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I. The relationship between
international trade and
economic development

During the nineteenth century, most of the
world’s industrial production was con-
centrated in Great Britain. Large increases
in industrial production and population in
resource-poor Britain led to a rapidly rising
demand for the food and raw material ex-
ports of the so-called regions of recent set-
tlement (the United States, Canada, Aus-
tralia, New Zealand, Argentina, Uruguay,
and South Africa). For example, during the
century from 1815 to 1913, Britain’s
population tripled, its real GNP increased
10 times, and the volume of its imports in-
creased 20 times. This growth spread to
newly settled lands through the familiar ac-
celerator-multiplier process. Thus, accord-
ing to Nurkse (1959), the export sector was
the leading sector and operated as an “en-
gine of growth” for these regions of recent
settlement during the nineteenth century.
The regions or recent settlement were able
to satisfy Britain’s burgeoning demand for
food and raw materials (and in the process
grow very rapidly) because of several
favorable circumstances. First, these
countries were richly endowed with na-
tural resources, such as fertile arable land,
forests, and mineral deposits. Second,
workers with various skills moved in great
waves from overpopulated Europe to these
mostly empty lands, and so did huge
amounts of capital. Though data are far
from precise, it seems that from 30 to 50
percent of total capital formation (i.e., in-
vestments) in such nations as Canada, Ar-
gentina, 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 supply sources of food and raw
materials. Finally, the great improvement
in sea transportation enabled these new
lands to satisfy the growing demand for
wheat, corn, wool, leather, and a variety
of other foods and raw materials more
cheaply than traditional sources in Europe
and elsewhere. Thus, all “ingredients”
were present for rapid growth in these new
lands: the demand for their products was
rising rapidly; they had a great deal of un-
exploited natural resources; and they
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The relationship between international trade and economic development has long interested
economists. There has been a great deal of controversy, however, with some asserting that interna-
tional trade plays a crucial positive role in the development process, while others believing that trade
has often harmed development. This paper, reviews and evaluates the relationship that exists bet-
ween international trade and the various facets of the development process.

Specifically, in this paper, I will (1) review the theoretical and empirical relationship between inter-
national trade and economic development in general, (2) present basic background and trade data for
major developing-country groupings and the most important countries in each group, (3) evaluate
the alternatives of industrialization through import substitution and export promotion, and (4)
review the relatively recent process of trade liberalization in most developing countries.
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received huge amounts of capital and mil-
lions of workers from Europe.

The situation for the regions of recent set-
tlement 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 conditions. On the demand side, it
is clear that the demand for food and raw
materials is growing much less rapidly
today than a century ago. There are several
reasons for this. (1) The income elasticity
of demand in developed nations for many
of the food and raw material exports of
developing countries is less (and some-
times much less) than 1, so that as income
rises in developed nations, their demand
for the agricultural exports of developing
countries increases proportionately less
than the increase in income. For example,
the income elasticity 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 develop-
ment of synthetic substitutes has reduced
the demand for natural raw materials; for
example, synthetic rubber has reduced the
demand for natural rubber, nylon and cot-
ton, and plastic has sharply reduced the
demand for hides and skins. (3) Tech-
nological 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)
Developed nations have imposed trade
restrictions on many of the temperate ex-
ports (such as wheat, vegetables, sugar,
oils, and other products) as well as on
simple manufactured goods produced by
developing countries.

On the supply side, it is pointed out that
today’s developing countries are much less
well 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
overpopulated, so that most of any in-
crease in their output of food and raw
materials is absorbed domestically rather
than exported. Furthermore, the interna-
tional flow of capital to developing nations
is relatively much less than it was during
the nineteenth century, 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 agriculture in
favor of more rapid industrialization, there-
by hampering their export (and growth)
prospects.

