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The Case for Trade Openness

 Trade openness is necessary for
sustained rapid growth

 Trade openness is not the cause of
stagnation or decline

 When pushed to choose between
trade openness and protectionism,
critics actually choose openness.

Qualification: Openness can bring
adjustment costs and hurt specific
groups but the remedy is direct
corrective action.
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But first a few non-sequiturs

 Many countries that opened to trade
failed to achieve a jump in the growth
rate

 Many successful growth experiences
were catalyzed by alternative policies

 Many countries have grown rapidly
behind a high wall of protection

 Increased protection has stimulated
growth in many cases

 Industrial policy has worked in many
countries
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A Tale of Two Countries: South
Korea and India, 1960-80

 Rodrik (1995): Korea grew rapidly because it "managed
to engineer a significant increase in the private return to
capital" by "subsidizing and coordinating investment
decisions." New investments required imported
machinery, which necessitated exports.

 Exports grew 23.7% annually 1961-80; exports/GDP ratio
rose from 5.3% in 1961 to 33.1% in 1980.

 Westphal &Kim (1982): “Export expansion was directly
responsible for more than one quarter of the growth of
manufactured output” between 1961 and 1975.

 Westphal (JEP 1990): “Industrial Policy in an Export-
Propelled Economy: Lessons from South Korea’s
Experience.”
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But Grant Rodrik his Investment
Coordination Story and Ask…

 What would have happened if Korea had pushed
import-substitution further and chosen to
produce the needed machinery at home?

 India provides the answer since that is exactly
what it did during the 1960s and 1970s

 In India, imports (other than oil and cereals) fell
from 7 percent of GDP in 1957-58 to 3 percent
in 1975-76.

 Per-capita income growth during 1961-80 was
1.1% in India and 6.3% in Korea.
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Korea is not an Exception:
Miracles and Debacles

 Miracles: Countries with per-capita
income growth rates of 3 percent or
more

 Debacles: Countries with negative
per-capita income growth rates

Question:  What role has trade played
in miracles and Debacles?

Answer: Based on data availability,
consider two time periods, each
spanning 19 years:

1961-1980 and 1980-1999.
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Miracles of 1961-80: Continued
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Miracles of 1960-81: Continued
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Miracles of 1980-99 Continued
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Miracles of 1980-99 Continued

14



8

15

Debacles of 1980-99 Continued
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Debacles of 1980-99 Continued
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Debacles of 1980-99 Continued

18

Debacles of 1980-99 Continued



10

19

Salient Features of Miracles and
debacles

 Miracles are almost always associated
with fast growth in exports and imports

 Debacles are rarely accompanied by
import surges

 Many more miracle countries during
1961-80 than 1980-99 but many more
beneficiaries of miracles during the latter
period

 Many more debacle countries and many
more sufferers during 1980-99 than
1961-80.
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The Econometric Evidence is not as
Weak as Critics Assert

 Cross-country studies: Romain Wacziarg and Karen Welch
(2002) construct a panel data set that allows them to
exploit within and between country variations. They find
that on average, a country grows at 1.5 percent per
annum higher rate in the liberalized phase than in the
protected phase, controlling for country and year effects.

 The firm-level studies.  For example, the recent study on
India by Jagdeesh Sivadasan (2003)  based on a panel of
40,000 plants spanning 1986-87 to 1994-95. Sivadasan
finds a 30 to 35 percent increase in mean intraplant
productivity in those industries subject to tariff
liberalization. He also finds a 25 percent increase in
aggregate output growth and a 20 percent increase in
aggregate productivity growth following tariff
liberalization.
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Trade Volumes versus Trade
barriers

Critics: Trade barriers do not correlate with
growth and trade volumes are
endogenous.

Answer:
Do we believe in trade barriers

impacting trade volumes?
Difficulty in devising measures that

reflect accurately the protective effect
of a given set of trade barriers
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Is Latin America an Exception

 The role of debt, capital-flow crises and
macroeconomic instability

 The Case of Brazil
 1968-73: period of trade liberalization (tariffs

on manufactures and agriculture cut by
nearly 40 percent and the real exchange rate
overvaluation corrected)

 1974-80: Period of renewed inward-looking
policies

 Export growth: 4.2 during 1961-68, 11.7
during 1967-75 and 8.6 during 1975-80.
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Latin America: The More Recent
Case of Chile

 Chile’s GDP grew at the annual rates of
5.3 and 5.9 percent respectively during
1981-91 and 1991-01.

  During the same time periods, its
exports of goods and services grew
annually at 8.6 and 9 percent,
respectively with the imports to GDP
ratio rising from 26.8 percent in 1981 to
32.7 percent in 2001

 Sound macroeconomic management



13

25

More Country-specific Evidence

Two large-scale projects
 OECD: Little Scitovsky and Scott

(1970)
 NBER: Bhagwati-Krueger (1974)
Stellar performance during 1960s by
Hong Kong, Singapore, Korea, Taiwan
Poor performance by India
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China:1980-2000

 Opening up starting 1978
 Double digit growth during 1980-

2000 with per-capita incomes more
than quadrupling

 Exports of goods and services grew
13 percent during 1980s and 15
percent during 1990s.
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India: 1980-2000

 Modest liberalization during 1980s
 Deeper liberalization during 1990s
 Growth rate of per-capita income during

1961-80: 1.1 percent
 Growth of per-capita income during 1980-

1999: 3.8 percent
 Ratio of trade in goods and services to

GDP up from 15 to 30 percent between
1980 and 2000.

28

What do the Free-trade Skeptics
Recommend?: Rodriguez and Rodrik

, “The effects of trade liberalization may be on
balance beneficial on standard comparative-
advantage grounds; the evidence provides no
strong reason to dispute this. What we dispute
is the view, increasingly common, that
integration into the world economy is such a
potent force for economic growth that it can
effectively substitute for a development
strategy.”  (Rodriguez-Rodrik, 1999)

But virtually all serious advocates of free trade
recognize and advocate complementary reform
policies.  Free trade is only one of the policies in
the package.



15

29

In Globalization and its Discontents, , Stiglitz
explicitly recognizes the importance of liberal
trade policies in development. His beef with
free trade hovers around two propositions:
  Trade liberalization must be gradual; and
 Rich countries need to do their part by

removing trade barriers on products of
interest to developing countries, especially
agriculture where domestic and export
subsidies further undermine the interests
of developing countries.

Few serious free trade advocates have any
disagreement with these propositions

What do the Free-trade Skeptics
Recommend?: Joseph Stiglitz
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Conclusions
 Trade openness is an essential ingredient

in any high-growth recipe (Virtually all
growth Miracles have taken place in a
liberal or liberalizing trade environment)

 Openness has rarely been responsible for
sustained stagnation or decline
(Debacles are rarely the result of rapidly
rising imports)

 Skeptics have provided no compelling
arguments or evidence in favor of their
pro-protection stance.


