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Preface

Events surrounding the WTO Ministerial meeting in Seattle in late 1999 became a
kind of Rorschacht test for how different constituencies view globalization—how dif-
ferent people and groups look at the same pictures but draw different meanings from
them.Many developing country governments noted the asymmetry in the multilater-
al trading regime, which they viewed as dominated by a narrow agenda of a few indus-
trialized countries, thereby marginalizing the genuine development concerns of the
vast majority of the people. Civil society organizations (CSOs) from both the South
and North, for their part, were equally upset that their constituencies’ many concerns
were once again excluded from the intergovernmental discussions and negotiations.

The breakdown in Seattle opened up the opportunity for a much-needed breath-
ing space to discuss and debate the significance of trade for achieving the Millennium
Development Goals (MDGs).The controversy surrounding the global trading system
is not about whether trade is necessary, but about how the multilateral trade regime
can operate in ways that support and foster human development.

As the dust settled on Se a t t l e, we were convinced that given UNDP’s vanguard ro l e
in advocating for human deve l o pment and its 1999 Human Deve l o pment Report on
G l o b a l i za t i on , our organiza t i on had a special re s p on s i b i l i ty to con t ribute to the tra d e
d e b a t e . Our re s p onse was to con c e p t u a l i ze, design and implement a pro j e c t ,w h i ch ca m e
to be known as UNDP’s Trade and Sustainable Human Deve l o pment pro j e c t .

The project was approved in June 2000 and has four main ph a s e s ; f i r s t , the com-
m i s s i oning of seve ral respected scholars and experts to write consultant papers on dif-
fe rent aspects of trade and its global gove rnance from a human deve l o pment perspec-
t i ve ; s e c on d , the convening of an advisory team of con c e rned and intern a t i on a lly
respected gove rnment trade negotiators and diplom a t s ,a ca d e m i c s , civil society activists
and senior UN colleagues to cri t i ca lly assess the consultant paper outlines and advise
on the ove ra ll project stra t e gy; t h i rd , the use of the dra ft papers as inputs into a seri e s
of con s u l t a t i ons with both developing country gove rnments and civil society organiza-
t i on s , both to obtain their fe e d b a ck on them and understand their con c e rns more fully;
and last but not least, d rawing upon all of these and other inputs, to pre p a re a UNDP
re p o rt tentative ly entitled ‘Trade and Sustainable Human Deve l o pm e n t .’

The UNDP project has had three interrelated objectives:
• To assist developing country governments and civil society organizations in

ensuring that their countries can selectively and strategically seize the opportuni-
ties of global economic and trade integration for advancing national progress in
human development and poverty eradication;

• To strengthen the participation and substantive negotiating and advocacy posi-
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tions of developing countries in the debate and negotiations on the emerging glob-
al trading regime;

• To present a UNDP position on the human development outcomes of the current
global trading regime and the reforms needed to make it more inclusive and bal-
anced,thereby enabling trade to become an instrument for enhancing human devel-
opment and reducing poverty.
While consultations continue and UNDP’s report is under preparation, the three

consultant papers commissioned as part of the project are being made available.Indeed,
an important part of the commitment of the project was to publish, in their independ-
ent right,each of the papers. We believe that they deserve to be widely read and used to
inform the current debate on trade and development.

This paper, by Professor Dani Rodrik of Harvard University, analyses the global
governance of trade from a development perspective. Professor Rodrik looks at trade
through a development lens, with particular emphasis on assessing the relationship
between trade, growth and poverty. He provides an analysis of the strengths and weak-
nesses of the existing trading system. The assumptions underlying trade liberalization
and its relationship with growth and poverty are critically analysed. Based on the evi-
dence, the paper makes proposals for how the multilateral trade regime and its agree-
ments and practices need to change to better serve the goals of human development.
The paper makes suggestions to developing countries on a range of pertinent issues,
including on the crucial question of the degree of trade openness which is likely to be
consistent with development objectives and outcomes under different country circum-
stances.

We hope the reader will find the paper informative and useful as a contribution to
the ongoing debate on trade and development.

Eimi Watanabe
Assistant Administrator and Director
Bureau for Development Policy
UNDP
October 2001
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Executive Summary

It is widely accepted, not least in the agreement establishing the Wo rld Trade Organiza t i on
(WTO ) , that the purpose of the world trade regime is to raise living standards all around the
w o rl d — rather than to maximize trade per se. I n c re a s i n g ly, h ow eve r, the WTO and mu l t i l a t-
e ral lending agencies have come to view these two go a l s — p romoting deve l o pment and max-
imizing trade—as syn onym o u s , to the point where the latter easily substitutes for the form e r.
The net result is a confounding of ends and means. Trade has become the lens thro u g h
w h i ch deve l o pment is perc e i ve d , rather than the other way aro u n d .

Imagine a trading regime in which trade rules are determined so as to maximize deve l-
o pment potential, p a rt i c u l a rly that of the poorest nations in the worl d . Instead of asking,
‘H ow do we maximize trade and market access?’ n e gotiators would ask, ‘H ow do we enable
c o u n t ries to grow out of pove rty ? ’ Would such a regime look diffe rent than the one that
exists curre n t ly ?

The answer depends on how one interp rets recent econ omic history and the role that
t rade openness plays in the course of econ omic deve l o pm e n t . The prevailing view in G7
capitals and mu l t i l a t e ral lending agencies is that econ omic growth is dependent upon inte-
g ra t i on into the global econ om y. Successful integra t i on in turn re q u i res both enhanced mar-
ket access in the advanced industrial countries and a range of institutional re f o rms at hom e
( ranging from legal and administra t i ve re f o rm to safe ty nets) to render econ omic openness
viable and growt h - p rom o t i n g. This can be ca lled the ‘enlightened standard view’ — e n l i g h t-
ened because of its re c o g n i t i on that there is more to integra t i on than simply low e ring tari f f
and non - t a riff barriers to tra d e, and standard because it re p resents the conve n t i onal wisdom .
In this con c e p t i on , the WTO ’s focus on expanding market access and deepening integra t i on
t h rough the harm on i za t i on of a wide range of ‘ t ra d e - re l a t e d’ p ractices is pre c i s e ly what deve l-
o pment re q u i re s .

This paper presents an altern a t i ve account of econ omic deve l o pm e n t , one which ques-
t i ons the centra l i ty of trade and trade policy and emph a s i zes instead the cri t i cal role of
d omestic institutional innov a t i on s . It argues that econ omic growth is ra re ly sparked by
i m p o rted blueprints and opening up the econ omy is hardly ever cri t i cal at the outset. I n i t i a l
re f o rms instead tend to combine unconve n t i onal institutional innov a t i ons with some ele-
ments from the ort h o d ox re c i p e . T h ey are country - s p e c i f i c , based on local knowledge and
e x p e ri m e n t a t i on .T h ey are targeted to domestic investors and tailored to domestic institu-
t i onal re a l i t i e s .

A re i nv i go rated focus on deve l o pment and pove rty re d u c t i on ,a l ong with an empiri ca lly
based understanding of the deve l o pment pro c e s s , would have far-re a ching implica t i ons for
the manner in which the intern a t i onal trading regime and the WTO function . This paper
makes the case for such a re o ri e n t a t i on , arguing that developing countries are short - ch a n g i n g
t h e m s e lves when they focus their complaints on specific asym m e t ries in market access (tari f f
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peaks against developing country export s ,i n d u s t rial country pro t e c t i on in agri c u l t u re and
t e x t i l e s ,e t c . ) . T h ey would be better served by pressing for changes that enshrine deve l o p-
ment at the top of the WTO agenda, and thereby provide them with a better mix of
enhanced market access and ro om to pursue appro p riate deve l o pment stra t e g i e s .

Growth vs. Poverty Reduction
The paper first takes up the debate about whether growth or pove rty re d u c t i on strategies yi e l d
the greatest benefits, and argues that the distinction is not significa n t , since policies targeted at
the poor genera lly tend to have growth payo f fs .E ven so, p ove rty re d u c t i on is a wort h w h i l e
p o l i cy goal in itself, for three re a s on s : 1) growth is not a sufficient measure of social welfare,
since it ignores both the level and distri b u t i on of incom e, and competing growth stra t e g i e s
m ay have diffe rent payo f fs for the poor; 2) interve n t i ons to help the poor may be the best way
to raise ave rage incom e s , since they seek to close gaps between private and social costs; and 3)
policies that target pove rty re d u c t i on seek to maximize people’s ca p a b i l i t i e s ,i n cluding those of
the poor, thus con t ributing to more sustainable deve l o pm e n t .The problem with current tra d e
rules is not that they ove r - e m ph a s i ze trade and growth at the expense of pove rty re d u c t i on ,
but that they ove r - e m ph a s i ze trade at the expense of pove rty re d u c t i on a n d g rowt h .

Alternative Development Strategies
Tu rning to the determinants of econ omic growt h , the paper discusses the enlightened stan-
d a rd view, w h i ch grew out of the failures of the Wa s h i n g t on Consensus policies of the 1980s
and 1990s. This view goes beyond libera l i za t i on and pri v a t i za t i on to include the need for
financial re g u l a t i on and superv i s i on , legal and administra t i ve re f o rm , labour market flexibility
and social safe ty nets. Its re f o rm s ,h ow eve r, a re biased tow a rds an An g l o - Am e ri can con c e p-
t i on of institutional soundness and are dri ven largely by the re q u i rements of integra t i on into
the world econ om y. Needed instead is an appro a ch that emph a s i zes domestic institution a l
i n n ov a t i ons (com p rising a mix of ort h o d oxy with ‘l o cal heresies’) and of investment stra t e g i e s
t a i l o red to each country.

This argument is supported by an examination of three types of successful deve l o pm e n t
s t ra t e g i e s : 1) import substitution stra t e g i e s , based on (tempora ry) import pro t e c t i on for hom e
p ro d u c e r s , as done successfully in scores of developing countries during the 1960s and early
1 9 7 0 s ; 2) outw a rd oriented industri a l i za t i on stra t e g i e s , as pursued by the East Asian tigers in
the 1980s, in which export led growth was made possible by gove rnment support of pri v a t e
i nve s t m e n t ,i n cluding credit subsidies, tax incentive s ,d u ty free access to inputs and ca p i t a l
goods as well as educa t i onal and infra s t ru c t u ral deve l o pm e n t ; and 3) tw o - t ra ck re f o rm
s t ra t e g i e s , as pursued for example by China and Mauritius in the late 1970s, that com b i n e
m a rket libera l i za t i on  and state re g u l a t i on in diffe rent ways .

Trade Liberalization, Growth and Poverty Reduction
The third section examines the litera t u re on trade policy and econ omic perf o rm a n c e, w h i ch
f o rms the basis for the oft - h e a rd statements on the benefits of trade openness, and con cl u d e s
that there is no convincing evidence that trade libera l i za t i on is pre d i c t a b ly associated with
subsequent econ omic growt h . The claims for such links arise from the misattri b u t i on of
m a c ro e c on omic ph e n omena (ove rvalued curre n c i e s ,m a c ro e c on omic instability ) ,i n s t i t u t i on a l
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f a i l u re s , or geogra ph i cal loca t i on to trade policies. The on ly systematic re l a t i onship is that
c o u n t ries dismantle trade re s t ri c t i ons as they get ri ch e r, w h i ch accounts for the fact that most
of today’s ri ch countries embarked on econ omic growth behind pro t e c t i ve barri e r s ,w h i ch
t h ey subsequently low e re d . This raises serious questions about the pri o ri ty placed on integra-
t i onist policies in ort h o d ox re f o rm pro g ra m m e s . The problem is not trade libera l i za t i on per
s e, but the dive r s i on of financial re s o u rces and political capital from more urgent deve l o p-
ment pri o ri t i e s .

To elaborate this point, the paper next presents some tra d e - o f fs faced by deve l o p i n g
c o u n t ries in deciding to implement WTO agre e m e n t s ,w h i ch reflect little con c e rn for needed
d eve l o pment pri o ri t i e s .B i l a t e ral and re g i onal trade agreements are often worse in terms of the
o b l i g a t i ons re q u i red in exchange for enhanced market access. M o re ove r, their emphasis on
eliminating the state from the formu l a t i on or re g u l a t i on of econ omic policy undermines state
ca p a c i ty to undertake the institutional re f o rms necessary to benefit from global integra t i on .

General Principles
The final section of the paper develops some general principles for a world trade
regime that puts development first. Such a regime would accept institutional diversity
and the right of countries to ‘protect’ their institutional arrangements—so long as they
do not seek to impose it on others. Once these principles are accepted and internal-
ized in trade rules, priorities of poor nations and the industrial countries can be ren-
dered compatible and mutually supportive. An ‘opt-out mechanism’ would essentially
extend the existing safeguard agreement to permit countries to restrict trade or sus-
pend WTO obligations for reasons that include social and distributional goals as well
as development priorities. This would require replacing the serious injury test with the
need to demonstrate broad domestic support for the proposed measure among all rele-
vant parties–including exporters and importers as well as consumer and public interest
groups–and could be complemented by WTO monitoring as well as an automatic
sunset clause.

The WTO is devoted largely to bargaining over market access. ‘Free tra d e’ is not the
typ i cal outcome of this pro c e s s ; nor is consumer welfare what negotiators pri o ri t i ze . I n s t e a d ,
the negotiating agenda has been shaped in re s p onse to a tug-of-war between exporters and
mu l t i n a t i onal corp o ra t i ons in the advanced industrial countries on one side, and import -
c ompeting interests (typ i ca lly, but not solely, labour) on the other.The diffe rential tre a t m e n t
of manufactures and agri c u l t u re, or of clothing and other goods within manufacturi n g, t h e
anti-dumping re g i m e, and the intellectual pro p e rty rights (IPR) re g i m e, for example, a re all a
result of this p o l i t i cal p ro c e s s .T h e re is little in the stru c t u re of the nego t i a t i ons to ensure that
their outcomes are consistent with deve l o pment go a l s , let alone that they seek to furt h e r
d eve l o pm e n t .

