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Abstract

International trade has been a major driver of global growth and prosperity over the last
century. The paper aims to provide an analysis on the link between openness to trade and economic
growth. The empirical literature has taken one of two vantage points. The first one is to analyze the
correlation between openness and growth in data sets that cover a large section of developing and
developed countries, in the tradition of crosscountry growth empirics. The second one is to concentra-
te on country or region-level analytical case studies of economic growth. We believe that this
framework will contribute to understanding why certain developing countries have made progress,
while others have not. Progress has been very impressive for a number of developing countriesin Asia
and, to a lesser extent, in Latin America. But progress has been less rapid for Africa and the Middle
East.
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1. Introduction

The expansion in the volume of world trade has mgported by a steady decline in
trade barriers, helping to sustain global growthd anable economic development.
However, doubts about the advantages of greatemngss to trade are feeding a persistent
protectionism and putting these benefits at riskiléVexpanding export markets are widely
accepted as beneficial, increases in imports cageba as threatening, replacing domestic
production with goods and services from abroad.g&mwents are often under pressure to
respond by protecting sectors from internationahgetition.

With the benefits so clear, and the costs so smtistawhy is there not a greater
constituency for further progress in reducing leaerito trade? The Doha Round of multila-
teral trade negotiations has been under way forentloan five years, much longer than
initially scheduled. Following the results achiexadhe Sixth Ministerial Conference of the
WTO in Hong Kong Special Administrative Region ohifa in December 2005%he
negotiations entered their most crucial phase pdhiNations, 2006, 45-51]. The breakdown
of the negotiations was not due to one specifictamls or one particular country’s
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negotiating position, but rather to a confluenceirafividual interests and goals [Sallie
James, 2006]. Why is the current round of tradkstat the WTO failing to make faster
progress? Part of the answer lies in the mercsinéifjproach which some participants take
to trade negotiations. While opening new export ket is rightly seen as a success,
opening economies to imports is often (wrongly)sag a ‘concession’.

The mercantilist approaches which characterize nieage negotiations ignore these
benefits from imports. The purpose of negotiatienmistakenly taken to be expanding ex-
port opportunities while minimising demands foraex openness to imports. This view can
result in a defensive approach to trade negotiationwhich negotiators aim to extract
substantial “concessions” from other parties, whbiffering little in return. Such a strategy
entails a high risk that negotiations will breakwiho Recognition of the benefits from
increased trade warrants adopting negotiatingegii@é that are more conducive to reaching
a deal that can benefit all parties. A defensivpragch is self-defeating since it fails to
recognize the long-term incompatibility of simuléausly pursuing policies to promote
exports while restricting imports.

2. The empirical literature

The empirical literature on openness and growthvakiminous indeed. Broadly
speaking, however, a number of findings appeanterge from this literature. First, there is
no strong unconditional or conditional correlatioetween economic growth and a number
of direct measures of trade policy, such as wedjbteunweighted tariffs, import quotas, or
other non-tariff barriers. This point was first neably Rodriguez and Rodrik that generated
some surprise in the literature [Rodriguez and Rp@001, 261-324]. It has since been
confirmed by among others who argue that there logag non-linear relationship where the
effect of tariffs on growth depend on the initiav&él of a country’s income and may be
positive or negative [DeJong and Ripoll, 2006, 628]. Second, there appears to be a
reasonably strong correlation between growth odpetivity and the ratio of trade in GDP,
especially when the latter is measured in pricea obnstant base year [Dollar and Kraay,
2002, 195-225]. Some attempts have been made derdisvhether this correlation actually
embodies a causal relationship.

The most well-known attempt, formulated by Frarded Romer, consists in using in-
strumental variables estimates of the effect aldraolumes on growth where the latter is
instrumented with its geographic determinants asvelé from the estimation of gravity
equations [Frankel and Romer, 2000, 379-99]. Theselts are controversial they are not
robust to controlling for the direct effect of geapghical variables on income or
productivity. Other attempts to discern causaliging alternative methods to instrumental
variables do not confirm the existence of caudaictfRodrik and Rigobon, 2004].

