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WHAT DID FREDERICK LIST ACTUALLY SAY?

Some Clarifications on the Infant Industry Argument

Mehdi Shafaeddin

United Nations Conference on Trade and Devel opment, Geneva

Abstract

The purpose of this study is to clarify some confusion surrounding the infant industry argument
presented by Frederick List. Its main contribution is to show that List recommended sel ective, rather than
across-the-board, protection of infant industries and that he was against neither international trade nor
export expansion. In fact, he emphasizestheimportance of trade and envisagesfreetradeasan ultimateaim
ofall nations; heregardsprotection asan instrument for achieving devel opment, massive export expansion
and ultimately free trade. List’ s theory wasa dynamic one, with dimensionsoftimeand geography. Making
a distinction between “ universal association” and national interest, he argues that infant industry
protection is necessary for countries at early stages of industrialization if some countries “ outdistanced
others in manufactures”. Nevertheess, protection should be temporary, targeted and not excessive.
Domestic competition should in due course be introduced, preceded by planned, gradual and targeted
trade liberalization. List guards, however, against premature liberalization.He is aware of the limitation
of size for infant industry protection but claims that in most casesthisobstacle could be overcome through
collaboration with other countries. To List, trade policy isnot a panacea; it is an element in his general
theory of “ productive power” (development); industrial development also requires a host of other socio-

€economic measures.

The infant industry argument is not only still valid, if properly applied, but, in fact, it is at present even

mor e relevant owing to recent technological revolution and changesin the organization of production. But

despite thisincreased need, the means to achieving it have been restricted by international trade rules. The

study also refers to significant incidences of targeted protection of production and exports in advanced

countries, while universal and across-the-board liberalization is recommended for developing countries.

International traderulesneedto be revised to aim at achieving a fair trading system, inwhich thedifferential

situations of countries at various stages of development are taken into greater consideration. Universal free

trade may be easier for developing countries to implement than a dynamic and targeted trade policy; but

“easiness” is not a substitute for “ soundness” . It is emphasized, however, that, as List maintained, after a

point in time trade should be liberalized selectively and gradually, aiming at the ultimate goal of free trade

when all nations have reached the same level of development.



“...restrictions are but means, and
liberty,initsproper sense,isanend”

F. List (1856: 64)

Introduction

Having been dissatisfied with the theory of comparative advantage (CA), economists have
introduced ahost of dterndtive trade theories. Although the infant industry argument is not new, it isan
important argument, oftenmade inthe context of devel oping countriesat early stagesof indudtridization,
and it is the bass of most new trade theories relating to developing countries. Moreover, it is a
sgnificant chdlenge to the classicd theory of internationd trade, i.e. the theory of comparative cost
advantage. According to the proponents of the infant industry argument, the doctrine of CA is
essentidly concerned with gatic efficiency in the alocation of resources, and is not conducive to long-
term development, whichisthe chief concern of developing countries. Inother words, thereisaconflict
between market-determined comparative cost advantage and the acceleration of devel opment.
Although the theory of comparative cost advantage does not entirely exclude dynamic elements
(i.e. changesinthe supply of factors of production, consumptionpatternand tastes), “itingststhat under
perfect conditions, the effects of such changes will be reflected in market mechanisms’ (Chenery,
1961: 141), i.e. in the structure of current costs and prices, and it rules out the discussion of path of
adjugment and evolution of economic forces over time. However, critics would claim that current
market prices and costs fal to serve as a guide to social needs and scarcities over time, basically
because of the existence of dynamic externalities, uncertainties and risks.

Asatool of palicy-making too, infant industry protectionissgnificant. Withthe exception of Hong
Kong, no country has developed itsindustrid base without resorting to infant industry protection. Both
early indugtridized and newly industrialized countries applied the same principle, dthough to varying
degrees and in different ways (Shafaeddin, 1998).

Theinfant industry argument is largely based on Frederick List’ swritings, strongly influenced by
ideas from Hamilton and Carey of the United States, and there is, to my knowledge, hardly any
thorough review of hisideasin the economic literature in English.® In fact, most often his contribution
is totaly ignored. For example, in his book, Economic Theory in Retrospect, Blaug (1962) does

! One exception is Henderson (1983).



not makes asingle reference to List’s work.? Similarly, in hisbook The Origin of Economic Ideas,
Routh (1975) makesno mentionof List. Giventhis Slence among senior historians of economic thought,
it isnot atogether surprisng that the writings of Frederick List onthetheory of infant industry have often
been mignterpreted or mispresented by development economists. Furthermore, the literature on the
infant industry argument, in generd, is heavily loaded with fdlacies and confusions. For example, the
literatureoftenregardsthe debate on infant industry protectionas one againgt freetrade, or evenaganst
internationd trade; perceives infant industry protection as synonymous with import substitution;
concelves import subgtitution as a permanent feature or strategy versus export orientation strategy
(eg. Litleet d., 1970; Krueger, 1978); restrictsthe infant industry argument to the stage of production
for the domestic market; and envisages that protection should be applied across-the-board to the
manufacturing sector as a whole, rather than on a sdective bass (Greenaway and Milner, 1993;
Corden, 1974). For example, Corden maintains that List “provides an argument for genera protection
of the whole manufacturing sector of an economy” (Corden, 1974: 260). Moreover, List’s infant
industry argument is sometimes regarded as not gpplicable to smdl countries (Cronin, 1980: 118) and,
findly, the failure of import subgtitution policies is often attributed to deficienciesinthe theory of infant
industry protection (Krueger, 1978). Asaresult, not only many scholars but aso many policy makers
in bothdevel oped and developing countriestend to believe that, asinfant industry protectionhasfailed,
universal and across-the-board trade liberdization is the answer.