A large number of empirical studies con-
ducted during the past two decades found
that while international trade (with few ex-
ceptions) has not operated as an engine of
growth for today’s developing countries as
it did for the regions of recent settlement
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during the nineteenth century, it has
nevertheless contributed positively to the
growth of most of today’s developing
countries [see: Bahami-Oskooee (1991),
Boggio and Tirelli (1989), Cline (1984),
Kravis (1970), Ram (1987), Reidel (1988),
Salvatore (1983), Salvatore and Hatcher
(1991)]. 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 deve-
loping nation can move from an inefficient
production point inside its production
frontier, with unutilized resources because
of insufficient internal demand, to a point
on its production frontier with trade. For
such a nation, trade would represent a vent
Sor surplus, or an outlet for its potential
surplus of agricultural commodities and
raw materials. This has indeed occurred in
many developing nations, 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
especially important and it has actually
taken place in the production of light
manufactures in such economies as those
of Taiwan, Hong Kong, Singapore, Korea,
and other countries. (3) International trade

is the vehicle for the transmission of new
ideas, new technology, and new ma-
nagerial and other skills. (4) Trade also
stimulates and facilitates the international
flow of capital from developed to develop-
ing countries. For example, in the case of
foreign direct investments, where the
foreign firm retains control over its invest-
ment, the foreign capital is likely to be ac-
companied by foreign skilled personnel to
organize production. (5) In several large
developing nations, such as Brazil ad
India, the importation of new manufac-
tured products has stimulated domestic
demand until efficient domestic production
of these goods became feasible. Finally, (6)
international trade is an excellent an-
timonopoly weapon (when allowed to
operate) because it stimulates greater ef-
ficiency by domestic producers to meet
foreign competition. This is particularly im-
portant to keep low the cost and price of
intermediate or semifinished products used
as inputs 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
demands to rectify the situation, but this
should not be construed to mean that trade
is actually harmful. One, of course, could
always find cases where, on balance, in-
ternational trade has actually hampered
economic development. However, in most
cases it can be expected (and the empiri-
cal evidence to date overwhelmingly
seems to show) that international trade can
provide invaluable assistance to the
development process [see: Bhagwati
(1978), Bliss (1989), Chenery (1961), Evans
(1989), Findlay (1984), Greenaway (1987),
Grilli (1990), Grilli and Yang (1988), Hel-
leiner (1989), IMF (1989), Krueger (1978),
Lal and Sarath (1987), Salvatore (1989,
1992a), Salvatore et al (1992), Spraos
(1983), World Bank (1991a)].

II. Background and trade
data for developing countries

In this section, we present some basic
background and trade data for major
developing-country groupings and the
most important countries in each group.
Table 1 shows gross national product
(GNP) per capita in 1990 and its average
annual percentage growth from 1965 to

Table 1 Gross domestic product and economic structure.
GNP per Capita GDP
Growth (billions Distribution of GDP (percent)
(dollars) (percent) of dollars) Agriculture Industry Manufacturing Service
1990 1965-1990 1990 1965 1990 1965 1990 1965 1990 1965 1990
Sub-Saharan Africa 340 0.2 163 40 32 20 30 7 39 40
East Asia & Pacific 600 5.3 821 37 21 32 45 24 34 30 36
China 370 5.8 365 38 27 35 42 28 38 27 31
Indonesia 570 45 107 51 22 13 40 8 20 36 38
Korea, Republic of 5,400 71 236 38 9 25 45 18 31 37 46
Thailand 1,420 44 80 32 12 23 39 14 26 45 48
South Asia 330 1.9 346 44 33 21 26 15 17 35 4
Bangladesh 210 0.7 23 53 38 11 15 5 9 36 46
India 350 1.9 255 44 31 22 29 16 19 34 40
Pakistan 380 25 36 40 26 20 25 14 17 40 49
Low- & Middle-Income Europe 2,400 489 31
Greece 5,990 2.8 58 24 17 26 27 16 16 49 56
Portugal 4,900 3.0 57
Turkey 1,630 2.6 96 34 18 25 33 16 24 41 49
Middle East & N.Africa 1,790 1.8 20 38 10 40
Algeria 2,060 2.1 42 13 47 12
Egypt, Arab Rep. 600 41 33 29 17 27 29 16 45 53
Latin America & Caribbean 2,180 1.8 1,015 16 10 33 36 23 25 50 54
Argentina 2,370 -0.3 93 17 13 42 4 33 42 45
Brazil 2,680 33 414 19 10 33 39 26 26 48 51
Mexico 2,490 2.8 238 14 9 27 30 20 23 59 61
Low-Income Countries 350 29 916 41 31 26 36 19 27 32 35
Middle-Income Countries 2,220 22 2,438 19 12 34 37 20 46 50
Severely Indebted Countries 2,140 21 1,026 16 10 34 35 23 26 49 53
High-Income Economies 19,590 2.4 16,316 5 43 32 54
Source: World Bank, Growth Development Report 1992. Washington, D.C.
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1990, as well as the distribution of gross
domestic product (GDP) among agricul-
ture, industry, manufacturing, and services
in both 1965 and 1990.