A drawback of using the trade to GDP ratio as alicator of openness is that it may
capture many non-policy induced changes in tradmio@ss which are largely irrelevant if
one is preoccupied with designing a developing tigisitrade strategy. Natural resource
booms, the emergence of new export sectors, changegker countries’ trade policies, and
changes in foreign aid can all have an effect enttade to GDP ratio without necessarily
having an obvious link to trade policy. In sum, #tey problem of the trade/GDP ratio is
that it is an indicator of results and not of pylactions.

To take just one example, if the infant industrguament for protection were correct,
initial levels of trade protection would lead teethevelopment of productive, competitive
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domestic industries that would later on be capalfleompeting internationally. Tariffs
would be associated with higher growth, but so Waxports. A correlation between trade
volumes and growth may thus not be very informasilieut the desirability of activist trade
policies. Some authors have tried to produce comgomeasures of trade policy that
capture the different ways in which an economy banclosed to international trade.
According to these authors, one would not expeah®erve a simple correlation between
simple measures of trade policy such as tariffs @z@homic growth because countries can
use many policy devices to impose trade protectibmhich only one is import tariffs.

The most famous of these measures was providedablysSand Warner and recently
updated [Sachs and Warner, 1995]. What these isdiceially measure is very controversi-
al. Rodriguez and Rodrik argue that the Sachs aadeWvariable's effect on growth was
purely driven by two subcomponents of the indexaek market premia and export marke-
ting boards — which are not obviously linked tad&gpolicy. For example, they argue that
the effect of export marketing boards on growthhi& Sachs-Warner study comes from the
fact that the variable was taken from a 1994 Wadahk study called\djustment in Africa
that covered only 29 African economies undergoimjustment programs during the
eighties, leading to the exclusion of non-AfricanAdrican non-adjusting economies from
the sample and strongly biasing the results infa¥@ trade-growth correlation. Rodriguez
levies similar criticisms at the Wacziarg and Wedslercise [Wacziarg and Welch, 2003].

In recent years, there has been growing skepticitthe possibility of establishing
strong conclusions regarding causal growth effadBg the cross-country regression
framework. A growing consensus appears to have gadearound the belief that the
problems of causality, robustness, and specifinai@ simply too pervasive and difficult to
solve in the context of highly aggregated crosssnat empirical data.

This skepticism has led authors such as Bhagwati Sinivasan to discount the
aggregate growth evidence altogether, and to callcbncentrating exclusively on the
evidence from case studies [Bhagwati and Srinivas889]. While these criticisms should
be taken seriously, it is important to note thatreif one takes the cross-country evidence at
face value accepting without questioning the fram®wit does not appear to lend the
strongest of supports to the pro-trade view.

As in the case of the theoretical literature, itpegrs to be open to multiple
interpretations, some of which are consistent wiile view that protection is not
unequivocally harmful for growth. Country-level dites of openness and growth are also
open to multiple interpretations. Bhagwati and Seran cite the OECD and NBER studies
of more than a dozen major developing countriedezhout in the 1960s and 1970s, which
uncovered key differences between the constrainteamnomic performance in countries
that pursued import substitution strategies andseahthat pursued export promotion. A
revised interpretation of this view was given by World Bank’'s 1993 studyhe East
Asian Miracle. Broadly speaking, the key argument of this studg that the openness to
trade and reliance on market forces of East Asamemies played a fundamental role in
making possible their sustained growth acceleration

The World Bank’s characterization of the high-grogvEast Asian tigers as economies
that followed a strategy of free trade has, howebeen strongly questioned by several
authors. Some of these criticisms were collectecaii994 volume published by the
Overseas Development Council [Fishlow et al., 1984Fhich Rodrik, Wade and Haggard
disputed the key findings of the World Bank stutty.Robert Wade’s words, “the World
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Bank’s report uses standards of inference so eldbtt practically anything could be
confirmed.”

