
Global Economics 
 
Lesson 6:  Trade and Economic Development 
 
I. Economic Growth 
 1. Conditions conducive to wealth creation. 
  a. Intuitions – Douglas C. North 
  b. Intangible wealth   
  http://www.wsj.com/articles/SB119103046614343129?alg=y  
  http://siteresources.worldbank.org/INTEEI/214578-1110886258964/20748034/All.pdf  
 2. Growth Rates:  Dramatic variations in both growth rates and GDP per capita: 
 3. In conclusion:  Douglass C. North 

“ The first development of agriculture took place almost four million years after 
human beings became separate from other primates--that is, only ten thousand years 
ago. In the ensuing ten thousand years the rate of change appears to have been very 
slow for at least the first half of that period. In the second, it has been episodic for most 
of the time; periods of what appear to have been economic growth in particular 
geographic regions have been interrupted by stagnation and decline and sometimes 
those geographic areas have failed to recover. In general growth has been much more 
exceptional than stagnation or decline. Modern economic growth appears to have 
begun perhaps four hundred years ago but been confined to a small part of the earth for 
most of that time. Widespread growth is a recent phenomenon mostly dating since 
World War two. Even today large parts of the world are not experiencing growth (e.g., 
the republics of the ex Soviet Union and Sub Saharan Africa), or growth continues to 
be episodic (e.g., Latin America).” 
 
 “It is the incentive structure imbedded in the institutional/organizational structure of 
economies that has to be a key to unraveling the puzzle of uneven and erratic growth.” 
 
 “I shall assert and support three arguments that are at wide variance with the 
received wisdom. The first is that contrary to both the economic history literature and 
the economic growth literature--old and new--the primary source of economic growth 
is the institutional/organizational structure of a political-economy and until we focus on 
that subject we shall not advance knowledge on economic growth. Second that 
economic growth is dependent on stable political/economic institutions that will 
provide low costs of transacting in impersonal political and economic markets. Third, 
that it is the belief systems of societies and the way they evolve that is the underlying 
determinant of institutions and their evolution.” 
Douglass C. North, “Some Fundamental Puzzles in Economic History/Development”  

 
II. Developing Countries and Open Markets 
 A. Historical fears of colonialism 
  1. The need to develop and build a nation  
  2. Led to policies of import substitution, central planning, high tariffs 
   a. High tariffs 
    LCD’s tariffs: 15-30% range 
    Devs tariffs:   5% range 
   b. Non-tariff barriers 
   c. Capital controls. 
  3. The effects: 
   a. Rent seeking 
   b. Wasted resources on development projects – mostly pet projects and heavy industries 
   c. Entrenched oligarchies 
 B. Fears of colonialism and multinational subjugation are largely unfounded 
 C. Countries with more open trade, experienced more econ growth 
 D. Open trade is not the only factor that contributes to econ development.   Also… 
  1. Property rights 
  2. Legal institutions 
  3. Financial markets 
  4. Nutrition & health 
  5. Infrastructure 
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  6. Deregulation & decreased corruption. 
 E.  Many obstacles to free trade still exist (Rent seeking, entrenched oligarchies) 
 F. The issue of foreign aid?  Has it helped? 
  1. The Oxfam Quote: 

 History makes a mockery of the claim that trade cannot work for the poor. Participation in 
world trade has figured prominently in many of the most successful cases of poverty 
reduction and, compared with aid, it has far more potential to benefit the poor. . . . Apart from 
financial benefits, export growth can a more efficient engine of poverty reduction than aid. 
Export production can concentrate income directly in the hands of the poor, creating new 
opportunities for employment and investment in the process. . . . Experience from East Asia 
illustrates what is possible when export growth is broad-based. Since the mid-1970s, rapid 
growth in exports has contributed to a wider process of economic growth which has lifted 
more than 400 million people out of poverty. In countries such as Vietnam and Uganda, 
production for export markets has helped to generate unprecedented declines in the levels of 
rural poverty. Where export growth is based on labour-intensive manufactured goods, as in 
Bangladesh, it can generate large income gains for women. . . . The benefits of trade are not 
automatic - and rapid export growth is no guarantee of accelerated poverty reduction. Yet 
when the potential of trade is harnessed to effective strategies for achieving equitable growth, 
it can provide a powerful impetus to the achievement of human development targets. 
Irwin, Douglas A. Free Trade Under Fire: 4th Edition (p. 198). Princeton 
University Press. Kindle Edition. 