From table 1, we see the huge disparities
in per capita incomes between the high-in-
come economies and the low-income
countries, especially those of the Sub-
Sahara. Even correcting for the well-known
exaggeration in per capita income ine-
qualities between rich and poor countries
when expressed in the same currency
would leave huge differences. Further-
more, while the growth of real per capita
GNP of low-income countries as a group
exceeded the growth of real per capita GNP
in high-income economies between 1965
and 1990, this is due primarily to the very
high growth experienced by the countries
of East Asia and the Pacific. Sub-Saharan
countries barely grew and Argentina’s real
per capita GNP actually declined. Table 1
also shows that the percentage of GDP
from agriculture declined from 1965 to 1990
for each group countries and individual
country listed (in Korea, it actually declined
38 percent to 9 percent); the percentage of
GDP from industry increased for most
groups and individual countries (especial-
ly for Indonesia, where it was financed
from petroleum receipts); the same is
generally true for manufacturing (a sub-
division of industry) and services.

Table 2 shows the value of merchandise
exports and imports in 1990, and their
growth between 1965-1980 and 1980-1990,
as well as the terms of trade (the ratio of
export to import prices multiplied by 100)
in 1985 and 1990. The table shows that the
merchandise exports and imports of all
developing countries as a group are only
about one quarter of the merchandise ex-
ports and imports of the high-income
economies in 1990. The value of exports
and imports of Korea are higher than those
of China (a much larger country), while
the exports and imports of Bangladesh,
Pakistan, and Egypt are very small for their
size. The growth of exports between 1965-
1980 and 1980-1990 declined sharply for
Sub-Saharan Africa (because of the serious
drought in the 1980s), in the Middle East
& North Africa and Indonesia (because of
the decline in petroleum prices), and in
Korea (where, however, it remained very
high), but it increased sharply in Pakistan
(because it became more trade oriented).
The striking thing about imports is their
decline in the 1980-1990 time period in the
Middle East & North Africa as well as in
Latin America (which include the most
severely indebted countries). Between
1985 and 1990, the terms of trade
deteriorated for all groups of developing
countries (especially for the Middle East &
North Africa), except for low- and middle-

income Europe and Brazil (which ex-
perienced a sharp increase), and for the
high-income economies.

Table 3 presents the change in the struc-
ture of merchandise exports. It shows that
the share of fuels, minerals and metals ex-
ports increased for low-income countries
and for the severely indebted countries but
declined for middle-income countries and
for high-income economies from 1965 to
1990. It declined sharply for Korea and
Thailand and increased sharply for Argen-
tina, Brazil and Mexico. The share of the
exports of other primary commodities
declined (sometimes sharply) for every
group of countries and individual countries
listed. The share of machinery and
transport equipment increased sharply for
all groups and most individual countries,
except for Indonesia and Pakistan (where
it declined). The same is true for other ma-
nufactures, except for Sub-Saharan Africa,
where it remained unchanged. While the
share of textile and clothing increased for
every group of countries, except for the
high-income economies, the experience is
very mixed within each group. It sharply
significantly for India and Korea and sharp-
ly increased for Thailand, Indonesia, and
probably Bangladesh. To be noted is that
even though there has been a shift away
from the export of primary commodities
and toward the export of manufactured ex-