One result of a shift to a deve l o pment focus would be that developing nations art i c u l a t e
their needs not in terms of market access, but in terms of the policy auton omy needed to
e xe rcise institutional innov a t i on s . Another is that the WTO should function to manage the
i n t e rface between diffe rent national systems rather than to reduce national institutional dif-
fe re n c e s . The most obvious advantage would be a more deve l o pm e n t - f ri e n dly intern a t i on a l
e c on omic env i ron m e n t . C o u n t ries would be able to use trade as a means for deve l o pm e n t ,
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rather than being forced to view trade as an end in itself (and thereby sacrifice deve l o pm e n t
go a l s ) . It would save developing countries precious political capital by obviating the need to
bargain for ‘special and diffe rential tre a t m e n t’—a principle that in any case is more form than
substance at this point.

In addition ,v i ewing the WTO as managing institutional dive r s i ty gets developing coun-
t ries out of a negotiating con u n d rum that arises from the incon s i s t e n cy between their
demands for flexibility to implement their deve l o pment policies, on the one hand, and their
c omplaints about No rt h e rn pro t e c t i onism in agri c u l t u re, t e x t i l e s , and labour and env i ron-
mental standard s , on the other. As long as the issues are viewed in market-access term s ,
d eveloping countries will remain unable to defend their need for flexibility. And the on ly
w ay they can gain enhanced market access is by re s t ricting their own policy auton omy in
e xch a n g e . Once the objective of the trade regime is viewed as letting diffe rent national 
e c on omic systems prosper side by side—the debate can centre on each nation’s institution a l
p ri o rities and how they may be re n d e red com p a t i b l e .

Fi n a lly, the shift in focus provides a way to re c oncile the perspectives of deve l o p i n g
c o u n t ry gove rn m e n t s ,w h i ch complain about asym m e t ry in trade ru l e s , and civil society
o r g a n i za t i on s ,p ri m a ri ly in the No rt h ,w h i ch charge that the system pays inadequate atten-
t i on to values such as tra n s p a re n cy, a c c o u n t a b i l i ty, human rights and env i ronmental sustain-
a b i l i ty. The often conflicting demands of these two gro u p s — over issues such as labour and
e nv i ronmental standards or the tra n s p a re n cy of the dispute settlement pro c e s s — h a ve 
p a ra lyzed the mu l t i l a t e ral trade nego t i a t i on process and all owed the advanced industri a l
c o u n t ries and the WTO leadership to seize the ‘m i d dl e’ g ro u n d .

Te n s i ons over these issues become manageable if the debate is couched in terms of
d eve l o pment pro c e s s e s — b ro a dly defined—instead of the re q u i rements of market access.
Vi ewing the trade regime—and the gove rnance ch a llenges it poses—from a deve l o pm e n t
p e r s p e c t i ve makes clear that developing country gove rnments and NGO critics share the
same go a l s :p o l i cy auton om y, p ove rty re d u c t i on , and env i ron m e n t a lly sustainable human
d eve l o pm e n t .
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The Global Governance of Trade 
As If Development Really Mattered

I n t ro d u c t i o n
What objectives does (or should) the Wo rld Trade Organiza t i on (WTO) serve?  T h e
first substantive para g ra ph of the Agreement establishing the WTO lists the foll ow i n g
a s p i ra t i on s :

raising standards of living, e n s u ring full employment and a large and steadily grow-
ing volume of real income and effe c t i ve demand, and expanding the pro d u c t i on of
and trade in goods and serv i c e s , while all owing for the optimal use of the worl d’s
re s o u rces in accordance with the objective of sustainable deve l o pm e n t , s e e k i n g
both to protect and pre s e rve the env i ronment and to enhance the means for doing
so in a manner consistent with their re s p e c t i ve needs and con c e rns at diffe rent lev-
els of econ omic deve l o pm e n t . (WTO 1995:9)

A subsequent para g ra ph cites ‘mu t u a lly advantageous arrangements directed to the
substantial re d u c t i on of tari f fs and other barriers to trade and to the elimination of dis-
c ri m i n a t o ry treatment in intern a t i onal trade re l a t i on s ’ as a means of ‘c on t ributing to
these objective s ’ ( i b i d . ) . It is clear from this preamble that the WTO ’s framers placed
p ri o ri ty on raising standards of living and on sustainable deve l o pm e n t . E x p a n d i n g
t rade was viewed as a means tow a rds that end, rather than an end in itself. R e c e n t ly,
p romoting econ omic deve l o pment has acquired an even higher standing in the official
rh e t o ric of the WTO, p a rt ly in re s p onse to its cri t i c s .

1

That the purpose of the world trade regime is to raise living standards all around the
w o rl d — rather than to maximize trade per se—has never been con t rove r s i a l . In pra c t i c e,
h ow eve r, these two go a l s — p romoting deve l o pment and maximizing tra d e — h a ve incre a s-
i n g ly come to be viewed as syn onymous by the WTO and mu l t i l a t e ral lending agencies,
to the point where the latter easily substitutes for the form e r. As the WTO ’s Mike
M o o re (2000) puts it, ‘the surest way to do more to help the poor is to continue to open
m a rk e t s .’ This view has the apparent merit that it is backed by a voluminous empiri ca l
l i t e ra t u re that identifies trade as a key determinant of econ omic growt h . It also fits nicely
with the tra d i t i onal modus operandi of the WTO, w h i ch is to focus pre d om i n a n t ly on

This is a paper prepared for the UNDP. I thank Kamal Malhotra, Yilmaz Akyuz, Murray
Gibbs, Gerry Helleiner, Gita Sen, UNDP staff and participants in a brainstorming meet-
ing held in New York City 13-14 October 2000 for guidance and suggestions.The paper
draws extensively on several of my previous writings, including, most notably, Rodrik
2001a, 2001b, 2000a, 2000b and 1999.

...the WTO would no

longer serve as an

instrument for the har-

monization of economic

policies and practices

across countries, but

become an organization

that manages the inter-

face between different

national practices and

institutions.      
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re c i p ro cal market access (instead of deve l o pm e n t - f ri e n dly trade ru l e s ) . H ow eve r, t h e
net result is a confounding of ends and means. Trade becomes the lens through which
d eve l o pment is perc e i ve d , rather than the other way aro u n d .

Imagine a trading regime that is true to the WTO pre a m b l e, one in which tra d e
rules are determined so as to maximize deve l o pment potential, p a rt i c u l a rly of the
w o rl d’s poorest nation s . Instead of asking, ‘H ow do we maximize trade and mark e t
a c c e s s ? ’ n e gotiators would ask, ‘H ow do we enable countries to grow out of pove rty ? ’
Would such a regime look diffe rent from the one that exists curre n t ly ?

The answer depends on how one interp rets recent econ omic history and the ro l e
that trade openness plays in the course of econ omic deve l o pm e n t . The prev a i l i n g
v i ew in G7 capitals and mu l t i l a t e ral lending agencies is that integra t i on into the
global econ omy is an essential determinant of econ omic growt h . Successful integra-
t i on in turn re q u i res both enhanced market access in the advanced industrial coun-
t ries and a range of institutional re f o rms at home (ranging from legal and adminis-
t ra t i ve re f o rm to safe ty nets) to render econ omic openness viable and growth pro-
m o t i n g. This can be re g a rded as the ‘enlightened standard view’ — e n l i g h t e n e d
b e cause of its re c o g n i t i on that there is more to integra t i on than simply low e ring tari f f
and non - t a riff barriers to tra d e, and standard because it re p resents the prevailing con-
ve n t i onal wisdom (see Wo rld Bank/IMF 2000) In this con c e p t i on , t o d ay’s WTO
re p resents what the doctor ord e re d : the focus on expanding market access and deep-
ening integra t i on through the harm on i za t i on of a wide range of ‘ t ra d e - re l a t e d’ p ra c-
tices is pre c i s e ly what deve l o pment re q u i re s .

This paper presents an altern a t i ve account of econ omic deve l o pm e n t , one that
q u e s t i ons the centra l i ty of trade and trade policy and emph a s i zes instead the cri t i ca l
role of domestic institutional innov a t i ons that often depart from prevailing ort h o-
d ox y. In this view, t ra n s i t i ons to high econ omic growth are ra re ly sparked by blue-
p rints imported from abro a d . Opening up the econ omy is hardly ever a key factor at
the outset. The initiating re f o rms instead tend to be a com b i n a t i on of unconve n t i on-
al institutional innov a t i ons with some of the elements drawn from the ort h o d ox
re c i p e . These com b i n a t i ons tend to be country - s p e c i f i c , re q u i ring local know l e d g e
and experi m e n t a t i on for successful implementation . T h ey are targeted on dom e s t i c
i nvestors and tailored to domestic institutional re a l i t i e s .

In this altern a t i ve view, a deve l o pm e n t - f ri e n dly intern a t i onal trading regime is on e
that does mu ch more than enhance poor countri e s ’ access to markets in the advanced
i n d u s t rial countri e s . It is one that enables poor countries to experiment with institu-
t i onal arrangements and leaves ro om for them to devise their ow n , p o s s i b ly dive r g e n t
s o l u t i ons to the deve l o pmental bottlenecks that they face. It is one that evaluates the
demands of institutional re f o rm not from the perspective of integra t i on (‘What do
c o u n t ries need to do to integrate?’) but from the perspective of deve l o pment (‘What do
c o u n t ries need to do ach i eve bro a d - b a s e d , equitable econ omic growt h ? ’ ) . In this vision ,
the WTO would no longer serve as an instrument for the harm on i za t i on of econ om i c
policies and practices across countri e s , but become an organiza t i on that manages the
i n t e rface between diffe rent national practices and institution s .

This paper argues that a re n ewed focus on deve l o pment and pove rty re d u c t i on ,
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a l ong with an empiri ca lly-based understanding of the deve l o pment pro c e s s , w o u l d
h a ve far-re a ching implica t i ons for the way in which the intern a t i onal trading re g i m e
and the WTO function . It focuses on broad pri n c i p l e s , rather than specific re c om-
m e n d a t i on s , b e cause it is on ly through a change in the ove ra ll perspective of tra d e
n e go t i a t i ons that significant change can be accom p l i s h e d .

One of the key pro p o s i t i ons is that developing countries are short - ch a n g i n g
t h e m s e lves when they focus their complaints on specific asym m e t ries in mark e t
access (tariff peaks against developing country export s , i n d u s t rial country pro t e c t i on
in agri c u l t u re and textiles, e t c . ) . This appro a ch reflects acceptance of a mark e t - a c c e s s
p e r s p e c t i ve that does developing countries limited go o d . T h ey would be far better
s e rved by pressing for changes that enshrine deve l o pment at the top of the WTO
a g e n d a , and corre s p on d i n g ly provide them with a better mix of enhanced mark e t
access and manoeuvring ro om to pursue appro p riate deve l o pment stra t e g i e s .

Since this paper is as mu ch about the appro a ch to deve l o pment that should inform
v i ews about the intern a t i onal trade regime as it is about the WTO itself, mu ch of the
d i s c u s s i on is devoted to the empiri cal content of these ideas. The paper begins with an
a s s e rt i on that the distinction between deve l o pment strategies that focus on growth ve r-
sus those that focus on pove rty re d u c t i on is a false on e, since in pra c t i c e, the two ends
a re insepara b l e . The main strike against existing trade rules is not that they ove r -
e m ph a s i ze trade and growth at the expense of pove rty re d u c t i on , but that they ove r -
e m ph a s i ze trade at the expense of pove rty re d u c t i on and g rowt h . It then argues that the
enlightened standard deve l o pment model encompasses an impossibly broad and unfo-
cused deve l o pment agenda, and one that is biased tow a rds a particular set of institu-
t i onal arra n g e m e n t s . It emph a s i zes instead the centra l i ty of domestic institution a l
i n n ov a t i ons (com p rising a mix of ort h o d oxy with ‘l o cal heresies’) and of inve s t m e n t
s t rategies that are tailored to the circumstances of each country.

M u ch of the paper focuses on the link between trade policy and econ omic per-
f o rm a n c e . The voluminous litera t u re in this are a , w h i ch forms the basis for the oft -
h e a rd claims to the benefits of trade openness, i s , u p on examination , less unequivo-
ca l . A close look reveals that there is no convincing evidence that trade libera l i za t i on
is pre d i c t a b ly associated with subsequent econ omic growt h . This raises serious ques-
t i ons about the pri o ri ty that the integra t i onist policy agenda typ i ca lly re c e i ves in
o rt h o d ox re f o rm pro g ra m m e s . The problem is not trade libera l i za t i on per se, but the
d i ve r s i on of financial re s o u rces and political capital from more urgent and deserv i n g
d eve l o pmental pri o ri t i e s .

Fi n a lly, the paper offers some general principles for a world trade regime that
puts deve l o pment first. Fi r s t , the trade regime must accept, rather than seek to elimi-
n a t e, i n s t i t u t i onal dive r s i ty, a l ong with the right of countries to ‘p ro t e c t’ their institu-
t i onal arra n g e m e n t s . H ow eve r, the right to protect on e’s own social arrangements is
distinct from , and does not extend to, the right to impose it on others. Once these
simple principles are accepted and intern a l i zed in trade ru l e s , d eve l o pmental pri o ri-
ties of poor nations and the needs of the industrial countries can be re n d e red com-
patible and mu t u a lly support i ve .
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Growth versus Poverty Reduction: A Meaningless Debate
Should gove rnments pursue econ omic growth first and fore m o s t , or should they focus on
p ove rty re d u c t i on?  Recent debate on this question has become embroiled in broader polit-
i cal con t roversies on globaliza t i on and its impact on developing econ om i e s . C ritics of the
WTO often take it to task for being ove rly con c e rned about the level of econ omic activity
(and its growth) at the expense of pove rty re d u c t i on . Su p p o rters argue that expanded tra d e
and higher econ omic growth are the best ways to reduce pove rty. This largely steri l e
debate mere ly dive rts attention from the real issues. In pra c t i c e, e c on omic growth and
p ove rty re d u c t i on do tend to correlate ve ry cl o s e ly. H ow eve r, the real question is (or ought
to be) whether open trade policies are a reliable mechanism for generating self-sustaining
g rowt h and p ove rty re d u c t i on , the evidence for which is far less conv i n c i n g.

