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1_EBov aititudes Lewatds tradle reform

Trade policy reform, like any other major refarm in public policy,
involve a complex combination of controversial economic issues with
ingtitutional poculiaritioe and politieat sconnmy considorations thal oxakes
.international comparisons a difficull task. Noitwithstanding thece has been
substantial work on cross-country comparative analysis of trade policy, the
pioneers being the large research projecis conducted by the OECD and the
NHER in 1he seventies, boith of which generaiing hook igngth couniry studies
and synthesis volumes!. Bolh projects, by and targe, stemmed (rom the
desire to apply new theorelical developmenis - notably in the area of
measurement of static costs of protection, e. . effective rate of protection -
so as to make a case for Irade fiberalization in developing coumrae& Yet,
despile these studies’ impaict in academia and o the cutiuce of mulititateral
institubices, both projects foiled to be infucatiat as f2r ee eade policies in
davaloping cuntries wers enncernad Apparently, the sivn of atatic onstie of
protection, impressive as they might seem in some cases, appeared 2
secondary consideration in couniries engaged in major efforts 1o advance

industriativatinn

Muore recently, 2 multi counlry resaarch projecl on frade liberalization
was eonducted uader the auspices of the World Daak, from which there

U The (X0 project cesulied in shudies on Beanit {Bergswan), Yenico (Ling) Pakistan
tlewis), Indis (Bhagwati & Dusai), Philippiacs aad Taiwvan (Meo-Buan, Power & Sicat)
and 2 synthesic vnlume pthansd by 1 itk Seitowski ond Seoit (19701, The BISY peoject
bad books on Colombis (Disz-Aleisndro), India (Bhagweii & Srinivasan), Esrea (Frank,
Lim & Westphal), Turkey (Eeucger), Ghana (Clack-Leith), scaet (Micharly), Egym

(TTansen & Kashushini), Philippiocs (Bakivin) and Chile (Bclrman), dnd 1we syathesis
volumes . by Rhaygw ati (197%) and Kevognre {167%).
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resulied 19 oountry studies and 2 syntbesis volumel. The focus was
restriciad to libecalization episodes, 36 of whivh taking plaw in the cample
couniries in the pesiod 1951-82. The questioms asked, as stated in very
outsel, were relxied to “how”, and not an “whether™2, and in this annection
the themee ware speed and inlensity. aroomstances. tarpeling. balance of
pxyments behavior and macroeconomic perfarmance. Like the earlier
studies, this project has very explicit the case far trade liberalization, which,
as of lule, hus beonne au iogortam weaditiioality itemn o the Bank's palicy
hased Jending, whose impostance has grewn significantly in recent years.
The experience of the 1980s could recast Latin American assessment

on the implications of protectionisi irade regimes and willingoess 1o
liberalize through for reasons different from the once emphasizéd inclusive
studies and advecated by mulilmeral argenizsticns. There bas been a
prawing pesceplicn in Latin Amegica thai the trade and industrial policy
framewerk has become defrimental to the attainment of dynamic efliciency
and that the handicap it imposes &0 internaticnal competitiveness 15 more
serious now than ever before. This new pecceplina appears to derive first
trom the influence, In the nocmarlve analysis of rade and wndusiriatization,
of the yrowing aumber of theocaliral matcihittiong emphasgising the
impoctance of factors such as learning and ecooomies of scale as the basis for
comparative advantage m manulaciuciog, which supplied some academic
legitimacy to active trade and industrial policies in NICs, but cesutled 2lso n
conslierapty increasing the awvareness of \be quallly dud the dauger s o smls

! The coustries inveolved were Argentina, Chile, Uruguay, Eorca, Philippines,
Singagure, larael Yugnstavid, Brazil, Colombia, Pero, ladonesia, Pakisan, Sri Lianka,
Yew Jeland. Spain gnd Turkey. The syathesis volume s authored by Blichaely,
Papageargivg & Choksi (1991).