Table 2 Merchandise trade.
Merchandise Trade Average Annual Growth Rate
(billions of dollars) (percent) Terms of Trade
Exports Imports Exports Imports (1987=100)

1990 1990 1965-80 1980-90 1965-80 1980-90 1985 1990
Sub-Saharan Africa 34 32 6.1 0.2 5.6 -4.3 110 100
East Asia & Pacific 217 224 85 9.8 71 8.0 106 103
China 62 53 438 11.0 74 9.8 109 11
Indonesia 26 22 9.6 2.8 13.0 14 134 11
Korea, Republic of 65 70 27.2 12.8 15.2 10.8 103 108
Thailand 23 33 8.6 13.2 4.1 10.2 91 99
South Asia 28 38 1.8 6.8 0.6 41 101 95
Bangladesh 2 4 76 8.0 109 95
India 18 24 3.0 6.5 1.2 4.2 96 96
Pakistan 6 7 -1.8 9.0 04 4.0 90 95
Low- & Middle-Income Europe 94 126 94 103
Greece 8 20 1.9 3.8 5.2 43 94 105
Portugal 16 25 34 1.7 37 8.2 85 105
Turkey 13 22 5.5 9.1 7.7 7.0 82 98
Middle East & N.Africa 113 90 5.7 -1.1 12.8 -4.7 130 96
Algeria 15 10 1.8 5.3 13.0 -4.6 174 99
Egypt, Arab Rep. 3 10 -0.1 21 3.6 -1.7 131 76
Latin America & Caribbean 123 101 -1.0 3.0 41 -2.1 111 110
Argentina 12 4 47 14 1.8 -84 110 112
Brazil 31 22 9.3 40 8.2 -03 92 123
Mexico 27 28 7.7 34 5.7 -1.1 133 110
Low-Income Countries M 144 5.1 54 48 2.8 107 100
Middle-Income Countries 491 486 3.9 3.8 6.1 0.9 110 102
Severely Indebted Countries 136 100 -0.5 34 6.6 =21 118 101
High-Income Economies 2,556 2,725 73 43 44 5.3 97 100
Source: World Bank, World Development Report 1992. Washington, D.C.
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Table 3 Structure of merchandise exports (percentage share).
Fuels, Minerals Other Primary Machinery and Other Textile
and Metals Commodities Transport Equipment Manufactures and Clothing
1965 1990 1965 1990 1965 1990 1965 1990 1965 1990

Sub-Saharan Africa 23 63 70 29 0 1 7 7 0 1
East Asia & Pacific 21 13 48 18 5 22 27 47 13 19
China 10 15 20 16 9 17 56 56 29 27
Indonesia 43 48 53 16 3 1 1 34 0 11
Korea, Republic of 15 2 25 5 3 37 56 57 27 22
Thailand 1 2 86 34 0 20 3 44 0 16
South Asia 6 6 57 24 1 5 36 65 29 33
Bangladesh 1 25 1 72 60
India 10 8 4 19 1 7 47 66 36 23
Pakistan 2 1 62 29 1 0 35 70 29 58
Low- & Middle-Income Europe 10 9 21 16 33 27 32 47 8 16
Greece 8 14 78 32 2 4 11 50 3 27
Portugal 4 6 34 13 3 19 58 61 24 29
Turkey 9 7 89 25 0 7 2 61 1 37
Middle East & N.Africa 74 75 24 12 0 1 4 15 3 4
Algeria 57 96 39 0 2 2 2 2 0 0
Egypt, Arab Rep. 8 4 7 20 0 0 20 39 15 27
Latin America & Caribbean 45 38 48 29 1 1 6 21 1 3
Argentina 1 6 93 59 1 7 5 29 0 3
Brazil 9 16 83 31 2 18 d 35 1 3
Mexico 22 43 62 13 1 25 15 19 3 2
Low-Income Countries 17 27 52 20 3 9 28 45 17 21
Middle-Income Countries 38 32 39 20 1 17 14 33 3 9
Severely Indebted Countries 39 42 42 22 8 14 9 22 2 4
High-Income Economies 10 8 21 11 31 42 38 40 7 5
Source: World Bank, World Development Report 1992. Washington, D.C.