The purpose of this paper isto clarify some of theseissuesby referring to the origind writings of
Ligt, asanearly exponent of the infant industry argument. It should be mentioned thet List’ sideaswere
not origind; to a large extent he borrowed them from the American economists mentioned above.
Nevertheless, he developed and formulated them in the form of a theory, i.e. the infant industry
argument vis-avis the classicd theory of internationd trade. Development of the infant industry
argument will be reviewed ina separatepaper. Sections | to 111 of this paper refer to the originand main
features of, and judtificationfor, infant industry protection. Moddities of implementation and neglected
features of the theory, including List’ s views on the importance of internationd trade and the ultimate
am of freetrade, and exports of manufactured goods, are discussed in section V. Section V 1ooks at
the case of small economies; and section VI explains how Ligt’ stheory was based on experience. The
find section is devoted to some concluding remarks which present arguments in favour of the
goplicability of Lidt’sinfant industry argument in modern conditions.

2 Review of hiswork is more common by the German economists (see, for example, Senghaas, 1989).



|. THE ORIGIN OF THE THEORY

Theinfant industry argument was the reactionto the unevenindustria development of Great Britain
on the one hand, and the main European countries and the United States, on the other hand, after the
firgindustrid revolution. These countriesfdl behind Great Britain inindudtridizationmanly because the
firg industrid revolution took place in that country. According to Ligt (1856: 69—70), Adam Smith
(1776) developed hisuniversd theory of internationd trade — absolute CA — having manly the interests
of Great Britaininmind. Hisfollowersdevel oped histheory of CA, whicha so advocated universa free
trade.

The origin of the infant industry argument is attributable to Alexander Hamilton, who initiated the
debate on indudtridization through infant industry protection in 1791, and argued for the protection of
United States's indudtries vis-avis imports from Great Britain in his officid reports to the American
Government (McKee, 1934: 178-276). The firg Taiff Act of the United State regarded to have
elements of protectionism wasthat of 1789.% Hence, the United State was the motherland of infant
industry protectionas an economic theory and asatool of trade and indudtridization policy. According
to Bairoch (1993), not only “the modern protectionist school of thought was actudly borninthe United
States’, but “it was also the mother country and the bastion of modern protectionism” (ibid.: 23, 30).
Ligt, who lived inthe United States between 1825 and 1830 and was strongly influenced by Hamilton,
Carey, Henry Clay and Danid Raymond (1786-1844), first published a book on Outlines of
American Political Economyin1827.5 Asajourndist and writer, List published various books and
aticles. Nevertheless, as far as the infant industry argument is concerned, his book on National
System of Political Economy, firg published in German in 1841, is the most important and

3 It should be mentioned, however, that even Adam Smith regarded restoration of free trade as an utopia

because of the opposition by the private sector. Furthermore, Smithwas in favour of protecting defence industries,
and approved the Navigation Acts to develop the English merchant navy so as to compete with the Dutch
commercial supremacy (Panic,1988: 125). Moreover, Smithrecommended various sorts of government intervention
in the domestic economy with their impact on foreign trade. Goldsmith (1995) and Panic (1988) argued that the
classical theory of international trade is as sound as any theory based on a certain number of assumptions. The
problem with it is that its assumptions are unrealistic. For more details see Shafaeddin (2000).

4 For more details about the history of industrial policy inthe United States and Europe during late eighteenth
and early nineteenth centuries, see: Shafaeddin (1998); Bairoch (1989, 1993); Goldstein (1993); Bairoch and K ozul-
Wright (1996).

5 In hiswritingsin Germany in the form of various memoranda during the period 1819-1820, List argued for
protection mainly as a“retaliatory” measure rather than as infant industry protection (Henderson, 1983: 144-145).



comprehengve one. Although he was not origind in hisidesas, he used the tools of economic andys's
vigoroudy indevel oping and formulaingthe infant industry argument inthat book (Schumpeter, 1952).°
Henderson (1983: 158) correctly clamsthat “List offered his readers much more than a repetition of
the familiar argument put forward by these writers’ (those who advocated protectionism before him).
We refer basicdly to the National System of Political Economy in the present paper.” The firg
English trandation of the book appeared in 1856 in the United States.

Lig's infant industry argument is very comprehensive, and as a basic theoreticd framework
extremely relevant to problems of trade and indugtridization of devel oping countries. In the light of the
confusions about his theory outlined above, we shdl review the main features, judification and
modalities of protection and liberdizationas devel oped by him. We dhdl aso refer to the comparative
role of history and theory in List’s argument.

[I. THE MAIN FEATURESOF LIST'SARGUMENT

Ligt’ sinfant industry argument is based on the following principles® First, countries go through five
stagesinther development: (i) the savage stage; (i) the pastoral stage; (i) the agricultura stage; (iv) the
agricultural and manufacturing stage; and (v) the agricultura, manufacturing and commercid [services]
stage.® Second, to progress, countries ought to indudtridize, i.e. go fromstage (i) to stages (iv) and (V).
Third, suchtrangtions cannot take placeautometically throughthe* natura course of things’, i.e. through
market forces. Hence, to do so, infart industry protection becomes necessary for countries which are

6 There is a controversy in the literature whether or not List had his own ideas (similar to Hamilton’s),
uninfluenced by his American friends, before arriving in the United States (see Y affey, in particular pp. 101-103).
This aspect of the controversy, however, is of less concern to us as weare interested in therelated issues in theform
of acomprehensive economic theory for the first time, rather than its history.

v List's first book, Outlines of American Political Economy, was a collection of articles which had been
published in American journals and newspapers and covered his basic ideas. List’s second book, The Natural
System of Political Economy, was writtenin haste for the purpose of participating in a prize competition in France,
and itsideas are not always well exposed (Henderson, 1983).

