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It is now almost universally recognized that we are living in an increasingly globalized world economy, certainly more so than 3-4 decades ago and perhaps even more so than only just a decade ago. Trade forms a much larger share of world product than before. Goods and services, real and financial capital,  labor, technology and ideas all flow across national borders more readily and in greater quantities than before. To the economies of East and Southeast Asia, globalization appears to have  brought clear benefits in terms of faster economic growth, rising shares of international capital,  access to new technology and sources of productivity growth, and increasing per capita incomes which have helped to raise large numbers of people out of poverty. Globalization, however,  has an apparent downside by exposing countries to the possibility of large outflows of capital where government macroeconomic and financial policies appear to be out of line or where questionable investment strategies are being followed;  by increasing pressures for more dynamic human resource development strategies and for improved social safety nets; and by putting urban and rural environmental resources under growing strains. In addition, the growing closeness and competition between economies is bringing more intense pressures for greater harmonization not only in trade policies but also in environmental and labor standards.

  This overview paper concentrates on the trade policy aspects of economic development and tries to take a longer term view, looking backward over the experience of the last four decades and forward beyond the impacts of the current Asian economic crisis. It looks at three issues, all of great relevance given the pressures for globalization – trade policy, environmental standards and labor standards. The first part of the paper looks at the relationship between trade policies and economic growth, asking what trade policies appear to be favorable for economic growth and what additional complementary policies are needed to achieve the best results? The second part of the paper asks – for both the environment and for labor – whether differences in standards between countries are legitimate, whether they are likely to lead to considerable differences in competitiveness and hence trade flows, and what is the appropriate response by developing countries to the external demands for greater harmonization? At the end of each of the paper’s two parts, there is a “summing up” section.

PART I 

TRADE POLICY AND ECONOMIC GROWTH

Start with the question “how well have the less developed countries being doing in general and relative to the industrialized countries over the past several decades?”  I am quite aware that the answer could be quite complex – involving not just income growth but social indicators and other aspects of well-being such as freedom, the environment , poverty and income distribution – but lets keep it relatively simple by just looking at the growth of GNP per capita in the developing countries themselves and relative to the richer countries.  An examination of Table 1, which covers the period 1965-1997, leads to four broad conclusions.  First, income per capita in the Low- and Middle- Income countries has been growing at 1.9 percent p.a. which is slower than the 2.3 percent p.a. recorded in the High Income countries.
 On average the less developed countries are falling behind.  Second , growth rates in less developed countries are very unevenly spread. If you take countries grouped by regions only East Asia, with a per capita growth rate of 5.4 percent p.a. , is converging with the High- Income countries.
 In the remaining regions, South Asia is just barely keeping pace. Growth in Latin America is substantially lower while the Middle East/North Africa and Sub-Saharan Africa registered either no growth or a slight decline over a thirty year period. 

Third, if you examine the performance of individual countries to see which are doing better than the industrialized countries, a remarkable number of them are in East Asia, forming what the World Bank refers to as the “High Performing Asian Economies” and what we will refer to as the "East Asian 7" – the four NICs -Hong Kong, South Korea, Singapore and Taiwan- and the three “cubs”- Malaysia, Indonesia and Thailand. Together with China, they form 8 out of the just 17 developing countries in the world that are growing faster than the rich countries. Of the 88 developing countries whose data forms the basis of Table 1, we have the 17 just 
Table 1 Growth in GNP per Capita 1965-1997 

( percent per year)


Percent ( per year)

Regions



East Asia
5.4


South Asia
2.3


Latin America
1.3


Middle East/N. Africa


Sub-Saharan Africa
0.1

                     -0.2




Classified by Income



Low Income
1.4


Middle Income
2.2



Lower Middle
3.0



Upper Middle
1.5


Low and Middle Income Countries
1.9


High Income
2.3




East Asia
5.4


China
6.8


Hong Kong
5.7


Indonesia
4.8


Korea
6.7


Malaysia
4.1


Philippines
0.9


Singapore
6.3


Thailand
5.1




South Asia
2.3


Bangladesh
1.4


India
2.3


Pakistan
2.7


Sri Lanka
3.0




Latin America
1.3


Argentina
0.3


Brazil
2.3


Chile
1.7


Colombia
2.1


Mexico
1.5


Trinidad /Tobago
2.6


Venezuela
                     -0.9




      ( continued)


Percent ( per year)




Middle East/N. Africa
0.1


Egypt
3.4


Iran
                     -1.4


Jordan
                     -0.4


Morocco
2.0


Oman
5.1


Syria
2.1


Tunisia
2.7




Sub-Saharan Africa
                     -0.2


Botswana
7.7


Cameroon
1.4


Cote d'Ivoire
                     -0.9


Ghana
                     -0.9


Kenya
1.3


Lesotho
3.2


Malawi
0.5


Mauritius
3.8


Nigeria
0.0


Rwanda
0.1


Senegal
                     -0.5


Sierra Leone
                     -1.4


Swaziland
1.8


Zambia
                     -2.0




       Source : World Bank, World Development Indicators (1999), Table 1.4.

mentioned, 42 which registered positive growth but at a rate lower than 2.3 percent p.a. and 29 where per capita income actually declined( most of which are in Sub-Saharan Africa.). Fourth, the result of this rather dismal performance can be put rather starkly.  Per capita incomes in rich countries are now on average 25 times those in the developing countries, up from roughly 16 times in 1968.  Per capita income in the richest country in 1995 - Switzerland - is 508 times that of the poorest country - Mozambique. Still another way to look at it is to say that in 1995 the 16 percent of the world’s population that lives in the industrialized countries have 81 percent of the world’s income. The 84 percent that live in the developing countries  lives on the remaining 19 percent.

For those of you who are familiar with the flaws in converting incomes in national currencies to US$ using nominal exchange rates, Table 2 shows the per capita incomes for a number of countries converted to US$ using 1995 Purchasing Power Parity and their per capita incomes relative those in the USA in both 1987 and 1995, unfortunately a relatively short time period.
  What Table 2 shows is that incomes are very low relative to the USA – although less so than when nominal exchange rates are used for the conversion – and that only in a few cases are incomes growing relative to those in the USA. Those countries that are converging are the usual ones from East Asia,  some in South Asia, only one in Latin America (Chile), and  three in Africa         ( Botswana, Lesotho, and Mauritius).

The above record raises some serious social and ethical issues in addition to the economic ones. It also raises some disturbing questions about the role of war in accounting for different performances between countries – that is, about two-thirds of the 30-40 poorest nations in the world are either at war or have recently emerged from a civil or external war. However, I want to brush all these fascinating questions aside and concentrate on economic explanations. To what extent can the differential economic performance that we see be explained by the differences in economic policies that these countries followed, perhaps augmented by some structural and demographic characteristics? That is, to what extent do trade policies, macroeconomic policies, human resource investment programs plus some other country characteristics explain why growth rates differ between countries?   
Table 2  Purchasing Power Parity Estimates of GNP per capita

(in current international dollars; relation to US )


Current $

US =100


1995

1987
1995

East Asia






Indonesia
3,800

9.8
14.1


Philippines
2,850

10.3
10.6


Thailand
7,540

16.2
28.0


Malaysia
9,020

22.9
33.4


Korea
11,450

27.3
42.4


Hong Kong
22,950

70.7
85.1


Singapore
22,770

56.1
84.4







South Asia






Bangladesh
1,380

4.8
5.1


India
1,400

4.4
5.2


Pakistan
2,230

8.4
8.3


Sri Lanka
3,250

10.6
12.1







Latin America






Bolivia
2,540

9.1
9.4


Trinidad Tobago
3,770

38.1
31.9


Colombia
6,130

20.7
22.7


Venezuela
7,900

33.0
29.3


Mexico
6,400

27.8
23.7


Brazil
5,400

24.2
20.0


Chile
9,520

24.6
35.2


Argentina
8,310

31.6
30.8







Sub-Saharan Africa






Tanzania
640

2.6
2.4


Rwanda
540

3.8
2.0


Sierra Leone
580

3.2
2.2


Uganda
1,470

4.7
5.5


Nigeria
1,220

4.4
4.5


Kenya
1,380

5.7
5.1


Ghana
1,990

7.4
7.4


Zambia
930

4.2
3.5


Senegal
1,780

7.3
6.6


Congo
2,050

11.5
7.6


Cote d'Ivoire
1,580

8.2
5.9


Lesotho
1,780

6.1
6.6


Botswana
5,580

15.3
20.7


Mauritius
13,210

39.0
49.0

United States
26,980

100.0
100.0







 Source : World Bank, World Development Report (1997), Table1.

Let me state at the outset, I have a confession to make: while I feel that trade policy has an important role to play in economic development, I am not a big fan of free trade as an objective of economic policy. Free trade ought to be a means to an end, pursued only so long as it contributes to general economic and social well-being . In fact, my views on free trade are somewhat similar to my views on wanting to get into heaven when I die: however desirable achieving free trade and arriving in heaven both may seem,  one ought not to be in a hurry to get to either place. If I may carry my analogy a bit further, just as it is desirable to prepare for one’s entry to heaven by taking care of one’s finances, making sure the family is taken care of and perhaps doing a good deed or two, there are accompanying actions which will make the approach to free trade smoother and more likely to be successful – e.g. appropriate macroeconomic policies, the development of human resources and the creation of social safety nets.

ORIGINS OF THE EXPORT-ORIENTED APPROACH TO DEVELOPMENT 
The prevailing orthodoxy of today amongst most development institutions and development economists is that “outward oriented” or “export oriented” strategies of development are more successful. That is, these strategies have led to more rapid growth, greater employment generation, and hence to a more equitable and poverty reducing pattern of growth. At the risk of some simplification, the main elements of an outward looking strategy may be summarized as follows:

· conservative monetary and fiscal policies

· increased reliance on market signals and removal of price distortions, especially  lowering protection which discourages exports

· greater commitment to increasing exports, especially non-traditional manufactures

· encouragement of private investment, especially foreign direct investment 

· privatization of most public enterprises, and 

· what has been called a "minimalist role" for governments

This constellation of policies has been called the “Washington Consensus”, being identified mainly with the World Bank, IMF, and the State Department/USAID,  but also with some other aid donors and a fairly large number of development economists. One finds these views in the World Bank’s annual World Development Reports of the late 1980s and 1990s and most prominently in its East Asian Economic Miracle(1993).
 Broadly speaking, the outward looking approach finds its origins in two experiences: (a) growing disillusion with the inward looking, import substitution strategies which had prevailed during the first two to three decades following World War II;  and (b) the seeming success of a number of more export oriented countries, most notably but not exclusively centered in seven East Asian economies.

DISILLUSIONMENT WITH IMPORT SUBSTITUTION

Immediately following World War II, there was considerable skepticism about markets and considerable faith in governments to play a leading role in the economy. The Great Depression had eroded faith in market capitalism and many expected a return to a depressed world economy. Declining terms of trade for primary goods, skepticism about whether farmers responded to price incentives and protectionist policies in the industrialized countries against agricultural imports meant that agriculture was an unlikely source of economic growth. On the other hand, governments had successfully fought World War II, implemented the Marshall Plan which led to the recovery of Europe, and, following the teachings of Keynesian economics, were to be responsible for assuring that the world’s capital and human resources were fully employed. Moreover Soviet planning was leading to what appeared to be spectacular growth results. The key to economic growth was thought to lie in capital formation (as in the well known Harrod-Domar model, for example) and this is where import substitution entered into the development strategy. Since most developing countries had small or non-existent capital goods industries and it was recognized that in most cases it would be very inefficient to develop one, capital goods would need to be imported. This, combined with poor prospects for primary goods exports, would likely lead to chronic balance of payments problems. To counter these pressures as well as to provide a ready market for for industrial output, a combination of high tariffs, tight import restrictions and other licensing arrangements would limit consumer goods imports while keeping capital goods relatively cheap. In this way, less developed countries would industrialize, drawing resources out of a relatively backward, low productivity agriculture into a more modern high productivity and urban industrial sector.

The development experience of the three decades following World War II revealed a number of successes – spurts of rapid economic growth, considerable improvements in social indicators such as schooling, longevity and infant mortality, and the creation of much basic infrastructure. However – and we will return to this theme of interpreting performance later in the paper – the overall assessment was one of disappointment with performance of a number of countries, most particularly in Latin America and Sub-Saharan Africa. During the 1970s , a number of large studies of the trade and economic policies of developing countries – conducted by eminent economists such as Balassa; Little, Scitovsky and Scott; Bhagwati; and Kreuger – found evidence of severe distortions across a range of developing economies. 
 At the risk of painting somewhat too stark a picture, the main elements of the problem can be outlined as follows. The heavy tariff/QR protection given to industry( coupled with strong tendencies toward exchange rate overvaluation) under an import substitution strategy introduced distortions into the economy that were biased against exports and against agriculture. Seemingly contradictorily, import substitution strategies turned out to be quite import intensive: the protection given to consumer goods production created very strong incentives for the import of intermediate and capital goods. This coupled with poor export performance led to periodic balance of payments crises. The resulting growth process led to a very slow growth in the demand for labor which, combined with poor agricultural growth, made the reduction of poverty rates very slow and uncertain.  In addition, import substitution strategies seemed to be leading to significant underutilization of capital, creating the paradox of excess capital in economies that were supposedly short of capital. Subsidies for capital formation, uncertainty about future government trade and foreign exchange policies, shortages of complementary inputs and, at times misdirected, foreign aided projects were creating tendencies toward excess investment. 

