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1. Debates on LDC Trade Policy 
 
1.1 Import substituting industrialization. 

• Based upon the experience of the United States among others (Friedrich List, James Hamilton). 

• In practice, some ISI was practical response, e.g., Argentina and autarky induced by WW II. 

• Post-war planning envisioned a rational approach to substituting out for imports with domestic 

production.  

• Tariffs and quotas would induce domestic production of final goods. Backward linkages would 

induce the development of domestic suppliers of inputs into the production of final goods. 

Forward linkages would also arise. Over time, firms would supply domestic demand, and 

average cost would decline as economies of scale exploited (or learning by doing occurred). 

• Problems: (1) In order to keep final goods industries profitable, tariffs would have to be raised 

when input industries’ protection was raised (remember “effective rate of protection” 

calculations); (2) most countries domestic markets not usually sufficiently large so that firms 

reached efficient scale of operation; (3) reliance on quotas, licensing, etc., provided extremely 

high levels of protection, and allowed monopoly power to be exerted by domestic firms, with 

resulting high prices. 

 

1.2 High Performing Asian Economies (HPAEs), and Export Led Development 

• The experience of the East Asian economies – Korea, Singapore, Taiwan and HK – signaled 

the end of ISI as the preferred policies. 

• These countries did not try to rely solely on domestic markets, but rather on world markets, 

where scale economies could be exploited. 

• In contrast to ISI, extremely high levels of trade protection were seldom the case. 
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• Outward orientation was extolled in World Bank, The East Asian Miracle: Economic Growth 

and Public Policy (Oxford, 1993).  

 

1.3 The Intellectual Counter Attack 

• HPAEs suffered crises in the mid-1990s 

• On intellectual level, it was clear that while HPAEs were less protectionist, they were not 

necessarily less interventionist. For instance, credit was directed in many cases. Korea had a 

“heavy and chemical” industries industrial policy, 1973-79. 

• The HPAEs benefited from (1) High saving rate, (2) high rates of human capital accumulation.  

• Since then, many countries have adopted what is sometimes called “the Washington 

Consensus” (term coined by John Williamson), which involves minimal price distortions and 

trade barriers,1 but have not seen an acceleration of growth. 

• This has led to a focus on institutional bases for economic growth (laws, etc.), recognizing that 

“getting the prices right” is not enough. 

 

 
2. Developed Country Policy Impacts on LDCs 
 
The biggest single concern of LDCs regarding developed country trade policies concerns agriculture. 
That’s because agricultural goods are exactly the ones that many LDCs have a comparative advantage 
in. Yet, developed country protection is now perhaps the highest in agricultural goods. 
 
There is a complication of course (keeping in mind the heterogeneity of the countries). Some LDCs are 
food exporters and some are importers. To the extent that developed countries protect their markets 
and exclude LDC food exports, food prices are driven down in LDCs. This helps consumers, but hurts 
producers.  
 

                                                 
1 The consensus included ten broad sets of recommendations: (1) Fiscal policy discipline; (2) 
Redirection of public spending from indiscriminate (and often regressive) subsidies toward broad-based provision of key 
pro-growth, pro-poor services like primary education, primary health care and infrastructure investment; (3) Tax reform – 
broadening the tax base and adopting moderate marginal tax rates; (4) Interest rates that are market determined and positive 
(but moderate) in real terms; (5) Competitive exchange rates; (6) Trade liberalization – liberalization of imports, with 
particular emphasis on elimination of quantitative restrictions (licensing, etc.); any trade protection to be provided by low 
and relatively uniform tariffs; (7) Liberalization of inward foreign direct investment; (8) Privatization of state enterprises; 
(9) Deregulation – abolition of regulations that impede market entry or restrict competition, except for those justified on 
safety, environmental and consumer protection grounds, and prudent oversight of financial institutions; and, (10) Legal 
security for property rights. Source: http://en.wikipedia.org/wiki/Washington_Consensus  
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Source: Ashraf, McMillan and Peterson-Zwane, “My policies or yours?” 
http://www.nber.org/~confer/2004/gpif04/ashraf.pdf  
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