One of the key points of dispute concerns whethast Asia can adequately be
characterized as a region that followed a non-sttivade policy. The World Bank study
had concluded that East Asia’s relative prices waoser to international averages than
those of other regions, supporting the contentfat its international trade was relatively
undistorted. Wade pointed out that this is onlyetwhen one uses an unweighted average
that includes the island economies of Hong Kong Sndjapore, where price distortions
were necessarily negligible. In contrast, during 1976-85 period, relative prices in Japan,
South Korea, and Taiwan deviated more from intéonat prices than those of countries
which are generally perceived to have had strongroks of intervention, such as India, Pa-
kistan, Brazil, Mexico, and Venezuela in the peri@¥76-85. Similarly, Amsden’s (1992)
in-depth study of South Korea's industrializatioontends that the success of its industrial
policies was largely due to a active interventianthe determination of relative prices, a
strategy that she labels “getting relative pricesng” [Amsden, 1992]. During the 1990s,
the set of liberalization experiences that couldhee subject of in-depth studies expanded
dramatically. Between 1990 and 2002, the averagjié tate in the world went down from
10.5% to 6.0% between and the ratio of imports jesorts in GDP rose from 75.2% to
86.8% [World Bank, 2005]. In 1990, the General Agrent on Tariffs and Trade had been
signed by 96 countries: between 1990 and 2005p66tdes joined it either as the GATT or
in its most recent incarnation as the WTO.

While the result of these liberalization experiendas not yet been fully analyzed,
what is clear is that aggressive trade liberaliraproved to be very far from a necessary
condition for a growth take-off. Some of the mogtjiessive liberalizers of this period were
former Communist economies such as Mongolia, Ukraand Moldova, which suffered
some of the deepest growth collapses in postwanrjisBut openness did not only fail to
pay off in the former Soviet Bloc. With the exceptiof Cuba, the evidence suggests that
virtually all Latin American economies moved in @edtion of greater trade liberalization
during the 1990s. Yet the region’s growth perforogduring the post-reform period has
been disappointing to say the least, with per-woi®®P and total factor productivity
growing respectively at annual rates of only 0.icpet and 0.2 percent between 1990 and
2002 [Ocampo, 2005, 67-88]. The region is saidaweehentered an era of “reform fatigue”
in which voters are increasingly willing to voter fpolitical platforms to roll-back reforms.
In sum, neither cross-national empirical studies aqauntry-level case studies seem to give
strong support to the idea that openness is uneqality good for growth. A reading of the
evidence in support of activist trade strategieseagainly possible and indeed has been
carried out by reputable mainstream economistss& kkenclusions mirror our interpretation
of the theoretical literature, which can also be¢erpreted as supporting a case for
intervention in trade policy.

One way to explain the apparent divorce betweeraberable view that the majority
of economists have about free trade and the lesswrs by the empirical and theoretical
literature is by thinking about free trade as oh¢éhe components of our discipline’s “hard
core” [in the sense of Lakatos, 1976], a set oielfeland methodological assumptions that
are not considered the appropriate subject of écapitests. Since these core beliefs are
never tested without auxiliary assumptions, anyufai to explain the evidence can be
handled by altering the assumptions but not the betief. As a senior faculty member once
quipped after seeing a presentation of my worktHé& data does not say that trade is good
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for growth, then the data must be wrong.” It is easy for a discipline to abandon or even
begin to question a hard core belief, but neithétr impossible.