R e g a rding the re l a t i onship between growth and pove rty re d u c t i on , l e t’s take som e
of the easier question s . Does growth benefit the poor? Ye s , in genera l . The absolute
number of people living in pove rty has dropped in all of the developing countries that
h a ve sustained rapid growth over the past few deca d e s . In theory, a country could
e n j oy a high ave rage growth rate without any benefit to its poorest households, i f
i n c ome disparities grew significa n t ly—that is, if the ri ch got ri cher while the incom e s
of the poor stagnated or decl i n e d . This is unlikely, h ow eve r; i n c ome distri b u t i on tends
to be stable over time, and ra re ly changes so mu ch that the poor would experience an
absolute decline in incomes while ave rage incomes grow in a sustained fashion .

M o re ove r, to the extent that income distri b u t i on ch a n g e s , its re l a t i onship to eco-
n omic growth varies from country to country. G rowth has been accompanied by gre a t e r
e q u a l i ty of income in the Taiwan Province of China, Bangladesh and Egyp t , for exam-
p l e, but by greater inequality in Chile, China and Po l a n d . This suggests that the mag-
nitude of the pove rty - re d u c t i on payoff from growth depends, in part , on a country’s
specific circumstances and policies.

Is pove rty re d u c t i on good for growth?  Again, ye s , in genera l . It is hard to think of
c o u n t ries where a large decrease in the absolute number of people living in pove rty has
not been accompanied by faster growt h . Just as we can imagine growth occurri n g
without any re d u c t i on of pove rty, we can also imagine a stra t e gy of pove rty re d u c t i on
that relies excl u s i ve ly on re d i s t ributing wealth from the ri ch and the middle classes to
the poor. In pri n c i p l e, a country pursuing re d i s t ri b u t i ve policies could reduce pove rty
even if its total income did not grow. But we would be hard - p ressed to find re a l - w o rl d
e x a m p l e s . Policies that increase the incomes of the poor, s u ch as investments in pri m a ry
e d u ca t i on , ru ral infra s t ru c t u re, health and nutri t i on , tend to enhance the pro d u c t i ve
ca p a c i ty of the whole econ om y, boosting the incomes of all gro u p s .

What does a high corre l a t i on between growth and the incomes of the poor tell us?
Pra c t i ca lly nothing, for the re a s ons outlined above . A ll it shows is that income distri b u-
t i on tends to be stable and fairly unre s p on s i ve to policy ch a n g e s . M o re ove r, a stron g
c o r re l a t i on between econ omic growth and pove rty re d u c t i on is compatible with b o t h o f
the foll owing arguments: (1) on ly policies that target growth can reduce pove rty; a n d
(2) on ly policies that reduce pove rty can boost ove ra ll econ omic growt h .T h e re f o re, t h e
o b s e rved corre l a t i on between growth and pove rty re d u c t i on is of little interest as far as
p o l i cy choices and pri o rities are con c e rn e d .

The real question is (or

ought to be) whether

open trade policies are a

reliable mechanism for

generating self-

sustaining growth and

poverty reduction.... 
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A som ewhat diffe rent question is whether the well-being of the poor should
enter as an independent determinant of policy ch o i c e s , in addition to the usual focus
on macro e c on omic stability, m i c ro e c on omic efficiency, and institutional quality. I n
other word s , should econ omic re f o rm strategies have a pove rty focus?

Ye s , for at least three re a s on s . Fi r s t , in con s i d e ring social welfare, most people in
g e n e ra l , and most democra t i ca lly elected gove rnments in part i c u l a r, would give more
weight to the well-being of the poor than to that of the ri ch . An econ om y’s growt h
rate is not a sufficient statistic for evaluating welfare because it ignores the distri b u-
t i on of the rew a rds of growt h . A policy that increases the income of the poor by on e
rupee can be worthwhile at the margin even if it costs the rest of society more than a
ru p e e . From this perspective, it may be entire ly ra t i onal and proper for a gove rn m e n t
c on s i d e ring two competing growth strategies to choose the one that has gre a t e r
potential payoff for the poor even if its impact on ove ra ll growth is less assure d .

Se c on d , even if the welfare of the poor does not re c e i ve extra weight, i n t e rve n t i on s
aimed at helping the poor may still be the most effe c t i ve way to raise ave rage incom e s .
Pove rty is natura lly associated with market imperfe c t i ons and incom p l e t e n e s s . The poor
remain poor because they cannot borrow against future earnings to invest in educa t i on ,
s k i ll s ,n ew crops and entre p re n e u rial activities. T h ey are cut off from econ omic activity
b e cause they are depri ved of many coll e c t i ve goods (e.g. , p ro p e rty ri g h t s , public safe ty,
i n f ra s t ru c t u re) and lack inform a t i on about market opport u n i t i e s . It is a standard tenet
of econ omic theory that raising real ave rage incomes re q u i res interve n t i ons targeted at
closing gaps between private and social costs. T h e re will be a pre p on d e rance of such
o p p o rtunities where there is a pre p on d e rance of pove rty.

T h i rd , focusing on pove rty is also warranted from the perspective of an appro a ch
to deve l o pment that goes beyond an excl u s i ve focus on con s u m p t i on or income leve l s
to embrace human ca p a b i l i t i e s . As Am a rtya Sen (1999) has emph a s i ze d , the ove ra r-
ching goal of deve l o pment is to maximize people’s capabilities—that is, their ability
to lead the kind of life they value. The poor face the greatest hurdles in this area and
a re there f o re the most deserving of urgent policy attention .

Po l i cy-makers make choices and determine pri o rities all the time. The lens
t h rough which they perc e i ve deve l o pment pro f o u n dly affects their ch o i c e s . K e e p i n g
p ove rty in sight ensures that their pri o rities are not distort e d .C onsider some ill u s t ra-
t i ve tra d e o f fs .
• Fi s cal policy. H ow should a gove rnment re s o lve the trade-off between higher

spending on pove rty - related projects (ru ral infra s t ru c t u re, s ay) and the need for
tight fiscal policies? Should it risk incurring the disapproval of financial markets as
the price of better irri g a t i on? How should it all o cate its educa t i onal budget?
Should more be spent on building pri m a ry schools in ru ral areas or on tra i n i n g
bank auditors and accountants?

• M a rket libera l i za ti o n . Should the gove rnment maintain price con t rols on food
c ro p s , even if such con t rols distort re s o u rce all o ca t i on in the econ omy? Should it
re m ove capital con t rols on the balance of paym e n t s , even if that means fisca l
re s o u rces will be tied up in holding additional foreign re s e rve s — re s o u rces that
could otherwise have been used to finance a social fund?  
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• I n s ti tu tional ref o rm . H ow should the gove rnment design its anti-corru p t i on
s t ra t e gy?  Should it target the large-scale corru p t i on that foreign investors com-
plain about or the petty corru p t i on in the police and judicial systems that affe c t s
o rd i n a ry citizens? Should legal re f o rm focus on trade and foreign investment or
d omestic problems? Whose pro p e rty rights should re c e i ve pri o ri ty, peasants or
f o reign patent holders?  Should the gove rnment pursue land re f o rm , even if it
t h reatens politica lly pow e rful gro u p s ?

As these examples ill u s t ra t e, in pra c t i c e, even the standard , g rowt h - o riented desidera t a
of macro e c on omic stability, m i c ro e c on omic efficiency and institutional re f o rm leave con-
s i d e rable ro om for manoeuvre .G ove rnments can use this ro om to better or worse effe c t .
A pove rty focus helps ensure that the re l evant tra d e - o f fs are con s i d e red explicitly.

Since growth and pove rty re d u c t i on go largely hand in hand, the real question s
a re : What are the policies that yield these rew a rds?  How mu ch do we know about
p o l i cy impacts?  The honest answer is that we do not know nearly enough. We have
evidence that land re f o rm s , a p p ro p ri a t e ly targeted price re f o rms and certain types of
health and educa t i on expenditures benefit the poor, but we are uncertain about many
t h i n g s . It is one thing to say that deve l o pment strategies should have a pove rty focus,
another to identify the re l evant policies.

But this is not a strike against pove rty - o riented pro g ra m m e s , since we are equally
u n c e rtain about growt h - o riented pro g ra m m e s . The uncom f o rtable re a l i ty is that our
k n owledge about the kinds of policies that stimulate growth remains limited. We
k n ow that large fiscal and macro e c on omic imbalances are bad for growt h . We know
that ‘go o d’ i n s t i t u t i ons are import a n t , even though we have ve ry little idea about how
c o u n t ries can acquire them. An d , despite a voluminous litera t u re on the subject, w e
k n ow next to nothing about the kinds of trade policies that are most con d u c i ve to
g rowth (see below ) .

For all of these re a s on s , it is not pro d u c t i ve to make a sharp distinction betw e e n
policies that promote growth and those at target the poor dire c t ly. These policies are
l i k e ly to vary con s i d e ra b ly depending on institutional con t e x t , making it difficult to
g e n e ra l i ze with any degree of pre c i s i on . Our real focus should be on what work s ,
h ow, and under what circ u m s t a n c e s .

Achieving Economic Growth: What Really Matters?
The enlightened standard view of deve l o pment policy grew out of dissatisfaction with
the limited results yielded by the Wa s h i n g t on Consensus policies of the 1980s and
1 9 9 0 s . The disappointing growth perf o rmance and increasing econ omic insecuri ty in
Latin Am e ri ca—the re g i on that went furthest with policies of pri v a t i za t i on , l i b e ra l i za-
t i on and openness—the failures in the former Soviet Union , and the Asian financial
c risis of 1997-98 all con t ributed to a re f a s h i on i n g, resulting in the ‘a u g m e n t e d
Wa s h i n g t on Con s e n s u s ’ ( s h own in Table 1). This goes beyond libera l i za t i on and pri v a-
t i za t i on to emph a s i ze the need to create the institutional underpinnings of mark e t
e c on om i e s . R e f o rms now include financial re g u l a t i on and prudential superv i s i on , gov-
e rnance and anti-corru p t i on , legal and administra t i ve re f o rm , l a b o u r - m a rket ‘ f l e x i b i l i ty’
and social safe ty nets.
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O p e ra t i on a lly, these institutional re f o rms are heavily influenced by an An g l o -
Am e ri can con c e p t i on of what constitutes desirable institutions (as in the pre fe rence for
a rms-length finance over ‘d eve l o pment banking’ and flexible labour markets over insti-
t u t i on a l i zed labour mark e t s ) . In addition , t h ey are dri ven largely by the re q u i re m e n t s
of integra t i on into the world econ om y: hence the emphasis on the intern a t i onal har-
m on i za t i on of re g u l a t o ry pra c t i c e s , as in the case of financial codes and standards and
of the WTO agre e m e n t s .

M a rket econ omies re ly on a wide array of non - m a rket institutions that perf o rm
re g u l a t o ry, s t a b i l i z i n g, and legitimizing functions (see Rodrik 2001a). C ro s s - n a t i on a l
e c on om e t ric work shows that the quality of a country’s public institutions is a cri t i ca l ,
and perhaps the most import a n t , d e t e rminant of a country’s lon g - t e rm deve l o pm e n t
( Acemoglu et al. 2 0 0 0 ) . While the recent emphasis on institutions is thus highly wel-
c om e, it needs to be borne in mind that the institutional basis for a market econ omy is
not uniquely determ i n e d . T h e re is no single mapping between a well - f u n c t i oning mar-
ket and the f o rm of non - m a rket institutions re q u i red to sustain it, as is clear from the
wide vari e ty of re g u l a t o ry, stabilizing and legitimizing institutions in today’s advanced
i n d u s t rial societies. The Am e ri can style of capitalism is ve ry diffe rent from the
Japanese style of ca p i t a l i s m . Both differ from the European styl e . And even within
E u ro p e, t h e re are large diffe rences between the institutional arrangements in, s ay,
Sweden and Germ a ny. Over the long term , e a ch of these have perf o rmed equally well .2

The point about institutional dive r s i ty has in fact a more fundamental implica t i on .
As Roberto Unger (1998) argues, the institutional arrangements in opera t i on today,
v a ried as they are, t h e m s e lves constitute a subset of the full range of potential institu-
t i onal possibilities. T h e re is no re a s on to suppose that modern societies have exhausted

The Original 
Washington Consensus

Fiscal discipline
Reorientation of public 

expenditures
Tax reform
Financial liberalization
Unified and competitive 

exchange rates
Trade liberalization
Openness to DFI
Privatization
Deregulation
Secure property rights

The Augmented 
Washington Consensus

The original list plus:
Legal/political reform
Regulatory institutions
Anti-corruption
Labour market flexibility
WTO agreements
Financial codes and standards
‘Prudent’ capital-account opening
Non-intermediate exchange rate

regimes
Social safety nets
Poverty reduction

T a b l e  1
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a ll useful institutional vari a t i ons that could underpin healthy and vibrant econ om i e s .
We must avoid thinking that a specific type of institution—mode of corp o rate gove r-
n a n c e, social securi ty system or labour market legislation , for example—is the on ly on e
c ompatible with a well - f u n c t i oning market econ om y.