And lastly there was a growing skepticism about the ability of governments to play a leading role in the development process. This was the product of a number of different observations: that the governments of many countries simply lacked the capacity to implement complex development programs and policy regimes; the growing recognition of the failure of planning in the Eastern bloc;  and growing knowledge of what was called “rent seeking” behavior. The latter was the recognition that -- with heavy government involvement in setting tariffs, licenses for imports and investments,  setting product prices and in letting contracts for public projects -- large sums of money were to be made from access to and influence over  government officials. Instead of the government playing the role of correcting market failures as in the classic public finance text cases of public goods and externalities, governments were themselves thought to be responsible for introducing large distortions and inefficiencies into developing economies.

The lessons outlined above were combined with two further lessons – that contrary to received wisdom farmers were very price responsive and that countries that put more emphasis on manufactured exports were seemingly more successful. Part of the rationale for heavy government interference in the economy had been the fear that markets didn’t work very well – that small farmers, most particularly in Africa but also elsewhere, and small businesses were simply not that price responsive; culture and inertia got in the way. However, the experience of five decades of development is rather overwhelming that in Africa and elsewhere farmers and small businesses respond very well to incentives. In fact, the experience of “import substitution” itself is an example of how price responsive business entities respond; the system of cascading tariffs (and other import restrictions) and overvalued exchange rates results in growth that is intensive in imported intermediate and capital goods, discourages agriculture growth and is a disincentive to manufactured exports. The implication was drawn that an alternative set of incentives --  known as “getting prices right” -- would lead to more rapid and better balanced economic growth.

The second lesson was that the decades of the 1950s to the 1980s were thought to have demonstrated the success of countries that put greater emphasis on developing manufactured exports. Such exports were thought to confer a lot of advantages favorable to growth by;

· allowing greater specialization along the lines of comparative advantage than was possible under import substitution( less need for protection and the possibility for exploiting economies of scale would assure this)

· encouraging greater technological progress through stiffer competition in foreign markets as well new techniques embodied in partnerships with foreign firms and in increased access to imported inputs

· providing the foreign exchange to purchase imported intermediate and capital goods inputs(in contrast to import substitution strategies which led to frequent foreign exchange shortages) ; and

· creating more labor intensive growth, hence employment generation.                                              

THE EXPERIENCE OF THE EAST ASIAN ECONOMIES

The strongest and most complete statement of the “Washington Consensus” is to be found in the World Bank’s East Asian Miracle: Economic Growth and Public Policy.
 While that work covers a vast panorama  of public policy from trade to financial policy to civil service reform, its most important findings from our point of view may be outlined as follows. First was macroeconomic stability. The East Asian economies kept inflation at very low levels through conservative monetary and fiscal policies. This in turn allowed them to maintain relatively stable and competitive real exchange rates which in turn provided a more attractive environment for exports and for foreign investment. The second area in which the East Asian economies stand out is in savings and investment. Whereas the investment and savings rates of the East Asian economies were little different than those of other developing economies at about 20-25 percent of GNP during the 1960s and early 1970s,  by the 1980s these rates had reached 30-35 percent of GNP at least half again as high as rates in South Asia, Latin America and Sub-Saharan Africa.
  Third was the early and strong support for manufactured exports. While all the East Asian economies – except Hong Kong and Singapore – followed import substitution strategies at the beginning , all switched to more outward looking strategies with better incentives for exports, which allowed the acquisition of improved technologies and greater productivity growth.

Fourth the World Bank recognized that the East Asian economies – despite their many common features – represented quite different development experiences.  Broadly speaking there were three groups. Hong Kong and Singapore were recognized to be special cases – small, urban, very open economies that depended heavily on trade and commerce for economic growth. Both had a large skilled manpower base and a very competent civil service and both depended very heavily on free trade and on foreign direct investment. Singapore, however, had a more activist government with more public enterprises and more involvement in the promotion of particular industries and technologies. The next grouping was South Korea and Taiwan both of which began as relatively small economies with relatively few natural resources but with successful agricultures built upon land reform, the introduction of new technologies and not letting the terms of trade for farmers deteriorate. Both began development in the 1950s with a phase of import substitution behind protection levels that were quite high even when compared with other import substituting countries. Both countries switched course in the mid 1960s toward greater export orientation supported by very aggressive government policies that involved subsidies, preferred access to foreign exchange and special lines of credit. In addition foreign direct investment was discouraged, more emphasis was placed on acquiring foreign technology through licensing arrangements, and foreign capital flows were controlled.  What was thought to be unique about the South Korean and Taiwanese experiences was that despite quite interventionist policies, both governments were quite “hard headed” : incentives were not very distorting and when they did not result in competitive industries that could export the incentives were withdrawn. 

The last group was the three “tiger cubs” -- Thailand, Malaysia and Indonesia – which were larger economies, richer in natural resources and poorer in skilled manpower than South Korea and Taiwan. All three depended on a successful agricultural expansion to absorb labor and provide a market for growing industrial production. All three were more protectionist than the Four Tigers and all three went through a more prolonged period of import substitution. But all three gradually liberalized and established mechanisms by which manufactured exports could escape the penalties of industrial protection – usually  by assuring exporters access to imported inputs at world prices. All three were very receptive to foreign direct investment, most particularly Malaysia.

Fifth  agriculture was more central to the development strategy of the East Asian economies(except of course Hong Kong and Singapore) than it has been for most  developing countries. As stated in the East Asian Miracle: “Wide adoption of the Green Revolution technology, high investment in rural infrastructure, and limited direct and indirect taxation of agriculture meant that rural incomes and productivity rose more rapidly than in other regions”.
 Growth rates for agriculture in the East Asian countries 1965-1989 far exceeded those of other developing regions averaging 3.7 percent p.a. as against 2.8 percent in South Asia,  2.6 percent in Latin America and 1.9 percent in Sub-Saharan Africa. The East Asian Miracle goes on to say that “As in other economies, agriculture sectors in the[ High Performing Asian Economies] were a source of capital and labor for the manufacturing sector. But in East Asia these resources were generally pulled into the manufacturing by rising wages and returns, rather than squeezed out of agriculture by high taxes and stagnant or declining relative incomes. As a result urban-rural income differentials were smaller in the [ High Performing Asian Economies] than in most other developing economies”.
 Successful agricultural policies, together with substantial investments in human resources, made a substantial contribution to the sharp reductions on poverty rates experienced in all these economies. 

Sixth the government in the East Asian economies played a varied role but in all countries was important in providing the institutional and financial superstructure needed to support growth and in providing essential economic and social infrastructure, especially the development of human resources.  The accumulation of human capital was critical to the principle of “shared growth” which characterized these economies.

In sum, the East Asian Miracle leads to what the World Bank calls a “market friendly” approach to development . It is not laissez faire in that it recognizes a role for government not only in providing essential public services but also in other cases where social returns exceed private returns as where there are economies of scale or spillovers from R&D expenditures for example. However as a general rule interventionist policies are to be avoided as markets are thought to work quite well. This and other points raised above are a source of continuing debate between the World Bank and its critics and we will return to take them up again later in the paper. 

EVIDENCE OF THE EFFECTS OF OPENNESS ON GROWTH

The World Bank’s evidence for the superior performance of open economies is often quite anecdotal and descriptive, consisting of grouping countries by one or more characteristics and then showing that the performance of more outward looking countries appears to be better – faster growth, more rapid total factor productivity expansion, and the like. At other times the World Bank has backed this up with partial regressions between indicators of openness( e.g. average tariffs, average extent of deviations of domestic from foreign prices, size of black market premium for foreign exchange) and some growth indicator.
 These results usually show a positive correlation between openness and growth but with substantial deviations around the regression line. In its 1991 WDR, the World Bank explains these deviations by saying that “this is because, openness is only one factor which explains productivity growth; this Report also establishes the importance of establishing macroeconomic stability, providing social services, and fostering a productive climate for enterprises”.
 What this means is that more complete models where a number of variables are used to explain growth or productivity growth would likely produce more satisfying results.

Jeffrey Sachs, Steven Radelet,  and Jong-Wha Lee(hereafter referred to as Sachs &Co.) have produced a model which satisfies these requirements.
 Their model accounts for differences in country growth rates by four sets of variables:  (1) initial conditions: relatively low initial incomes and relatively skilled workers; (2) geographical and structural characteristics; (3) policy variables concerning openness and macroeconomic policy; and (4) a set of demographic variables. The model belongs to a family of models characterized by “conditional convergence”. Countries with relatively low levels of income relative to their long run steady state levels will tend to grow faster than countries closer to their steady state levels because they have greater gaps in physical and human capital and greater gaps in technology which give them more opportunities for “catching up”.  In the model countries are not converging to the same level of income as this would imply that poor countries always grow faster than rich countries and this, as we have seen, is clearly not the case. Rather each country is converging to its own steady state level which depends on its  economic policies and its own structural characteristics.  That is, after controlling for policies and structure, poor countries do tend to grow faster than the rich --  this is what is known as “conditional convergence”.

Sachs &Co. measure values of 12 variables in the four groups mentioned above for a set of 78 countries during the period 1965-90. A subset of 50 countries out of the 78 are grouped into five country groupings – Four Tigers, Southeast Asia, South Asia, Latin American and Sub-Saharan Africa. The scores for the five groupings on the12 variables are shown in Table 3. For initial conditions Sachs &Co. use 1965 income per capita . Because 1965 incomes were quite low the East Asian economies had considerable potential for catching up but this is even more the case for South Asian and Sub-Saharan African countries. They also have a human capital variable – average years of secondary schooling in 1965 – as an initial indicator of the potential for making productive use of the resource base. On this basis, the “Four Tigers” are clearly superior, with the other four regions trailing badly, especially Sub-Saharan Africa. 

For structural variables they use four separate measures: (a) dependence on natural resources; (b)  landlocked or not; (c)ratio of coastline to total land area; and (d) location in the tropics. While there are exceptions, countries are thought to be burdened by natural resources, here proxied by the share of primary product exports in total GDP. Look at such African countries as Nigeria, Zaire and Zambia or the slow development of the middle eastern oil producers; but, on the other hand, look at the US, Botswana or Malaysia. The reasons for the burden are not clear but are thought to lie in such factors as “Dutch disease” stemming from an overvalued exchange rate; poor linkages between the resource sector and investment opportunities in the rest of the economy; and high profits from resources leading to rent-seeking and corruption. All of these problems could be overcome by good policies(e.g. as in Botswana) but apparently in many cases they are not. Landlocked countries are clearly at a disadvantage as high shipping costs lower the value of their exports while raising the costs of their imports. A high proportion of coastline gives a greater share of the population better access to the sea.  East Asia’s Four Tigers have by far the best “access ratio” of any countries and the Southeast Asian countries come in second still far ahead of the other regions. The last structural variable is location in the tropics which is thought to be disadvantageous to development because of the presence of infectious diseases, the effects of climate and weather on labor productivity, and the harmful effects of heavy rainfall on soil quality. Location in the tropics put a heavy burden on the Four Tigers and the Southeast Asian economies, except perhaps for Hong Kong and Singapore where manufacturing and trade were larger shares in the economy from an early stage.