2 Mizhaoly, Papagoeegon & Clurksi (1991, p. 1).
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paliciest.

In addition, perceived developmesi vhallenges have definitely
changed, ac the advante of industeiativaiinn ré;efmegi ‘the aature of the
questicns asked aboad stradepic dkaces regiediong indusirializaton. The
wﬁwmﬁhmuﬂwismkmmmmwerweﬁmmchmew
praiecting the esahlichmenl of industriae ta pradiee l”u: the domestin

market a1 pol 100 Breasoniably larve onst differentials reladive to warld
prices o the ool o distant fulves. The great challenge leday i bow 1o

refacm the existing policy framewock buili to answer the focdter poabhieat S0
as 1o overcome its cbvious inadequacies tn genecate the managerial
dynamism requiced to meel the challenges posed” by the world’s fast
changing technological trends and the continuous need of expocl upgrading
by middie-inchme manufactured ezporiers?.

Besides, the task of restoring sustained growlh reguires Jifting a
potential foreign exchange constraint imposed by ibe debt burden, restoring
domesuc savings 1rom s very depressed 1evels, and rediresling government
financial halance in a context of rising demands for gresier distributive
equity and the provision of socal (werbead seyvices3. Now, the aaly way 10
simultanecusly meet these apparently inonsisient targels is (o increase
produdtivity growth, as i would prevent both the erosion oF mannfactured
azrrts aumpelitiveness as well as the shiflt in income diswributo lowards
wages and a consequent fall in the savings ratiod.

! For 2 disoirisinn of the wplicstions of “aow Dieorgs™ ¢ far a bevader debates on
g;h policy arve concerned see Lcugman (19995 and aine The Exvonmis (199, gp. 19-

2 See Fritech & Franon (1991) for sa emtended discussiva .
3 See CEPAL £ 1990).

4 For an ellabosastion of the argueeal, ste Friach & Feaaos (farthosming)
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These oew perceplions placed e ooocera with eflwiency
considerations at the centre of the stage Al abs> sharpened pofitical

posenptinne of the vé.-y high mais {and ths vy anenctain public henelits) of
the targe subsidies and, especially, tax expenditures, associated with
teaditionaal industeial :md export promoting policies 2s well a3 the alineative
distorlions related 10 excessive and renl creating govecnment regulaison and
the operatiod «f 1the vast netwark of industsial pubbe enterprises. This slow

move of the opinion towards deregulation especially in the SBhere of trade

and industrial policy - was alen undonhtedly reinforeed by the slmost
permanent pressuse from some QD jwernments and  mulliladeral
organizations in this same direclion The setioas of the 1MF 20d especially
mwwmumuummmmemﬁ in goveramens
initiatives as, for example, the Baker Plan, had cerlainly played a role in
inducing Latin American countries tosrards liberalization in the late 19805
as the levecage of such institulions v-3-y2s some debine goveraments was
very strong.

These new perceplions and prescriptions have ticned into actwa in
many Latin American coustries currently uadertaking progeams of irade
liberalization - Mexico, Yeneruela, Hraril Arpearing Costa Rica, Jamaica, and
Colombia, in additioa 10 Chile and Bolivia, masy of which pow with trade
regimes jess restriclive 1ban befare ihe debl aisis?. Interestingly, ihefe is no
record «f such & adlective mouve towards freer trade in Latin Americs 1o a
moment in whith the balance of payments outlonk pérsists threxiened by
the debt overhang and matroecenomic nstability is of very significant
proparlicns in some couniries. I ope bears ip mind 1hal "Commen sense

1 S Laird & Ragiec (19R9).
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would suggest that the conventional benefits of iberalization berome muled,
if oot completely offest wnder evaditicd: of macroscooomius insishilily
characierized by high and vacuable inflation on the ote hand, and [iscal and
balmnce of prymoents erisis. ¢ the (ther™? - a point 1he Woedd Bank study
does pot seem 10 Support - doe canned fad 1o b sepressed by the extend {o
which 1he new perceplions aloded abave, ar the sisengih of multilmeral
agencies, have become dominant in Latin America.