ports between 1965 and 1990, the exports
of primary commodities remained substan-
tial in 1990 in most cases.

Table 4 shows the share of total imports
of food, fuels, other primary commodities,
machinery and transport equipment, and
other manufactures in 1965 and 1990. The
table shows much more stability in the
various categories of imports as compared
with exports between 1965 and 1990 for
most country groups and individual
countries listed. As expected, however,
the share of developing countries’ imports
of manufactured goods remained very
high as compared with their share of
primary commodity imports both in 1965
and 1990.

1. Industrialization through
import substitution versus
export promotion

During the 1950s and 1960s most develop-
ing nations made a deliberate attempt to
industrialize rather than continuing to spe-
cialize in the production of primary com-
modities (food, raw materials, and
minerals) for export, as prescribed by
traditional trade theory. Developing
countries correctly believed that while con-
tinuing to specialize in the production of
primary commodities would maximize

welfare in the short run, the resulting pat-
tern of specialization and trade would
relegate them to a subordinate position vis-
a-vis developed nations, and keep them
from reaping the dynamic benefits of in-
dustry and, therefore, from maximizing
their welfare and growth in the long run.
The dynamic benefits resulting from in-
dustrial production are a more trained
labor force, more innovations, higher and
more stable prices for the nation’s exports,
and higher income and employment for its
people. If developing nations continued to
specialize in primary commodities while
developed nations specialized in manufac-
tured products, all or most of the dynamic
benefits of industry and trade would ac-
crue to developed countries, leaving
developing nations poor, undeveloped
and dependent. This belief was reinforced
by the empirical observation that all
developed nations are primarily industrial
while all developing countries are primari-
ly agricultural or engaged in mineral ex-
traction.

During the 1950 and 1960s, most develop-
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
sharply with the degree of processing. This
was done at first to encourage the relative-
ly simple step of assembling foreign parts,

in the hope that subsequently more of
these parts and intermediate products
would be produced domestically (back-
ward linkage). Heavy protection of domes-
tic industries also

encouraged the establishment of tariff fac-
tories in developing nations.