Policy variables for Sachs&Co. are represented by (a) openness to international trade; (b) fiscal policy; and (c) the quality of government. Greater openness is thought to bring benefits through larger markets and economies of scale, increased competition, improved access to technologies, and improved management. “Openness” is measured by average tariffs, the proportion of imports covered by quotas and licenses, average export taxes, and the size of the black market premium on foreign exchange markets. Countries are classified as “open” if they meet certain minimum requirements on all four measures and “closed” if they miss out on one or more of the variables  An index is created for each country is constructed according to the proportion of years 1965-90 they were "open" or "closed". Government savings, 
Table 3 Summary of Key Variables by Region ( Unweighted averages)


All Countries

( N=78)
Four Tigers

( N=4)
South Asia

( N=4)
Southeast Asia

(N=4)
Sub-Saharan

Africa

(N=17)
Latin America

(N=21)

Growth rate of per capita GDP (1965-90, %) (a)
1.9
6.7
1.7
3.8
0.6
0.8

Initial Conditions









Real GDP per capita in 1965 ( 1985 prices, ‘000) (a)
3,163
2,010
996
1,161
826
2,611

Average Years of Secondary Schooling in 1965
0.8
1.5
0.5
0.5
0.2
0.6

Resources and Geography







Natural Resource Intensity (primary exports/GDP, 1971)
0.11
0.01
0.05
0.17
0.16
0.16

Tropics
0.53
0.63
0.40
1.0
0.91
0.79

Landlocked
0.17
0.0
0.0
0.0
0.47
0.10

Coastline distance/land area
0.29
2.83
0.07
0.43
0.02
0.17

Policy and Choice Variables







Openness ( 0 to1; 1 = most open) (b)
0.43
0.97
0.06
0.73
0.0
0.17

Government Savings Rate (% of GDP)
1.6
5.6
1.0
3.5
3.0
1.2

Quality of Institutions (1 to 10; 10 = best)
5.99
7.79
4.23
4.95
4.72
4.37

Demography







Life Expectancy in 1965 (years)
57
63
49
52
41
56

Growth of Working Age Population ( Annual avg., 1965-90, %)
2.23
2.68
2.51
2.90
2.85
2.60

Growth of Total population ( annual avg., 1965-90, %)
1.96
1.68
2.26
2.35
2.92
2.20

 Notes :  (a) GDP growth rates and levels are on a purchasing power parity basis, and are taken from the Penn World Tables version 5.6.

(b) The openness index is the share of years between 1965-90 that a country is considered to be open to world markets.  To be considered open in any year, average  tariffs must be lower than 40 percent; quotas and licensing must cover less than 40 percent of total imports; the black market premium must be less than 20 percent; and export taxes must be moderate.

(c) The institutional quality index was created by Knack and Keefer (1995), and is the average of five indicators of quality in (i) government 
bureaucracy, (ii) corruption, (iii) rule of law, (iv) expropriation risk, and (v) repudiation of contracts by government.

Source :  Sachs, J., Radelet, S. and Lee, J-w, Economic Growth in Asia ( 1997).

the fiscal policy variable, were seen as contributing to growth either directly by providing finance for investment or indirectly as an indicator of prudent macro policies – e.g. lower inflation, lower pressures toward exchange rate appreciation, lower risks of instability. Government savings at 5.6 percent of GDP in the Four Tigers were by far the highest of any region with the three Southeast Asian  next at 3.5 percent. Among the rest only Sub-Saharan Africa came close at 3 percent. The last policy variable is the perceived quality of public institutions by business surveys as measured in the quality of the bureaucracy, extent of corruption, the efficacy of the judicial system, the danger of expropriation risk and the risks of contract repudiation. Again the Four Tigers score by far the highest and, no doubt much to everyone's surprise these days, both Thailand and Malaysia score relatively well compared to other regions.

Lastly Sachs & Co. add demographic variables. For a given population growth rate, a faster growth in working age population means raises the relative size of the labor force and lowers the dependency ratio. On both counts it would be favorable to growth. Again the Four Tigers have the greatest differential between the two growth rates, with the “cubs” coming in second. The final variable is life expectancy at birth meant to proxy for the health, hence productivity, of the workforce. Again the East Asian economies are dominant in the usual order.

In sum, the Four Tigers have the most favorable scores on all but two of the twelve variables: initial real income and location in the tropics. On quality of human resources, demographic characteristics, access to the sea, and lack of dependence their scores were very favorable for economic growth. Their dominance was even greater on the three policy variables where they achieved the best scores. The Four Southeast Asian countries did not in general have such favorable scores: while low initial income and access to the sea would dispose them toward faster growth, on natural resource dependency, quality of human resources, they were not notably different than the other regions.  Where the Southeast Asian countries did sharply differentiate themselves from the others was in having the second highest scores on all three policy variables.  Sachs &Co. fit regressions on the 12 variables for the 78 countries for the period and then these regressions are used to provide growth estimates for each country which in turn are used to generate explanations of why the growth rates between areas differs. Table 4 then shows the contributions of the 12 variables to explaining the deviations in growth in the other three regions from that in East/Southeast Asia.
Table4  Contributions to Growth Differentials Between East/Southeast Asia and Various Regions, 1965-90

( percent, annual average )


Contribution of each variable to the difference in per capita growth relative to East/Southeast Asia




South Asia

Sub-Saharan Africa

Latin America

Initial Conditions
 0.3

 0.7

-1.2


Initial GDP per capita
 0.5

 1.0

-1.2


Schooling
-0.2

-0.4

-0.1








Resources and Geography
 0.2

-1.0

-0.6


Natural Resources
 0.1

-0.2

-0.2


Landlocked
 0.0

-0.3

-0.1


Tropics
 0.5

-0.2

-0.0


Coastline/land area

-0.3

-0.3

-0.3








Policy Variables
-2.1

-1.7

-1.8


Government Savings Rate
-0.4

-0.1

-0.3


Openness
-1.2

-1.2

-1.0


Institutions
-0.5

-0.4

-0.5



Demography
-0.9

-1.9

-0.5


Life Expectancy
-0.5

-1.3

 0.1


Growth in working age population
-0.3

 0.1

-0.2


Growth in total population
-0.2

-0.7

-0.1








Difference in:







Predicted Growth
-2.5

-3.9

-3.8


Actual Growth
-2.9

-4.0

-3.9








Note : 
The ten economies in our sample from the East/Southeast Asia region are Hong Kong, PRC, Singapore, Korea, Taipei, China, Thailand, Malaysia, Indonesia, the Philippines, and Papua New Guinea.

Source : Sachs, J., Radelet, S. and Lee, J-W,   Economic Growth in Asia ( 1997).

Four main conclusions stand out from this table. First is that the 12 variables a large part of the growth rates in the various regions and hence the differences between them; note that "openness", while very important, is just one amongst 12 variables. Second the East Asian Miracle was not really a miracle, no fairies, elves or other mystical creatures were involved; rather the growth experience is quite readily explained in terms of a set of variables usually thought of when development economists try to explain why the performance of countries differs. Thirdly the 12 variables explain a major part of the different growth rates between East Asia/Southeast Asia and the remaining three regions. Countries with relatively higher incomes in 1965 tended to grow more slowly than countries with lower incomes after controlling for policy and structural differences, esp. location in the tropics and abundance of natural resources. And fourth, the policy variables account for a substantial share of the difference in growth rates between countries – in fact over half the difference in growth rates is explained by the three policy variables with the “openness” variable making the largest contribution.  Sachs &Co. state that “ the East Asian economies were among the most open of all developing economies between 1965 and 1990, a fact which helps to account for their better growth performance.”

In concluding, it is worth pointing out that, however helpful one may find the model of Sachs &Co. in elucidating some of the causes of why developing countries do or do not perform and what accounts for the differences, their "openness variable" is subject to some limitations. Countries are classified as “open” or “closed” on the basis of whether: (a) average tariffs were below or above 40 percent in any year; (b) the proportion of imports subject to licenses or QRs was below or above 40 percent;  (c) the black market foreign exchange premium was below 20 percent; and (d) a judgment about whether or not export taxes were moderate. The degree of openness is the proportion of years 1965-90 an individual country satisfies all of those criteria. Quite apart from concerns about whether average measures can adequately capture protection, there is still the problem that countries can satisfy the criteria for "openness" with what one might consider a quite high level of protection. In addition, there is no mechanism to determine whether a country is becoming more or less protectionist over time other than by the frequency it is satisfying these rather generous standards. Are average tariff rates falling over time or the proportion of imports covered by QRs? One has the feeling that the answer would probably be “yes” for the East Asian countries but this information does not enter their equations. Hence, one could be forgiven for having doubts about whether openness has been properly measured and hence whether the relationship between openness and growth has been correctly captured. 

Other authors have tried using other methods for measuring openness – e.g. the average level of tariffs, ratios of collected tariffs to imports, the percentage of imports subject to licensing restrictions ( but not the deviations of domestic from foreign prices caused by restrictions which would be hard to collect on a time series basis); and the black market foreign exchange premium. At least these variables would tell us whether some aspect of protectionism was getting better or worse. The problem with all these variables (quite apart from the use of averages) is that they each measure a particular aspect of distortions but not the totality of effects coming from the use of several instruments (which, after all, is not uncommon) . Sebastion Edwards feels that this problem may be basically intractable; one will never be able to find the right “openness” index or combination of indexes. Instead it might be better to find out whether relationships between openness and growth are fairly stable quite apart from what index is used.
 He therefore constructs a simple model which posits that TFP growth is negatively related to GDP (the “catching up hypothesis”), positively related to initial human capital( reflecting the ability to absorb new ideas), and positively related to greater openness. Using a data set for 93 countries for the period 1960-90 and nine alternative openness indicators he finds a positive and statistically significant relationship with total factor productivity growth in an overwhelming number of cases( with the correct and statistically significant signs on the other variables). One might still prefer more followup work on the relation between the degree of protection and growth in individual  countries as perhaps yielding a more reliable test than cross-country studies; but until that time at least we have some evidence suggesting a positive relation. 
REINTERPRETING THE EVIDENCE ON EXPORT ORIENTATION

What we have seen above is that a model containing substantial elements of the “export oriented” or “Washington Consensus” view of development provides quite a solid explanation of the differential performance among developing countries. What we intend to show over the next four sections is that the role of “openness”, while important, has probably been overstated. Other variables have also been important in explaining why performance differs and the East Asian economies, while more open than most, were still subject to substantial protection. Further we will argue that while there are reasonable expectations of efficiency gains to be had by refocusing governments, their future size in developing countries is likely to be larger, not smaller. Lastly success in moving toward more market-oriented and outward-looking approaches to development will depend on improvements in mechanisms for deciding how the gains and losses are to be shared and in mechanisms for assisting those who will be adversely affected.

EXPORT ORIENTATION AND GROWTH 
It is quite possible to put a somewhat different interpretation on the development experience of the past three decades. Table 5 shows the growth per capita GDP for regions, countries classified by income class and individual countries broken into four sub-periods -- 1965-73, 1973-80, 1980-90 and 1990-97. What is striking about this rearrangement of the data is the difference between the pre- and post- 1973 experience. Prior to 1973 all developing countries grew at an average rate of 4.2 percent per capita, with growth rates ranging from highs of 5.2 percent and 4.7 percent in East Asia and Latin America to lower but still quite positive rates of 1.7 and 1.2 percent in Sub-Saharan Africa and South Asia.
 Following 1973, the performance of developing countries as a group declines never again reaching the previous levels. Note that this is also true for the High- income countries. There is also a growing divergence among regions. Whereas East and South Asia recover very quickly from the setbacks of the 1970s and early 1980s and go to even higher growth rates in the 1980s and 1990s,  the other regions record negative per capita growth in the 1980s and only in Latin America are there signs of the beginnings of a recovery in the 1990s.

The above results are, of course, mirrored in the results for individual countries also shown in Table 5. What comes through clearly is that the performance of number of African and Latin American countries during the period up to 1973 is very respectable and in fact quite comparable to that of the East Asian countries. Look at, for example: Argentina, Brazil, Colombia and Mexico in Latin America; at Botswana, Kenya, Lesotho, Mauritius and Sierra Leone in Africa; and at Syria and Tunisia in the Middle East/North Africa.  Since most developing countries could be classified as following inward-looking policies during this period it is not evident that import substitution strategies were outright harmful to growth. It is only after 1973 that growth rates fall sharply across a broad sample of countries( reaching negative levels in a large number, principally in Africa). 

Thanks to the work of Susan Collins and Barry Bosworth of the Brookings Institution, we can now see what has been happening to total factor productivity growth across a wide range of individual countries and country groupings for various sub-periods during 1960-1994.
 Their results are shown in Table 6. Again the results for the early time period stand out. Latin America and the Middle East have relatively higher rates of TFP growth than does East Asia. While Taiwan has the highest TFP growth in East Asia, such countries as Brazil, Bolivia, Ecuador, and Trinidad and Tobago in Latin America;  Iran, Israel, Morocco and Tunisia in the Middle East; and Cote d’Ivoire, Kenya and Tanzania in Africa have comparable or higher growth rates. 