8 See Hoselitz (1960: 197—-205) and List (1856, particularly the introductory chapter).
° The concept of stage economies was not new. Eighteenth-century economists had referred to it. Adam Smith
outlined a four-stage schema of economic development in Lectures on Jurisprudence. List made a minor variation
on Smith’s schema by inserting “manufacturing” into a schema that originally moved from agriculture (stage iii)
directly to commercial society (stageiv). | owe this point to John Toye.



at Sage (jii) if other countriesareat different stages of development, i.e. “some have outdistanced others
in manufactures’. Fourth, protection should be temporary, i.e. confined to the infant stage and should
be gradudly removed as the industry matures. Finally, protection should be confined to the
manufacturing sector; agriculture should not be protected, eventhough productivity growthinthissector
isimportant for development.

1. JUSTIFICATION

To judify his theory List emphasizes the differences between national and universa interests,
introducesthe theory of productive power (development), as againg the theory of universd freetrade,
and concentrates on the differences in the levels of indudtriaization of various countries.

The man point of Lig’s departure from Adam Smith in his theory of internationa trade is
philosophica. Adam Smithdoes not makeany distinctionamong the interests of individuals, nations and
mankind at large (1776, Book |1, chap. V). According to Smith, by seeking their own interests,
individuas aso preserve the interests of society asawhole. To Ligt, the sum of individud interests is
not necessarily equd to the nationd interest (p. 74),% i.e. socid interests may diverge from private
interests (pp. 245 and 261). Moreover, Adam Smith “overlooks nationality and nationa interest by
arguing for maximization of the globa welfare” (p. vi). According to List, some nations may give more
weight to their own welfare than to the collective interests of humanity; if so, that nation would be
interested more in the expansonof productive forces of the country through infant industry protection
than in maximizing the welfare of humanity at large through free trade (p. 2-61). The economy of
individuds is different from the nationd economy, which is in turn different from the cosmopoalitan
economy, i.e. the economy of mankind.

Professor Viner (1953: 4-5) maintained that Adam Smith and other classica economiststook a
cosmopolitan approach becausethey thought what wasinthe interest of England was dso inthe interest
of the world asawhale. It was not because they were not patriotic. Nevertheless, he argues, what was
relevant to their time and country may not necessarily be relevant for other times and other countries,

particularly for “economicaly less advanced countries’ at any time. Hence, hisview issmilar to List's

10 Henceforth, in thisarticle all referencesto List (1856) will be made by referring to a specific page or pages of

his work without repeating his name.



when he maintains that “It is today dways necessary ... asit was for the English classca economidts,
to be perfectly clear whether we are considering a problem, say, commercid policy from anationd or
from a cosmopalitan point of view” (ibid: 5).

List proposes the “theory of productive power” for the national economy, as againg the theory
of exchangegble vaues (internationa trade) proposed by Adam Smith, which he regards as relevant
to the cosmopolitaneconomy. Thetheory of productive power, however, goesfar beyond internationd
trade. The productive power of a nation depends not only on factors of production and “possession
of naturad advantage’, but aso on the avalability and stability of inditutiona factors and their
independence and power as nations. Divisonof labour should be accompanied by a sense of nationa
unity, independence and a common god, and cooperation of productive forces (p. 74). In modern
economic language, “the theory of productive power” iscloseto capability-building or, inawider sense,
to the theory of State-directed economic development.

To Lig, free trade is suitable for advanced countries. Referring to England at that time, he
mentions thét:

A country like England which is far in advance of all its competitors cannot better maintain and extend

its manufacturing and commercial industry than by atrade as free as possible from all restrictions. For

such a country, the cosmopolitan and the national principle are one and the same thing. This explains

the favourwithwhich the most enlightened economists of England regard freetrade, and the reluctance

of the wise and prudent of other countries to adopt this principle in the actual state of the world. (p. 79)

Smilaly, for countrieswhichare not industridized, indudtridizationwould be possible throughfree
tradeif dl countrieswere at the same (low) level of development, i.e. if dl lacked anindudtria base and

restricted their trade through legidation or military power.

Theelevation of an agricultural people to the condition of countries at once agricultural, manufacturing

and commercial, can only [our italic] be accomplished under the law of free trade, when the various

nations engaged at the time in manufacturing industry shall be in the same degree of progress and

civilization; when they shall place no obstacle in the way of the economical development of each other,

and not impede their respective progress by war or adverse commercial legislation. (pp. 72-73)%*

When countries are not at the same levd of indudridization, however, protection of infant
indudtries, Ligt dams, is essentia to enhancethe productivepower of the nation with alow indudtria
base (p. 394). Inthelanguage of Senghaas (1989), the existence of a“ competence gap” among netions

would require infant industry protection by the nationswho are in an inferior postion and would like

1 Notethat Listwas signalizedby the British authorities “ as adangerous enemy on account of his endeavouring

to rescue his country completely from the manufacturing monopoly of England” (see List, 1856: viii, translator’s
preface to the American edition).



to catch up. It is basicdly on this ground that List proposes his theory of goplying infant industry to
countries with little or no industrial base.

It [principle of adopting free trade by anation which has fallenbehind inindustrialization] seemed to me
at first reasonable; but gradually | satisfied myself that the whole doctrine was applicable and sound
only when adopted by all nations. Thus, | was led to the idea of nationality; | found that the theorists
kept always in view mankind and man, never separate nations. It became then obvious to me that
between two advanced nations, a free competition must necessarily be advantageous to both if they
wereupon thesamelevel of industrial progress [our italics]; and that a nation unhappily farbehind as
to industry, commerce and navigation must above everything put forth all its strength to sustain a
struggle with nations already in advance [our italics]. (p. v—vi)

It should be noted here that his argument isin a context where there is a* competence ggp”’. Hence,
when he says that “the whole doctrine was applicable and sound only when adopted by dl nations’,
he seemsto imply in addition that “and al nations are at the same (low) levd of indudridization”, as
mentioned above.