in view «of the above, aoe should be cmeerped about whether these
new miluences might o6l carry Latio American economies 100 far wn the
hiberal side, given the uncertainties surrounding the design and the effects of
liberalization, its matroecenamic conditicnants and domestic resistances 1o
change. |

Z2_Bacertaiatics regandiag trade rofara

1t is impoctant to have in mind that the strength of convictions and
policy commitmente 1o trade eeforms i2 ot sustnined by 3 clcar ralivoale as
1o the mechanisms connecting freer trade with dyoamiz effwwocy,
productivily growth and belier overall macroecsanmic pecforaance. By and
targe there is a fesling that greater involvement wilth the world imdustrial
econnmy is very likely to be rescarding, which is broadly coaficmed by the
expecience of countries said 1o be mare “outward oriented” in recent years.
Yet, the faller categocization is usually defined by varizhles such as trade
shares and the structure of inceatives and il & By 00 Bteads 2 synominods o
ahsente of trade intervenciion As recently pik, “there is much 1o be said in

§ Rudrik (100 p.2).
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favor of owteard-ovienied development sSicalegies relative 1o inward-
oviented _ but geseral phseevations such as these do ool really justify the
equalitn of onward orientation with markel liberatization™!. A country
taight thus become mate expart ariented snd ¢o well macy vectnomically and
mamais & very sestijciive regime regwdiog impyis. Gredler oulward
aricntalicn, in cabefuicn, docs pot orcoairily imaply a full fledged free
market attitude and to strike a balance is po easy task.

No doubl, 1he inek of 2 dexr usderstsoding as 1o the pature of links
between Hhecalization and dynamic effdency bas Jed 1o shoricommings and
shme improicalinn st regards the dssign of sorh refursos indeod, 1he
Mﬂmhelwm 1he trade rogime and dynamic officiency, or tochnulogical
dynamism  Has been a bally debated fopik as o Ixte, A recent and
amhcrh'aﬁrve snrvey wanid observe in this regard that there jg pg clear cut
confirmatian of 1he ypeibesis thal crunlries With un extesnal crientation
benelit from grester grewth in technical dfiiency in the companent seclars
o maoufacivring, comhined with the relastively small siatic onsts o
prttectice, this finding leaven those with & predilection towards s peutral
regime in 2 quandary ™. 1a fact, it has been asted that, essentially, the issue
Msmuchmdowimmerelaﬁonhelmnmnmmm and ingowvation,
wilh respect 10 which aniroversy has been guing an for guite some baed,

- Dynamic dfiviency and prodoctivity growib are relaied 10 markel strecure
through many comples mechanisms and alan 10 government reguiation of
samwfacturing activity which, heavy as it was in the furmative years of

Litin American industry. has been ncial 1o shaph many sirnetara) festurae

¥ Sachs (1987, gp. 292-3).
2pack {1986, p. 38).
3 Sue Fritsch & Feaunce (1990).
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as manufacturing the precise'nature of tfhese interrelatijonships should-be

hottor nndoretivut In atlver a docion of teads thuwesfizatinn thoat avatras tha
ORIRSE O AV RARE A appa-wma.

Thrmﬁzh the yers in Lalin Amecicz regodataon of maculacteriog
artivity in geoeral and the teade regime in particular have bosea alfocted by
many factors. Balance of payments considerations have traditonally been the
cructal motivation to imporl repression leading also to anti-expoct biases
when oppociinities opea in the intecaational economy are perceived as
unatteactive. lodustrial policy considecations have aiso been imporiaal in
ponsrating tacrpeted pootectinn of inconlives in taay seciocs aad, 1241 bhut not
the least, political econnmy facioet have alis heen imporiant o define the
nature and extent of the proleciionist apperaing and the struciice of
incontives, Rational crpericnss tond to Jiffer ia ssany impoctant ways as to
the relative importance of these three [aciors in the shapiog of particular
palides impleented and institulions created. The fesearch an palicy redorin
shouid start by recupersling the process by which prachioes, ouiiure,
mnstitulicns and trade palicy insirnments devekged in different coutitnes.