Table 5  GNP per Capita Growth Rates

Regions, Country Classes, Countries by Sub-periods 1965-97 a) 

( percent per year)


1965-73b)
1973-80
1980-90 c)
1990-97 c)



Regions







East Asia
5.2
4.7
6.0
7.9



South Asia
1.2
1.9
3.5
3.5



Latin America
4.7
2.3
     -0.3
1.9



Sub-Saharan Africa
1.7
0.6
     -1.0
      -0.8







Classified by Income







Low and Middle Income
4.2
2.5
1.3
1.2




Low Income
2.4
2.1
2.1
1.6




Middle Income
5.2
2.4
1.4
1.3



High Income
3.7
2.3
2.5
1.5







East Asia
5.2
4.7
6.0
7.9



China
8.9
n.a.
8.9
     10.3



Hong Kong
n.a.
n.a.
5.4
3.8



Indonesia
4.9
9.5
4.3
5.7



Korea
8.1
12.6
8.3
6.1



Malaysia
5.4
6.2
2.6
5.9



Philippines
3.1
1.9
     -1.5
0.8



Singapore
n.a.
n.a.
4.8
6.7



Thailand
4.0
2.8
6.1
5.9







South Asia
1.2
1.9
3.5
3.5



Bangladesh
      -5.6
2.2
2.2
2.6



India
0.0
1.2
3.8
4.0



Pakistan
0.9
2.4
3.7
1.6



Sri Lanka
1.0
3.6
2.6
3.9







Latin America
4.7
2.3
-0.3
1.9



Argentina
3.1
0.9
-1.8
4.0



Brazil
9.3
3.5
1.0
1.7



Chile
0.1
     -0.6
2.6
6.7



Colombia
5.4
3.0
1.6
2.4



Mexico
4.5
4.2
-1.3
0.2



Venezuela
3.1
1.2
-1.3
      -0.2

( continued)


1965-73b)
1973-80
1980-90 c)
1990-97 c)









Middle East/N. Africa
-
-
-
-


Egypt
1.8
5.8
      3.1
      1.7


Jordan
0.0
6.6
     -1.7
      4.6


Morocco
2.0
10.8
2.2
     -0.1


Syria
4.6
10.5
     -1.7
      3.1


Tunisia
5.6
4.8
1.1
      2.1







Sub-Saharan Africa
1.7
0.6
     -1.0
     -0.8


Botswana
11.3
8.5
7.2
      1.4


Cameroon
0.0
6.2
0.6
     -2.9


Cote d'Ivoire
2.3
1.1
     -2.5
     -0.2


Ghana
1.8
     -1.5
0.0
      1.2


Kenya
4.4
0.4
1.0
     -1.1


Lesotho
8.8
6.0
2.0
      5.4


Malawi
     -0.9
-0.9
     -0.5
      0.6


Mauritius
6.1
3.4
5.2
      4.0


Nigeria
     11.2
11.2
     -1.4
     -0.2


Rwanda
1.1
3.8
     -0.3
     -8.2


Senegal
     -1.8
-0.4
0.4
     -0.2


Sierra Leone
5.1
0.9
     -2.0
     -6.7


Swaziland
6.2
-0.7
1.9
     -0.7


Zambia
2.7
-9.9
     -1.9
     -1.9







Notes: 
a) Growth rates per capita are for GNP 1965-80 and GDP 1980-1997.


b) Growth rates for individual countries are for 1968-73.

c) Calculated by subtracting 1980-97 population growth rates from 1980-90 and 1990-97 GDP growth rates.

Source : World Bank. World Table (1989/90), Table 2; World Tables (1995),Table 2; World Development Indicators (1999), Tables 1.4, 2.1  and 4.1.

Table 6 Total Factor Productivity Growth Rates 1960-1994

( percentage growth)


1960-1973

1973-1984

1984-1994


GDP per Worker
TFP

GDP per Worker
TFP

GDP per Worker
TFP

East Asia
4.2
1.3

4.0
0.5

4.4
1.6


China
2.2
1.4

4.3
2.2

8.0
4.6


Indonesia
2.5
1.1

4.3
0.5

3.7
0.9


Korea
5.6
1.4

5.3
1.1

6.2
2.1


Malaysia
4.0
1.0

3.6
0.4

3.8
1.4


Philippines
2.5
1.7

1.2
-1.3

-0.3
-0.9


Singapore
5.9
0.9

4.3
1.0

6.0
3.1


Thailand
4.8
1.4

3.6
1.1

6.9
3.3


Taiwan
6.8
2.2

4.9
0.9

5.6
2.8



South Asia
1.8
0.1

2.5
1.2

2.7
1.5


Bangladesh
0.0
-0.6

2.5
1.8

1.1
0.7


India
1.8
0.1

2.4
1.0

3.1
1.6


Pakistan
3.9
0.2

2.8
2.0

2.7
1.5


Sri Lanka
2.1
1.0

3.2
0.7

2.7
1.0



Latin America
3.4
1.8

0.4
-1.1

0.1
-0.4


Argentina
2.6
0.2

0.4
-1.0

1.1
1.0


Bolivia
3.5
2.1

-0.6
-1.5

-0.1
0.8


Brazil
4.4
2.9

1.0
-0.8

0.5
-0.2


Chile
1.6
0.7

-0.6
-0.7

4.7
3.7


Colombia
2.9
1.9

1.2
0.0

1.8
1.0


Mexico
3.8
1.6

0.7
-0.8

-1.1
-1.8


Venezuela
1.2
0.9

-3.1
-4.3

-0.9
-0.4



Middle East
4.7
2.3

4.0
0.5

-1.1
-1.5


Egypt
3.0
1.8

6.2
2.3

0.0
-1.5


Iran
6.1
2.4

-2.9
-5.7

-2.2
-2.2


Israel
5.1
3.3

1.2
-0.1

2.7
1.9


Jordan
2.1
-0.9

6.7
2.3

-1.2
-2.9


Morocco
4.7
3.5

1.3
-0.5

0.9
0.3


Tunisia
4.1
2.3

2.2
0.2

0.7
0.1











Sub-Saharan Africa
1.9
0.3

-0.6
-2.0

-0.6
-0.4


Cote d'Ivoire
5.9
3.3

0.5
-2.0

-2.4
-1.8


Cameroon
5.9
-0.8

6.7
3.4

-4.5
-5.7


Ghana
0.9
-1.0

-3.2
-3.2

1.8
1.1


Kenya
3.4
3.4

0.4
-0.1

0.1
0.4


Mauritius
1.5
1.5

1.0
0.3

4.0
2.8


Nigeria
1.2
-0.9

-2.3
-4.6

1.3
2.0


Rwanda
-0.2
-0.8

1.7
-0.1

-3.6
-4.3


Senegal
-0.5
-0.6

0.0
-0.2

0.2
-0.2


Sierra Leone
3.4
1.3

0.9
0.2

-0.3
-0.2


Uganda
0.7
-0.3

-2.9
-3.0

1.3
1.1


Tanzania
3.0
2.2

-1.1
-1.7

1.0
0.6


Zambia
1.0
0.2

-2.3
-1.9

-2.5
-1.1











Source :  S. Collins and B. Bosworth (1996)

Note also that none of these countries – including Taiwan – is particularly noteworthy for having an outward looking stance at this stage; in fact quite the opposite.
Two other results stand out from Table 6. Again we find the striking result that, following 1973, TFP growth drops to negative rates in Latin America, the Middle East and Africa and that no country from these three regions that performed well relative to Taiwan in the early period is able to keep up its performance. Second is the acceleration in South Asia’s TFP growth in the following two periods to levels quite comparable to that of East Asia. This is a very interesting finding since countries such as India, Pakistan and Bangladesh do not usually leap to mind when is thinking of countries with outward looking strategies; all have relatively high rates of protection via tariffs and quantitative restrictions.
In sum the pre- and post-1973 development experiences are substantially different for a wide range of developing countries. The common cause was brought on by two oil shocks( 1973 and 1979), a massive recycling of petro dollars at favorable rates of interest by commercial banks to LDCs up to about 1980, followed by tight monetary policies(and rising real rates of interest) and recessions in the industrialized countries and a resulting decline in export volumes and falling commodity prices for the developing countries. The result was – at least the potential for – massive current account deficits and rapid debt buildup by individual developing economies. What differentiated groups of countries was how they responded to the crisis. One possible reaction was for a country  to assume that the crisis will be short-lived and borrow its way through until things return to normal. The second way is the classic macroeconomic response to a (potential) large external imbalance: engineer a large reduction in the economy’s demand for goods and services through tight fiscal and monetary policies accompanied by a shift in demand toward home produced goods through devaluations of the currency. The combination is expected to reduce balance of payments pressure by increasing exports and reducing the demand for imports, although often at the expense of slower or even negative growth for a (hopefully)short period.
While there are significant differences between the East Asian countries, on balance their macroeconomic policies over the past three decades has been quite conservative with smaller budget deficits, lower monetary growth and less resort to external finance than was the case in other regions.  The result was lower inflation, greater stability in real exchange rates, and a lesser tendency toward appreciating exchange rates. While the shocks faced by the East Asian economies in the 1970s and 1980s were comparable in size to those found in  the other regions, they were more successful in adjusting.   A similar story is to be found in South Asia where macro policies have tended to conservatism despite the presence of other large distortions in these economies. While differences in macropolicies and their consequences between countries are difficult to capture simply, some suggestive evidence can be seen in Table 7. What shows up very clearly is the sharp surge in inflation and external indebtedness of developing countries during the 1980s. But the experience is not uniform across regions. East Asia and South Asia were able to actually reduce inflation rates while experiencing relatively modest debt buildups. The other regions experienced large increases in inflation or indebtedness or both( note for example the fivefold increase in the inflation rate in Latin America or the near fourfold increase in the debt/GDP ratio in Africa)
Table 7  Macroeconomic Indicators

( percentage)


Average Annual Inflation

Debt/GNP Ratios

Debt Service Ratios


1965-80
1980-89

1980
1989

1980
1989

Low-and Middle-Income Countries
16.7
53.7

27.6
41.2

21.8
22.4

East Asia
9.3
6.0

16.7
23.7

13.6
15.5

South Asia
8.2
7.9

17.3
29.6

12.1
24.8

Sub-Saharan Africa
11.4
19.0

26.8
96.8

10.9
22.1

Europe, NE, NA
13.1
21.8

35.7
55.5

19.0
24.1

Latin America
31.5
160.7

35.1
45.8

38.5
31.0

Source : World Bank, World Development Report (1991), Tables 1 and 24.

Korea, Thailand, Indonesia, Malaysia and Singapore all undertook fairly major adjustment programs in the early to mid-1980s. Broadly speaking these involved the standard remedies and were introduced rather quickly in Korea and Indonesia and in a more phased manner in Thailand. All involved short-term losses in output but recovery was rapid in all cases. The combination  of generally cautious monetary and fiscal policies and prompt responses to imbalances when they arose meant the East Asia avoided the stop-go pattern of crisis and response that characterized many other developing countries which delayed firm and credible policy responses but at the sacrifice of very large dropoffs in long-term growth rates. Some other countries also did well: the South Asian countries; Botswana, Lesotho and Mauritius; and countries like Egypt, Tunisia and Chile were able to keep inflation moderate and keep debt service under control even while experiencing a buildup of indebtedness. This comparative story and its consequences shows up quite clearly in our comparative macro indicators table and our tables 5 and 6 which show the results on income and TFP growth.

In sum, there are very sharp differences in country performance across a wide range of counties between the pre- and post-1973 periods. Differential responses to the oil shocks and their aftermath account for a very large part of why countries diverged so much. The countries that did well in the ensuing period are those that took measures to correct the imbalances.  These by and large were the relatively more open East Asian economies and  the other examples cited in the previous paragraph. Therefore it seems likely that differences in growth or TFP performance which are being attributed by the World Bank and others as a product largely of openness, may be more a product of differential macro policies than has been recognized to date.
TRADE AND INDUSTRIAL POLICY IN EAST ASIA   
Interpreting what happened in East Asia and why has generated considerable controversy. Early World Bank interpretations emphasized reducing distortions and setting better incentives as being the key to success – the so-called “market friendly” approach.
 Critics countered that this really understated the very activist role played by governments in encouraging and even sponsoring certain sectors and even certain firms, most particularly in the cases of Korea and Taiwan. The East Asian Miracle incorporates the critics’ ideas but still comes down very heavily on the side of the market friendly approach, saying essentially that the government intervention did not have a very large impact.

The to-ing and fro-ing between the World Bank and its critics has generated some areas of consensus on what happened in East Asia but there remain some areas where there is no meeting of the minds. The areas where there is substantial agreement are:

· beginning in the mid-1960s for Korea and Taiwan(with the other East Asian  countries following later), liberalization of the trade regimes began with lowering of tariffs and reductions in the scope of import restrictions;

· exporters were enabled to obtain imported inputs fairly freely and at prices approximating world prices; duty drawbacks for inputs into exports; bonded warehouses; export processing zones; and subsidized credit all played roles but roles which varied from country to country;

· Stability in real exchange rates was maintained and tendencies toward appreciated or overvalued currencies were avoided; at times in certain countries, exchange rates were undervalued; 

· the basis for “export push” was not an incentive system which particularly favored exports, but rather one which removed the bias against exports embodied in previous regimes; that is the incentives for producing exports were not substantially different from the incentives for producing substitutes for imports;

· despite liberalizations, the trade regimes in most East Asian economies were far from open( except, of course, for Hong Kong and Singapore); Table 8, for example, shows that average tariffs and average non-tariff barriers on East Asian manufactured imports at 22 percent and 20 percent respectively in the mid-1980s. While below levels in other regions, such rates -- given deviations in individual rates from the average, rates that increase with stage of processing, and small share of domestic value-added in final output prices -- were still capable of generating high Effective Protection Rates; e.g. EPRs for manufacturing of 68 percent in Indonesia(1987) and 66 percent in Thailand(1985) and a range in Malaysia(1987) going from -26 percent in tobacco to 289 percent for steel. EPRs, of course, could and did vary substantially between sectors. In earlier years both nominal and effective rates had been much higher. but, as late as the mid-1980s, East Asian levels of protection were still quite high.

