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Outline for “Protectionism and Economic Development”
By Ha-Joon Chang, University of Cambridge

In the “official history of capitalism” that informs the neo-liberal theorists and policy-makers, development failures of today’s developing countries are seen as owing more than anything else to the “wrong” theories advocating protectionism that had prevailed between the end of the Second World War and the early 1980s. 

In this story, Argentina features prominently, not only the allegedly most dramatic example of a country that has declined because of protectionism but also as the birthplace of the “false prophet” Raul Prebisch, who played the key role in legitimasing the “wrong” theories.

One problem with this “official history” is that the “wrong” policies based on the “wrong” theories were in fact able to generate much better growth performance in the developing world than what the neo-liberal policies have managed during the last two decades. 

Between 1960 and 1980, when protectionism and other “wrong” policies were pursued, per capita income in the developing countries grew at 3%. However, between 1980 and 2000, when the developing countries liberalized their trade and adopted other “right” policies, their per capita income grew at only 1.5%. 

The growth slowdown was especially marked in Latin America. In the 60s and the 70s, per capita income in Latin America grew at 3.1%. In the following two decades, when the continent embraced neo-liberalism, it grew only at 0.6%.

This is already a very powerful critic of the neo-liberal argument, but in this paper I will add another dimension to the criticism by showing that the neo-liberal critic of protectionism is undermined also by the very history of today’s rich countries themselves, because almost all of them had used trade protection and subsidies in order to achieve industrial development. 

It is particularly important to note that, despite their posturing as historical advocates of free trade, countries like Britain and the USA actually had been the most ardent practitioner of protectionism in their early days of development.

Thus seen, the portrayal of protectionism as the main culprit of economic failures in developing countries is highly misleading. 

As seen in the examples of most of today’s rich countries, protectionism, if used appropriately, can be the most powerful tool for industrial promotion. 

Of course, to say that it can be a powerful tool for development is not to say that all countries that use protectionism will succeed. 

However, the less successful use of protectionism in certain countries owed more to the failure to combine it with other essential ingredients of a viable development strategy (e.g., export promotion, investment in skills, investment in infrastructure), rather than the principle of infant industry protection itself.

“Export pessimism combined with the idea of the big push to produce the highly influential view that open trade would condemn developing countries to long-term subservience in the international system as raw materials exporters and manufactured goods importers. Comparative advantage, it was argued by the Economic Commission of [sic] Latin America (ECLA) and others, was driven by short-term considerations that would prevent raw materials exporting nations from ever building up an industrial base. The protection of infant industries was therefore vital if the developing countries were to escape from their overdependence on raw materials production. These views spread within the United Nations system (to regional offices of the United Nations Economic Commission), and were adopted largely by the United Nations Conference on Trade and Development (UNCTAD). In 1964 they found international legal sanction in a new part IV of the General Agreement on Tariffs and Trade (GATT), which established that developing countries should enjoy the right to asymmetric trade policies. While the developed countries should open their markets, the developing countries could continue to protect their own markets. Of course, this “right” was the proverbial rope on which to hang one’s own economy! [italics added]” (Jeffrey Sachs & Andrew Warner, “Economic Reform and the Process of Global Integration”, Brookings Papers on Economic Activity, 1995, no. 1, p. 17). 

Table 1. Average Tariff Rates on Manufactured Products for Selected Developed Countries in Their Early Stages of Development

(weighted average; in percentages of value)1

	
	18202
	18752
	1913
	1925
	1931
	1950

	Austria3
	R
	15-20
	18
	16
	24
	18

	Belgium4
	6-8
	9-10
	9
	15
	14
	11

	Denmark
	25-35
	15-20
	14
	10
	n.a.
	3

	France
	R
	12-15
	20
	21
	30
	18

	Germany5
	8-12
	4-6
	13
	20
	21
	26

	Italy
	n.a.
	8-10
	18
	22
	46
	25

	Japan6
	R
	5
	30
	n.a.
	n.a.
	n.a.

	Netherlands4
	6-8
	3-5
	4
	6
	n.a.
	11

	Russia
	R
	15-20
	84
	R
	R
	R

	Spain
	R
	15-20
	41
	41
	63
	n.a.

	Sweden
	R
	3-5
	20
	16
	21
	9

	Switzerland
	8-12
	4-6
	9
	14
	19
	n.a.

	United Kingdom
	45-55
	0
	0
	5
	n.a.
	23

	United States
	35-45
	40-50
	44
	37
	48
	14


Source: Bairoch (1993), p. 40, table 3.3.

Notes: 

R= Numerous and important restrictions on manufactured imports existed and therefore average tariff rates are not meaningful.

1. World Bank (1991, p. 97, Box table 5.2) provides a similar table, partly drawing on Bairoch’s own studies that form the basis of the above table. However, the World Bank figures, although in most cases very similar to Bairoch’s figures, are unweighted averages, which are obviously less preferable to weighted average figures that Bairoch provides.

2. These are very approximate rates, and give range of average rates, not extremes.

3. Austria-Hungary before 1925.

4. In 1820, Belgium was united with the Netherlands.

5. The 1820 figure is for Prussia only.

6. Before 1911, Japan was made to keep low tariff rates (up to 5%) through a series of "unequal treaties" with the European countries and the USA. The World Bank table cited in note 1 above gives Japan’s unweighted average tariff rate for all goods (and not just manufactured goods) for the years 1925, 1930, 1950 as 13%, 19%, 4%.

“The factory system would, in all probability, not have taken place in America and Germany. It most certainly could not have flourished, as it has done, both in these states, and in France, Belgium, and Switzerland, through the fostering bounties which the high-priced food of the British artisan has offered to the cheaper fed manufacturer of those countries” (Richard Cobden, The Political Writings of Richard Cobden, 1868, William Ridgeway, London, vol. 1, p. 150; as cited in Reinert, 1998, p. 292).

“It is a very common clever device that when anyone has attained the summit of greatness, he kicks away the ladder by which he has climbed up, in order to deprive others of the means of climbing up after him. In this lies the secret of the cosmopolitical doctrine of Adam Smith, and of the cosmopolitical tendencies of his great contemporary William Pitt, and of all his successors in the British Government administrations.

Any nation which by means of protective duties and restrictions on navigation has raised her manufacturing power and her navigation to such a degree of development that no other nation can sustain free competition with her, can do nothing wiser than to throw away these ladders of her greatness, to preach to other nations the benefits of free trade, and to declare in penitent tones that she has hitherto wandered in the paths of error, and has now for the first time succeeded in discovering the truth [italics added]” (List, The National Systems of Political Economy, 1841 [1885 translation], pp. 295-6).

“Were the Americans, either by combination or by any other sort of violence, to stop the importation of European manufactures, and, by thus giving a monopoly to such of their own countrymen as could manufacture the like goods, divert any considerable part of their capital into this employment, they would retard instead of accelerating the further increase in the value of their annual produce, and would obstruct instead of promoting the progress of their country towards real wealth and greatness” (Adam Smith, The Wealth of Nations, 1776, pp. 347-8).