Leaving aside the question of lon g - t e rm choice over institutional form s , t h e
enlightened standard view, insofar as it is presented as a recipe for stimulating econ om-
ic growt h , also suffers from a fatal flaw: it provides no sense of pri o rities among a lon g
and highly demanding list of institutional pre re q u i s i t e s . This kitchen-sink appro a ch to
d eve l o pment stra t e gy flies in the face of pra c t i cal re a l i ty and is at odds with the histori-
cal experience of today’s advanced industrial econ om i e s . What are today re g a rded as
k ey institutional re f o rms in areas such as corp o rate gove rn a n c e, financial superv i s i on ,
t rade law and social safe ty nets did not take place in Europe or No rt h e rn Am e ri ca until
quite late in the econ omic deve l o pment process (Chang 2000). I n d e e d , m a ny of the
items on the augmented Wa s h i n g t on Consensus agenda (Table 1) should be pro p e rly
v i ewed as outcomes of successful econ omic deve l o pment rather than its pre re q u i s i t e s .

The re a l i ty of growth tra n s f o rm a t i ons is that they are instigated by an initially nar-
row set of policy and institutional initiative s , w h i ch might be ca lled ‘i nvestment stra t e-
g i e s ’ ( R o d rik 1999). Adequate human re s o u rc e s , public infra s t ru c t u re, social peace and
s t a b i l i ty are all key enabling elements of an investment stra t e gy. But often the cri t i ca l
factor is a set of targeted policy interve n t i ons that kindle the animal spirits of dom e s t i c
i nve s t o r s . These investment strategies set off a period of econ omic growt h ,w h i ch in
t u rn facilitates a cycle of institutional deve l o pment and further growt h . The initiating
re f o rms are ra re ly re p l i cas of each other, and they bear on ly partial resemblance to the
re q u i rements highlighted by the enlightened standard view. Typ i ca lly, t h ey entail a mix
of ort h o d oxy with unconve n t i onal domestic innov a t i on s .

An analysis of three sets of investment strategies will elucidate this central point
and highlight the diffe rent paths taken to greater pro s p e ri ty: i m p o rt - s u b s t i t u t i on , E a s t -
A s i a n - s tyle outw a rd ori e n t a t i on and tw o - t ra ck re f o rm stra t e g i e s . The list is not meant
to be exhaustive, and in the future successful strategies are likely to differ from all thre e .

I m p o rt-Substituting Industrialization (ISI)

I m p o rt-substituting industri a l i za t i on is based on the idea that domestic investment and
t e ch n o l o g i cal capabilities can be spurred by providing home producers with (tempo-
ra ry) pro t e c t i on against import s . Although this appro a ch has fallen into disgrace since
the 1980s, it actually did quite well for a substantial period of time in scores of deve l-
oping nation s . Until the first oil shock hit in 1973, no fewer than 42 developing coun-
t ries grew at rates exceeding 2.5 per cent per capita per annum (see Rodrik 1999: ch . 4 ) .
At this ra t e, i n c omes would double eve ry 28 years or less. Most of these countries fol-
l owed ISI policies. The list includes 12 countries in South Am e ri ca , six in the Middl e
East and No rth Afri ca , and 15 in Su b - Sa h a ran Afri ca . In fact, t h e re were no less than
six Su b - Sa h a ran Afri can countries among the 20 fastest-growing developing countri e s
in the world prior to 1973: Sw a z i l a n d , B o t s w a n a , Côte d’ I v o i re, Le s o t h o, G a b on and
To go, with Kenya ranking 21st. T h e re can be little doubt that econ omic growth led to
substantial improvements in the living con d i t i ons of the vast majori ty of the house-
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holds in these countri e s . B e tween 1967 and 1977, l i fe expectancy at birth increased by
four years in Brazil (from 58 to 62), by five years in Cote d’ I v o i re (from 43 to 48), b y
f i ve years in Mexico (from 60 to 65), and by five years in Pakistan (from 48 to 53). I n
K e ny a , infant mort a l i ty fe ll from 112 (per 1,000 live births) in 1965 to 72 in 1980.

ISI policies spurred growth by creating protected and there f o re profitable hom e
m a rkets for domestic entre p reneurs to invest in. C on t ra ry to re c e i ved wisdom , I S I - d ri v-
en growth did not produce tech n o l o g i cal lags and inefficiency on an econ om y - w i d e
s ca l e . In fact, the pro d u c t i v i ty perf o rmance of many Latin Am e ri can and Middl e
E a s t e rn countries was, in com p a ra t i ve perspective, e xe m p l a ry. Ac c o rding to estimates
p roduced by Collins and Bosworth (1996), not on ly was ave rage total factor pro d u c t i v i ty
(TFP) growth during the period preceding the first oil shock quite high in the Middl e
East and Latin Am e ri ca (at 2.3 and 1.8%, re s p e c t i ve ly ) , it was actually significa n t ly
higher than in East Asia (1.3%)!  Countries such as Bra z i l , the Dom i n i can Republic and
Ecuador in Latin Am e ri ca ; Ira n , M o rocco and Tunisia in the Middle East; and Côte
d’ I v o i re and Kenya in Afri ca all experienced more rapid TFP growth than any of the
East Asian countries in this early period (with the possible exc e p t i on of Hong Kon g, f o r
w h i ch com p a rable data are not available). M e x i c o, B o l i v i a , Pa n a m a , E gyp t , A l g e ri a ,
Ta n zania and Za i re experienced higher TFP growth than all but Ta i w a n . Of course, n o t
a ll countries foll owing ISI policies did well : Argentina is a striking counter-example,
with an ave rage TFP growth of on ly 0.2 per cent from 1960 to 1973.

The dismal re p u t a t i on of ISI is due part ly to the subsequent econ omic coll a p s e
e x p e rienced by many of the countries pursuing it in the 1980s, and part ly to the
e x t re m e ly influential studies of Little, Scott and Scitovsky (1970) and Bela Balassa
( 1 9 7 1 ) . What these two studies did was to document in detail some of the s tatic e c o-
n omic inefficiencies generated by high and extre m e ly dispersed effe c t i ve rates of pro-
t e c t i on (ERP) in the manufacturing sectors of the countries under study. The discove ry
of cases of negative value-added at world prices—that is, cases where countries would
h a ve been better off by throwing away the inputs than by processing them as they did
in highly protected plants—was part i c u l a rly shock i n g. H ow eve r, neither study cl a i m e d
to show that countries which had foll owed ‘o u tw a rd ori e n t e d’ s t rategies had been sys-
t e m a t i ca lly immune from the same kind of inefficiencies. In fact, their evidence can be
read as suggesting that there was no such clear dividing line.3 In addition , the ev i d e n c e
on TFP growth rev i ewed above shows that the idea that ISI produced more dyn a m i c
i n e f f i c i e n cy than did ‘o u tw a rd ori e n t a t i on’ is simply incorre c t .

H e n c e, as an industri a l i za t i on stra t e gy intended to raise domestic investment and
enhance pro d u c t i v i ty, i m p o rt substitution appare n t ly worked pre t ty well in a ve ry bro a d
range of countries until at least the mid-1970s. H ow eve r, s t a rting in the second half of
the 1970s, a disaster befe ll the vast majori ty of the econ omies that had been doing well .
Of the 42 countries with growth rates above 2.5 per cent prior to 1973, less than a
t h i rd (12) managed the same re c o rd over the next deca d e . The Middle East and La t i n
Am e ri ca , w h i ch had led the developing world in TFP growth prior to 1973, not on ly
fe ll behind, but actually began to experience n ega t ive TFP growth on ave ra g e . O n ly
East Asia held its ow n , while South Asia actually improved its perf o rmance (see
C o llins and Bosworth 1996).

Hence, as an industrial-

ization strategy intended

to raise domestic invest-

ment and enhance 

productivity, import

substitution apparently

worked pretty well in a

very broad range of

countries until at least

the mid-1970s.As an

industrialization strategy

intended to raise domes-

tic investment and

enhance 

productivity, import



18

Dani  Rod r ik

Was this a result of the ‘e x h a u s t i on’ of import - s u b s t i t u t i on policies?  As I have
argued elsew h e re (Rodrik 1999), the com m on timing implicates the turbulence experi-
enced in the world econ omy foll owing 1973—the abandonment of the Bre t t on Wo o d s
s ystem of fixed exchange ra t e s , two major oil shock s , v a rious other com m o d i ty boom -
and-bust cycl e s , plus the U. S. Fe d e ral Reserve intere s t - rate shock of the early 1980s.
The fact that some of the most ardent foll owers of ISI policies in South Asia—espe-
c i a lly India and Pakistan — managed to either hold on to their growth rates after 1973
( Pakistan) or increase them (India) also suggests that more than just ISI was inv o lve d . 4

The actual story implicates macro e c on omic policies rather than the trade re g i m e .
The proximate re a s on for the econ omic collapse was the inability to adjust macro e c o-
n omic policies appro p ri a t e ly in the wake of these external shock s . M a c ro e c on omic mal-
adjustment gave rise to a range of syn d romes associated with macro e c on omic instabili-
ty—high or re p ressed inflation , s ca rc i ty of foreign exchange and large black - m a rket 
p re m i u m s , e x t e rnal payments imbalances and debt cri s e s — w h i ch gre a t ly magnified the
real costs of the shock s . C o u n t ries that suffe red the most were those with the largest
i n c reases in inflation and black - m a rket premiums for foreign curre n cy. The culpri t s
w e re poor mon e t a ry and fiscal policies and inadequate adjustments in exch a n g e - ra t e
p o l i cy, s ometimes aggravated by shortsighted policies of creditors and the Bre t t on
Woods institution s . The bottom line is that in those countries that experienced a debt
c ri s i s , the crisis was the product of mon e t a ry and fiscal policies that were incom p a t i b l e
with sustainable external balances: t h e re was too little expenditure reducing and expen-
d i t u re switch i n g. Trade and industrial policies had ve ry little to do with bringing on the
c ri s i s .

Why were some countries quicker to adjust their macro e c on omic policies than
others?  The real determinants of growth perf o rmance after the 1970s are rooted in the
a b i l i ty of domestic institutions to manage the distri b u t i onal conflicts tri g g e red by the
e x t e rnal shocks of the peri o d . Social conflicts and their management—whether suc-
cessful or not—played a key role in transmitting the effects of external shocks on to
e c on omic perf o rm a n c e . Societies with deep social cleavages and poor institutions of
c onflict management proved worse at handling shocks (see Rodrik 1999).

‘ O u t w a rd-Oriented’ Industrialization  

The experience of the East Asian tigers is often presented as one of export-led growt h ,
in which opening up to the world econ omy unleashed pow e rful forces of industri a l
d i ve r s i f i ca t i on and tech n o l o g i cal ca t ch - u p. H ow eve r, the conve n t i onal account ove r-
l o oks the active role taken by the gove rnments of Taiwan Province of China and the
Republic of Korea (and Japan before them) in shaping the all o ca t i on of re s o u rc e s . I n
neither of these countries was there significant import libera l i za t i on early in the pro c e s s
of growt h . Most of their trade libera l i za t i on took place in the 1980s, when high
g rowth was already firm ly established.

The key to these and other East Asian countri e s ’ success was a coh e rent stra t e gy of
raising the re t u rn to private inve s t m e n t , t h rough a range of policies that included cre d i t
subsidies and tax incentive s , e d u ca t i onal policies, establishment of public enterp ri s e s ,
e x p o rt inducements, d u ty - f ree access to inputs and capital goods and actual gove rn-
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ment coord i n a t i on of investment plans. In the Republic of Kore a , the chief form of
i nvestment subsidy was the extension of credit to large business groups at negative re a l
i n t e rest ra t e s . K o rean banks were nation a l i zed after the military coup of 1961, a n d
c on s e q u e n t ly the gove rnment obtained excl u s i ve con t rol over the all o ca t i on of
i nvestible funds in the econ om y. Another important manner in which investment was
s u b s i d i zed in Korea was through the socializa t i on of investment risk in selected sectors.
This emerged because the gove rnment—most notably President Pa rk — p rovided an
implicit guarantee that the state would bail out entre p reneurs investing in ‘d e s i ra b l e’
activities if circumstances later threatened the pro f i t a b i l i ty of those inve s t m e n t s . I n
Ta i w a n , i nvestment subsidies took the form of tax incentive s .

In both the Republic of Korea and Ta i w a n , public enterp rises played a ve ry impor-
tant role in enhancing the pro f i t a b i l i ty of private investment by ensuring that key
inputs were available loca lly for private producers dow n s t re a m . Not on ly did public
e n t e rp rises account for a large share of manufacturing output and investment in each
c o u n t ry, their importance actually increased during the cri t i cal take-off years of the
1 9 6 0 s . Si n g a p o re also heavily subsidized inve s t m e n t , but this country differs from the
Republic of Korea and Taiwan in that its investment incentives centred heavily on for-
eign inve s t o r s .

While trade policies that spurred exports were part of this complex arsenal of
i n c e n t i ve s , i nvestment and its prom o t i on was the key goal in all countri e s . To that end,
gove rnments in the Republic of Korea and Taiwan fre e ly re s o rted to unort h o d ox stra t e-
g i e s : t h ey protected the home markets to raise pro f i t s , implemented generous export
s u b s i d i e s , e n c o u raged their firms to reverse-engineer foreign patented pro d u c t s , a n d
imposed perf o rmance re q u i rements such as export - i m p o rt balance re q u i rements and
d omestic content re q u i rements on foreign investors (when foreign companies were
a ll owed in). A ll of these strategies are now seve re ly re s t ricted under the WTO agre e-
m e n t s .

The Tw o - Track Strategy

A re l a t i ve ly minimal set of re f o rms in China in the late 1970s set the stage for the ph e-
n omenal econ omic perf o rmance that has been the envy of any poor country since. I n i t i a l
re f o rms were re l a t i ve ly simple: t h ey loosened the com munal farming system and all ow e d
f a rmers to sell their crops in free markets once they had fulfilled their quota obligations to
the state. Subsequent re f o rms all owed the cre a t i on of township and village enterp ri s e s
and the extension of the ‘m a rket tra ck ’ into the urban and industrial sectors. Special eco-
n omic zones were created to attract foreign inve s t m e n t . What stands out about these
re f o rms is that they are based on dual tra cks (state and mark e t ) , on gradualism and on
e x p e ri m e n t a t i on .