Table 8  Tariffs and Non-tariff Barriers in Developing Countries, 1987

Region
Manufacturing

All Goods


Tariffs
NTBs

Tariffs
NTBs








East Asia
22
20

21
22

South Asia
81
47

77
48

Europe/Middle East/North Africa
26
31

24
32

Africa
30
30

33
30

Latin America/Caribbean
34
20

33
21



Average
34
27

32
28

Note : NTB means non-tariff barrier. Data derived from UNCTAD sources for 82 developing countries.

Source: World Bank, World Development Report (1991), p. 98.

   While there can be variations in thinking about how to assess the above points, where the World Bank and its critics really part company is on assessments of the nature and effects of government interventions in East Asia. The critics argue that the East Asian economies used all the policy tools employed by other developing countries(e.g. tariffs, QRs, industrial licensing, tax incentives, and directed credit) and used them aggressively to encourage particular sectors and particular firms. The World Bank acknowledges that this was in fact so but argues that these countries used the tools pragmatically and flexibly; programs that didn’t produce results were discarded. The World Bank emphasizes two points: first that the costs of intervention were never allowed to become excessive and that efforts to “pick winners” were limited to cases with positive returns;.  Since distortions in these countries were substantially less than in other developing countries, deviations from comparative advantage were not so great and a criterion of forcing firms to produce exports profitably was probably a pretty good indicator of economic efficiency. In addition, if the additional exports did not appear within a reasonable length of time, government support was withdrawn. 

The critics and the World Bank have no trouble agreeing that the governments of Korea and Taiwan were quite “hard headed”, capable of ending support when it didn’t work out and that this ability was rare in the experience of developing countries. The critics , however , still feel that the World Bank fails to understand that these countries were not just trying to correct distortions to better reflect the lines of comparative advantage but were heavily and substantially involved in trying to direct the course of industrial development, helping industries to take advantage of economies of scale and spillovers that otherwise might have been missed by private firms only concerned with their own profits.  The critics feel that the structure of industry in these two countries is different from what it would have been because of government interventions. The World Bank agrees that the two governments were heavily interventionist but feels that this didn’t really have a large impact on the outcomes. For this it cites three pieces of evidence; (a) that the structure of industry in Korea and Taiwan was not substantially different from that of other countries at the same stage of development; (b) that TFP  growth in promoted  and non-promoted sectors in the two countries were not substantially different; and  that (c) Thailand, Malaysia and Indonesia were all able to achieve rapid growth of manufactured output and exports with much less government intervention. To which the critics reply that the World Bank’s evidence is simply irrelevant. Comparing Korea and Taiwan’s industrial structure with that of other countries (especially since those structures were generated by highly distorted policy environments)  or comparing TFP growth in two different sectors doesn’t prove anything. The correct counterfactual would have been to compare the experiences in the two countries with what it would have been had there been little or no government intervention. This is, of course, true but since gathering the evidence for the appropriate counterfactuals is difficult or next to impossible, it leaves the two sides both holding their ground unable to produce an argument or the evidence that would resolve the issue.

The last area of contention is about whether the experiences of Korea and Taiwan could be replicated by other countries -- not exactly of course -- but whether other countries are capable of carrying out such an interventionist strategy and, if so, whether it is indeed desirable or necessary for them to do so. The World Bank is very skeptical saying that the prerequisites for success are so stringent that few if any countries could meet them. What are these prerequisites: “First, governments in Northeast Asia developed institutional mechanisms which allowed them to establish clear performance criteria for selective interventions and to monitor performance. Intervention has taken place in an unusually disciplined and performance-based manner……. Second, the costs of interventions, both explicit and implicit, did not become excessive. When fiscal costs threatened the macroeconomic stability of Korea and Malaysia during their heavy and chemical industry drives, governments pulled back. In Japan the Ministry of Finance acted as a check on the Ministry of Trade and Industry to carry out subsidy policies, and in Indonesia and Thailand balanced budget laws and legislative procedures constrained the scope for subsidies. Indeed  when selective interventions have threatened macroeconomic stability, [high performing Asian economies] have consistently come down on the side of prudent macroeconomic management. Price distortions arising from selective interventions were also less extreme than in many developing economies”.

  Most critics would accept that the very activist, selective policies such as those followed in Korea and Taiwan are fraught with dangers and the very instruments they used have led to problems in many other countries – e.g. continued reliance on protection and support, lack of competitiveness and unsustainable pressures on the government’s budget for subsidies, tax relief, and credit at below market interest rates. They would also agree that its quite difficult to set up and administer performance tests whereby positive outcomes are expected from firms/industries receiving government favors. Where the critics part company from the World Bank -- quite rightly in my view – is on its insistence that few, if any, developing countries could successfully implement such policies (as well as its contention that, in any event, such interventions are not needed since the market will take care of everything). To argue as the Bank does is to assume that government’s are incapable of learning by doing and setting up institutions that maintain a cooperative but somewhat arms length relationship with business. Admittedly avoiding “capture” and “rent seeking” behavior is never going to be easy but the attempts by some governments around the globe to bring budget deficits under better control, to streamline government activities and to open up economies to more competition would appear to suggest that governments are learning from experience and that, however slow, improvements are possible.

ROLE OF GOVERNMENT
 It is not at all clear what the concept of “minimal government” means; in fact it is quite possible that the whole concept stems from persons trying to interpret what the World Bank (and the IMF) are saying.  If it means that there are gains to be had from improving the productivity of government officials,  devolving the provision of a number of less essential government services to the private sector, and focusing increased attention on providing better quality public services, it is likely that many people would agree. If it means that many government interventions to sponsor or protect certain industries have been costly and inefficient in a large number of cases, again you might get substantial agreement although this time more from development economists. But you would get complaints from those who believe there are other models of development and from those who are not so skeptical about the government’s ability to carry out “hard headed” interventions. If it means that in this age of growing globalization and openness, governments – in both developed and developing economies – are very circumscribed in what they can do because international investors will punish governments that get too large, this is simply not convincing. Flows of international capital are quite agnostic as to size of government; look at the huge flows to China for example. What international capital flows respond to is mainly persistent internal and external imbalances, indications that growing amounts of investment are not productive, activities which suggest that  public protection for international flows is weakening and/or activities which exacerbate the social divisions within society which in turn may lead to increased political and social strife. 

The World Bank’s 1997 WDR on the Role of the State -- probably the most “government-friendly” report written by the Bank to date – summarizes its position as follows;

· “Development - economic, social , and sustainable - without an effective state is impossible. It is increasingly recognized that an effective state - not a minimal one - is central to economic and social development, but more as a partner and facilitator than as director. States should seek to complement markets, not replace them.

· A rich body of evidence shows the importance of good economic policies( including the promotion of macroeconomic stability), well developed human capital , and openness to the world economy for broad-based ,sustainable growth and the reduction of poverty. But as our understanding of the ingredients of development improves, a deeper set of questions emerges: why have some societies pursued these actions with greater success than others, and how, precisely did the state contribute to different outcomes?

· The historical record suggests of building on the relative strengths of the market, the state,  and civil society to improve the state’s effectiveness. This suggests a two-part strategy of matching the role of the state to its capability,  and then improving that capability”.
 

It is worth stressing that the World Bank is saying that an “effective” state, not a “minimal” one, is critical to  development and that the way to achieve such a state is to concentrate it’s activities in areas where government services are urgently needed and then to  improve the capacity to improve such services( and, later perhaps, additional services) This “tailoring the suit to fit the cloth” approach to government is likely to produce quite different results in different countries not only because of differences in capacity but also because the role of the state will depend on its history, institutions and culture and increasingly on the outcomes of democratic processes. This is highly unlikely to lead to "one size fits all" or even to small governments. While comparing the size of governments across countries is fraught with difficulties because of different practices about whether local governments, social insurance and extrabudgetary funds are or are not included in the data, Table 9 compares central governments across country classes and time periods  for a standard definition.
Table9  Size of  Central Governments : 1960-64 to 1990-94

(percentage of GDP)


1960-64
1970-74
1980-84
1990-94

OECD Countries
18
25
35
37

All Developing Countries
16
20
28
27

East Asia
15
18
26
26

South Asia
16
15
25
30

Latin America
15
19
26
24

Sub-Saharan Africa
20
20
27
28

Middle East/North Africa
n.a.
33
37
33

Source : World Bank, World Development Report (1997), p. 22.

Several points stand out from Table 9. First, after four decades of increasing openness and long bouts of “Thatcherism” in the UK and “Reaganism” in the USA,  OECD governments are bigger than ever, approximately having doubled in size as a share of GDP over the period 1960-64 to 1990-94. Second there is no tendency of governments in any class or region to get smaller (relative to GDP). All are much larger now than they were in the 1960s (except for the Middle East/North Africa where they have pretty much maintained their already large share). Third the governments of OECD countries are not only absolutely larger than those of developing countries but are relatively larger as a share of GDP as well; and, if anything, this relative gap seems to be expanding over time. Lastly – and for this it is not possible to compile data – if one were to include local government, social insurance and extrabudgetary funds, the tendencies noted in points 1-3 above would likely be even more pronounced  since these activities are bigger in more developed countries and they have been growing more rapidly. Table 10 shows the data on central government total revenues and expenditures for those countries for which data could fairly readily be collected. What comes through from this table is the huge size of central governments in the developed countries compared to those in the less developed countries and the enormous variety in size amongst developed country central governments, with expenditures ranging from 22.9 percent of GDP and 27.1 percent in the USA and Switzerland at the low end to 53.4 percent and 50.8 percent of GDP in Belgium and the Netherlands at the high end in 1995. In East Asia, central government expenditures – except in Malaysia – absorb less than 20 percent of GDP. With exceptions(see Botswana and Brazil, for example), the governments in most developing countries appear small in comparison with those in wealthier countries.
Table 10 Size of Central Government, Selected Countries 1980 and 1995

( percentage of GDP)


Total Revenue

Total Expenditure


1980
1995

1980
1995

Developed Economies







Australia
24.7
27.5

22.6
29.1


Belgium
52.2
55.1

50.9
53.4


Denmark
48.0
51.9

39.4
43.5


France
48.9
49.6

39.5
46.8


Germany
-
37.3

-
33.9


Italy
36.8
49.6

39.8
49.9


New Zealand
37.7
45.2

38.1
36.2


Norway
48.7
47.0

34.6
39.1


Sweden
40.3
44.0

39.3
45.0


Switzerland
22.1
24.9

20.3
27.1


United Kingdom
40.4
45.3

38.2
44.0


United States
19.4
19.8

22.1
22.9

East Asia







Indonesia
22.0
22.6

22.1
16.2


Korea
23.3
24.2

17.0
17.8


Malaysia
27.8
27.2

29.1
23.2


Philippines
18.4
20.9

13.4
18.4


Singapore
21.5
21.8

20.1
14.9


Thailand
19.8
   19.2a)

18.8
   16.9a)

South Asia







India
13.8
13.7

13.3
16.0


Pakistan
18.8
22.5

17.6
23.2

Latin America







Argentina 
15.6
    11.9 b)

18.2
   14.0 b)


Bolivia
-
18.9

-
24.1


Brazil
22.6
    27.0 b)

20.2
    33.8 b)


Chile
37.0
27.5

28.0
19.5


Colombia
13.0
20.8

14.5
14.4


Mexico
18.7
22.8

16.8
14.3


Venezuela
20.8
18.8

18.9
18.8

Sub-Saharan Africa







Botswana
25.2
29.8

33.9
38.3


Cameroon
17.9
12.3

15.7
15.5


Ghana
8.3
18.5

10.9
20.6


Kenya
27.6
29.6

25.3
27.4


Mauritius
22.0
23.7

27.3
23.3


Sierra Leone
16.5
16.7

24.6
19.8


Zambia
33.9
20.4

37.0
16.8

Notes : 
a) Data from Ministry of Finance, Thailand.

b) Data are for 1996.

Source : World Bank, World Development Report (1997), Table 14.