Quoe < has an overview o instituistnsd sealities and hisiasical
factars related 10 existing sysiems «f protection and expei incenlives the
Hatt step is 1o discuss oplions svailashle aloog with their jwplications as Sar
as trade refurm it concurned. Since the dm OECD snd NBER studies the
amventional redpe far irade iberalizxiin bas been very Smply staled as a
muve Wwsrds Phase V-, o “level 207, a5 000 1l hassiers and exchange
cmtrals are replaced by "equivalent” tavils which e then brought down in
a velodity and with a targeted cantent thal masy vary Srom a6 1o case. The
method is wmple aod direct and ibe difficuities found for the
implementation, a5 seed by libeyalizers, «f & Paeio improving messure end



shaila be e 10 1he HOULICH SY SO S IRCZIREONY 30 Wy TIFS 70 VOTEs S o
10 those: invalved in the sedevant dedsion sphivex. Thers are many maxicls
fur the delers&inaim of .;mﬁéctitm most F which heavily dependent of a
particular type of dedsion making as regards trade refaem], More
snpuriantly, howevers, is (be fact that trade libesalization, as observed 1a the
recent World Bank study on iberalizaisms, “bas olien beco underiaken upun
a radical ¢hange in the political regime™. fndeed, fourioen of the thirty six
Bberalirnion episodes identified I the shikdy were camducied by sewly
insialied avihoritarian gavernments of free market persuasin?.

If, lmswerver, a dravic aribodca Lbesralizadon i3 20t 10 be purnned and
i an auvtharitarian regime with full antanomy is ool ko place, the cdxices 1o
be exercsed incnde compler definitions as 1y indusirial policy priccites,
mstitntions, instruments and practioes, bavieg s mind the mechanisms
through which the sew policies should enabance dynamic efficency and the
political sysiem within which the issnes would have io he discussed and
axlitions formed The peofile of mandacturicg the evidence on ihe
relatinnship between amacket structure, regulation 2a0d lechoolgical
dynamism, 2s well a3 the ﬁkély future farure of siruciural adjusiment
eflorts tnvolved are all crucial elements in the definition of country specific
irade reforms.

The consideration of the politicat arenz2 in which trade refocms are
poing to be discusted involves msues regarding the political process and

! For a review of aeo-classical madels of the golitical eovnosty of prnedara see
Batdwin (1984).
2 Michaely etal (1991, pp_3-44).

Page 9
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more particularly the modes of aiganiratinn and representation of eConomic
intecests before the relevant decision spheres in the domain of trade policies
A number of facters conld be related io ihis conpecon!. Histosica) 1raditicn
may have a very cmerete bearing an jdeas snd atiitudes shoutl relaisons
wilh the internatiensl ectmnmy, there being 3 varying degree of osocern
with sovesignity in different couniries. Natikmalism, i addition, 1end to lind
sophisticate mechanisms of expression it sthonls o eamomnic thought whase
prestige and penetratin is also varsahle sptress countries. The arganization
and stability of 1be political sysiem is also & owdal facior in determining the
vishility of 1rade seforms. Very ofien ip this domain hlncking conliticns may
be furmed ib view of the faet that prodoners are generslly much better
wranized than omsumers, which oresies an adpmetry in  political
represeniztion tha) resulls in & protectionist bias, or ap iveriia 10 reforms,
boih as regards desygn and ynplementafion of reforms. Rincking oualitkns,
bewever, are dien unsble o Smplement U positive alternatives given
palitical dendioeks, o the fact 1hat reguirements 10 change are ofien barder
than the ones w0 predude change. In this cmeeetin, # watiers the “depth”
of the trade segitne in (he sense of wheiles s modification depends ob
diseriticnarily taken administralive messures of, @b the tlher extfeme, on
amstitulianal refoem passed in Congress. This certainly mnkés a difference
nmmﬂ:&eﬁﬂhewdbmmmdrﬁwmimmaﬁﬁmsh the
area of wade poiky reftrm. Deadiocks saight be by passed if 1he executive
accumulates paliticad capital necessary to enforee reforms as part of jis wide
palitical grojent, or might be, o the otber extreme, enbanced I palitical
developments Jead 10 the weakening «f the execulive. The circumstance