Lig mantains that as long as universd association is not attained and some nations fal behind
others, universal free trade may not be advisable as far as the interests of the non-industrialized

countries are concerned.

Universal association and absol ute free trade may possibly berealized centuries hence, their [classical]
theory regards them as realized now. Overlooking the necessities of the present and the idea of
nationality, they lose sight of the nation and consequently of the education of a nation with aview to
independence. (p. 64)

In judtifying his infart industry argument, he provides a number of reasons. These reasons are
presented in different instances in his book inthe language of the time, but they may be regarded asa
bass of modern-day arguments in favour of infant industry protection using more technica language.
Firg, indudridization in countries with little or no experience in manufacturing will not take place
according “to the natura course of things’ inthe face of foragn competition (pp. 378 and 394). Inother
words, intechnica language, the market fails to promote the rapid indudtriaization of those countries.

Second, snce the establishment of new industries involves grest risk, the producer has to be
provided withextraincentivesto enter the indudtry. If the industry is opento foreign competitionat early
stages of itsdevel opment, the producerswill suffer and their industries will beruined (pp. 81, 248, 252
and 378). In this context, List argues that protection of domestic industry and the resulting monopoly
would permit aneventua reductionincostsand prices alowed by the exploitation of domestic market,
protected by import duties (p. 378). Moreover, eventudly the gradua introduction of domestic
competition would safeguard the interests of consumers (loc. cit. and p. 113). Although List does not



talk about the economies of scale, thisconcept isimplied by the above argument.*? Aswill be explained
shortly, it isfor this reason that he gives importance to the size of the domestic market as a condition
for the successful redlization of economies of scde, thus infant industry protection. Interestingly, heis
aso aware of the role of effective demand in the redlization of scale economies (p. 383).

Third, Lig regards “indudrid training or education of the country as a whole’ and attaining
experience — or development of “invisble capita” — one of the main judtifications for the regulation of
import duties (pp. 68 and 77-78). In modern economic jargon, this is referred to as development of
“human capita’ through learning by doing and achieving dynamic externa economies of learning.

Fourth, while List doesnot talk specificaly about externdity — understandably because the term
was not common in his days— on several occasonsthis notion is evident in his argument. In addition
to hisargument on the importance of protection for indugtrid training and education of the country as
a whole, as mentioned above, he refers to the importance of experience, knowledge and relation
[linkages] of certain indusdtries with the rest of the economy as a criteria for choosing industries for
protection (p. 69). These are dl dements of externdities regarded as an argument for infant industry
protection in its modern versonof the theory of infant industry protection (see, for example, Corden,
1974, chap. 9).

V. MODALITIESAND NEGLECTED FEATURES

A. Modalities of protection

List emphasizes, throughout his book, afew points on the modalities of protection to which little
attention has been paid by critiques of the infant industry argument. Smilarly, certain festures of his
theory are either ignored or not fully appreciated.

Firgtly, with respect to modalities of protection, List regards regulation of import duties

and subsidies as one, but not the only, means of government intervention in favour of

12 Infact,in his book on Outlines of American Political Economy, List provided a numerical example of acloth

factory working with different production scales, and showed the impact of the change in the scale of production
on unit average cost (Henderson, 1983: 151). This example implies his concern about static internal economies of
scale. Nevertheless, List's argument on the impact of experience and learning over time on the cost of production
indicates his view on what is called dynamic internal and external economies of |earning — economies of time (ibid.:
185).
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industrialization. In addition, he refers to a host of other policies — indudtrid, financid and
educational —necessary for promotingindustries(p. 393). Inthis sense, histheory of commercid policy
isonly andement of industrid and development policies. More importantly, the success of suchpolicies
necessitatesthe existenceof alarge number of other factors. These indude suchsocio-economic factors
as trangport infrastructure; science and art (R& D) and inventions; technica knowledge; “enterprisein
industry”; provison of educationd facilities; patent law; political and culturd factors, mordity, a sense
of nationd unity; an efficiently operating adminigration; liberty; and, above dl, the right ingtitutions (pp.
70, 122123 and 385—-393). Moreover, he emphasizesthat development of agriculture is anecessary
conditionfor successful indugtria development. It isinthis context that it is sometimesargued that List's
theory is not only one of infant industry protection, but dso a multidisciplinary theory of developmert,
which includes internationd trade (i.e. infant industry protection) as an integra part of it, and that List
gives sgnificant weight to interna factors and government policy measures (Senghaas, 1989).
Secondly, in contrast to the views sometimes atributed to hm (eg. Corden, 1974), List
recommends protection of manufacturing products on a selective and discriminatory
rather than a universal basis. That judgement is based on an overal assessment of his writings
in the System of National Economy rather than on a specific passage which at first dght may give
an erroneous impression. He clearly states: “But it is not necessary that all branches of industry
[our italics] be equally protected” (p. 266). ItisLid's reference to “dl branches of industry” whichis
the source of misinterpretation. But an indght into hisworks makes it clear that what he meansis“dl
branches of industries which are chosen for protection at each point in time”. For example, it is clear
that heisreferring to certainindudtrid productsfor protectionwhen he mentionsthe choice of industries
which produce “ articles of general consumption” &t the beginning of indudridization (p. 388). Within
this category, he specifiesindustrieswhich “require large capitd ... generd knowledge, muchdexterity
and experience’ and indugtries which provide linkages with others. If he meant generd protection of
al indudtries, or even one category of industries (e.g. consumer goods), he would not have specified
indudtries. Nevertheless, Ligt's theory is dynamic; later on, once these industries have been devel oped,
otherscould be chosenfor protection, and the degree of protection needed would be lower. By “other
” indugtries he does not meanany industry, but those which have, in current economic jargon, forward
and backward linkages with them. He maintains “W][w]hen these [chosen industries] are suitably
appreciated and developed, other branches of less importance grow up round them [our itdics] even