One can interp ret Chinese-style gradualism in two ways . One perspective, re p re-
sented forc e f u lly in work by Sa chs and Woo (2000) underp l ays the re l evance of
Chinese part i c u l a rism by arguing that the successes of the econ omy are not due to any
special aspects of the Chinese tra n s i t i on to a market econ om y, but instead are largely
due to a c o n ver ge n c e of Chinese institutions with those in non-socialist econ om i e s . I n
this view, the faster the conve r g e n c e, the better the outcom e s : ‘ f a v o rable outcomes have
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emerged not because of gra d u a l i s m , but d e s p i te g ra d u a l i s m’ ( i b i d : 3 ) . The policy 
message that foll ows is that countries that look to China for lessons should focus not
on institutional experi m e n t a t i on but on harm onizing their institutions with those
a b ro a d .

The altern a t i ve perspective, p e rhaps best developed in work by Qian and
R o l a n d , is that the peculiarities of the Chinese model re p resent solutions to part i c u-
lar political or inform a t i onal problems for which no bluepri n t - s tyle solution exists.
Hence La u , Qian and Roland (1997) interp ret the dual-tra ck appro a ch to libera l i za-
t i on as a way of implementing Pa reto-efficient re f o rm s : an altera t i on in the planned
e c on omy that improves incentives at the margin, enhances efficiency in re s o u rce all o-
ca t i on , and yet leaves none of the plan beneficiaries worse off. Q i a n , Roland and Xu
(1999) interp ret Chinese-style decentra l i za t i on as all owing the deve l o pment of supe-
rior institutions of coord i n a t i on : when econ omic activity re q u i res products with
m a t ched attri b u t e s , l o cal experi m e n t a t i on is a more effe c t i ve way of processing and
using local know l e d g e . These analysts find mu ch to praise in the Chinese model
b e cause they think the system generates the right incentives for developing the tacit
k n owledge re q u i red to build and sustain a market econ om y, and there f o re they are
not ove rly bothered by some of the econ omic inefficiencies that may be genera t e d
a l ong the way.

A less well - k n own instance of a successful tw o - t ra ck stra t e gy is that of
M a u ri t i u s , w h e re superior econ omic perf o rmance has been built on a peculiar com b i-
n a t i on of ort h o d ox and hetero d ox stra t e g i e s . An export processing zone (EP Z ) ,
o p e rating under fre e - t rade pri n c i p l e s , enabled an export boom in garments to
E u ropean markets and an accom p a nying investment boom at hom e . Yet the island’s
e c on omy has combined the EPZ with a domestic sector that was highly pro t e c t e d
until the mid-1980s: the IMF gave the Mauritian econ omy the highest (i.e., w o r s t )
s c o re on its ‘p o l i cy re s t ri c t i ve n e s s ’ index for the early 1990s, re ck oning it was one of
the world most protected econ omies even by the late 1990s (see Su b ramanian 2001).
M a u ritius is essentially an example of an econ omy that has foll owed a tw o - t ra ck
s t ra t e gy not too dissimilar to that foll owed by China, but which was underpinned by
social and political arrangements that encouraged part i c i p a t i on , re p re s e n t a t i on and
c o a l i t i on - b u i l d i n g.

The circumstances under which the Mauritian EPZ was set up in 1970 are
i n s t ru c t i ve, and highlight the manner in which part i c i p a t o ry political systems help
design cre a t i ve strategies for building loca lly adapted institution s . G i ven the small
s i ze of the home mark e t , it was evident that Mauritius would benefit from an out-
w a rd - o riented stra t e gy. But as in other developing countri e s , p o l i cy-makers had to
c ontend with the import-substituting industrialists who had been propped up by the
re s t ri c t i ve com m e rcial policies of the early 1960s prior to independence, and who
w e re natura lly opposed to relaxing the trade re g i m e .

A Wa s h i n g t on econ omist would have advocated acro s s - t h e - b o a rd libera l i za t i on ,
without re g a rd to what that might do the pre ca rious ethnic and political balance of
the island. The EPZ scheme provided a neat way around the political difficulties.
The cre a t i on of the EPZ generated new opportunities of trade and of employm e n t ,
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without taking pro t e c t i on away from the import-substituting groups and from the male
w o rkers who dominated the established industri e s . The segmentation of labour mar-
kets early on between male and female workers—with the latter pre d om i n a n t ly
e m p l oyed in the EPZ—was part i c u l a rly cru c i a l , as it prevented the expansion of the
EPZ from driving wages up in the rest of the econ om y, t h e reby disadvantaging import -
substituting industri e s . New employment and profit opportunities were created at the
m a r g i n , while leaving old opportunities undisturb e d . This in turn paved the way for the
m o re substantial libera l i za t i ons that took place in the mid-1980s and in the 1990s. B y
the 1990s, the female-male earning ratio was higher in the EPZ than in the rest of the
e c on omy (ILO 2001, table 28). M a u ritius found its own way to econ omic deve l o p-
ment because it was able to devise a stra t e gy that was unort h o d ox , yet effe c t i ve .

The Bottom Line  

These examples suggest that while market incentive s , m a c ro e c on omic stability and
sound institutions are cri t i cal to econ omic deve l o pm e n t , t h ey can be generated in a
number of diffe rent ways—by making the best use of existing capabilities in light of
re s o u rce and other con s t ra i n t s . T h e re is no single model of a successful tra n s i t i on to a
h i g h - g rowth path. E a ch country has to figure out its own investment stra t e gy. O n c e
the appro p riate stra t e gy is identified (or stumbled upon ) , the institutional re f o rm s
needed may not be extensive . Most of the institutional deve l o pment occurs alon g s i d e
e c on omic deve l o pm e n t , not as a pre requisite to it.

Trade Liberalization, Growth and Poverty Reduction: 
What Do the Facts Really Show?
C onsider two countri e s , A and B. C o u n t ry A engages in state tra d i n g, maintains import
m on o p o l i e s , retains quantitative re s t ri c t i ons and high tari f fs (in the range of 30-50 per-
cent) on imports of agri c u l t u ral and industrial products and is not a member of the
WTO. C o u n t ry B, a WTO member, has slashed import tari f fs to a maximum of 15 per
cent and re m oved all quantitative re s t ri c t i on s , e a rning a ra re com m e n d a t i on from the
U. S. State Department that ‘ t h e re are few significant barriers to U. S. e x p o rt s ’ (US St a t e
D e p a rtment 1999). One of the two econ omies has experienced GDP growth rates in
e xcess of 8 per cent per annum, has sharp ly reduced pove rty, has expanded trade at 
double-digit ra t e s , and has attracted large amounts of foreign inve s t m e n t . The other
e c on omy has stagnated and suffe red deteri o rating social indica t o r s , and has made little
p ro g ress in integrating with the world econ omy as judged by trade and foreign inve s t-
ment flow s .

C o u n t ry A is Viet Na m , w h i ch since the mid-1980s has foll owed Chinese-styl e
g radualism and a tw o - t ra ck re f o rm pro g ra m m e . C o u n ty B is Haiti. Viet Nam has
been ph e n om e n a lly successful, a ch i eving not on ly high growth and pove rty re d u c t i on ,
but also a rapid pace of integra t i on into the world econ omy despite high barriers to
t ra d e . H a i t i’s econ omy has gone now h e re, even though the country undert o ok a com-
p re h e n s i ve trade libera l i za t i on in 1994-95.

The con t rasting experiences of these two countries highlight two important points.
Fi r s t , a leadership committed to deve l o pment and standing behind a coh e rent growt h
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s t ra t e gy counts for a lot more than trade libera l i za t i on , even when the stra t e gy depart s
s h a rp ly from the enlightened standard view on re f o rm . Se c on d , i n t e g ra t i on with the
w o rld econ omy is an outcom e, not a pre re q u i s i t e, of a successful growth stra t e gy.
Protected Viet Nam is integrating with the world econ omy significa n t ly more ra p i dly
than is open Haiti, b e cause Viet Nam is growing and Haiti is not.

This com p a ri s on ill u s t rates a com m on misdiagnosis. A typ i cal Wo rld Bank exe rc i s e
c onsists of cl a s s i f ying developing countries into ‘g l o b a l i ze r s ’ and ‘n on - g l o b a l i ze r s ’ based on
their rates of growth of trade volumes. The analyst asks whether globalizers (i.e., those with
the highest rates of trade growth) have experienced faster income growt h ,g reater pove rty
re d u c t i on and worsened income distri b u t i on (see Dollar and Kra ay 2000).The answers tends
to be ye s , ye s , and no. As the Viet Nam and Haiti cases show, h ow eve r, this is a highly mis-
leading exe rc i s e . Trade volumes are the outcome of many diffe rent things, i n cluding most
i m p o rt a n t ly an econ om y’s ove ra ll perf o rm a n c e . T h ey are not something that gove rn m e n t s
c on t rol dire c t ly. What gove rnments con t rol are trade p o l i c i e s: the level of tariff and no-tari f f
b a r ri e r s , membership in the WTO, c ompliance with its agreements and so on . The re l ev a n t
q u e s t i on is: Do open trade p o l i c i e s re l i a b ly produce higher econ omic growth and gre a t e r
p ove rty re d u c t i on? 

C ro s s - n a t i onal com p a ri s on of the litera t u re reveals no systematic re l a t i on s h i p
b e tween a country’s ave rage level of tariff and non - t a riff re s t ri c t i ons and its subsequent
e c on omic growth ra t e . If anyt h i n g, the evidence for the 1990s indicates a p o s i t ive ( b u t
s t a t i s t i ca lly insignificant) re l a t i onship between tari f fs and econ omic growth (see Fi g u re
1 ) . The on ly systematic re l a t i onship is that countries dismantle trade re s t ri c t i ons as they
get ri ch e r. That accounts for the fact that today’s ri ch countri e s , with few exc e p t i on s ,
e m b a rked on modern econ omic growth behind pro t e c t i ve barri e r s , but now have low
t rade barri e r s .

The absence of a robust positive re l a t i onship between open trade policies and eco-
n omic growth may come as a surp rise in view of the ubiquitous claim that trade libera l-
i za t i on promotes higher growt h . I n d e e d , the litera t u re is replete with cro s s - n a t i on a l
studies con cluding that growth and econ omic dynamism are stron g ly linked to more
l i b e ral trade policies. For example, an influential study by Sa chs and Wa rner (1995)
found that econ omies that are open, by their definition , g rew 2.4 percentage points
faster annually than did those that are not—an enormous diffe re n c e . Without such
s t u d i e s , o r g a n i za t i ons such as the Wo rld Bank, IMF and the WTO could not have
been so vocife rous in their prom o t i on of tra d e - c e n t ric deve l o pment stra t e g i e s .

U p on closer look ,h ow eve r, these studies turn out to be flawed. The cl a s s i f i ca t i on of
c o u n t ries as ‘o p e n’ or ‘cl o s e d’ in the Sa ch s -Wa rner study, for example, is not based on actual
t rade policies but largely on indicators related to exchange rate policy and loca t i on in Su b -
Sa h a ran Afri ca . Their cl a s s i f i ca t i on of countries in effect conflates macro e c on om i c s ,g e o g-
ra phy and institutions with trade policy. It is so correlated with plausible groupings of
a l t e rn a t i ve explanatory vari a b l e s — m a c ro e c on omic instability, poor institution s , l o ca t i on in
A f ri ca—that one cannot draw from the subsequent empiri cal analysis any strong infe r-
ences about the effects of openness on growth (see Rodri g u ez and Rodrik 2001).

The problem is a general on e . In a rev i ew of the best-known litera t u re (Doll a r
1 9 9 2 ; Ben-David 1993; E d w a rds 1998; Frankel and Romer 1999; Sa chs and Wa rn e r
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1 9 9 5 ) , Francisco Rodri g u ez and I found a major gap between the policy con cl u s i on s
that are typ i ca lly drawn and what the re s e a rch has actually show n . A com m on pro b-
lem has been the misattri b u t i on of macro e c on omic ph e n omena (e.g. , ove rvalued cur-
rencies or macro e c on omic instability) or geogra phic loca t i on (e.g. , in the tro p i ca l
zone) to trade policies. Once these problems are corre c t e d , a ny meaningful re l a t i on-
ship across countries between the level of trade barriers and econ omic growth ev a p o-
rates (see also Helleiner 1994).

In pra c t i c e, the re l a t i onship between trade openness and growth is likely to be a
c ontingent on e, dependent on a host of internal and external ch a ra c t e ri s t i c s . The fact
that pra c t i ca lly all of today’s advanced countries embarked on their growth behind
t a riff barri e r s , and reduced pro t e c t i on on ly subsequently, s u re ly offers a clue of sort s .
M o re ove r, the modern theory of endogenous growth yields an ambiguous answer to
the question of whether trade libera l i za t i on promotes growt h , one that depends on
whether the forces of com p a ra t i ve advantage push the econ om y’s re s o u rces tow a rd s
activities that generate lon g - run growth (re s e a rch and deve l o pm e n t , expanding pro d-
uct vari e ty, u p g rading product quality, etc.) or dive rt them from such activities.

No country has developed successfully by turning its back on intern a t i onal tra d e
and lon g - t e rm capital flow s . Ve ry few countries have grown over long periods of
time without experiencing an increase in the share of foreign trade in their nation a l
p ro d u c t . In pra c t i c e, the most com p e lling mechanism that links trade with growth in
d eveloping countries is that imported capital goods are likely to be significa n t ly
cheaper than those manufactured at hom e . Policies that re s t rict imports of ca p i t a l

Low import tariffs are good for growth?  Think again

Source: All data are averages for the 1990s,and come from the Dollar and Kraay (2000) data set.
Specifications are based on Dollar and Kraay (2000), replacing trade/GDP with tariff levels and control-
ling separately for initial income, government consumption/GDP and inflation rate.