What conclusion is one to draw from this mass of information? It seems likely that even if governments were to follow the World Bank’s prescriptions and cut their activities to their capabilities and then improve their capabilities, most developing country governments would still end up absorbing a much larger share of GDP in the long run than they do at present. The East Asian countries – and many other developing countries – may be fortunate in that the worldwide trend to rationalizing governments and making them more effective may mean the that reasonable levels of public services could be achieved with much smaller governments than one finds in (say) many European countries. This means that governments won’t need to grow so much but the likelihood remains that , over the medium-term government expenditures will grow faster than GDP. The demand for public services seems likely to grow with rising per capita income; the voters in democracies are likely to insist that this be so; and the absence or low coverage of social insurance in most developing will only serve to reinforce these tendencies.

CONSENSUS MANAGEMENT
International trade opens up the possibilities for higher incomes and faster growth. It also opens up the possibilities for greater economic instability and periodic crises. The debt crises suffered by Latin American and African governments in the 1980s and into the 1990s, the Mexican crisis of 1994-95, and the Asian crisis that began in 1997 are all testimony to this. Even absent crises, our trade theory teaches us that, though countries gain from trade, not everyone in the country gains from trade. There are gainers and losers in each case and the overall gains to the country only mean that the gainers could compensate the losers and still come out ahead. Domestic consumers are likely to be losers from increased exports because of rising prices; and increased imports may benefit consumers but will damage the producers of competing products. One only has to look at the USA to realize how politically contentious opening up to foreign trade can be. Recall the debate over NAFTA and the Uruguay Round/WTO or think about the fact that after almost a decade of strong economic growth and the lowest unemployment rates in decades, protectionist sentiments are the stronger now than in recent memory. As examples, think of the reaction to the recent demands for quotas on steel imports, or the increased use of anti-dumping measures or recent the reaction to the surge in wool imports from Australia and New Zealand . 

The movement to free trade is not going to be easy in the USA or Europe or the developing countries; in fact I really have my doubts about how readily free trade will be achieved in the developed or the developing countries. The countries that handle the opening up most smoothly are likely to be those with stronger mechanisms for achieving consensus about appropriate policies. Countries with sharp social divisions (due to ethnic, religious, regional or social divisions) and/or weak institutions for confronting problems and reaching reasonable accommodations on the sharing of the costs are likely to be those which have the greatest problems in adjusting. Part of the reason that Latin America and Africa had such difficulties in adjusting to the 1980s crisis was the absence of institutions for reaching compromises; the governments in these countries represent a small proportion of the total population. In addition, ethnic divisions in Africa and the width of social divisions in Latin America stemming from very badly distributed income and social splits between European descendants and the indigenous population made agreements on macro and social policies very hard to arrive at.

Given  that we are living in an increasingly democratized world, esp. in Asia, an institutional framework which allows greater participation, which allows for political parties and labor unions and which allow groups representing those who usually underrepresented such as farmers, minority groups and the poor appears more likely to be capable of producing a consensus about how to adjust and how the costs are to be shared. The existence of social insurance( unemployment, health, old age )and other social safety net programs -- which played a vital role in making market outcomes more palatable in the USA, Europe and Japan --would no doubt make the adjustment easier.  What mix of institutions and what mechanisms for their operation produces the greatest chances of success is something about which little is known and no doubt any formula would vary considerably from country to country. What does seem clear is that not many developing countries have a framework which would offer a high probability of success. Latin America and Africa certainly don’t, at least for the vast majority of countries. Asian countries, with some exceptions, seem much better equipped but social insurance and protection are in the early stages of development in most countries. Moreover, Asian democracies are still at an early stage. Given that developing the appropriate framework is likely to take time, a more coordinated approach to opening up seems a surer route to success. Letting trade liberalization run ahead of political developments and the ability to provide assistance to adversely impacted groups will likely run into difficulties. 

A SUMMING UP 

My overall point is clearly not that openness is unimportant. Quite the contrary, I think that greater openness can make an important contribution to successful development. My worry rather is the rhetoric for export-led strategies and for free trade may be crowding out the recognition that a complex set of trade and non-trade policies is needed for success; to use some American slang, I’m afraid that “the free trade tail may be wagging the development strategy dog.” What we have learned in looking at the development record of the past four decades is that quite a mix of countries have attained modest to outstanding success while most countries have not done well; that a variety of policies explain this record; and that future growth will depend on the coordination of policy improvements along a number of fronts. What follows is an elaboration on these points.

The record on development over the past forty years is by and large disappointing. Most developing countries have grown only slowly, many have even declined. The most successful group of countries were the East Asian economies that we have been stressing which accomplished a per capita expansion of over 5 percent per year 1965-1997. Yet a number of other countries have been able to achieve modest success or better during this period by achieving growth rates in per capita income greater than those in the High-income countries(i.e. 2.3 percent p.a.). Together with China which has grown very rapidly, a good number of these countries are not what one would refer to as outward looking, market friendly economies( take as examples Pakistan, Sri Lanka, Egypt, and Tunisia). 

The picture gets still more complicated if the period is split into pre- and post oil crisis intervals. Prior to 1973, Low and Middle Income countries together grew at an average rate of 4.2 percent, a rate they have never again succeeded in attaining (see Table 5 ). Moreover all regions were doing well on average  with Africa averaging 1.7 percent per year and Latin America’s average growth rate nearly matching East Asia’s (note: this was also an era of great improvements in social indicators such as school enrollments, infant mortality and life expectancy across a range of developing countries). Following 1973, and especially in the 1980s, growth in a large cross-section of countries in Africa, the Middle East/North Africa, and Latin America fell to much lower(and even negative) levels. Failure to adjust to the two oil shocks led to many problems including greater inflation, unsustainable debt buildups, periodic foreign exchange crises and a stop-go pattern of growth from which many developing countries are only now beginning to recover and some have still not yet begun.

While speculations are always problematic, if there had been no oil crises or if a greater number of developing countries had made the needed macroeconomic adjustments, it seems likely that many more of them would have achieved much higher growth rates and we would have more variations in successful models than just the “East Asian model”. True, no doubt they would have to move toward greater openness just as the East Asians did (esp. the very small states in Africa) but “successful countries” would likely have exhibited greater variations in how much and how they opened up, in the mix of private/public enterprise, in the degree of government interventions in the market, and in the size and role of government than the development experience has been able to generate to date. 

Greater openness appears to be associated with faster growth of output and/or total factor productivity. However it needs to be stressed that the most solid evidence for this is almost entirely from cross-section data correlating countries classified by certain openness indicators; “openness” – and perhaps some other indicators – are said to explain the growth rates (or differences in these rates). As shown by Edwards, the results are quite robust to choice of openness variable, time period, accompanying explanatory variable, etc. However in Edwards’ tests as in the previous attempts, deviations from the regression lines tend to be quite large suggesting very strongly that other variables besides openness are at work affecting growth and productivity change. Indeed Sach&Co.’s model and the much of the work of the World Bank shows that this is the case. 

It is also worth stressing that, while the East Asian economies were relatively more open than other economies, their levels of protection were not exactly low. Through much of the 1960s and 1970s and well into the 1980s, the East Asian economies had levels of protection which, though declining and lower than in other regions, were nonetheless substantial. By 1987, these countries had average tariff rates of  22 percent and proportions of imports covered by QRs of 20 percent. These comparatively low averages were capable of supporting considerable levels of effective protection for industries in Indonesia, Malaysia, and Thailand as we saw above; they are also quite comparable to the average protection level that had been reached by the industrialized countries in 1930, not an open period. Thus the protection for the production of import substitutes was still there.  The main source of “export push” consisted of  reducing or eliminating the bias against exports inherent in this system as much as possible. The elements of  such a program are:

· use conservative fiscal/monetary policies to avoid exchange rate real appreciation (perhaps even erring on the side of undervaluing the currency)

· eliminate the bias created by tariffs/QRs by getting exporters access to imported inputs at world prices through duty drawbacks, bonded warehouses, export processing zones and the like

· replace QRs with tariffs and reduce the level of tariff protection over time to more moderate levels

· encourage exporters through performance targets if necessary cross-subsidized through profits from sales in heavily protected domestic markets

· support exporters by other means such as subsidized credit, government services, etc.

Together this is the East Asian model of “export push” although with somewhat more room for interventionist government policies than perhaps the “Washington Consensus” might approve of. It still involves not insubstantial protection for producing import substitutes but this is no impediment for exports so long as levels of protection are reasonably modest and exporters can get inputs at world prices.

The model by Sachs & Co. shows us that the “openness variable” is but one important variable amongst a number of others in explaining the differences in growth performance between countries. Other policy variables, human resource development and population parameters, and some structural parameters covering geography and natural resources also play key roles. The ability to formulate and implement fiscal(and monetary/financial) policies to keep economic imbalances from developing and to adjust to external shocks will be critical to achieving more stable growth. “Minimal government” is not a reasonable or realistic objective; in fact it is not clear what the concept really means. Better government is critical to development – in conducting macroeconomic policy, in providing economic and social infrastructure, in creating social safety nets, and in overseeing the laws and regulations that are critical to the workings of a market economy. Safety nets likely require urgent attention. The Asian Crisis has provided an important reminder – that market economies are subject to instability, that there will continue to be business cycles, and that international capital markets are erratic. Safety nets – in the forms of social insurance(unemployment, old age and health) and social protection( for the poor, handicapped, children and the aged) – are not very well developed in Asia and will be critical to making market outcomes more tolerable. Therefore improving government focus on the activities that are really critical to economic and social development is likely to help to improve performance but how this is accomplished is likely to show substantial variations across countries. Given that East Asian governments – and indeed the governments of most less developed countries --  are much smaller than those of the industrialized countries it is not evident that the outcome of improving the performance of governments will lead to smaller governments.

In sum, the governments of developing countries face a formidable agenda of tasks ranging from improving macroeconomic policymaking (including the management and regulation of financial systems) to providing better and more efficient public services to creating social safety nets to creating a better set of political and social institutions to forge a consensus about appropriate development strategy and an appropriate sharing of benefits and costs. In closing, two points seem worth making:

· just as the USA is different from Germany which is different from Sweden, the mix of programs, policies and institutions that individual countries adopt in order to succeed will show substantial variations between countries. To deny that this will be so is to claim that there is a single model for success, a notion for which there is little evidence, and to also say that the momentum for globalization will override the wishes of individual countries, including those of democratically elected governments, which is a formula that will eventually lead to big trouble; and

· the successful opening up of trade will depend on progress on a number of complementary programs and the desire for the ideal of “free trade” should not be allowed to get out too far in front of needed policy improvements in other areas.  

PART II

TRADE POLICY AND ENVIRONMENTAL/LABOR STANDARDS

Since the world economy has been expanding rapidly with trade absorbing a larger share of world product and trade barriers are becoming lower, countries are becoming increasingly sensitive to what appear to be “unfair advantages” or “unfair trading practices” and calls for reducing differences in practices between countries which are said to be leading to these advantages are increasing. Hence, pressures for harmonization of environmental and labor standards across countries are growing and appear likely to continue to do so.

There are a number of reasons why pressures are appearing at this stage, after so many years of expanding trade. First, countries simply  know more about each other, about practices in different parts of the world , and how these may impact on the environment and on living standards. Second, with tariffs and quantitative restrictions on imports declining and competition increasing from a growing variety of nations businesses are increasingly sensitive to any practices which will supposedly give competitors an edge. Third, the argument that “our businesses are willing to compete but there must be a level playing field or we must not allow the competition to engage in unfair practices” resonates very well with the voters and at the political level. After all, its very hard to argue against fairness and this helps support the momentum behind anti-dumping measures  and movements against eco-dumping and social-dumping. Fourth, there are also concerns about so-called  “races to the bottom”. If capital flows to countries with the lowest standards, not only will it cause hardship – and perhaps unemployment -  in the capital exporting country  but it will make it hard to raise standards in that country while creating incentives for countries to compete for capital by lowering standards. It would be easier to get businesses in the industrialized countries to accept higher standards if they knew that standards were being raised everywhere. Fifth, there is a growing realization the GATT and, even more so, the WTO (and also agreements like NAFTA) offer a powerful means for regulating activities between countries and even practices within countries and punishing countries that don’t conform to agreements with trade sanctions. There are no comparable arrangements in the fields of labor and the environment. The ILO has numerous agreements on labor practices ratified by varying numbers of nations but no real means for enforcing them . There is no world environmental agency and various treaties agreeing to raise standards are not easy to enforce.

The paper will now turn to the questions of environmental and labor standards and will attempt to address the following questions. Are the concerns behind the pressures for higher standards and for the harmonization of standards across countries legitimate? Are tariffs and other trade sanctions the best way for enforcing compliance? And what is the best developing country response to these growing pressures?