! An iatereaing pracicel guids is supplicd by Bliitstenad (1990,
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might be quite varied and from this point cascards the saalysis cannot help
being entigiry specific

3. Macroeconomic Conditionants of Trade Reform

Balance of paymeess dithodties and assoviated macroeconomic
instability have been the Yey lactovs affecting irade cegimes  latin
Aﬁmer&:a,mdmeexperiem&mewtyeigmmm bheen 0o exceplion in
this respect. Ye?, aatineal responses in tecms of policy choices and institytion
building atawiated with imporl repression a0 2xpocl promotiva display
im'pmani variations. A orscial issve bridgiog macrmeconomic considerations
and the trade regime is exchange rate maoagement The willingbess to jet
res) exchange rates mowe as 10 indooe external adiestment is certainly
vasiable atsass countries and (ver ime for the same couniry, and this may
be explained in sume degres by domestic “elasiicily pessimism”™ -~ 1. e
presomably unfwcm edasticiies far ampwis’ demand and exports’
supply - and also by perceplicns a5 1o oppiriuaiiies availsble in the
Imlernsdicnal acsnnmy, i o, dumand for axperte 1t may he alan sxplained,
and petahly 10 x Jarger extent, by 1be parverse dsinibutive implicaions o
reat devaluations The latier can be easily espressed i we wride the
following ideatity:

P-mibw- ce}
where P stands for outpul pokce, ;m represenls the mark-up factor or the
profit margin, b and ¢ are the labor 2nd foreign inpul cequirements per uait
of output, W amd e are the sominal wage aad the exchange rale and P the
price of the imported input. 11 is ceadily veriluable that, for o, = {1/b.m) and
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oy = (c/h) we are 2 Liogar inverse celation between the real wage 20d the
real pxehaoge cate, for 2 given mark- i level:

o, - &y . €

whete & ands fie the ecal wruge and ¢ for the cedl 2xdbdoge rats. 12 iz ant
difficult o start toom thede relaticns aad o build a stocy of real wage
cesistence leading to disiributive ooaflicts aad iftation as one tends 10 push
the real exchange vate toward: devaluating. Latin Amecacan cotalries
certainly difer in the emtent 1o which wage itdexaton i adopied, vawn's
strength and militancy!, and mark-ups rgudily as omsequence of oo
contestability of muackets, and also a3 cegard e size of the aon-tradable
sector. Regacding the fatter, the tacger & i¢nds 1o be, the largec the required
- real exchange cate chagge fie 2 givea effori of ¢xieraal adjusiment, aad the
targer inflation tends to be. This is more or lees amlirmed by experience, as
targer Latin American osuatries tead & be aiore poode o chrodic isflation2,
{ounlrics vary, therelone, in the cxtest o whach infkation it genersted a3 a
resull of the allempl mm real exclange rates and twobcrance of infiation
is certainly an imporiant political economy issue thar defines the egteat o
which a given country stay effect balanoe of payments adjustiment through
speadilure swilching measures’.

! ¥hich quite shvisusly geverns the tolevznoe ol sasmplyedat, or of expenditure
reducing medsunes.

2 This s easily showa ufing the @ylized version of the “Scandinavisn swdel of
inflarioe developed in Casavese (1942, 3. 5253.