F i g u r e  1
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e q u i pm e n t , raise the price of capital goods at home and thereby reduce real inve s t-
ment levels have to be viewed as undesirable on the face of it – although this does
not rule out the possibility of selective infant industry policies in certain segments of
ca p i t a l - goods industri e s . E x p o rt s , in turn , a re important since they permit the pur-
chase of imported capital equipm e n t .

But it is equally true that no country has developed simply by opening itself up
to foreign trade and inve s t m e n t . The tri ck has been to combine the opport u n i t i e s
o f fe red by world markets with a domestic investment and institution-building 
s t ra t e gy to stimulate the animal spirits of domestic entre p re n e u r s . Almost all of the
outstanding cases—East Asia, C h i n a , India since the early 1980s—inv o lve part i a l
and gradual opening up to imports and foreign inve s t m e n t .

The experiences of China and India are part i c u l a rly notew o rt hy, as they are tw o
huge countries that have done extre m e ly well re c e n t ly, and are often cited as examples
of what openness can ach i eve (see St e rn 2000:3). The re a l i ty, once again, is more com-
p l i ca t e d . In both India and China, the main trade re f o rms took place about a deca d e
a f ter the onset of higher growt h . M o re ove r, these countri e s ’ t rade re s t ri c t i ons re m a i n
a m ong the highest in the worl d . As noted bri e f ly above, the increase in China’s
g rowth started in the late 1970s with the intro d u c t i on of the household re s p on s i b i l i ty
s ystem in agri c u l t u re and of two-tier pri c i n g. Trade libera l i za t i on did not start in
e a rnest until mu ch later, d u ring the second half of the 1980s and especially during the
1 9 9 0 s , once the trend growth rate had already increased substantially.

The case of India is shown in Fi g u re 2. As the figure makes cl e a r, I n d i a’s tre n d
g rowth rate increased substantially in the early 1980s (a fact that stands out part i c u l a rly
cl e a rly when it is com p a red against other developing countri e s ) , while serious tra d e
re f o rm did not start until 1991-93. The tariff ave rages displayed in the ch a rt show that
t a ri f fs were actually higher in the rising growth period of the 1980s than in the low -
g rowth 1970s. To be sure, t a ri f fs hardly constitute the most serious trade re s t ri c t i ons in
I n d i a , but they nonetheless display the trends in Indian trade policy fairly accura t e ly.

Of course, both India and China did ‘p a rticipate in intern a t i onal tra d e, ’ and by
that measure they are both globalize r s . But the re l evant question for policy-makers is
not whether trade per se is good or bad—countries that do well also increase their
t rade/GDP ratios as a by-product—but what the correct sequence of policies is and
h ow mu ch pri o ri ty deep trade libera l i za t i on should re c e i ve early in the re f o rm
p ro c e s s . With re g a rd to the latter question s , the experiences of India and China are
s u g g e s t i ve of the benefits of a gra d u a l , sequenced appro a ch .

To re p e a t , the appro p riate con cl u s i on is not that trade pro t e c t i on is inhere n t ly
p re fe rable to trade libera l i za t i on ; c e rt a i n ly, t h e re is scant evidence from the last 50
years that inw a rd - l o oking econ omies experience sys t e m a t i ca lly faster econ om i c
g rowth than open on e s . But the benefits of trade openness are now gre a t ly ove r s o l d .
Deep trade libera l i za t i on cannot be relied on to deliver high rates of econ om i c
g rowth and there f o re does not deserve the high pri o ri ty it typ i ca lly re c e i ves in the
d eve l o pment strategies pushed by leading mu l t i l a t e ral organiza t i on s .5

As Helleiner (2000: 3) puts it, t h e re are ‘ few reputable developing country ana-
lysts or gove rnments who question the positive potential roles of intern a t i onal trade or
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capital inflow in econ omic growth and ove ra ll deve l o pm e n t . H ow c o u l d t h ey question
the inevitable need for part i c i p a t i on in, indeed a con s i d e rable degree of integra t i on
w i t h , the global econ om y ? ’ The real debate is not over whether integra t i on is good or
b a d , but over matters of policy and pri o ri t i e s : ‘It isn’t at all obv i o u s e i t h er (1) that fur-
ther external libera l i za t i on (‘openness’) is now in eve ry country’s interest and in all
d i m e n s i ons o r (2) that in the ove ra rching sweep of global econ omic history what the
w o rld now most re q u i res is a set of global rules that promote or ease the path to
g reater fre e d om for global market actors, and are universal in applica t i on’ ( i b i d : 4 ) .

The Integrationist Agenda and the Crowding Out of
Development Priorities
Pri o rities are important because in the enlightened standard view, i n s e rt i on into the
w o rld econ omy is no longer a matter of simply re m oving trade and investment barri-
e r s . C o u n t ries have to satisfy a long list of institutional re q u i rements in order to
m a x i m i ze the gains and minimize the risks of part i c i p a t i on in the world econ om y.
Global integra t i on remains the key pre requisite for econ omic deve l o pm e n t , but there
is now a lot more to it than just throwing the borders open. Reaping the gains from
openness re q u i res a full complement of institutional re f o rm s .

So trade libera l i za t i on entails not on ly the low e ring of tariff and non - t a riff barri-
e r s , but also compliance with WTO re q u i rements on subsidies, i n t e llectual pro p e rty,
c u s t oms pro c e d u re s , s a n i t a ry standards and policies vis-à-vis foreign inve s t o r s .
M o re ove r, these legal re q u i rements have to be complemented with additional re f o rm s
to ensure favourable econ omic outcom e s : tax re f o rm to make up for lost tariff 
reve n u e s ; social safe ty nets to compensate displaced work e r s ; c re d i b i l i ty enhancing
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Source: Author’s calculations from data in Dollar and Kraay (2000) and World Bank, World Development
Indicators 2000, CD-Rom.
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i n s t i t u t i onal innov a t i ons to quell doubts about the permanence of the re f o rm s ;
l a b o u r - m a rket re f o rm to enhance labour mobility across industri e s ; t e ch n o l o g i ca l
assistance to upgrade firms adve r s e ly affected by import com p e t i t i on ; t raining pro-
g rammes to ensure that export - o riented firms and investors have access to skill e d
w o rk e r s ; and so on . Reading Wo rld Bank re p o rts on trade policy, one can be exc u s e d
for thinking that the list of com p l e m e n t a ry re f o rms is virt u a lly endl e s s .

No twithstanding the ove rly An g l o - Am e ri can con c e p t i on of institutional possi-
bilities reflected in the Wa s h i n g t on agenda for integra t i onist re f o rm , m a ny of the
p roposed institutional re f o rms are perfe c t ly sensible on e s , and in a world without
f i n a n c i a l , a d m i n i s t ra t i ve or political con s t ra i n t s , t h e re would be little argument about
the need to adopt them. But in the real worl d , f i s cal re s o u rc e s , a d m i n i s t ra t i ve ca p a-
bilities and political capital are all sca rc e, and choices need to be made about how to
d e p l oy them. In such a worl d , v i ewing institutional pri o rities from the vantage point
of insert i on in the global econ omy has real opport u n i ty costs.

Some tra d e - o f fs are ill u s t ra t i ve . It has been estimated that it costs a typ i ca l
d eveloping country $150 mill i on to implement re q u i rements under just three of the
WTO agre e m e n t s : c u s t oms valuation , s a n i t a ry and phyt o s a n i t a ry measures (SPS)
and intellectual pro p e rty rights (T RI P S ) . As the Wo rld Bank’s Mich ael Fi n g e r
points out, this is a sum equal to a ye a r’s deve l o pment budget for many of the least-
d eveloped countries (Finger and Schuler 1999).

In the area of legal re f o rm , should the gove rnment focus its energies on ‘i m p o rt-
i n g’ legal codes and standard s , or on improving existing domestic legal institution s ?
In Tu rk ey, a weak coalition gove rnment spent seve ral months gathering political sup-
p o rt for a bill that would provide foreign investors the pro t e c t i on of intern a t i on a l
a rb i t ra t i on . Wo u l d n’t it have been a better stra t e gy for the long run to re f o rm the
existing legal regime for the benefit of foreign a n d d omestic investors alike?   

In public health, should the gove rnment pursue tough policies on com p u l s o ry
licensing and/or para llel import a t i on of basic medicines, even if that means ru n n i n g
afoul of existing WTO rules?  The United States has charged that Bra z i l’s highly suc-
cessful treatment pro g ramme for HIV/AIDS violates WTO rules because it all ow s
the gove rnment to seek com p u l s o ry licensing when a foreign patent holder does not
‘w o rk ’ the patent loca lly.

In industrial stra t e gy, should the gove rnment simply open up and let the ch i p s
d rop wherever they might, or should it emulate East Asian experience of industri a l
policies through export subsidies, d i rected credit and selective pro t e c t i on ?

H ow should the gove rnment focus its anti-corru p t i on stra t e gy?  Should it target
the ‘g ra n d’ c o r ru p t i on that foreign investors complain about, or the petty corru p t i on
that affects the poor the most?  Pe rh a p s , as pro p onents of permanent normal tra d e
re l a t i ons with China argued in the recent U. S. C on g re s s i onal debate, a gove rn m e n t
that is forced to protect the rights of foreign investors becomes more inclined to pro-
tect the human rights of its own citizens too. But isn’t this at best a tri ck l e - d ow n
s t ra t e gy of institutional re f o rm?  Sh o u l d n’t institutional re f o rm be targeted on the
d e s i red ends dire c t ly—whether those ends are the rule of law, i m p roved observ a n c e
of human rights or reduced corru p t i on? 
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The rules for admission into the world econ omy not on ly reflect little awareness of
d eve l o pment pri o ri t i e s , t h ey are often com p l e t e ly unrelated to sensible econ omic pri n-
c i p l e s . WTO rules on anti-dumping, subsidies and countervailing measure s , a g ri c u l-
t u re, t e x t i l e s , t rade related investment measures (T RI MS) and trade related intell e c t u a l
p ro p e rty rights (T RI P S) are utterly devoid of any econ omic ra t i onale beyond the mer-
cantilist interests of a narrow set of pow e rful groups in the advanced industrial coun-
t ri e s . The deve l o pmental pay-off of most of these re q u i rements is hard to see.

B i l a t e ral and re g i onal trade agreements are often far worse, as they impose eve n
tighter pre requisites on developing countries in re t u rn for crumbs of enhanced ‘m a rk e t
a c c e s s ’ in the larger part n e r s . The Afri ca Growth and Opport u n i ty Act passed by the U. S.
C on g ress in 2000, for example, c ontains a long list of eligibility cri t e ri a ,i n cluding the
re q u i rement that Afri can gove rnments minimize interfe rence in the econ om y. It prov i d e s
f ree access to U. S. m a rkets on ly under strict rules of ori g i n , t h e reby ensuring that few eco-
n omic linkages are generated in the Afri can countries themselve s . The U. S. - J o rdan Fre e
Trade Agreement imposes more re s t ri c t i ve intellectual pro p e rty rules on Jordan than exist
under the WTO.

In each of these are a s , a stra t e gy focused on integra t i on crowds out more deve l o p-
ment- fri e n dly altern a t i ve s . M a ny of the institutional re f o rms needed for insert i on in
the world econ omy can be independently desira b l e, or produce broader spill ove r s . B u t
these pri o rities do not necessari ly coincide with the pri o rities of a broader deve l o pm e n t
a g e n d a . A stra t e gy that focuses on getting the state out of the way of the market ove r-
l o oks the important functions that the state must play during the process of econ om i c
t ra n s f o rm a t i on . What belongs on the agenda of institutional re f o rm is building up
state ca p a c i ty—not diminishing it (Evans 2000).

Wo rld markets are a source of tech n o l o gy and ca p i t a l ; it would be silly for the
d eveloping world not to exploit these opport u n i t i e s . B u t , as I have argued above, s u c-
cessful deve l o pment strategies have alw ays re q u i red a judicious blend of imported pra c-
tices with domestic institutional innov a t i on s . Po l i cy-makers need to forge a d o m e s t i c
g rowth stra t e gy, re lying on domestic investors and domestic institution s . The most
c o s t ly downside of the integra t i onist agenda is that it is crowding out serious thinking
and efforts along such lines.

An International Trade Regime That Puts Development First:
General Principles 
Access to the markets of the industrial countries matters for deve l o pm e n t . But so does
the auton omy to experiment with institutional innov a t i ons that diverge from ort h o-
d ox y. The exchange of reduced policy auton omy in the South for improved mark e t
access in the No rth is a bad bargain where deve l o pment is con c e rn e d .

C onsider the old GATT sys t e m , under which the intern a t i onal trade regime did
not re a ch mu ch beyond tariff and non - t a riff barriers to tra d e . The developing coun-
t ries were effe c t i ve ly exempt from prevailing disciplines. The ‘most favoured nation’
p rinciple ensured that they benefited from the tariff cuts negotiated among the indus-
t rial countri e s , while they themselves ‘g a ve up’ little in re t u rn . The resulting pattern of
l i b e ra l i za t i on may have been asym m e t ric (with many products of interest to deve l o p i n g
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c o u n t ries either excluded or receiving less beneficial tre a t m e n t ) , but the net effect for
the developing world was still highly salutary.

It is in such an env i ronment that the most successful ‘g l o b a l i ze r s ’ of an earl i e r
e ra—the East Asian tigers—managed to pro s p e r. These countries were free to do their
own thing, and did so, c ombining trade reliance with unort h o d ox policies—export 
s u b s i d i e s , d om e s t i c - c ontent re q u i re m e n t s , i m p o rt - e x p o rt linkages, patent and copyri g h t
i n f ri n g e m e n t s , re s t ri c t i ons on capital flows (including direct foreign inve s t m e n t ) ,d i re c t e d
c redit and so on—that are largely pre cluded by today’s ru l e s .6 In fact, s u ch policies
w e re part of the arsenal of today’s advanced industrial countries until quite re c e n t ly (see
S ch e rer and Watal 2001). The env i ronment for today’s globalizers is significa n t ly more
re s t ri c t i ve (see Amsden 2000).