ENVIRONMENTAL STANDARDS

In taking up the question of whether differential environmental standards are a matter of concern, it is useful to differentiate two cases since the arguments are somewhat different for each: (a) cases where the pollution does not extend across international borders; and (b) those cases where the pollution created by one country has effects on other countries through cross-country spillovers – e.g. acid rain, global warming and damage to the ozone layer.

Differences in environmental standards across countries stem very much from differences in per capita incomes ( as well as a number of country specific factors such as population density, attitudes toward property rights, government regulatory capacity and the like). As per capita income rises – and if  pollution standards are a normal good as is generally accepted – pressures will grow for higher taxation and/or tighter regulations on polluting industries. Take the case of a closed economy first as it is illuminating.  Tighter standards/higher taxes will cause pollution-intensive industries to grow more slowly and cleaner industries to grow more rapidly because of differential costs; relatively speaking labor and capital resources will be drawn away from the relatively dirtier industries into relatively cleaner sectors. Now one could argue that this “unfair”, that we are giving the relatively cleaner industries an advantage but this is exactly is exactly what the anti-pollution strategy was intended to do (although perhaps never stated very clearly); the intention is to reduce pollution. One would not think of compensating the polluting industries for the burdens that the anti-pollution policies have caused them and certainly not in ways that would reverse the flow of resources.

When one considers an open economy, the effects are only a bit more complicated.
 The  toughening of pollution laws in  country A again causes resources to flow from more to less pollution-intensive industries in that country, regardless of whether its laws are relatively more or less strict than those abroad. By forcing the country’s businesses to take account of the costs their polluting activities are creating, the country’s comparative advantage will have shifted toward relatively less pollution-intensive industries. In contrast, especially if country A is quite large, counties abroad will have had their terms of trade shifted, favoring a movement from less to more pollution-intensive industries. In general what is happening is that as the industrialized countries become richer and their demand for a better environment grows, their production pattern will shift toward products which are relatively less pollutive and they become net exporters of those products while they become net importers of products which are more pollution intensive. This opens up opportunities for less developed countries – whose standards are lower – and they become net exporters of products which create more pollution. To argue that all countries must adopt the same or similar standards, country A has got to argue that (a) it is not legitimate for standards to differ between countries regardless of their stage of development; and that (b) they would like to reverse the process  -- at least in part -- by which resources were shifted out of polluting industries at home. The first part is rather hard to argue since country A’s own standards have varied as its living standards rose and the second part is a rather strange position to take for a country that is trying to reduce pollution within its own borders.

The next questions to be taken up – still in the context of cases where there are no spillovers between countries --  are the empirical ones of whether there seem to be large shifts resources toward countries with weaker standards and whether there is a “race to the bottom” between countries competing to attract foreign capital? If this were so it would reduce the chances for improving standards in the less developed countries and indeed make it harder to improve standards anywhere. The evidence for either effect seems to be weak to non-existent. A review of all the studies conducted on the effect of environmental standards on the competitiveness of US manufacturing concluded that “ Overall, there is relatively little evidence to support the hypothesis that environmental regulations have had a large adverse impact on competitiveness, however that elusive term is defined. Although the long-run social costs of environmental regulations may be significant, including adverse effects on productivity, studies attempting to measure the effects of environmental regulations on net exports, overall trade flows and plant -location decisions have produced estimates that are either small, statistically insignificant, or not robust to changes in model specifications”.
 There then does not seem to be much of a case for a race to the bottom. Standards generally seem to be rising around the world and location decisions depend on a large number of other factors as well: e.g. tax laws, availability of skilled labor and physical infrastructure, property rights, political stability, macroeconomic stability. Indeed it seems likely that countries offering weak environmental laws to attract investment would not score very well on other indicators needed to induce foreign investors to locate.

Continuing on the cases where external spillovers are absent, we have cases of countries taking actions against the imports of another country solely because it objects to the production methods used even though it suffers no physical harm from these methods -- so-called “unilateral actions” cases. The most famous of these to date has been "tuna dolphin I and II" ( although the EU ban on imports of US hormone treated beef  is probably gaining ground). The “tuna/dolphin” cases involved US bans on tuna from Mexico because the fishing nets used did not involve sufficient protection for dolphins. GATT ruled the US’s unilateral trade restrictions were a violation of the rules but, following a very strong protest by environmental groups and the US congress, a second ruling was also against the US but on much narrower grounds which left loopholes for possible future favorable rulings in this or similar cases. If the US were to agree with other nations on an international treaty which called for greater protection of dolphins and restrictions on certain fishing techniques which are not sufficiently protective of dolphins, it could invoke trade sanctions against another country for treaty violations(especially if that nation had signed that treaty) and its case would likely obtain a favorable ruling from the WTO. To date the US  has declined to take this route preferring the path of "unilateral sanctions" which is quicker and under US control. 

“Unilateral sanctions” are a dangerous precedent which open up all sorts of opportunities to use trade sanctions against each other on a variety of pretexts.  Most countries – including the US – deplore their use except when their own interests may gain and/or their own environmental groups are applying pressure ;the US, for example, was outraged to find the EU banning imports of furs from countries that allow the use of leg-hold traps, ignoring the fact that much the same principles were involved as in tuna/dolphin I and II). The area of “unilateral actions” is one where developing countries are going to have to be increasingly on the lookout because it appears to offer many opportunities for protectionism in the guise of protecting legitimate environmental interests. Fortunately to date, GATT and WTO rulings have not been favorable to the use of “unilateral sanctions” and hopefully that trend will be maintained.
    

Turning now to cases where there are spillovers from the production /consumption of goods in one country which extend across international borders, the analysis becomes somewhat more complicated. In the case where the production and export of a good in country A causes pollution not only within its own borders but also on several other countries at least some of whom are importers of the offending good, it would appear that tariffs have some role to play. However whereas tariffs can play a role similar to that played by a Pigouvian tax in correcting for pollution within a single country, they are not generally a satisfactory substitute for such a tax. Suppose that country A imposes a pollution tax to cover the marginal damage caused within its own borders and each importing country imposes a tariff to cover the marginal damage suffered by its own citizens, the resulting set of tax and tariffs will not result in the same set of prices and outputs as would have resulted from an internationally optimal Pigouvian tax imposed by country A on its pollution at a rate equal to the marginal damage on all countries together. According to Baumol and Oates
: "There are several reasons why the two will not be equivalent. First, in the emitting country, prices will not be affected directly by duties imposed by countries that import the product. Hence domestic prices in the producing country will be different(usually lower) than if  had been taxed for the damage they produce anywhere in the world. Second, the duty in any importing nation will also reflect only those detrimental effects of the externality that falls within its borders, so its nationals, too,  will pay less than the full social costs of their consumption. An extreme case is that in which country A produces the externality, country B suffers from the externality but imports none of the good whose manufacture generates it, and country C imports the item from A but receives none of the damage. In that case, there will be no tariff leied on the item in response to its emissions, despite the transnational character its effects."

Thus we get the result that a tariff will generate a fairly satisfactory solution to transnational externalities, only where the impacted countries’ problems result at least in part from their own imports and where they have a significant amount of market power. If they import little or none of the good that is causing the pollution or if country A has many alternative buying countries, using tariffs on the offending product is not likely to do much good. Moving beyond the cases which attempt to achieve optimality or at least some sort of second best solution is sought, there are the cases where tariffs are to be used as weapons. If the offending nation won’t change its ways and the approach of the previous paragraph is likely to be ineffective, there is always the option of imposing tariffs on any set of goods produced by country A whether they are pollution-creating or not. The sole intention is to generate enough economic damage that A will alter its behavior and come to some sort of accommodation (e.g. agreements to alter production methods or impose Pigouvian taxes or pay compensation or a combination). There is no pretext whatsoever that any sort of optimality is being sought with such punitive tariffs and so tariffs or import quotas or bans would serve the purpose as well. The use of any sort of import restrictions for such purposes raises several issues. Are these the means by which economically strong countries impose their will on the economically weak? Are the damages caused by the tariff sanctions at all commensurate  with the injury suffered by the pollution-impacted country? Are the sanctions being seized as a tool by protectionist elements in the injured country?; since there is potentially no limit to the choice of products that could be sanctioned, this could easily be the case. These are all questions for the WTO dispute resolution process to handle.

Turning now to more global cases, we have such cases as global warming, depletion of the ozone layer, and acid rain although the last may in many instances be more local in nature. We also have questions about endangered species of animals and plantlife where the problem is not so much negative externalities where countries are physically damaged by the actions of other countries but more an expression of global concern that mankind would be made poorer by the extinction of elephants or tigers or certain types of plantlife. These cases are very much akin to the classic public goods case where the unfettered market leads to very poor outcomes and collective actions are needed to assure a better result.  The question then arises of how the “free rider” problem is to be handled – i.e. those countries which would benefit from the collective action but either refuse to participate or refuse to comply after having joined the action. The public goods problems have been handled by international agreements specifying in considerable detail the obligations of signatories and the penalties for non-compliance, often involving trade restrictions. Examples are the Montreal Protocol which calls for reductions in the production and use of chlorofluorocarbons which deplete the ozone layer or the Convention on International Trade in Endangered Species which bans trade in threatened animals and their parts.

 Such international agreements pose no particular problems so long as they are agreed to on a voluntary basis(i.e. rich nations are not badgering poor nations into agreement) and so long as penalties for non-compliance are commensurate with the size of offenses and don’t have harmful side effects. In fact , three kinds of problems have been encountered.  First, such agreements impose higher standards on less developed – and perhaps weaker – countries than they would have adopted themselves and of course higher than the standards that had been followed by the developed countries themselves at a similar stage in their development. This on top of the fact that usually the developed countries are responsible for a disproportionate amount of the pollution being created worldwide. These factors point to solutions which would favor the less developed countries: where they are being asked to enforce standards higher than they would have done on their own – such as in the cases where local benefits are less than local costs the justification being that benefits to the world in general more than cover the difference – they should be compensated for the excess in the form of grants or other aid. There are precedents for this in the case of the Global Environmental Facility and in the Montreal Protocal and these should be continued and strengthened.  Second, even though countries have presumably agreed to these treaties voluntarily and hence to any trade sanctions that might be imposed on them for infractions of the treaty, the question of whether trade sanctions are the best instruments for these purposes and whether they will have appropriate effects. Remember what I said above “ most often its production( or consumption) in the offending country that’s the source of the problem, quite independently of whether that production is exported.” Take two examples. In recent years, threats by the EU of an import ban on tropical hardwoods( accompanied by several rounds of tariff increases) led Indonesia to ban its own exports of hardwood logs. At first glance this appears to be an excellent step toward preserving the forests. However, since neither the felling of trees was banned nor the production of goods made from hardwood logs, all this did was to shift the production of timber products into Indonesia, inspired by lower log prices.  The combination of lower log prices and more wasteful production techniques in Indonesia  has meant that the rate of deforestation has been little affected by the log export ban.

A second example comes from the Convention on International Trade in Endangered Species which bans in ivory, tiger skins and parts of other threatened species. How well does this protect endangered species? The answer is less obvious than one might imagine since it depends on the source of the threat.  Does the major threat come from commercial sources and poachers who seek to profit from their kills or is the threat stemming  from the reduction of natural habitat from the expansion of civilization? The Convention handles the former but does nothing about the latter. In fact it may even encourage the extinction of these animals by removing any incentives to protect them. For example, Zimbabwe had a program whereby villagers in the areas around the game preserves were paid to protect habitat, the monies for which were raised by outfitting companies who paid for the right to hunt elephants to a sustainable level. With these finances eliminated, the villagers will likely encroach the reserves for agricultural purposes and the extinction  of elephants will be accelerated. The point of my examples is obviously not the preservation of forests or endangered animals are not desirable objectives; clearly they are desirable.  My point is rather that trade sanctions (tariffs, bans, etc.) are very imperfect tools and not well tailored to achieve what are often very complex objectives.  The problem is that such trade sanctions are easy to implement.

The third and final problem is that of "free riders" --what to do about countries that won’t sign the treaties. Since the reversal of global warming or the depletion of the ozone layer are in effect public goods , countries will benefit whether or not they sign the treaty. If they had signed the treaty, they would have acceded to its behavioral obligations as well as to the possibility of penalties for non-compliance. Would the international community – or one of members – be justified to institute sanctions against such an offender? WTO rules would allow trade sanctions against any country which has signed such a treaty since they have waived the right to object to sanctions  ( assuming of course that the complaint is valid ) but its rules about non-signatories    (even if they are WTO members) are not clear. Apparently to date such sanctions have never been challenged before the GATT or now the WTO by any country, whether signatory to a particular treaty or not. The former would undoubtedly lose such a challenge. The latter might also lose if an important environmental issue were involved and if a large cross-section of WTO members had signed the treaty. Hence it is possible that the coercive power of such treaties may extend beyond the signatory countries themselves.