_The policy of industrialization through im-

port substitution generally met with only
limited success or with failure. Very high
rates of effective protection, in the range
of 100 to 200 percent or more, were com-
mon during the 1950s and 1960s in such
nations as India, Pakistan, Argentina, and
Brazil. These led to very inefficient domes-
tic industries and very high prices for
domestic consumers. Sometimes the
foreign-currency value of imported inputs
were greater than the foreign-currency
value of the output produced (negative
value added). Furthermore, the highest
priority was usually 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 im-
port needed raw material and fuel. Heavy
protection to industry also led to excessive
capital intensity and relatively little labor
absorption. In fact, it was entirely unrealis-
tic to expect that import substitution could
have solved the unemployment and under-
employment problem of developing
countries. For example, even with 25 per-
cent of the labor force in industry and 20
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Table 4 Structure of merchandise imports (percentage share).
Other Primary Machinery and Other
Food Fuels Commodities Transport Equipment Manufactures
1965 1990 1965 1990 1965 1990 1965 1990 1965 1990
Sub-Saharan Africa 15 16 6 14 3 4 30 30 46 36
East Asia & Pacific 13 7 6 9 9 10 32 38 40 35
China 7 8 1 2 10 9 39 41 43 39
Indonesia 6 5 3 9 2 9 39 43 50 35
Korea, Republic of 15 5 7 16 26 15 13 34 39 29
Thailand 6 5 9 9 6 8 31 41 49 37
South Asia 25 13 4 16 1 10 34 20 27 4
Bangladesh 30 14 6 17 33
India 22 8 5 17 14 12 37 18 22 45
Pakistan 20 19 3 17 5 8 38 27 34 29
Low- & Middle-Income Europe 14 1 12 17 17 9 32 34 28 34
Greece 15 15 8 8 11 7 35 31 30 40
Portugal 16 1 8 1 19 6 27 37 30 35
Turkey 6 7 10 21 10 1 37 31 37 30
Middle East & N.Africa 24 17 5 6 7 6 24 33 40 37
Algeria 27 27 0 2 6 8 15 28 52 35
Egypt, Arab Rep. 26 31 7 2 12 10 23 23 3 34
Latin America & Caribbean 12 12 13 13 8 7 32 31 35 35
Argentina 6 4 10 9 21 1 25 33 38 44
Brazil 20 9 21 23 9 11 22 27 28 30
Mexico 5 16 2 4 10 7 50 36 33 37
* Low-Income Countries 17 12 5 9 8 8 33 33 37 38
Middle-Income Countries 15 1 10 12 1 8 30 34 34 35
Severely Indebted Countries 14 15 9 1 10 9 32 31 34 35
High-Income Economies 19 9 10 1 19 7 20 34 32 39
Source: World Bank, World Development Report 1992. Washington, D.C.

percent growth in industrial 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 remain unemployed. In addition,
the hope of finding high-paying jobs in the
modern sector attracted many more people
to the cities than could find employment,
leading to overurbanization and to an ex-
plosive situation [see Salvatore (1988a,
1988b)].

The effort to industrialize through import
substation also led to the neglect of
agriculture and other primary sectors, with
the result that many developing nations ex-
perienced a decline in their earnings from
traditional exports, and some (such as
Brazil) were even forced to import some
food products that they had previously ex-
ported. Furthermore, the policy of import
substitution often aggravated the balance
of payment problems of developing na-
tions by requiring more imports of
machinery, raw materials, fuels, and even
food. The overall result was that those
developing countries (such as India, Pakis-
tan, and Argentina) that stressed in-
dustrialization through import substitution
fared much worse and grew at a much
slower rate than the few (smaller) develop-
ing economies (such as Singapore, Taiwan,
and Hong Kong) that followed from the

early 1950s an export-oriented policy. It
has been estimated that the policy of im-
port substitution resulted in waste of up to
10 percent of the country’s national income
[see: Chenery (19860, Chenery and Syrquin
(1974), Little, Scitovski, and Scott (1970),
Pack (1989)].

Starting in the early 1970s, an increasing
number of developing countries began to
pay more attention to efficiency considera-
tions and to shift from an import substitu-
tion to an export orientation policy. Eco-
nometric research (including the author’s
- see Salvatore and Hatcher, 1991) showed
that the economic performance of de-

veloping nations that followed or switched
to an export-oriented policy was better
than that for nations that continued to fol-
low a policy of import substitution. As
table 5 shows, the average annual growth
of real value added in manufacturing and
agriculture, the average share of manufac-
turing value added in GDP, the average
share of labor force in industry, and the
average growth of employment in industry
- all grew or were much higher for the out-
ward-oriented than for the inward-oriented
countries, both over the 1963-1973 and the
1973-1985 periods. Table 6 shows the trade
orientation for a large number of countries

Table 5 Growth and industrialization in developing countries grouped by trade orientation.