In 2005, the World Bank published a comprehenssaessment of the experience of
the nineties with economic reforms [World Bank, 30031-132]. The sobering assessment
of this disappointing period recognizes that theults of economic reforms were far below
what its proponents had expected and rejects thesize-fits-all approach to reform that the
institution espoused during great part of the pkiio question. On the concrete matter of
trade policy, the report concludes that “while gradforms can help accelerate integration in
the world economy and strengthen an effective dnositategy, they cannot ensure its
success,” and “the distributive effects of tradhetalization are diverse, and not always pro-
poor.” On the fairness of the world trading systérstates that “global markets are the most
hostile to the products produced by the world'srgaés Rodrik wrote in his review of this
volume, “occasionally, the reader has to remindseifnthat the book he is holding in his
hands is not some radical manifesto, but a repapared by the seat of orthodoxy in the
universe of development policy” [Rodrik, 2006, 9945]. A reconsideration of the role of
openness in countries’ development strategies wiurldamentally alter the nature of the
debate on generating and sustaining growth. Whethgroccurs will probably depend not
only on the internal dynamics of academia, but alsdhe extent to which outside reality
exerts pressure for such a change. Political discorwith the experience of the nineties is
undoubtedly a key reason for the World Bank’s reajspl of the reform experience. In the
same way, the results of the current reassertiostate involvement in much of the
developing world are likely to deeply influence tlieection that development research will
take in the future. Perhaps, to turn Keynes orhbesd, economists are nothing more than
the slaves of long-defunct practical men.

3. The dynamic effects derive from exposure to impts and exports

Openness to trade has helped promote structuralgehim the economy, enhancing
processes already underway due to technologicalrmes, and allowing domestic resources
to shift from less productive to more productiveesisin Europe too reductions in trade
barriers have boosted economic performance: EU GR3timated to be nearly 2 per cent
higher as a result of the creation of the Singlekda But the EU still has a long way to go
in reducing barriers to trade with the rest of wwld, particularly in agriculture. Increased
external openness is an integral part of the LisBgenda to promote economic reform
within the EU.

Despite the manifold benefits of openness to tradage protection remains a
significant problem. Although barriers to trade @dallen significantly over the last half-
century, particular sectors and products remaifestito high levels of protection. Average
import tariffs between OECD countries are arourmeBcent; but tariff peaks reach 506 per
cent in the EU, and 350 per cent in the US. Thadsytariffs are typically levied on goods
from the developing world. Agriculture is heavilyropected worldwide, imposing
substantial costs on both developing countriesamdwn economies. Industrial countries’
total support to agriculture exceeds $300 billiem@ally. In Europe alone the Common
Agriculture Policy (CAP) costs taxpayers some €8libh a year, plus another €50 billion
in extra consumer costs through higher food priddse global benefits of significant
agricultural liberalisation could be as high as@88lion by 2015.
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The political difficulty of dismantling protectiosi mechanisms means they tend to
persist long after they have ceased to be econtynicstified. The stated objectives of
protectionist policies can almost always be achdenmre cheaply and effectively though
alternative policies. Targeted income support asiaming for those leaving declining
industries can achieve the same objective as impestrictions (i.e. preventing
unemployment) at much lower cost, and with muchatme benefits in terms of labour
market flexibility and the productivity of the eaamy as a whole. Additional incentives for
R&D-intensive sectors provide a more direct meafiscampensating companies for
spillover benefits than protection.

The global welfare gains from significant liberali®n in agriculture alone could reach
$350 billion. The estimated gains from reducingt@ction on manufactured goods range
from $190 billion for partial liberalisation to $84illion for full liberalisation. The impact
of further opening up of services trade is harderqtiantify, but could be extremely
significant. In short, while estimates vary accogdio different models used, the order of
magnitude is compelling. Reducing protection woulake a very substantial contribution to
global welfare.

Changes in the structure of production and employnage an intrinsic part of
capturing the benefits of greater openness to trébdis requires flexibility in labour, pro-
duct and capital markets; and social policies whighile providing adequate support, help
manage change rather than preventing it. The oaiship between flexibility and openness
is mutually reinforcing: openness can help increffesability in the economy. The Euro-
pean Union in particular must press forward with économic reform agenda, alongside
greater openness to trade, as part of the driiragoove productivity and competitiveness.

Governments have a vital role to play in creatihgxibility — equipping their
economies to benefit from the dynamic opportunitidgch openness to trade generates.
Investment in education and training enables indials and firms to respond positively to
change. Economic reforms which reduce the reguylabarden on business, encourage
competition and promote enterprise and innovatiameha strong mutually reinforcing
relationship with trade openness.

