima tes (1990) indicate that the cost 
of protecting each job in the textile indus
try in the United States is roughly four times 

the average employee 's salary. MFA can 
only be explained by the political economy 
of protection in developed countries - that 
is, that the benefits or rents from protection 
accrue to relatively few prodùcers and is 
very large (thus giving them a very strong 
incentive and large financial resources to 
lobby for their retention), while the losses 
in the form of higher textile prices are 
spread over the more or less sile nt majori
ty (where each family losses are rather small 
and no t widely known) . 
Developed countries ' agricultural programs 
in the fonn of price support , direct pay
ments , and supply management schemes, 
also seriously distort production and trade 
in agricultural commodities and restrict de
veloping countries' agricultural exports ta 
developed countries. Assistance ta farmers 
raises the domestic production and prices 
of tempera te products in OECD countries 
and results in agricultural surpluses and sub
sidized exports, which compete with de
veloping countries' exports. Excise taxes on 
tropical products (coffee , tea , cocoa) and 
quantitative restrictions on imports of su
gar, dairy products, fruits, groundnut, 
tobacco , and rice in developed countries 
also seriously restrict developing countries' 
exports of these products. 
The increased protectionism has occurred 
in spite of the Generalized System of refer
ences (GSP), negotiated by Western Euro
pean countries and]apan in 1971-1972 and 
by the United States in 1976, which grants 
preferential access to the exports of de
veloping countries into developed coun-
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Table 31 Effect of complete trade /ibera/ization on selected developing countries. 

Middle-Income 
Developing 
Countries 

Hong Kong 
Korea, Republic of 
Yugoslavia 
Dominican Republic 
Tunisia 
Mauritius 
Thailand 
Morocco 
Singapore 
Brazil 

Source-. World Bank, Worfd Oevefopment Report. Washington, D.C.: 

tries ' markets. Currently more than 20 
OECD countries operate GSP schemes with 
more than 140 beneficiaries, However, ex
ception after' exception to the GSP have 
been «voluntarily» negotiated by the Unit
ed States and other developed countries for 
many «sensitive» products such as textile, 
clothing, and footwear which are of great 
importance to developing countries . By 
1990, more than 120 such exceptions had 
been negotiated by the United States and 
o ther developing countries. Furthermore, 
the U.S. Tariffand Trade Act of 1984 autho
rized the President of the United States to 
den y GSP privileges to NICs that did not 
curb their own unfair trade practices and 
restricted U .S. exports. The act also called 
for «graduation» or the removal of preferen
tial access for the exports of the most ad
vanced of the developing nations, such as 
Korea and Taiwan. These conditions were 
included in the face of the increase in the 
NICs' trade surplus with the United States 
from just over $ 2 billion in 1981 to more 
than $ 30 billion in 1990. lt must, however, 
be pointed out that while most criticism for 

Percentage Low-Income 
Change Developing 

in Exports Countries 

25.9 Sri Lanka 
21.6 China 
14.0 Pakistan 
13.0 Haiti 
11.4 India 
10.5 Bangladesh 
10.3 Tanzania 
8.9 Burundi 
7.2 Nepal 
6.8 Somalia 

World Bank, 1990. 

restricting developing countries' exports is 
usually directed at the United States, the 
United States absorbs more than half of de
veloping countries' exports. The European 
Community (EC), which has now larger 
than the U.S. economy absorbs less than 
one third of developing countries' exports 
(down from one half in 1965), while ]apan, 
with an economy about half the size of that 
of the United States , takes in less that than 
10 percent and this has remained practical
Iy unchanged during since 1965 (Finger and 
Messerlin, 1989). Most studies indicate that 
the GSP have a very limited effect on in
creasing developing countries' exports. The 
World Bank (1990), for example, reports 
that the total imports of developed coun
tries increased by only 0.5 percent because 
of the GSP, the exports of developing coun
ties are only about 1-2 percent (about $ 6 .5 
billion) higher, and most of the benefits ac
crued to a small number o f middle-income 
developing countries or NICs . 
It has been estimated that removing all trade 
restrictions by developed countries would 
lead to a 10 percent increase in developing 

Table 41 Composition of trade·orientation country groups: 1963-1973 and 1973-1985. 

PERIOD 1: 1963-1973 

Strongly Outward Oriented: 
Korea, Rep. of, Singapore 

Maderately Outward Oriented: 
·Colombia, Israel, 'Ivory Coast. Malaysia 

Maderately ln ward Oriented: 
El Salvador, Honduras, Kenya, Mexico, Nicaragua, ' Nigeria, Philippines, Senegal , 'Tunisia, Yugoslavia 

Strongly ln ward Oriented: 
Argentina, Bangladesh, 'Chile, Dominican Republic , India, ' Pakistan, Peru, 'Turkey, 'Uruguay, Zambia 

PERIOD Il : 1973-1985 

Strangly Outward Oriented: 
Korea, Rep. of, Singapore 

Maderately Outward Oriented: 
'Chile, Israel, Malaysia, 'Tunisia, 'Turkey, 'Uruguay 

Maderately ln ward Oriented: 
'Colombia, El Salvador, Honduras, 'Ivory Coast, Kenya, Mexico, Nicaragua, 'Pakistan, Philippines, Senegal , Yugoslavia 

Strangly ln ward Oriented: 
Argentina, Bangladesh, Dominican Republic , India, 'Nigeria, Peru, Zambia 

• Refers ta countries that changed trade orientation belween the Iwo time periods. 
Source-. Wo~d Bank, Worfd Oevefopment Report 1987, Washington, D.C.: Wo~d Bank, 1987, p. 83. 

Percentage 
Change 

n Exports 

20.9 
13.0 
10.7 
9.3 
8.6 

- 1.0 
- 3.3 
- 5.5 
- 9.6 
-24.3 

countries' exports (of which 40 percent 
would be in clothing and another 10 per
cent in food and food products). This would 
raise developing countries ' GNP by about 
3 percent and cost developed countries 0.7 
percent of their GNP or roughly double the 
amount that they now provide in foreign aid 
(Finger and Messerlin, 1989). As table 3 
shows most of the benefit from complete 
trade liberalization in developed countries 
wou Id accrue to successful middle-income 
exporters, with sorne low-income (mostly 
Sub-Saharan African) countries actually los
ing because their existing trade preferences 
would disappear. 

• 
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