with less protection” (p. 267). Ligt even dearly excludes certain group of industries for protection a
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early dages “Indudtries of luxury should not receive attention until in the last phase” (p. 392). In the
case of England, he clearly refersto the experience of that country in“sdlectivity” a each point in time,
i.e. ingarting withthe process ng of domesticadly produced raw materids, flax, wool, cotton, dlk, cloth,
and iron, and deepening the indudtrid structure later on by moving to suchindustries asfisheries, metals,
leather, etc. (p. 112). Moreover, List argues that industrial inputs, both raw materials and
capital goods™ should be exempted from duties, or should be subject to a low level of
duties. Where the import of these itemsiis subject to duties, he recommends a system of drawbacks,
aswill be seen shortly.

His ideas on sdective protection of the industrid sector is aso well explained in his book on
Outlines of American Political Economy in a passage cited by Henderson (1983: 148-49):

Listnext asked himself whether al branches of American manufacture should be protected ... Hereplied
that the “ productive powers” of anew country, such as the United States, could best be stimulated by
fostering only those industries “which employ a number of labourers, and consume great quantities of
agricultural produce and raw materials;, which can be supported by machinery and by a great internal
consumption; ... and which are not easy to be smuggled”. List considered that the first branches of
manufacture to receivetariff protection should be the woollen, cotton, iron, earthenware, and chemical
industries. On the other hand luxury goods did not require any protection at this stage of the economic
development of the United States. “ Those articles of comfort and luxury, if imported cheaper than we
can manufacture them, get in use among all labouring classes, and act as a stimulus in exciting the
productive powers of the nation.” A few years laterList argued that “there is no reason for the United
States to encourage silk manufactures in competition with those of France, so long as France will not
compel the Americansto doinregard to silk what, compelled by English restrictions, they would not
avoid to do in regard to English cottons, woollens, and iron”.

Only in very exceptiond circumstances does List recommend in his book Natural System of
Palitical Economy the imposition of agenerd tariff onacountry'sindustries (Henderson, 1983: 161).

Thirdly, not only should protection be temporary, asdebated insectionlV (see dso List, 1956:
113), but aso the level of protection should not be excessive to diminate competition from
abroad, or too low to avoid exposing the industry concerned to the danger of foreign competition (p.
79). Asit takes along time to develop the industrial base of a country (pp. 373 and 398), protective
duties should be introduced in moderation, and “raised by degrees in proportion as intdlectud and
materid capitd, Kill in the arts and the irit of enterprise increase in the country” (p. 266). “All
excessive and premature protection is expiated by a diminution of nationa prosperity” (p. 78). When
List warns about premature protection and the need to raise dutiesgradudly, he impliesthat protection

13 List arguesthat asindustrialization advances and experience is gained, the country may protect production

of equipment and machinery.

14 See also Senghaas (1989), who shares the same views.
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is neither the only incentive nor the only condition for indudridization. Other conditions and factors
should be present and other incentives and policies are required, as mentioned earlier in this paper.

Fourthly, Lig dams that theory cannot determine the level of protection and no generd
rule can be drawn. The specia conditions of the country concerned should be taken into account:
“everything depends on the circumstances and the relations between the less and the more advanced
country” (p. 390). Neverthel ess, hemakessome proposition on the minimum conditions for the success
of infant industry protection and the level of duties, and emphasizes that not dl countries have the
essentid conditions for indudtridization.

Asageneral rule, it may be said that a country in which a branch of manufacture cannot succeed with

the aid of a protection of from forty to sixty per cent, at the beginning, and sustained itself afterwards

with twenty or thirty, does not possess the essential conditions for development of a manufacturing

industry. (pp. 79 and 390)

Among the conditions Ligt considers, inadditionto the importanceof other factorsoutlined earlier,
is a certain level of devdopment of the “forces of production”. Where these forces are poorly
devel oped, protectionist measures* prevent the necessary simulaionof the productiveforces’. Another
condition is the Sze of the market and climate. List believesthat “ only the large and populous statesin
the moder ate climate zones [our italics] were capable of development”, and that States in hot zones
“ought to specidize in the provisonof foodstuffs and agricultura raw materids’ (Senghaas, 1989: 65).
Hislogic on dimate is not evident, and past experiencein Asa has shown that hot countries have been
able to indudtrialized successfully. Asfar asthe question of Sze is concerned, he proposes a solution
which is discussed below.

No sudden prohibition is advisable. However, List emphasizes that the scale of protectionduties
should be determined in advance so that producers might be assured of “safe business’ (p. 389).

Ffthly, List advocates that duties should not be imposed on imports of raw materials.
He envisagesa systemof drawbacks for dutiesimposed onraw materias or intermediate goods, giving
the example of cottonyarn(p. 392). He addsthat little or no duties should be impaosed on capita goods
a early stages of indudridization when the country 4ill lacks industria capacity. Such duties on
meachinery could, however, be introduced later on when the “country shdl not be inferior in the
congtruction of machines to the most skilful nation” (p. 392).