LABOR STANDARDS

Wealthier countries tend to have tougher labor standards than poorer countries. While  both sets of countries may tend to have similar sets of laws on their books( e.g. banning child labor, years of compulsory schooling, work place safety, right to form unions), the rich countries have more such laws, with stricter rules and greater chances of enforcement. Like environmental standards, labor standards are thought to be a normal good the demand for which will rise as per capita income rises; Alan Krueger finds, for example, that over 80 percent of the variation in child labor employment around the world is accounted for by differences in per capita income.

Are labor standards a matter of international concern? The answer seems to be clearly “yes” according to historical experience. The ILO has been establishing international standards since its inception in 1919. It is a tripartite organization consisting of  representatives of labor , employers associations and governments and since 1919 it has approved some 174 conventions of which 171 are still in force. Its seven “core” labor standards and the number of countries that have ratified them are shown in Table 11. Once ratified by any country, a convention has the force of law within that country. However worldwide compliance is rather spotty to say the least, and the ILO itself has no enforcement mechanisms relying instead on voluntary actions, moral suasion and some monitoring and surveillance. The ILO itself makes no connection between international trade and its standards: in fact its rules state that standards should not be used for protective purposes.

 Table 11  ILO “Core” Conventions

No.
Date
Subject
Signatories a)

29
1930
Forced Labor
149

105
1957
Forced Labor
132

87
1948
Freedom of Association
122

98
1948
Right to Organize/Collective Bargaining
138

100
1951
Equal Remuneration
137

111
1958
Discrimination
128

138
1973
Minimum Working Age
61






Note : 
a) 35 countries have ratified all 7 conventions.

Source : The Economist ( October3, 1998), p. 27.

Some advocates of higher labor standards are not satisfied with the ILO’s voluntary approach. What they would seek is the insertion of a “social clause” into the WTO rules whereby exceptions could be made to the WTO rule that prohibits the introduction of sanctions because one member country finds the production methods of a second country objectionable or immoral and therefore illegitimate. Countries would be allowed to impose sanctions in such circumstances, subject to the WTO’s
dispute resolution mechanisms and subject to the proviso that in case of an adverse WTO ruling that the complaining country could continue the sanction only if it paid compensation to the offending nation. The idea of a “social clause” poses a number of problems. First is it limited to the seven “core “ standards in Table 11 or will it cover all 171 Conventions (e.g. including those on nighttime work, termination of employment, occupational health and safety)?  Second, while it might be possible to generate near universal condemnation of a comparative advantage gained on the basis of the use of slave labor (the WTO itself bans imports produced by prison labor), it is not clear that a universal consensus could be obtained for an absolute standard on child labor or the right to organize or a wide variety of other ILO issues. Who’s standards are being applied, those of the USA, or EU or OECD? Would  some allowances be made for countries to have lower standards and if so by how much? Third it is worth noting that although the developed countries (mostly the USA and France) are expecting to find the developing countries guilty of all kinds of lax labor standards, they themselves could be subject to complaints. Try this list for the USA for example; widespread abuses of migrant workers in agriculture; sweatshop conditions in parts of the garment industry (with the use of slave labor not unknown); failure to allow unions to participate in management decisions – a practice that is very common in Europe; and  failure to prevent child labor – e.g. babysitting, newspaper delivery jobs, after school jobs , all of these by persons less than 15 years of age.  While all these questions are matters of degree and judgment, the USA does not have the resources to enforce its own labor laws and some of its laws differ from those in other countries. Fourth, there is the question raised above “are trade sanctions the right remedy for the problem?” If imports of goods produced with inputs from child laborers are banned, will the children or their families be better or worse off. Unless there are better opportunities for them elsewhere the answer is clear “worse off”.

While the momentum behind the “social clause” may in part stem from genuine moral concerns, it is hard to escape the conclusion that a far larger force is the desire to implement protectionist measures by a new route. As an example take the Child Labor Deterrence Act put before the US Congress in 1995. “The Act would urge the president to seek an agreement with other governments to secure an international ban on trade in goods produced by children under the age of fifteen. In addition, it would require the secretary of state to identify foreign countries that that do not comply with national that prohibit child labor and that use child labor to produce exports. After consultation with the US trade representative and the secretaries of state, treasury and commerce and at least one public hearing, the importation of such products from these countries would be prohibited”.
  Note that the concern is not so much about the use of child labor generally but instead about the use of child labor to produce exports.  

A SUMMING UP

We may now summarize our findings for environmental and labor standards together since the underlying principles overlap considerably between the two cases. Our principal observation is that standards( as well as their enforcement) are a product of the level of development as well as each country’s history, culture, institutions, etc. As such they are likely to converge with those of more developed countries if and as standards of living converge. To ask that standards be harmonized ahead of that time, is to ask that the history of the developed countries be ignored and to impose unreasonable costs on undeveloped countries. Hence it is worth making the following points:

· differences in standards are legitimate sources of comparative advantages between countries

· the evidence for “races to the bottom” in labor or environmental standards is lacking; there is little or no evidence that significant amounts of resources are flowing in response to differences and that countries are competing by lowering standards

· trade sanctions are often a very poor means for enforcing standards since the source of the problem is always not in the trade activity itself but in production processes or population pressures or urbanization; and, in addition, trade sanctions often have unintended consequences

· allowing the use of “unilateral sanctions”  because one country objects to the production methods of another opens up the possibilities for numerous protectionist abuses which will likely lead to greater divisions between countries and an eroding faith in the international trading system

· multilateral agreements, voluntarily arrived at, offer the best route for handling problems that have global impacts or that raise international concerns; even here, however, the questions of how international cost burdens are shared, the nature of sanctions for non-compliance and the mechanisms for dispute resolution all need careful attention

· where less developed countries are being asked to bear cost burdens in excess of benefits to themselves, the present practice of using grants and soft loans to cover the excess should be expanded

· lastly the use of trade sanctions to enforce better standards runs the very real danger of being hijacked and used for protectionist purposes

Concerned that the lack of progress on environmental and labor/social issues might lead to increasing frustration by their advocates in the industrialized countries and hence to a political backlash, Dani Rodrik
 has made a proposal whereby unilateral sanctions by high standards countries on low standards countries would be possible but only under very strict conditions. According to his suggested procedures, the offending country would have to violate a widely held standard in the complaining country(  that is, held not just by the competing industry and the advocates of some environmental/labor standard but also by consumer groups, exporters and members of the general population who would stand to be hurt by the sanctions).  All these groups would be required to give testimony and indicate their support for the sanctions. If such a consensus can be arrived at, sanctions could be imposed. Rodrik would have his proposal implemented by expanding the Safeguards Agreement of the Uruguay Round to include incorporate a “social/environmental” safeguards clause which would allow sanctions to be imposed after his strict procedures have been followed  and would entail compensation for the sanctions to be paid to the offending country.
 Rodrik supports his proposal by saying that procedures would be open and transparent, that both those who stood to gain and those who stood to lose in the complaining country would be represented and that the process would expose narrow group or national interests. Interesting as his proposal may seem, it suffers from several flaws: (a) since the complaining country is both judge and jury there are real questions about fairness; even the possibility of appeals to the WTO’s dispute settlement mechanism might not correct this problem; (b)since the relevant complaining producer, labor and interest groups are likely to be much better organized than consumer and exporting groups there are real doubts about whether a balanced process is possible; and (c) it would likely open the door to increasing disputes between countries and increasing frustration with the trading system.

Since our assessment to this point has been quite skeptical about the desirability of attempts to harmonize standards and the use of trade sanctions to enforce them, it might prove worthwhile if we made some more positive recommendations. First, Bhagwati has suggested that, if the developed countries really are concerned about “races to the bottom’, each country could unilaterally require that its companies meet the same environmental/labor standards when producing abroad as they do at home.
 This would eliminate all investment outflows seeking lower standards( although investment could still flow overseas for other reasons ) and would also eliminate all attempts to compete through lower standards since the incentive is no longer there. It has an additional virtue that it puts the burden for higher standards on the industrialized countries and not on less developed countries( except to the extent they might receive less FDI). Bhagwati’s proposal has a number of problems, none of which seems fatal: (a) competition between firms from industrialized countries when producing in less developed countries would be unequal since their standards are not harmonized; perhaps this would encourage greater between industrial country standards; (b) less developed countries might object if  the laws/standards of other countries were being followed in their country; this is understandable but presumably it should not be a large problem since the standards are higher and would have beneficial effects on developing country citizens; and (c) monitoring the labor/environmental standards performance might be difficult when firms are operating outside the country; again, this doesn’t appear insurmountable since they are following the same standards as at home.

The second proposal is Richard Freeman’s for improved labeling so that consumers in developed countries can express a demand for products produced under what they perceive to be better conditions in developing countries.
 If there is a genuine demand for better standards on the part of citizens in industrialized countries, production should respond to that demand. If goods could be labeled with appropriate and meaningful information, some consumers should be willing to pay a premium  for goods meeting some higher standard(e.g. no child labor, slave labor). The principle could even be extended to cover some environmental concerns(e.g. dolphin-friendly tuna fish, hormone-free beef, pollution-free processes). The virtue of this proposal is that it actually uses the market to express a demand for improved standards and compensates business firms in developing countries for the costs of voluntarily adopting higher standards. Further, it avoids the potential protectionist traps involved in using sanctions to force firms in developing countries to make the switch to better practices. Lastly, the success of some consumer groups in the US  in forcing US firms abroad and their suppliers to improve indicates that there is some potential for success. To be implemented, proposal would need to handle the question of the accuracy of labeling and to demonstrate that it could realistically be extended to more complex labeling cases( e.g. safe working conditions, pollution-free production). 
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� Countries are classified by income classes according to World Bank guidelines. For example, in 1997, Low-Income countries were classified as those with a per capita income below $785; Middle-Income between $789 to $ 9,655 and High-Income above $9656. Middle-Income countries are split into Lower- and Upper at $3,125.





� Regional groupings are those used by the World Bank.  Asia is split into two regions, East Asia beginning at Thailand and comprising all countries to the east, including the Philippines and Indonesia and the Pacific Islands. South Asia is the Indian Sub-continent plus Sri Lanka.





� At the PPP rate, one dollar has the same purchasing power over that nation's domestic GNP that the U.S. dollar has over US GNP.





� See World Bank (1991), for example, and World Bank (1993).





� See Little, Scitovsky and Scott (1970); Balassa (1971); Bhagwati (1978) and Kreuger (1978). For useful surveys of the findings of those studies see Edwards (1993) and Bruton (1998).





� World Bank (1993).  The East Asian countries that the World Bank is focusing are is what we have above called the “East Asian 7”.





� See World Bank (1991), p.184 for a comparative table.


� World Bank (1993), p.352.


� World Bank (1993), p. 352.





� For example, see World Bank (1991), p. 100.


� World Development Report (1991), p.99.


� See Sachs, et.al. (1997)


� Sachs, et.al. (1997), p.14 


� Edwards (1998)


�  Some may feel that the period 1965-1973 is too short to make judgments. Part of the problem is forced on us by our choice of the period 1965-97 which gave us consistent data for a large number of countries.  Extending the data back to (say) 1950 or 1960 for the same set of countries was not a readily available option.  If we can content ourselves with just using regional average per capita growth, we can show that the period 1950-1970 was, while slower than 1965-73, generally successful across a range of developing countries; the growth rates of income per capita were : East Asia (3.5 percent); South Asia (2.1 percent); Middle East/North Africa (2.0 percent); Latin America (2.3 percent); and Sub-Saharan Africa (1.9 percent).  World Bank, World Tables (1983), Table 1.





� Collins and Bosworth (1996).


� See the World Development Reports of the late 1980s (esp. 1987), for example.





� See World Bank (1993), p. 6-7.


� World Bank (1997), p.18.


� The analysis which  follows draws heavily from Anderson(1996), Krueger (1996), Bhagwati (1995) and Baumol and Oates (1988).


� See Baumol and Oates (1988), pp.257-265.


� Jaffe (1995), p. 157-158.


� Countries have the option of maintaining sanctions after WTO has ruled against them but they must offer compensation to the damaged countries.





� See Baumol and Oates (1988), p.267.


� Krueger (1996), p. 295.





� Krueger  (1996), p. 300, fn. 6


� See Lawrence, Rodrik and Whalley (1996), Chapter 2.





� There is some argument over whether compensation needs to be paid.  The argument is that, where the offending country is also a democratic one, its standards were openly debated and arrived at by democratic processes. Where standards reflect, at least to some extent, the will of the people, sanctions will impose some costs and so compensation is justified.  If the country is not democratic, these  arguments are less likely to hold and therefore compensation need not be paid.





� See Bhagwati (1995), pp.745-759.


� See Freeman (1994).
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