For the worl d’s poorest econ om i e s , the so-ca lled least developed countri e s
( LL DC s ) , s omething along the old GATT lines is still ach i ev a b l e, and would con s t i t u t e
a more deve l o pm e n t - f ri e n dly regime than the one that exists curre n t ly. LL DCs are
e c on omies that are individually and coll e c t i ve ly small enough that ‘a d j u s t m e n t’ issues in
the advanced countries are not a serious obstacle to the prov i s i on of one-sided fre e -
m a rket access in the No rth to the vast majori ty of products of interest to them. I n s t e a d
of encumbering these countries with all kinds of institutional re q u i rements that com e
a t t a ched to a ‘single undert a k i n g, ’ it would be far better to leave them the ro om to foll ow
their own institutional pri o ri t i e s , while providing them with access into nort h e rn 
m a rkets that is both duty free and free of quantitative re s t ri c t i on s . In pra c t i c e, this ca n
be done either by extending existing ‘ph a s e - i n’ p e riods until certain income thre s h o l d s
a re re a ch e d , or incorp o rating a general LL DC exc e p t i on .

In the case of middl e - i n c ome and other developing nation s , it is unrealistic to
expect that advanced industrial countries would be willing to accept a similar arra n g e-
m e n t . The amount of political opposition that imports from developing countries gen-
e rate in the advanced industrial countries is already dispro p o rt i onate to the volume of
t rade in question . Some of these objectives have a legitimate core, and it is import a n t
that developing nations understand and accept this (see Mayda and Rodrik 2001).
Under a sensible set of global trade ru l e s , i n d u s t ri a l i zed countries would have as mu ch
right to protect their own social arrangements—in areas such as labour and env i ron-
mental standard s , w e l f a re-state arra n g e m e n t s , ru ral com mu n i t i e s , or industrial 
o r g a n i za t i on—as developing nations have to adopt divergent institutional pra c t i c e s .
C o u n t ries such as India, B ra z i l , or China, whose exports can have a sizable impact on ,
s ay, l a b o u r - m a rket institutions and employment re l a t i ons within the advanced countri e s,
cannot ask importing countries to ove rl o ok these effects while demanding at the same
time that the con s t raints on their own deve l o pmental agenda be lift e d . M i d dl e - i n c om e
d eveloping countries have to accept a more balanced set of rights and obligation s

Is it possible to pre s e rve developing countri e s ’ a u t on omy while also respecting the
legitimate objectives of advanced industrial countries to maintain high labour, s o c i a l
and env i ronmental standards at home?  Would such a regime of world trade avoid col-
lapsing into pro t e c t i on i s m , b i l a t e ralism or re g i onal trade blocs?  Would it in fact be
d eve l o pm e n t - f ri e n dly? The answer to all these questions is ye s , p rovided we accept five
simple pri n c i p l e s .
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Trade is a means to an end, not an end in itself. Step number one is to move away from
attaching normative significance to trade itself. The scope of market access generated
by the international trade regime and the volume of trade thereby stimulated are poor
measures of how well the system functions. As the WTO’s preamble emphasizes,
trade is useful only insofar as it serves broader developmental and social goals.
Developing countries should not be obsessed with market access abroad, at the cost of
overlooking more fundamental developmental challenges at home. Industrial coun-
tries should balance the interests of their exporters and multinational companies with
those of their workers and consumers.

Ad v o cates of globaliza t i on lecture the rest of the world incessantly about the adjust-
ments countries have to undertake in their policies and institutions in order to expand
their intern a t i onal trade and become more attra c t i ve to foreign inve s t o r s . This is another
instance of confusing means for ends. Trade serves at best as an instrument for ach i ev-
ing the goals that societies seek: p ro s p e ri ty, s t a b i l i ty, f re e d om and quality of life .
Nothing enrages WTO bashers more than the suspicion that, when push comes to
s h ove, the WTO all ows trade to trump the env i ronment or human ri g h t s . And deve l-
oping countries are right to resist a system that evaluates their needs from the perspective
of expanding world trade instead of pove rty re d u c t i on .

R eversing our pri o rities would have a simple but pow e rful implica t i on . Instead of
asking what kind of mu l t i l a t e ral trading system maximizes foreign trade and inve s t m e n t
o p p o rt u n i t i e s , we would ask what kind of mu l t i l a t e ral system best enables nation s
a round the world to pursue their own values and deve l o pmental objective s .

Trade rules have to allow for diversity in national institutions and standards. As I have
emphasized above, there is no single recipe for economic advancement. This does not
mean that anything and everything works: market-based incentives, clear property-
control rights, competition and macroeconomic stability are essential everywhere. But
even these universal requirements can be and have been embodied in diverse institu-
tional forms. Investment strategies, needed to jump-start economies, can also take
different forms.

M o re ove r, c i t i zens of diffe rent countries have varying pre fe rences over the role of
gove rnment re g u l a t i ons or prov i s i on of social welfare, h ow ever imperfe c t ly these pre fe r-
ences are articulated or determ i n e d .T h ey differ over the nature and extent of re g u l a t i on s
to gove rn new technologies (such things as genetica lly modified organisms) or protect the
e nv i ron m e n t , of policies to extend social safe ty nets and, m o re bro a dly, about the entire
re l a t i onship between efficiency and equity. R i ch and poor nations have ve ry diffe re n t
needs in the areas of labour standards or patent pro t e c t i on . Poor countries need the space
to foll ow deve l o pmental policies that ri cher countries no longer re q u i re . When countri e s
use the trade system to impose their institutional pre fe rences on others, the result is ero-
s i on of the sys t e m’s legitimacy and effica cy. Trade rules should seek peaceful co-existence
a m ong national pra c t i c e s , not harm on i za t i on .
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Non-democratic countries cannot count on the same trade privileges as democratic ones.
National standards that deviate from those in trade partners and thereby provide ‘trade
advantages’ are legitimate only to the extent that they are grounded in free choices
made by citizens. Think of labour and environmental standards, for example. Poor
countries argue that they cannot afford to have the same stringent standards in these
areas as the advanced countries. Indeed, tough emission standards or regulations
against the use of child labour can easily backfire if they lead to fewer jobs and greater
poverty. Democratic countries such as India and Brazil can legitimately argue that
their practices are consistent with the wishes of their own citizens, and that therefore
it is inappropriate for labour groups or NGOs in advanced countries to tell them what
standard they should have. Of course, democracy never works perfectly (in either
developing countries or in advanced countries), and one would not want to argue that
there are no human rights abuses in the countries just mentioned. The point is simply
that the presence of civil liberties and political freedoms provides a presumptive cover
against the charge that labour, environmental and other standards in the developing
nations are inappropriately low.

But in non - d e m o c ratic countri e s , s u ch as China, the assert i on that labour ri g h t s
and the env i ronment are trampled for the benefit of com m e rcial advantage cannot be
as easily dismissed. C on s e q u e n t ly, e x p o rts of non - d e m o c ratic countries deserve gre a t e r
s c ru t i ny when they entail costly disloca t i ons or adverse distri b u t i onal consequences in
i m p o rting countri e s . In the absence of the pre s u m p t i ve cover provided by democra t i c
ri g h t s ,s u ch countries need to make a ‘d eve l o pm e n t a l’ case for policies that genera t e
adjustment difficulties in the importing countri e s . For example, m i n i mum wages that
a re significa n t ly lower than in ri ch countries or health and other benefits that are less
g e n e rous can be justified by pointing to lower labour pro d u c t i v i ty and living standard s
in poor nation s . Lax child labour re g u l a t i ons can sometimes be justified by the argu-
ment that under con d i t i ons of widespread pove rty it is not feasible or desirable to with-
d raw young workers from the labour forc e . In other ca s e s , the ‘a f f o rd a b i l i ty’ a r g u m e n t
ca r ries less weight: n on - d i s c ri m i n a t i on , f re e d om of association , c o ll e c t i ve bargaining,
p roh i b i t i on of forced labour do not ‘c o s t’ a nyt h i n g ; c ompliance with these ‘c o re labour
ri g h t s ’ does not harm , and indeed possibly benefits, e c on omic deve l o pm e n t . The latter
a re examples that do not pass the ‘d eve l o pment test.’

Countries have the right to protect their own institutions and development priorities.
Opponents of today’s trade regime argue that trade sets off a ‘race to the bottom,’ with
nations converging towards the lowest levels of environmental, labour and consumer
protections. Advocates counter that there is little evidence that trade leads to the ero-
sion of national standards. Developing nations complain that current trade laws are
too intrusive, and leave little room for development-friendly policies. Advocates of
the WTO reply that these rules provide useful discipline to rein in harmful policies
that would otherwise end up wasting resources and hampering development.

One way to cut through this impasse is to accept that countries can uphold nation a l
s t a n d a rds and policies in these are a s , by withholding market access or suspending WTO
o b l i g a t i ons if necessary, when trade demon s t ra b ly undermines domestic practices that
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e n j oy broad popular support . For example, poor nations might be all owed to subsidize
i n d u s t rial activities (and indire c t ly, their exports) when this is part of a bro a dly support-
ed deve l o pment stra t e gy aimed at stimulating tech n o l o g i cal ca p a b i l i t i e s . Ad v a n c e d
c o u n t ries might seek tempora ry pro t e c t i on against imports originating from countri e s
with weak enforcement of labour rights when such imports serve to worsen work i n g
c on d i t i ons at hom e . The WTO already has a ‘s a fe g u a rd’ s ystem in place to pro t e c t
f i rms from import surges. An extension of this principle to protect deve l o pmental pri-
o rities or env i ron m e n t a l , labour and con s u m e r - s a fe ty standards at home–with appro p ri-
ate pro c e d u ral re s t raints against abuse–might make the world trading system more
d eve l o pm e n t - f ri e n dly, m o re resilient and less resistant to ad-hoc pro t e c t i on i s m .

C u r re n t ly, the Agreement on Sa fe g u a rds all ows (tempora ry) increases in tra d e
re s t ri c t i ons under a ve ry narrow set of con d i t i ons (see Rodrik 1997). It re q u i res a deter-
m i n a t i on that i n c reased i m p o rts ‘cause or threaten to cause serious injury to the dom e s-
tic industry, ’ that ca u s a l i ty be firm ly established and that if there are multiple ca u s e s ,
i n j u ry not be attributed to import s . Sa fe g u a rds cannot be applied to deve l o p i n g -
c o u n t ry exporters unless their share of imports of the product con c e rned is above a
t h re s h o l d . A country applying safe g u a rd measures has to compensate the affe c t e d
e x p o rters by providing ‘equivalent con c e s s i on s , ’ l a cking which the exporter is free to
re t a l i a t e .

A broader interp re t a t i on of safe g u a rds would ack n owledge that countries may
l e g i t i m a t e ly seek to re s t rict trade or suspend existing WTO obligations—to exe rc i s e
what I ca ll ‘opt-outs’—for re a s ons going beyond com p e t i t i ve threats to their indus-
t ri e s . Am ong such re a s ons are, as I have discussed, d eve l o pmental pri o rities as well
as distri b u t i onal con c e rns or conflicts with domestic norms or social arrangements in
the industrial countri e s . We could imagine re casting the current agreement into an
A g reement on Deve l o pmental and So c i a l Sa fe g u a rd s , w h i ch would permit the appli-
ca t i on of opt-outs under a broader range of circ u m s t a n c e s . This would re q u i re re -
casting the ‘s e rious injury’ test and replacing it with the need to demon s t rate bro a d
d omestic support , among all concerned part i e s , for the proposed measure .

To see how that might work in pra c t i c e, c onsider what the current agreement says :

A Member may apply a safe g u a rd measure on ly foll owing an inve s t i g a t i on by
the competent authorities of that Member pursuant to pro c e d u res prev i o u s ly
established and made public in con s onance with Art i cle X of the GATT
1 9 9 4 . This inve s t i g a t i on shall include re a s onable public notice to all intere s t-
ed parties and public hearings or other appro p riate means in which i m p o rter s ,
ex p o rters and other intere s ted parties could present evidence and their view s ,
i n cluding the opport u n i ty to re s p ond to the pre s e n t a t i ons of other parties and
to submit their view s , inter alia, as to w h e t h er or not the ap p l i cation of a safe-
g u a rd measure would be in the public intere s t . The competent authorities shall
publish a re p o rt setting forth their findings and re a s oned con cl u s i ons re a ch e d
on all pertinent issues of fact and law. (WTO 1995:9; e m phasis added) 

The main short c oming of this clause is that while it all ows all re l evant gro u p s ,
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and exporters and importers in part i c u l a r, to make their views know n , it does not
a c t u a lly compel them to do so. C on s e q u e n t ly, it results in a strong bias in the
d omestic inve s t i g a t i ve process tow a rds the interests of import - c ompeting gro u p s ,
who are the petitioners for import relief and its obvious beneficiari e s . I n d e e d , this is
a key problem with hearings in anti-dumping pro c e e d i n g s , w h e re testimony from
other groups besides the import - c ompeting industry is typ i ca lly not all ow e d .