Fndly, Ligiswel aware of the danger of “monopoly” power arising fromprotectionbut mantans
that, as protection should be temporary, continuation of monopoly power should be hdted after a
while in this respect he refers to the importance of the eventua introduction of competition. He
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emphasizes that absolute privilege should be provided “neither for the benefit of
producers nor for the detriment of consumers’ by leaving the protected industry in the
hands of monopolists (pp. 251-252). Accordingly, after an initid period, domestic competition
should firg be encouraged, so that prices could be reduced in the light of experience (dynamic
economies of time) in combinationwithcompetition(loc. cit.). List addsthat * competitionat home and
protection againgt overwhelming competitionfromabroad have worked wonders, of whichthe School
[classcd schoal] isignorant” (p. 460). Heiswedl aware of the cogts of protection to the consumers,
but he believes such costs should beincurred for obtaining the long-term benefits of protectioninterms
of higher productive capacity and lower prices. It is onthe basis of this argument that Bastable (1903)
presented his conditions for protection. According to Bastable, the discounted socia costsof protection
during theinitid period should be over-offset by its discounted socid benefits (reflected in the lower
costs of production) in the subsequent period, i.e. after removing protection. In other words, it is not
enough that the country gains dynamic CA; the benefits gained due to achieving dynamic advantage
should exceed the cogtsinvolved in protection during the initid period. It should be mentioned that in
practice measuring these costs and benefitsis not easy owing to problems of quantification. Moreover,
as maintained by Lig, the intergeneration distributiona problem cannot be avoided.

List advocates the introduction of pressure onthe protected firms, through domestic competition,
inexchange for incentives provided by the government through protection, as practised later oninJapan
and East Asa (Amsden, 1989). The x-efficiency theory advocates a Smilar policy towards firms a
century after Lig’'s book on the National System of Political Economy was published.
Nevertheless, a condition for redization of domestic competition is the existence of large markets.

List, however, does not limit his theory to the need for domestic competition. He argues that
competition should subsequently be gpplied through trade liberdization and eventudly free trade, as
protectionisto be temporary. Histheory is a dynamic one and specific to each country, depending on
the level of development and characteristics of the country at each point in time, as explained below.

B. Features of the infant industry argument

Lid'sinfant industry argument also hasafew featuresthat are not fuly considered inthe literature.
Frdly, he advocates for any nation temporary protection within the context of his proposal
for a dynamic trade policy over time (p. 133). At low levds of development introduction of free
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trade would inter alia improve agriculture. At alater Sage, import restrictions would give an impulse
to manufacture and commerce: “... after having reached the highest degree of ill, wealth and power,
by a gradual return [our itdics to the principle of free trade and free competition in their own and
foreign markets, they keep their agriculture from inaction, their manufactures and their merchantsfrom
indolence, and dimulate themto wholesome activity, [in order] that they maintain the supremacy which
they have acquired” (p. 188).

Secondly, in proposing acommercid policy one should, List asserts, take into account, a each
point in time, the particular situation of the nation and its industry and prevailing conditions (p.
392). “The measure it [politica economy in matters of internationa commerce] advises must be
appropriate to the want of our time, to special conditions of each people” (p. 63). For example,
whether one should apply asystemof absol ute(quantitative) prohibitionof certain products or of import
duties, high or moderate, no generd rule canbe drawn (p. 386). Similarly, on the type of goods to be
chosen for protection and on the speed of protection, or liberdization, he dso emphasizes the
importance of specific conditions of the country (e.g. pp. 389-392).

In advocating the infant industry protectionfor Germany, Ligt stressesthat “if the author had been
an Englishman, he would probably never have ... entertained doubts of the fundamentd principle of
Adam Smith’s theory. It was the conditions of his [List’s] own country which begot in him the first
doubts of the infalibility of that theory” (pp. 69-70).

Thirdly, List aso srongly warns against premature and rapid liberalization of the import
system(p. 388). “Every manufacture ruined by the [premature] reductionor withdrawad of protection,
and specidly by agovernmental measure, is adead body so exposed asto injureevery living industry
of the same kind” (p. 69). In this context he refersto the unfortunate experience of the United States,
which was induced at one point to openitsports to the manufactures of England prematurely after the
country had experienced rapid growth under the protection system (p. 62).%° It should be
emphasized, however, that List also warns countries of the damages caused by a
prolonged and unnecessarily high level of protection.

Fourthly, according to Lig, infant industry protection would eventually aim at massive

exports of manufactured products To him there could be four phases in the development of

15 It should be mentioned that, among classical economists, Smith and Ricardo also guarded against rapid trade

liberalization, when a country has developed its industrial baseby protection, despite their advocacy of free trade.
Thisisregarded by them as the right policy “if trade liberalization results in a high unemployment and a drastic
reduction in domestic income” (Panic, 1988: 123-124).
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internationd trade and indudtridization. Inthe firg phase, domestic agricultureisencouraged byimports
of manufactured goods and exports of agricultura products. In the second phase while imports of
manufactured goods continue, domestic production of theseproductsbeginswiththe hdp of protection.
In the third phase, home manufacturers supply the domestic market. In the fina phase, exports of
manufactured goods take place at a large scale. The process, however, is dow and gradud since it
involves “indudria education” (List, 1856: 77).