Flexibility and fairness should be advanced togetBecial safety nets are very impor-
tant in supporting individuals dislocated by tradéorm, and can help maintain support for
change through difficult transition periods. Butcist protection should contribute to
flexibility — by linking it to opportunities to aegre new skills, for example. The focus
should be on enabling individuals to re-enter ed@olr market as quickly and smoothly as
possible.

Trade has the potential to lift millions of peoplet of poverty. Developing countries
stand to gain substantially from further reductioms$rade barriers. A significant reduction
in developed country barriers to trade in agriag@ltaould benefit developing countries by
up to $75 billion a year — significantly more thatal annual aid flows.

Openness to trade strengthens the drivers of ptiedychrough six important (and
mutually reinforcing) routes:

- more efficient allocation of resources. Trade eesldach country to specialise in
the production of those goods and services whichrtproduce most efficiently. Countries
can raise overall consumption by exchanging thanplas production for the surplus
production of other countries which have a différ@mmparative advantage.
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- economies of scalén the absence of trade, economies of scale argtraimed by
the size of the domestic market. Trade removes dbisstraint, allowing industries and
firms to produce on a more efficient scale than i@atherwise be possible.

- similarly, trade increases incentives for firmsrinovate, because the rewards from
successful innovation will be proportionately gezaf firms are selling in larger (i.e. ex-
port as well as domestic) markets. Where highlydpotive firms expand as a result of
exports, this boosts the productivity of the ecop@s a whole.

- greater competition. Trade openness exposes danfiests to greater competition.
This helps to encourage exit from the marketplaicthe least productive firms; reduces
monopoly rents; drives down margins; and reducesegrfor consumers. Competition
further reinforces incentives to innovate, helptogcreate more competitive firms which
can then compete more effectively in world markets.

- access to new technology. Trade can provide daecess to goods and services
that incorporate new technologies, particularly seheore open trade regimes have led to
different stages of the production process beirdgtmaken in different countries.

- incentives for investment. Better access to impanid to export markets increases
the scope for productive investment by creating besiness opportunities. Foreign direct
investment (FDI) enables technology and innovatieweloped abroad to be applied to
domestic production, enhancing competition and ilepdo a faster diffusion of more
efficient and innovative processes.

4. Aspects regarding openning markets to trade ine@lveloping countries

But developing countries have to overcome significaapacity constraints in order to
capture the benefits of more open trade. In manyitcome countries, low levels of
human, physical and institutional capital seriousbnstrain their economies’ capacity to
respond to the signals from international marketigh transaction costs — for example
transport, insurance, customs procedures, comntioriceosts — often dwarf the impact of
formal trade barriers. Low-income countries alguidglly have much higher barriers to the
entry and exit of firms, and poor access to finahservices.

Overcoming these capacity constraints will regsignificant resources in addition to
current aid flows. Given the public good naturentdny of these investments (especially
those in education and health), it is unlikely thatate investment will fill the gap. It is
therefore critical that trade reform in developedriries is accompanied by increases in aid
flows through mechanisms such as the InternatiBiv@ncing Facility. Aid and trade will
then reinforce each other, with a substantial impaadevelopment and poverty reduction.

Developing countries also face specific problemsnanaging the transition to more
open markets in their own economies. For thoseribgp# on preferential access to rich co-
untry markets, erosion of the value of those pefees through multilateral reductions in
trade barriers could have a significant effect,essttating profound structural change. Low-
income countries also tend to be more heavily melen tariff revenue; and they are more
vulnerable to balance of payments short-falls.

This suggests carefully designed and sequencee@ trefdrm packages, which are
integrated into development and poverty reductimategies, and supported by significant
additional international aid flows for investmentphysical, human and institutional capital
would help ease capacity constraints and help neaagnge. Eliminating quota restrictions
and customs exemptions, reducing non-tariff basraard reducing tariff dispersion to the
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minimum are likely to be sensible first steps instndeveloping countries’ trade reform
programmes.

Developed countries have an important role to plagroviding the resources for the
investment needed. This includes direct assistam&ilitate adjustment in those countries
badly affected by the loss of preferential margiasg substantial additional resources to
allow countries to build a pro-trade infrastructusnd boost their social spending in
education and health.