3E:ph5wi»n.s of inflating dvived tovm the acud of changing Kvy celative peioes that
ane rovisted by social grups alfeded smsed bagicly Toem the wtiginal “steutiuralis®
theorios. T is elearly shown, for sTamphe, in Connvens (19523 and aiso in Bodiglisni &
Fadrs Schioppa (1975) that the incwnsisivace belwena workers' fargets and the

mqujmqu-m ol external balance may gpeasrate chmaic nflatwmn. Tor 4 recent
applicatinn of theos sendols ks the 1atin Aawericas sigecicace sow Foancs {19915,
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The conneclion belween inflatse and adjusiment effecis often
produces 2 cvincidente beiween the oaeced 1o libecalive and the aeed lo
implomont stabilizatinn, and the iatier In tay the feast reduces the degcees
of freedom 1o be spared 1n fiberalization programs. If stabilivation policies
imply larpeting etchaogs rates depressing aotivity levels and investment,
and restricting the fiscal stance, chances of success of liberalization are
surely ceduced. Exctiange rate depreciation often lags behind infiation - or at
least devaluations are avoided - ia stabilization programs, which magaifies
the balance of piyments effect of reduced protection 2nd confuses the speed
of rariff reductions. Restrictive tiscal policy reduces the scope foc Largeted
incentives and Yw levels of investment burns stroctural adjusiment moce
painfyl as there is little of ezpanding sectors lo absorb resources spelied
{rom contracting ones

Smbiliration and liberalization are dependent upodn each ofher in
many ways 1f stabiliration {ails, or happens 1o be proiracied and painful, the
associated determtsm of the wmacroecnomis eavicoamen! resulls in
confusing saore and more the prospects of Bbetralization. The suaess of the
latter, on the other band, may belp building credibility fer stabilization as it
would mark a “break frum ecmomic pulices «f the past™! and enbancs
Avhvraehdioiaf, Fmhere in hberblizvim, or il il is seep a3 inccmsisient and
- lemporary, may he, in contrast, a disaster that may add guile amsiderably
16 matroeocomic instability, and this risk ay well be enough 10 pravent
the Iavnching of liberalization?,

! Rodrik {19562, p. 13).
Z Renlrik {1990b).
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4 The Soemation wad 1y patagy of toude sogiangs

Oore i is possible 1o frame dilerent couGIres iRCCNEININRLC
experictces in the irade-nlls alluded shove and the celevant political
ecopomy issues identilied, ons ¥ in 2 position to dssess the exlent to which
external imbalances have o be solved by comaercial policy. Within this
domain 2 vast array «f possibililies can be seen in pracice. Price meoasures -
tarifls cva subsidies, and mulliple exchange rales - are exieasively used as
meaasures to credle secioral biases and moderale the impact of 2 [ull lledged
change in relative prices determined by a real devaluation Quantitative
resirictinns ((Rse) are alw pervasve in Latin Aomerica, ad ey assupie
wany Laws They mighl Ge "kicder™ measures enforced by cusioms
authocily, such as prohibilions {(and their exceplivns), quotas, ceiliogs and
“similatily” examinations, and might be “noa-border” measudes, genscally
enfocced by other public bodies, such as lwcal content requireaents
(demanded in public procurentent aad by official banks as conditivaality for
subsidized [ivancieg, [or emﬁph) or oMilerparts {regquirements for
advanced deposits o exlernal financing for imporiers). The distinction i3
relevant as it mattecs for pressures exercised under the GATT, which is more
concerned with "bordec™ measures.

Generally, impoct vesteictons, dad moce geaerdlly, rade cegimes, are
classified accoeding 10 the extenl they camploy peice measgures, o iheir
resirictionist conlenl, this being the spirit of the fivelold classification
provided by Bhagwati {1973)! and the subjective tndez of lberalization -
ranging from 1 (the deasi) o 20 {1be mo=t iibecal) - provided in the Focld
Bank’s 1991 study. Static efficiency consideralions apart, whether the