Hndly, List is not by any means against international trade or in favour of autarchy. He

refers to the important role of internationd trade in the progress and development of a country:

International trade by rousing activity and energy, by the new wants it creates, by the
propagation among nations of new ideas and discoveries, and by the diffusion of power, isone
of the mightiestinstruments of civilization,and oneof the most powerful agencies in promoting
national prosperity. (pp. 70-71)

Inthisrespect, hisideas onthe importance of trade for development compares, by and large, with
those of Mill (1948). Nevertheless, the disinguishing feature of hisideasisthat he stresses that trade
isonly an ingrument of development. It is not an end. The ultimate end is progress, development and
independence. Inthis context, he refers, for example, to the need for the domestic supply of machinery

during awar (p. 392). Hence, strategic consderation is one reason for his proposa for protection:

Topreserve, to develop, andtoimproveitself as anationis consequently, at present,and ever
must be, the principal object of anation’s effort. (p. 70)

Smilaly, Lig regards restrictions as a means to development, independence and
ultimately liberty, i.e. free trade. “Redtrictions are but means ... and liberty in its proper sense
istheend” (p. 64). However, he stresses that “liberty should not be reached without carrying human
welfare with it” (p. xi). “The system of import dutiesis ... anatura consequence of the tendency of
nations to seek for guarantees of their existence and prosperity, and to establish and increase their
weight inscale of nationd influence” (p. 73). List clamsthat progressand development ultimeatdy lead
to universd association, insofar as nations have reached the same degree of cultureand power (p. 71).
When some nations are at lower levels of development than others, universal association is not
achieved by free trade unless it is proceeded by protection by countries at early stages

of industrialization.®

16 Incidentally,insofar as Listfrequently refersto therole of protection in achieving independence and obtaining

influence and power, his theory contains some elements of strategic trade policy.



-16 -

Professor Schumpeter in fact states. “List’s argument about protection issues into free-trade
argument: if this is not obvious, we can convince oursaves of it by noticing the fact that J.S. Mill
accepted the infant industry theory, evidently redizing that it ran within the freetrade logic’
(Schumpeter, 1952: 505).

V. MARKET SIZE

List was aware of the limitationof the infant industry argument in its application to smal countries
owing to the amdl sze of thar market. Nevertheless, he 4ill thought that, even in the case of smdl
countries, development of the manufacturing sector was important because of the need for absorption
of surplus labour in agriculture by that sector to prevent starvationof the expanding population (Y affey,
1998). Ligt in fact attributed the great famine of Irdland mainly to the lack of industridization and
overpopulation on smdl holdingsin the country (ibid.). He Sates that:

A large population, and an extensive territory endowed with manifold national resources, are essential

requirements of the normal nationality ... A nation restricted in the number of its population and

territory, especially if it has a separate language, can only possess a crippled literature, crippled
institutions for promoting art and science. A small state can never bring to complete perfection within

its territory the various branches of production. In it all protection becomes mere private monopoly.

(List, cited in Y affey, 1998: 98)

Nevertheless, smdlness should not necessarily stop a country to develop its manufacturing
industriesthrough infant industry protection. List proposed anumber of ways in which a country could
remedy the problem of size through dliance with other countries, smdl or large. It wasin this context
that in the case of Germany he argued in favour of the German Zollver ein, which was a custom union
of German-speaking cities. Referring to such countries as Belgium, Denmark, Holland and Hungary,
he proposes “the union of the interest of various states by means of free convention” (ibid: 99).1” This
is, in modern language, called regiond integration, or cusom unions. The experience of regiond
integrationhasfaledinthe case of Africa. Nevertheess, among factors contributing to this failure was

thelack of transport infrastructureto link up the countries, individua and collective industria policy, and

e Before List, Daniel Raymond argued in favour of the importance of development of atransport infrastructure
to stimulate a dynamic relationship between agricultural and manufacturing sectors in the United States and the
removal of internal duties among them (Y affey, 1998).
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divisonof labour, among the member countriesinaway that they could sharether marketsfor various
products.

If no solutioncan be found to resolve the size problem through aliance with other countries, “...
did Ligt prescribethat a country should give up hope of pursing itsN'S (nationd system) and hope for
the best in the world market” (Y affey, 1998: 98).

It should be mentioned that the question of size, as a limiting factor, should not be exaggerated.
Large szeisessentid for industrieswhichinvolve sgnificant economies of scae. However, there exist
medium+ or smal-szed industries which can il be efficient. Moreover, withinthis category thereexist
industrieswhaose products are demanded by the public at large — such as food-processing, dathing, etc.
Hence, unless the market is very smdl, the development of some industries might be possible through
infant industry protection. The experience of a smdl country like Switzerland indicates that
indudtridization in certain lines of production through initid protection has been feasible.

VI. THEORY AND HISTORY

List was proud that the prime source of his theory was based on history and experience rather
thanonunredidic assumptions. He statesthat “political economy in matters of internationa commerce
mug draw its lessons from experience’ (p. 63). To him, history does not provide the judtification for
absolute freedom of internationd trade inal circumstances advocated by the classical school (p. 394).
Infact, he beganhisbook by reviewing the history of commercid policiesof Itay, the Hansedtic cities,
Flanders and Holland, Spain and Portugd, France, Germany, Russia, the United States and, in
particular, England (Book 1). “Great Britain borrowed from al the countries of the continent their
specid arts and gave thema home under the shelter of her protective sysem” (p. 113). “ Theoristshave
since [early 1700] pretended that England has become richand powerful, not on account, but in spite
of, her commercid[protective] policy” (p. 114). Lig addsthat it was only after developing itsindustries
through protection that England attempted to secure foreign markets through the Navigation Act, to
advocate pursuance of free trade by other countries, and to dampen itsindugtrid productsin foreign
markets (pp. 14-17).18

18 For more details see Shafaeddin (1998).
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Ligt arguesthat political economy must rest upon philosophy, policy and higtory, but emphasizes
in particular the role of higtory:

History, for its part, assists in no equivocal mannerin providing exigences of future, by teaching how,
in every epoch, progress, material and intellectual, has kept pace with the extent of political association
and commercial relations. ... [It shows] how a commerce entirely free with nations more advanced has
been of advantagetothosestill in the first phase of their development; also how thosewhich had made
some progress have been able by proper regulationsin their foreign trade, to make still greater progress
and to overtake those which had preceded them. History thus shows the way of reconciling the
respective exigencies of philosophy and Government.