In 2007, for the fifth consecutive year, the expam®f the world economy is maintain
its momentum with an estimated overall output gtowt 3.4 per cent. Thus developing
countries including many of the poorest, shouldtione to benefit from strong demand for
primary commodities. In many developing countriesjuding in Africa, positive trends in
the terms of trade since 2003 have contributedrioroved external and fiscal balances.
These have paved the way for more expansionargiesjiand for a widespread recovery in
investment rates. Africa is set to continue growatgaround 6 per cent in 2007, while
growth rates in Latin America and West Asia areeeted to slow down slightly to close to
5 per cent. Indeed, over the past five years, ppite& GDP in Africa, West Asia and Latin
America has increased by more than 15 per cerdteanot seen in these regions since the
early 1980s. This certainly raises hopes for greptegress towards meeting the United
Nations Millennium Development Goals. However,asho be noted that not all developing
countries have experienced improvements in themngeof trade, because they have to
contend with higher oil import bills while the peis of the products they export have not
increased at similar rates.

Once again, the fastest growing regions of the dvedonomy will be East and South
Asia, due mainly to the strong performances of @hand India. Given their high
investment ratios, this pattern is likely to contnin the years to come, provided that the
inevitable correction of global imbalances does notur at the expense of a major
recession in the United States, one of the langeskets for Asian exports. There are some
signs of a slight shift in the sources of world mmmic growth, with the United States
economy slowing down and domestic demand in EuamgeJapan recovering.

The performance of developing countries and thetetial for catching up with the
developed countries has improved considerably.odigih enormous differences in absolute
incomes persist, developing countries increasedcppita GDP by almost 30 per cent
between 2003 and 2007, compared to 10 per certienG:7 countries. Real per capita
income has picked up in recent years in Latin Ao#riAfrica and West Asia after more
than two decades of stagnation. In East and Sosth @économic growth accelerated from
already high growth rates, which allowed these agions to more than double their per
capita GDP in only 14 years. The transition ecomsnuf South-East Europe and the CIS
returned to growth in 1999-2000. Since then, thayehbeen the most rapidly growing
subregions, with an accumulated increase in peitecapcome of almost 75 per cent.
However, this recovery has come after such a deppedsion that current per capita GDP is
still below its level of 1989. In 2007, six yearftea the start of global recovery, less than 10
out of 143 developing countries are set to recdillan real per capita income. At the same
time, the volatility of growth has declined to lé&venormally observed only in highly
developed economies.

The dynamics of overall growth in developing coigstrhave been stimulated by
strong growth in export revenues. Real exportsesietbping economies more than doubled
between 1998 and 2006, whereas those of the Ge7liptess than 50 per cent. Among the
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developing regions, East and South Asia were ¢ledwdé most successful in increasing

exports (by volume), at a rate of about 160 pet,@sspite a deterioration in their terms of

trade. In other developing regions, export volumesy at a more moderate pace, close to
that of the G-7, but gains from the terms of trdbd®sted the purchasing power of their

exports, and consequently their imports. Overad, ghare of developing countries in global

trade rose from 29 per cent in 1996 to 37 per iteR006.

As a consequence of this favourable trade perfocmathe overall current account of
developing countries has swung into a surplusHerfirst time since the early 1970s, and
that of developed economies is in deficit, mainlg do the huge deficit of the United States.
This positive swing could be observed in most depielg regions and in the transition
economies. For example, in 1996-1997, South Ame8oath-East Asia and the transition
economies posted significant deficits, and East/Asid West Asia were close to balance;
all of them now have solid current-account surpduges a result, a number of developing
countries have become net exporters of capitalumh & scale that there has been a net
aggregate capital outflow from developing countrigst this has not been a constraint on
domestic capital formation. Indeed, while real stweent in the G-7 countries remained
rather flat (and investment/GDP ratios declineddnyndeveloping economies were able to
trigger an investment recovery once their financiédes were overcome. The sustained net
capital exports from the poorer developing cousttiethe capital-rich developed countries
raises doubts about the validity of orthodox depeient theory in the new global context,
and points to the need for a rethinking of the naostial assumptions about the functional
relationships between savings, investment, cafidals and alternative policies and catch-
up paths.