! Bhagwati {1978 pp. 56-62).
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sysiem is more"starket-based i o dependanl oa prces, oF dincretionaciy
managed is erucial to make Ingpspareni the several ways through which
protection is targeted, which is imspostant by clardy io the political arena the
interests in the preservation oc change of exisiing regimes. By and lacge, the
appeat lor transparency seems o be the main molivalion to 32 move lowards
tariff based systems and one that changes the political framewock within
which profeciion is discussed. ,

From the poink of view of the mamsgesent of trade cegimes i is
intoredting o distinguich them by the desree of bureaucratic centralization.
“Bocder™ QRs and price measyres tend fo be centralized on the cusioms
authbority, but iheir application might become deceniralized, or seciorualized,
when the extent 1o which larpeted industrial policies are implemented, o
the amount of secioral discrimination, becomes such as lo lead s
administralion o become oo complex. 1ndeed, the larger is the number of
saciors gaveraed by specific dispositioas, comitiees and bureaucracies, the
lasger he tendency lar trade pubcy to be amducied at the "local™ level. The
more decentralized tbe sysiem becumes, ihe more fikely ibe tendency fur a
symbioais between bureancrats and busivessmsn and for the “privatization”
of sate reguintion of industrial activity. Decentralized sysiems should exhibit
mere inertia 1o change given the jdentificstkm of repuisiors and their
subjects in the presesvation of established mieresis ap A given mdustry,
Different cmiries ubviously dilfer ip the exient 1o which state reguiation
has been "privatized” and the extent o which this disease is present in other
areas of public pedicy.
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3. Targeting in 2onde regioats

The interaction between Irade and industrial policy tends to be large
in Latin Awmerian couniries givea that in foreigs exchange constrained
economies, the acrsss 1o imports hecomss the erucial indusirial policy
instrument and in this connectiva the patterns of protection and export
promation oves the years played 8 key nale in tho ahaping of erucial features
of industrial coganization in Latin America As often noted, the interaction
between 2 resiriclive trade regime and small market size relative 1o hest-
practice optimum scales fod ta the for marion of high Jevels of concentration?,
and oflen the oreatkm of a relatively stable oligopalistic struclure is
reinlorced by ihe combination of (i) 2 high tevel of mullinatioual geaelcation
in respoase 10 resirictive import harriers coupled with relatively more
libernl stance Wwards foreign capital (i) the creatin o “natianal
champicans™ by the special proledtion-zuzsrdomesiic subsidies trealment
given (o domestic firms in sime it sehsiriuiion projects aod astinujated
by the ameern with the geatitn o« industriad “encdaves™ that could be
farmed by vertically integraied MNUs afillistes; {iii} stale ownership in
N@fﬁﬁ‘ gpqtm_u\-@g large itial Mvestment owtlays, which areated in fact
— o polistic pubitic enterprises?.

Nop-cimiestability is 1hos @ imporiamt fexture in the indusirial
organizaticen in Latin Americas couniries emerging fiom an eziended periad
of impert substitution. I this amnectian, imngwet iiberalization and increased
IR trientalioh assume a dimenske of compeliticn policy. Traditionally,
the owmeern ahoul bhig busipess and restrictive market practices have been

b See Bechav (1969).
2For 2 moce dotaibed dinonstbon sow Fritach & Franen (1959%).
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secondary in Lalin America, and besides, poverngents could often be tound
enhancing such practices 1o the eftent that they favir the poocesses aluded
© in the tast garagraph Thus, trade reform tead to face the issues involved in
the discussion of anti-irusl actions and, & 3 sume exical, by-pass the
resistences 1o anti-trust lepisiation and, in this cohnection, it may raise
sirong resistences [rom big business