 G. Bono changes his tune (p. 196) 
 H. Some history 
  1. China 14th century severely restricted trade for approx. 200 years.  The results were not  

  favorable. 
  2. Closed Arab states?  Negative effects on development. 
 
III. China, India and Four Tigers 
 A. China 
  1. Deng opened China in 1978 
   a. Decollectivized agriculture 
   b. Eliminated foreign exchange controls – Yuan convertible  
   c. Allowed private trade 
   d. Permitted foreign investment 
  2. Stunning results 
   a. Rule of 70? 

 
 
 
 Real Per Capita GDP, China 1953-2000 NBER 
 B.  India 
  1. Since independence 1947 
   a. Self sufficiency, planning, import restrictions. 
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   b. “Essential” imports were imported & sold by the state. 
   c. Many bureaucratic requirements to import capital or intermediate goods. 
   d. Dismal economic performance 
  2. Since 1991, 
   a. Export subsidies and import restrictions eased. 
   b. The “license raj” was dismantled 
   c. Dramatic results 
    i. Fast economic growth. 
    ii. Increased productivity 
    iii. Decreased poverty rates – 46% (1983) to 27% (2005 
   d. Another hockey stick diagram (same as above but at 1991) 

 
  3. Trade reform was a key element (only) of the progress 

 “Most people remember the Emergency [suspension of democracy between 1975 
and 1977] because it represented a generalized loss of liberty. They do not understand 
that by suppressing economic liberty for forty years, we destroyed growth and the 
future of two generations. For the average citizen it was a great betrayal. Lest we 
forget, we lived under a system where a third of the people went hungry and 
malnourished, half were illiterate while the elite enjoyed a vast system of higher 
education, and one of ten infants died at childbirth. Our controls and red tape stifled the 
entrepreneur and the farmer, and the command mentality of the bureaucrat, which fed 
the evil system, continues till today to frustrate every effort at reform.?” 
Irwin, Douglas A. Free Trade Under Fire: Fourth Edition (p. 207). Princeton 
University Press. Kindle Edition. 

 4. Indian reform podcast, Jagdish Bhagwati: 
  http://www.econtalk.org/archives/2013/08/bhagwati_on_ind.html  
 C. The Tigers 
  1. Korea under Park Chung Hee 
   a. Mid-60’s, lower tariffs, opened the economy, won devalued.  Dramatic increases in GDP. 
   b. Directed resources to targeted industries by relatively independent technocrats 
  2. Hong Kong 
   a. The video: http://video.google.com/videoplay?docid=2024617864923164175  
  3. Singapore 
  4. Taiwan 
  5. Common patterns? 
 D. And Chile & Vietnam 
 E. Some less successful experiences. 
  1. Mexico 
  2. Colombia 
  3. Argentina 
  4. Nicaragua 
  5. Kenya 
  6. Common themes?  Macro mismanagement, domestic strife, corruption. 
  7. South America – Atlantic vs. Pacific sides 



Global Economics Notes Lesson 6  4 
 F. Lower tariffs correlate with longer life expectancy and lower infant mortality. 
 