Asia is now taking the lead position in exportsranufactures, not only of low capital
goods such as clothing, but also technologicallyaaded products. The trade share of other
developing countries, however, have stagnated en eeclined. African countries, in parti-
cular, have lost out. Whilst their share of overadirld trade was 6 percent in the 1980s, it
has now fallen to 2 percent.

Chile is usually portrayed as a success story timl&america. However, even after 25
years of reform, there has been little upgradingsoindustries beyond the expansion of na-
tural resource based industries such as wood amdhichl products. Primary products
constitute over 81 percent of its exports. In theecof copper, which accounts for the bulk
of Chile’s exports, the percentage of refined copgexlined in favor of primitive copper
concentrates [Shefaeddin S.M. 2005].

Even more alarming, Jamaica, Ghana, Colombia, Wwgand Paraguay all
experienced high or moderate levels of growth ratieexports, but had negative growth
rates of manufactured value added. Says Shafaetitwithstanding two decades of
reform, Ghana’s growth in MVA added was signifidamegative, registering -3.5 percent
during the 1990s, implying severe deindustrialati

Growth rates have been on the decline in the gastears. Mark Weisbrot et al com-
pare data on economic growth and various otheakuoicators of the last 25 years (1980—
2005) with the prior two decades (1960-1980). Tty that contrary to popular belief, the
era of neo-liberal policies — 1980 to 2005 — saargly slower rates of economic growth
and reduced progress on social indicators for #e wmajority of low and middle-income
countries [Weisbrot M, Baker D and Rosnick D 2005].

They divided developing countries into five groupscording to their per capita
income at the start of each period. In the top fraups, average growth rates fell by more
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than half, from averages of 2. 4 to 3.1 % in 19@¥9lto averages of 0.7 to 1.3 % in 1980-
2005. Only the group with the lowest per capita SSr@omestic Product showed a tiny
increase, from 1.7 to 1.8%, and only because ttosimincluded fast-growing China and
India [Weisbrot, M et al 2005].

The International Labour Organisation (ILO) tehe tsame story: the mean world GDP
per capita growth fell from 3.6 % in 1961 to jus¥lin 2003. According to Ha-Joon Chang,
economics professor at Cambridge, per capita incelmank in sub-Saharan Africa in the
1980s (with the onset of structural adjustmentgied). Growth was at -1.2% per annum. In
the 1990s, it was 0.2 percent per annum. Betwe®9 20d 2003, growth returned to the
region, but at a very low rate of around 0.5 petc&his means that even if the region
continues to grow at the current rate for anotheryéars, its per capita income in 2020
would still be lower than it was in 1980L[0 2004].

5. Conclusion

Both economic theory and countries’ experience sti@ateconomies which trade mo-
re tend to grow faster. Income growth depends itapdlly on a country’s capacity to raise
its productivity. Openness to trade — both expartd imports strengthens - the drivers of
productivity, by enabling a more efficient allocati of resources; by providing greater
opportunities to exploit economies of scale; byasipg the domestic economy to greater
competitive pressures; by rewarding innovation praliding access to new technologies;
and by increasing incentives for investment. Takegether, these factors mean that
openness to trade can play an important role isingithe long-run sustainable rate of
productivity growth in the economy.

Trade developments offer major new trading oppdaties) for all economies. They
also imply change. Resources are shifting away ftaditional industries and into new
ones; and the process of change will continue,exgldping countries increase their share
of world trade. The global benefits from the conéd expansion of world trade are
potentially substantial. A good pro-poor outcometef current round of multilateral trade
negotiations could boost global income by over $60ion. The complete elimination of
all agricultural and manufacturing tariffs couldel benefits of over $1,000 billion
annually. Despite major reductions in trade basriprotectionism continues to be a major
drag on our economies and a barrier to lifting dtgyi@g countries out of poverty.
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