Average annual  Average annual  Average share Average Average annual

growth of real  growth of real of manufac- share of labor growth of

manufacturing agricultural turing value force in employment

value added value added added in GDP industry in manufacturing

Trade strategy 1963-73 1973-85 1963-73 1973-85 1963 1985 1963 1980 1963-73 1973-84
Strongly outward oriented 15.6 10.0 3.0 1.6 1741 26.3 17.5 30.0 10.6 5.1
Moderately outward oriented 9.4 4.0 3.8 3.6 20.5 21.9 12.7 21.7 46 49
Outward oriented (average) 10.3 5.2 3.7 33 20.1 230 132 230 6.1 49
Moderately inward oriented 9.6 5.1 3.0 3.2 104 158 152 230 44 44
Strongly inward oriented 53 3.1 2.4 14 176 159 1241 126 3.0 4.0
Inward oriented (average) 6.8 43 2.6 2.1 152 158 127 144 3.3 4.2

The countries included and their trade orientation in each time period is given in Table 4 in the Appendix.
Source: World Bank, World Development Report 1992. Washington, D.C., 1987, p. 87.
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for which data existed and its change bet-
ween 1963-1973 and 1973-1985.

IV. Trade liberalization in
developing countries

Starting in the early 1970s, an increasing
number of developing countries, especial-
ly those that had opted for an inward-
oriented strategy for industrialization
during the 1950s and 1960s, began to
liberalize trade. This involved some mix-
ture of reduction and simplification of im-
port tariffs, import taxation, and quantita-
tive restrictions, as well as attempts to
reduce impediments to exports. These
trade-liberalizing measures were intended
to promote the more efficient use of
resources in the country by (1) eliminat-
ing the static costs of protection (such as
the higher prices paid by domestic con-
sumers of the product), (2) overcoming X-
inefficiencies (i.e., the cost associated with
the “quiet life”), (3) taking away the incen-
tive for such unproductive activities as lob-
bying to retain or impose trade regulations,
(4) making economies of scale possible,
and (5) stimulating the flow of investments
and advanced technology from abroad.
Some 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
liberalization during some years wavered.
In general, the majority of the more
liberalizing countries were smaller, had a
higher per capita income, and were more
politically stable than those countries that
were less consistent in their liberalizing ef-
forts. In addition, while the shift from an
inward-oriented to an outward-oriented
strategy can best be accomplished by
removing existing trade barriers and
devaluing the nation’s currency, many
countries (mostly in the second group that
was less consistent in its liberalization ef-
forts) used export incentives without
eliminating or significantly reducing their
import barriers or devaluing their curren-
cy. As a result, the growth of their exports
was half as large as that for the more
liberalizing countries. Furthermore, while
exports grew at about the same rate as
GDP in the less liberalizing countries, ex-
ports 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
policies are more likely to be sustained in
the long run if they are (1) initiated in the
midst of macro-economic difficulties, (2)
carried out in a crisis atmosphere and
under international pressure, and (3)
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Table 6 Composition of trade-orientation country groups: 1963-1973 and 1973-1985.

Period I: 1963-1973

Strongly Outward Oriented:
Korea, Rep. of, Singapore

Moderately Outward Oriented:
*Colombia, Israel, *Ivory Coast, Malaysia

Moderately Inward Oriented:
El Salvador, Honduras, Kenya, Mexico, Nicaragua, *Nigeria, Philippines, Senegal, *Tunisia, Yugoslavia

Strongly Inward Oriented:
Argentina, Bangladesh, *Chile, Dominican Republic, India, *Pakistan, Peru, *Turkey, *Uruguay, Zambia

Period Il. 1973-1985

Strongly Outward Oriented:
Korea, Rep. of, Singapore

Moderately Outward Oriented:
*Chile, Israel, Malaysia, *Tunisia, *Turkey, *Uruguay

Moderately Inward Oriented:
*Colombia, El Salvador, Honduras, *Ivory Coast, Kenya, Mexico, Nicaragua, *Pakistan, Philippines, Senegal, Yugoslavia

Strongly Inward Oriented:
Argentina, Bangladesh, Dominican Republic, India, *Nigeria, Peru, Zambia