The most significant and reliable guarantee against the abuse of opt-outs is
i n f o rmed delibera t i on at the national leve l . A cri t i cal re f o rm , t h e n , would be to
re q u i re the inve s t i g a t i ve process in each country to: (1) gather testimony and view s
f rom all re l evant part i e s , i n cluding consumer and public-interest gro u p s , i m p o rt e r s
and export e r s , civil society organiza t i on s , and (2) determine whether there exists s u f-
ficiently bro ad support a m ong these groups for the exe rcise of the opt-out or safe g u a rd
in question . The re q u i rements that groups whose incomes might be adve r s e ly affe c t-
ed by the opt-out—importers and exporters—be com p e lled to testify, and that the
i nve s t i g a t i ve body trade off the competing interests in a tra n s p a rent manner would
help ensure that pro t e c t i onist measures that benefit a small segment of industry at a
large cost to society would not have mu ch chance of success. When the opt-out in
q u e s t i on is part of a broader deve l o pment stra t e gy that has already been adopted
a fter broad debate and part i c i p a t i on , an additional inve s t i g a t i ve process need not be
l a u n ch e d . This last point deserves to be highlighted in view of the emphasis placed
on ‘l o cal ow n e r s h i p’ and ‘p a rt i c i p a t o ry mech a n i s m s ’ in strategies of pove rty re d u c t i on
and growth promoted by the intern a t i onal financial institution s .

The main advantage of this pro c e d u re is that it would force a public debate on
the legitimacy of trade rules and when to suspend them, e n s u ring that all sides would
be heard . This is something that ra re ly happens even in the industrial countri e s , l e t
a l one in developing nation s . This pro c e d u re could be complemented with a
s t rengthened mon i t o ring and surve i llance role for the WTO, to ensure that dom e s t i c
opt-out pro c e d u res are in compliance with the expanded safe g u a rd cl a u s e . An auto-
matic sunset clause could ensure that trade re s t ri c t i ons and opt-outs do not becom e
e n t re n ched long after their perc e i ved need has disappeare d .

A ll owing opt-outs in this manner would not be without its ri s k s . The possibility
that the new pro c e d u res would be abused for pro t e c t i onist ends and open the door to
u n i l a t e ral action on a broad fron t , despite the high threshold envisaged here, has to
be taken into account. But as I have already argued, the current arrangements also
h a ve ri s k s . The ‘m o re of the same’ a p p ro a ch embodied in the industri a l i zed coun-
t ri e s ’ e f f o rts to launch a com p re h e n s i ve new round of trade nego t i a t i ons is unlikely to
p roduce benefits for developing nation s . Absent cre a t i ve thinking and novel institu-
t i onal designs, the narrowing of the ro om for institutional divergence harms deve l o p-
ment pro s p e c t s . It may also lead to the emergence of a new set of ‘g rey are a’ m e a s-
u res entire ly outside mu l t i l a t e ral discipline. These are consequences that are far
worse than the expanded safe g u a rd regime I have just descri b e d .

But countries do not have the right to impose their institutional preferences on others.
The exercise of opt-outs to uphold a country’s own priorities has to be sharply dis-
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tinguished from using them to impose these priorities on other countries. Trade
rules should not force Americans to consume shrimp that are caught in ways that
most Americans find unacceptable; but neither should they allow the United States
to use trade sanctions to alter the way that foreign nations go about their fishing
business. Citizens of rich countries who are genuinely concerned about the state of
the environment or of workers in the developing world can be more effective
through channels other than trade—via diplomacy or foreign aid, for example.
Trade sanctions to promote a country’s own preferences are rarely effective, and have
no moral legitimacy (except for when they are used against repressive political
regimes).

This and the previous principle help us draw a useful distinction between tw o
s tyles of ‘u n i l a t e ra l i s m’ — one that is aimed at protecting diffe re n c e s , and the other
aimed at reducing them. When the European Union drags its feet on agri c u l t u ra l
t rade libera l i za t i on , it is out of a desire to ‘p ro t e c t’ a set of domestic social arra n g e-
ments that Euro p e a n s , t h rough their democratic pro c e d u re s , h a ve decided are wort h
m a i n t a i n i n g. Wh e n , on the other hand, the United States threatens trade sanction s
against Japan because its retailing practices are perc e i ved to harm Am e ri can export e r s
or against South Afri ca because its patent laws are perc e i ved as too lax, it does so out
of a desire to bring these countri e s ’ p ractices into line with its ow n . A well - d e s i g n e d
w o rld trade regime would leave ro om for the form e r, but prohibit the latter.

Other development-friendly measures. In addition to providing unrestricted
access to least developed countries’ exports and enabling developing countries to
exercise greater autonomy in the use of subsidies, ‘trade-related’ investment, patent
regulations and other measures, a development-friendly trade regime would do the
following (see UNCTAD 2000; Raghavan 1996):

• g re a t ly re s t rict the use of anti-dumping (AD) measures in advanced industri a l
c o u n t ries when exports originate from developing countri e s . A small , b u t
i m p o rtant step would be to re q u i re that the re l evant investigating bodies take
f u lly into account the consumer costs of anti-dumping action .

• a ll ow greater mobility of workers across intern a t i onal boundari e s , by libera l i z i n g
for example the movement of natural persons connected to trade in labour-
i n t e n s i ve services (such as con s t ru c t i on ) .

• re q u i re that all existing and future WTO agreements be fully costed out (in
t e rms of implementation and other costs). It would con d i t i on the phasing in of
these agreements in the developing countries on the prov i s i on of com m e n s u ra t e
financial assistance.

• re q u i re additional com p e n s a t i on when a dispute settlement panel rules in favour
of a developing country com p l a i n a n t , or (when com p e n s a t i on is not fort h c om-
ing) re q u i re that other countries join in the re t a l i a t i on .

• p rovide expanded legal and fact-finding assistance to developing country mem-
bers of the WTO in pro s p e c t i ve dispute settlement ca s e s .
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Conclusions: From a Market-Exchange Perspective to a
Development Perspective
E c on omists think of the WTO as an institution designed to expand free trade and
t h e reby enhance consumer welfare, in the South no less than in the No rt h . In re a l i ty, i t
is an institution that enables countries to bargain about market access. ‘Free tra d e’ is not
the typ i cal outcome of this pro c e s s ; nor is consumer welfare (mu ch less deve l o pm e n t )
what the negotiators have ch i e f ly in mind. Tra d i t i on a lly, the agenda of mu l t i l a t e ral tra d e
n e go t i a t i ons has been shaped in re s p onse to a tug-of-war between exporters and mu l t i-
n a t i onal corp o ra t i ons in the advanced industrial countries (which have had the upper
h a n d ) , on the one hand, and import - c ompeting interests (typ i ca lly, but not solely, l a b o u r )
on the other. The chief textb o ok beneficiaries of free tra d e — c onsumers—do not sit at
the table. The WTO can best be understood in this con t e x t , as the product of intense
l o b b ying by specific exporter groups in the United States or Europe or of specific com-
p romises between such groups and other domestic gro u p s . The diffe rential treatment of
m a n u f a c t u res and agri c u l t u re, or of clothing and other goods within manufacturi n g, t h e
anti-dumping re g i m e, and the intellectual pro p e rty rights (IPR) re g i m e, to pick some of
the major anom a l i e s ,a re all results of this political pro c e s s . Understanding this is essen-
t i a l , as it underscores the fact that there is ve ry little in the stru c t u re of mu l t i l a t e ral tra d e
n e go t i a t i ons to ensure that their outcomes are consistent with deve l o pment go a l s ,l e t
a l one that they be designed to further deve l o pm e n t .

Hence there are at least three sources of slippage between what deve l o pm e n t
re q u i res and what the WTO does. Fi r s t , even if free trade were optimal for deve l o p-
ment in its broad sense, the WTO does not fundamentally pursue free tra d e .
Se c on d , even if it did, t h e re is no guarantee that free trade is the best trade policy for
c o u n t ries at low levels of deve l o pm e n t . T h i rd , c ompliance with WTO ru l e s , eve n
when these rules are not harmful in themselve s , c rowds outs a more fully deve l o p-
mental agenda—at both the intern a t i onal and national leve l .

My main argument has been that the world trading regime has to shift from a
‘m a rket access’ p e r s p e c t i ve to a ‘d eve l o pm e n t’ p e r s p e c t i ve (see Helleiner 2000:19).
E s s e n t i a lly, the shift means that we should stop evaluating the trade regime from the
p e r s p e c t i ve of whether it maximizes the flow of trade in goods and serv i c e s , and ask
i n s t e a d , ‘Do the trading arra n g e m e n t s — c u r rent and pro p o s e d — m a x i m i ze the possi-
bilities of deve l o pment at the national leve l ? ’ I have discussed why these two per-
s p e c t i ves are not the same, even though they sometimes ove rl a p, and have outlined
s ome of the opera t i onal implica t i ons of such a shift . One is that developing nation s
h a ve to articulate their needs not in terms of market access, but in terms of the policy
a u t on omy that will all ow them to exe rcise institutional innov a t i ons that depart from
p revailing ort h o d ox i e s . A second is that the WTO should be con c e i ved of not as an
i n s t i t u t i on devoted to harm on i za t i on and the re d u c t i on of national institutional dif-
fe re n c e s , but as one that manages the interface between diffe rent national sys t e m s .

This shift to a deve l o pment perspective would have seve ral important advan-
t a g e s . The first and more obvious is that it would provide for a more deve l o pm e n t -
f ri e n dly intern a t i onal econ omic env i ron m e n t . C o u n t ries would be able to use tra d e
as a means for deve l o pm e n t , rather than being forced to view trade as an end in itself
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(and being forced to sacrifice deve l o pment goals in the bargain). It would save
d eveloping countries precious political capital by obviating the need to bargain for
‘special and diffe rential tre a t m e n t’—a principle that in any case is more form than
substance at this point.

Se c on d , v i ewing the WTO as an institution that manages institutional dive r s i ty
( rather than imposing uniform i ty) provides developing countries a way out of a
c on u n d rum inherent in their current negotiating stance. The problem arises from
the incon s i s t e n cy between their demands for space to implement their deve l o pm e n t
policies on the one hand, and their complaints about nort h e rn pro t e c t i onism in agri-
c u l t u re, textiles and labour and env i ronmental standard s , on the other. As long as the
issues are viewed in market-access term s , d eveloping countries will be unable to make
a sound and principled defense of their legitimate need for space. And the on ly way
t h ey can gain enhanced market access is by re s t ricting their own policy auton omy in
e xch a n g e . Once the objective of the trading regime is seen as letting diffe re n t
n a t i onal econ omic systems prosper side by side, the debate can become one about
e a ch nation’s institutional pri o rities and how they may be re n d e red compatible in a
d eve l o pm e n t - f ri e n dly way.

The third advantage of this shift in perspective is that it provides a way out of
the impasse that the trading system finds itself post-Se a t t l e . At pre s e n t , two gro u p s
feel part i c u l a rly excluded from the decision-making mach i n e ry of the global tra d e
re g i m e : d eveloping country gove rnments and nort h e rn NGOs. The former com p l a i n
about the asym m e t ry in trade ru l e s , while the latter charge that the system pays inad-
equate attention to values such as tra n s p a re n cy, a c c o u n t a b i l i ty, human rights and
e nv i ronmental sustainability. The demands of these two disenfra n ch i zed groups are
o ften perc e i ved to be con f l i c t i n g — over questions such as labour and env i ron m e n t a l
s t a n d a rds or the tra n s p a re n cy of the dispute settlement pro c e d u re s — a ll owing the
advanced industrial countries and the WTO leadership to seize the ‘m i d dl e’ g ro u n d .
It is the demands of these two gro u p s , and the apparent tension between them, t h a t
has para lyzed the process of mu l t i l a t e ral trade nego t i a t i ons in recent ye a r s .

But once the trade regime—and the gove rnance ch a llenges it poses—is seen
f rom a deve l o pment perspective, it becomes clear that developing country gove rn-
ments and many of the nort h e rn NGOs share the same go a l s : p o l i cy auton omy to
pursue independent values and pri o ri t i e s , p ove rty re d u c t i on , and human deve l o pm e n t
in an env i ron m e n t a lly sustainable manner. The tensions over issues such as labour
s t a n d a rds become manageable if the debate is couched in terms of deve l o pm e n t
p ro c e s s e s — b ro a dly defined—instead of the re q u i rements of market access. On all
c o u n t s , t h e n , the shift in perspective provides a better foundation for the mu l t i l a t e ra l
t rading re g i m e .
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N o t e s

1 .Se e, for example, Mike Moore (2000) or his speech at the Lon d on Ministeri a l
ro u n d t a b l e, 19 March 2001 (www. wt o. o r g / e n g l i s h / n ew s ) .

2 .The supposition that one set of institutional arrangements must dominate in terms of
ove ra ll perf o rmance has produced the fads of the deca d e : E u ro p e, with its low unem-
p l oym e n t , high growth and thriving culture, was the continent to emulate thro u g h o u t
mu ch of the 1970s; d u ring the tra d e - c onscious 1980s, Japan became the exemplar of
ch o i c e ; and the 1990s have been the decade of U. S. - s tyle fre ewheeling ca p i t a l i s m .

3 .For example, although Taiwan and Mexico are com m on ly re g a rded as foll owing dia-
m e t ri ca lly opposed deve l o pment paths, f i g u res provided by Little et al. ( 1 9 7 0 : 1 7 4 -
90) show that long after introducing trade re f o rm s , Taiwan had a higher ave ra g e
ERP in manufacturing and greater vari a t i on in ER Ps than did Mexico.

4 .Although India did gra d u a lly libera l i ze its trade regime after 1991, its re l a t i ve per-
f o rmance began to improve a full decade before these re f o rms went into effect (in the
e a rly 1980s).

5 .The same is true of the prom o t i on and subsidiza t i on of inw a rd flows of direct fore i g n
i nvestment (see Hanson  2001).

6 . A recent ill u s t ra t i on is the dispute between Brazil and Canada over Bra z i l’s subsi-
d i za t i on of its airc ra ft manufacture r, E m b rae r. B razil lost this case in the WTO, a n d
w i ll either re m ove the subsidies or have to put up with re t a l i a t i on from Canada. T h e
Republic of Kore a , Ta i w a n , p rovince of China and Mauritius subsidized their export
i n d u s t ries for years without incurring similar sanction s .
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