Tarypetiog has been, therefore, aa imporiant element in import
substitution peocesses in Latin Amecea, and mee? of i has been carried
throvgh protection and heavy indusirial regultion. The neo-classical
fiterature emphasizes “rent-seeking” bebavke as & oudal distarlion
emerging in systems ip which QRs and heavy regulation predominaie, and
this §5 ocortaimly am imjwslant issve to deal with, Yei, the cmecasion of
suhsidies and rent arealing regulation should ot be seed as an evil o jiself.
The abandoament of such measures, which @ opealy advocated by
lihecalirers, means the sbdication of any sectoral bias, or of any targeted
chacacier in commercizl policies, which i not geperally accepted very easily
in cotintties with iradition in active indusieiad policies. 1a this conneclion, il
is more common o find negative attitudes towards the non-leanspacency
and low accountabitity in the concesdion of subsidies and in regulation
practices and also lowards the sihsidies beyona thwe state {iscal capacily and
il conreived cegulation gwernad by cporatisl ulerests, than negative
points of view against targesed irade policies oy se. _

More recent writings of liberalites, 1o 2 great exient induced by the
legitimacy conferred fo fargeted policies by “new trade theocies™ aad some
suceessiul experieaces in Asia, tend 10 call atlention o the fact that even
- though targeted policies may be possihle in theary, nothing can be said 2
priocy abost a given goveromeal capacity in properly idealdy oppertunities
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and 2ct. More often than not, so the argument goes. “government (ailures”
might become much mere seviovs hixn marked Tadlures). Ope could bardly
ail 10 rectgmize that “gevernment failure™ - sndidplication of suhsidies and
renl crealionh, spurives reguixim, joivalization oF regulatcey functions,
sytabions hetween segabaiors and thedr subjects, ele - has heonme pervasive
in many Latin American ooanisies
“In ane wity r antdher, however, Largeling is likely to survive in more
subtle ways. To the exienl that hiberalizatinns are gradual and obey a given
sequenaing in the dismanteiling of trade barviees, they necessirily becnme
Largeted. Whether one starts by eonsumer goods or eapital goods and inputs,
or one priviledges inputs for egporls, is 2 matter of choice ofien deflined by
resistances that stem [rom egisting instifitinas and legislation and polilieat
economy considerations. {ountry experienses shonld certainly differ in this
respect.

. Sumaary

Through this paper, many issuses celated to trade veform and with a
beariog on the politasal eovnnmy considerations were raised. By and large,
the lreatment was quite gengral and, wherever possible, @ was observed
that oaly & comparative view of cwsntry expetieaces could atlow an in-depth
examination. 1o tight of these tsaues, ¥ one would have by Huiid a fentative
content of country studies, the seript, defined @ very broad and prefiminarcy
ievel, coutd be broken ity a lew key clements: (i) The roots of new
pecceptions as (o the need of reloraing the trade regime - which may be

3 For a recent exposition see Krugger (1990)
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related 1o the quile geseral inDuences aluded in section 1 in 2 vareety of
ways - ate paramocunt to the defmitiin «f the policy spenda. (1) Past
experience as far a5 macrsexmomic developments and trade-fTs, especially
as regards developmenis fulliwing 1he debt orisis, are immsiant o frame
the “mnitial conditivass™ - whith mdudes distributive canflicts, balance of
payments conditisns, kwels of inllxiun, et - and to assess the degrees of
freedom 1o he spared ip libesaiizstiens, espedally when ouincident 1o
stabatization. {ifi) The forsation of trade regimes aoe’ in place, their nature,
“depth”, and degree of centralizaion are important consideralions in the
combination of liberaliration with changes ia the style of irade and industrial
palides, o with new adtitndes towards regulatm. (v} In many cases
redaibos  wilh mullifieral orgpanizdicns have bHeen the Maondamental
determinant of policy moves Wwards Bheralization, as well as its nature, 0
thal 1he review of refgikms with these institutions is often very important,
(v} The mechaniswms by which changes in markel sicuctuce ahd indasteiat
regulation induced by liberalizaton would enhance dynamic efficiency and
trade performance would clardy the desiga of lhecatization and 1he chioices
available. {vi} Trade refarm brings necessarily an impﬁr:;L targeting that
should reflect, on the oue band, lines of least resistasee aad, on the other,
policy prmmzs defined in a iransparent way.
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