IV. Industrial Policy:  Government directed policies that include import substitution and 

protection of infant industries 
 A. Import substitution often meant high tariffs for protection and an industrialization policy 
  a. Industrialization often meant diversion of resources to heavy industries that were not efficient 
  b. Import substitution protects relatively inefficient industries 
  c. These industries become rent seeking special interest groups. 
 B. Japan and MITI  picking winners? 
  a. Did they pick winners or misallocate some resources? 
 C . A conclusion? 
  a. Often industrial policy is a cover for rent seeking and corruption. 
  b. Successful East Asian countries have promoted the conditions that foster economic growth 
   i. Good macroeconomic policies 
   ii. Private enterprise, entrepreneurship, and market competition 
   iii. Investment in human capital 
   iv. Open and export oriented economies that face world competition as they grew (within  

   bounds) 
  c. Countries that failed to create conditions fostering growth have not grown. 
 D. Too many countries have economic policies that stifle development. 
 E. Adam Smith: 

 Adam Smith once stated that “Little else is requisite to carry a state to the highest 
degree of opulence from the lowest barbarism but peace, easy taxes, and a tolerable 
administration of justice: all the rest being brought about by the natural course of 
things. All governments which thwart this natural course, which force things into 
another channel, or which endeavour to arrest the progress of society at a particular 
point, are unnatural, and to support themselves are obliged to be oppressive and 
tyrannical.? Unfortunately, all too many developing countries lack these three simple 
requirements.  In Smith 1980, 322. 
Irwin, Douglas A. (2009-07-20). Free Trade Under Fire: Fourth Edition (p. 221n). 
Princeton University Press. Kindle Edition. 

 
V. Trade Policies in Developed Countries 
 A. The US, the EU countries and Japan have large agricultural subsidies and price supports. 
  1. Of each dollar earned by OECD farmers, $0.18 comes from the government 
  2. Both the subsidies and surpluses harm agricultural markets in other countries. 
 B. Devcos have higher tariffs on goods from UD countries than on goods from other developed 

 countries. 
 
VI. Labor Policies 
 A. Are low wages a type of “unfair” competition? 
 B. Do low wages mean low labor costs?  They don’t.  It’s productivity that matters. 
 C. Low wages imply low labor productivity  (Don’t confuse labor prices with per unit labor costs.) 
 D. Labor productivity and wages 
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 E. Child labor 
  1. GDP and child Labor 
  2. Root cause… 
  3. If the US stops buying these goods, would children be better off? 
  4. Diagram below:  child labor disappears aat about $5000/cap GDP. 

 
 E. Labor Standards 
  1. Core standards: 
   Fundamental human rights 
   No forced labor 
   No child labor 
   Right to free association & collective bargaining 
   No discrimination 
  2. Economic standards: 
   Wages and working conditions 
  3. Women:  the issues of exploitation and sweatshops. 
   a. Working in factories vs. working in fields. 
   b. Factory wages > 7x field work. 
   c. Freedom for women from rural life (even Marx called it boring) 
 F. Questions 
  1. Should labor standards be part of trade policy? 
  2. Do foreign companies exploit workers in less developed countries (Laces)? 
  3. Would workers in LDCs be better off if foreign companies left? 
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  4. The issue of comparing real circumstances with ideal but unattainable  

  circumstances. 
  5. Will labor standards be used by developed economies to restrict trade? 
 G. Generally, LDCs oppose labor standards in the WTO rules. 
  a. Banning imports of goods made with child labor will not help much – only 5% of goods  

  produced with child labor are exported. 
  b. Child labor is a function of per capita GDP – it disappears at about $5000. 
 H. Perhaps the International Labor Organization (ILO) is a more appropriate organization. 
 I. Developed country policies (high tariffs and subsidies) contribute to LCD poverty, 
  but so do LCD policies (high tariff barriers and bad governments. 
  https://www.youtube.com/watch?v=chaf5NHEuYM  (Cheating Cheaters of Cheatery – John 

 Green)  
 J. Krugman quote:  there is no real alternative to trade and industrialization for increasing worker 

 wages – not foreign aid, not demands for social justice. 
 