*Refers to countries that changed trade orientation between the two time periods.
Source: World Bank, World Development Report 1987, Washington, D.C.: World Bank, 1987, p. 83.
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launched in a single bold move rather than
with a number of small hesitant steps over
time. There is also a consensus that the
likelihood of success for a program of
trade liberalization is much greater if trade
liberalization precedes macro-economic
stabilization than if it follows it, or if it is
undertaken at the same time. Managing
one type of stabilization at the time makes
each more manageable. Furthermore,
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 liberalization
programs in Japan 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
succeed (1) the greater is the strength of
the exporter group, (2) the smaller is the
strength of the import-competing sector’s
opposition, (3) the smaller is the time for
which the import-substitution measures
were in place, (4) the smaller the size of
the country, and (5) the stronger is politi-
cal leadership and its commitment to a
program of trade liberalization.

The World Bank has greatly facilitated the
planning and the carrying out of trade
liberalization programs with technical as-
sistance 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 much larger amount
went to other developing countries. The
purpose of the Bank’s loans also varied.
In Sub-Saharan Africa, the loans went
mostly to support agriculture (to increase
producer prices and setting up or improve
extension services and research) and to
carry out institutional reforms in the public
sector (to restructure production and finan-
ces, and for divestiture). On the other
hand, in other highly indebted countries,
Bank loans went mostly for trade (to
remove disincentives for and to encourage
exports) and for financial sector policies
(such as reforming the banking system and
establishing financial intermediaries).

The World Bank estimated (see table 7)
that with credible policy actions to reduce
macroeconomic imbalances within and
among industrial countries (such as reduc-
tion of the twin budget and trade deficits
in the United States and trade surplus of
Japan and Germany) and with continued
structural adjustments (including trade
liberalization) in developing countries, the
total merchandise export volume of the
developing countries as a group would in-
crease at an average rate of 5.1 percent in
the 1988-1995 period. This is the high-
growth-scenario. Without adequate effort

Table 7 Developing Countries’ export growth, high and low scenarios, 1988-1995
(average annual percentage change).

High-growth Low growth
Scenario Scenario
Merchandise Export Volume 54 41
Manufactures 74 5.7
Primary goods 2.8 2.7
Merchandise Import Volume &5 46

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

in industrial countries to reduce their mac-
ro-economic imbalances and in the ab-
sence of continued structural adjustments
in developing countries (the low-growth
scenario), on the other hand, the develop-
ing countries’ total merchandise export
volume would 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 percent, 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, 1991c¢). 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 to import only by the
amount of foreign loans, investments, and
aid [see: Balassa (1988), Bhagwati (1988,
1989, 1991), Dornbusch (1992), Edwards
(1991), Fischer (1991), IMF (1992a),
Michaely et al (1989, 1991), Meier (1990),
OECD (1992), Roubini and Sala-i-Martin
(1991), Salvatore (1991a, 1991b), Thomas
and Chhibber (1989), United Nations
(1992a, 1992b)l.

V. Conclusions

Although international trade 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 countries. The
growth of exports between 1965-1980 and
1980-1990 declined sharply for Sub-
Saharan Africa, in the Middle East & North
Africa and Indonesia, and in Korea, but it
increased sharply in Pakistan. The striking
thing about imports is their decline in the
1980-1990 time period in the Middle East
& North Africa as well as in Latin America
(which include the most severely indebted
countries). Between 1985 and 1990, the
terms of trade deteriorated for all groups

of developing countries (especially for the
Middle East & North Africa), except for
low- and middle-income Europe and Brazil
(which experienced a sharp increase), and
for the high-income economies.

During the 1950 and 1960s, most develop-
ing nations, particularly the larger ones,
strongly opted for a policy of import sub-
stitution to industrialize, but this policy met
with only limited success or failure. Start-
ing in the early 1970s, an increasing num-
ber of developing countries began to pay
more attention to efficiency considerations
and to shift from an import substitution to
an export orientation policy. Econometric
research showed that the economic perfor-
mance of developing nations that followed
or switched to an export-oriented policy
was better than that for nations that con-
tinued to follow a policy of import sub-
stitution. o
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