But practice and theory, such as actudly exhibited, take their sides, the former exdusivdy for
paticular exigencies of nationdlity, the latter for the absolute requirements of cosmopolitism.
(pp. 63-64)

Inlearning from history, List was most influenced by the experience of the United States during
the period he lived there. “The best book on Politica Economy in that country [the United States] is
the volumeof life” There he witnessed the gradual devel opment and indudtridization of the country with
regulation of foreign trade and government intervention in the economy. “That book | have read
earnestly and assduoudy, and lessons drawn [drawing lessons] fromit | have tried to compare and

arrange [9c] with the results of my previous studies, experience, and reflections’ (pp. Xi—xii).

VIlI. CONCLUDING REMARKS

The purpose of this study isto clarify the contents of the infant industry argument presented by
Lig, as there issome confusion about his theory, and the infant industry argument in generd, in the
literature. It shows that List’s theory is a dynamic one, with dimensions of time and geography. Infant
industry protection becomes necessary for countries at early stagesof indudtridizationif some countries
“have outdistanced others in manufactures’. His point of departure from the classicd theory of
internationa trade is that he makes a distinction between “universal association” and nationd interests
whendl countriesare not at the same leve of development. Heis, however, neither againg international
trade nor againg export expansion. In fact, he emphasi zes the importance of trade and envisages free
trade as an ultimate am of dl nations; but regardstemporary protectionas aningrument for achieving
development, massive export expanson and ultimately free trade. To him, trade policy is not the sole
means of industrid and development policy; ahost of other measures are required. When protection
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is gpplied, it should be temporary, sdective and targeted, and not excessive. Contrary to the widely
held belief, List does not recommend across-the-board protection of the whole manufacturing sector.
To guard againgt the development of monopoly power, domestic competition should eventudly be
introduced, preceded by planned, gradua and targeted trade liberalization. List is aware of the
limitations of size for infant industry protection, but he arguesthat in most cases this obstacle could be
overcome through various types of dliances with other countries, large or smdll, induding regional
integration.

IsList’sinfant industry argument still valid?

Thefact that the “traditiona import subgtitution srategy” has failed in many devel oping countries
has sometimes been attributed, in the literature, to deficiencies in the infart industry argument.
Moreover, it is sometimes argued that the WTO rules do not dlow pursuance of trade policiesin line
with the infant indusiry argument. Regarding the firgt point, it should be mentioned that “across-the-
board” import subgtitution, which has taken place in many developing countries, has been areaction
to import restrictions as aresult of balance-of-payment problems, and not because of clear indugtria
and trade policies. Reinert (2000) has shown that the mode of protection which is the closest to the
infant industry protectionisthat of East-Ada, labelled “ good protection” — as against “bad protection”
goplied in Latin America. Prebisch, the founder of the “import subdtitution strategy”, himsdf warned
againg “bad protection” (Shafaeddin, 2000).

Two points should be emphasized with respect to the second argument. First, thereis still some
room for manoeuvring within the framework of WTO rulesfor sdlective intervention (Amsden, 2000).
Second, the existence of such rules is not an argument againgt infant industry protection. These rules
need to be revised to am at achieving a fair trading system, in which the differentid Stuations of
countries at various stages of development should be taken into greater consideration.

Finaly, universa free trade is sometimes recommended on the ground of easness as
implementation of a dynamic and sdlective trade palicy is difficult, particularly because of the low
capacity of the bureaucracy inmany devel oping countriesinthe early stages of development. However,
“eadness’ ishot a subgtitution for “soundness’ in opting for trade and industria policy. Nevertheless,
it should be emphasized that trade policy is not a panacea, and its role should not be exaggerated.
Trade palicy isonly an dement of indudrid and generd development policies. The success of trade
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policy necessitates a host of other socio-economic factors and conditions outlined by List. These
include the development of agriculture, infrastructure, inditutional and organizational set-up, science,
know-how, research and development, entrepreneurship, predictable and efficient domestic policies,
politica and culturd factors, mordity and sense of nationd unity and above al “liberty”.

Before conduding, it is interesting to note that active, targeted, indudtrid policy dill prevails in
various forms in most developed countries, induding the United States, the most advanced industria
economy (Reinert, 2000):

It can be argued that while the Washington Institutions stepped up their ideological crusade against
government intervention in the Second and Third Worlds, domestically the US actually increased
government assistance to business. The Small Business Administration financed 26,000 companiesin
1992; in 1997 the number of companies receiving subsidised finance from this federal office alone had
grown to 58.000. While the Washington Institutions have managed the de-industrialisation of the
Second and Third Worlds during the 1990’ s — under the theory that “all economic activities are alike”
—within the US there is a plethora of the theory that “all economic activities are alike” —within the US
thereisaplethoraof government support programs specifically targeting manufacturing. Manufacturing
industries with investments below 40 million dollars are eligible toreceiveloansat about 50 per cent of
prime rate, subsided by the federal government. At thelastcount,in July 1999, there were 821 different
income tax credit schemes promoting investmentsin the real economy operating in the 50 states of the
US. (Reinert, 2000: 18-19)

Joseph Stiglitz, former Chief Policy Adviser in President Clinton's Adminigtration, said: “I found
mysdf in the uncomfortable position of an American saying ‘do as we say, not as we do’” (cited in
Reinert, 2000: 16).

More recently, WTO considered acomplaint from ECE that the Government of the United States
was providing widespread tax relief to US companies ontheir income fromexports, and ruled that they
were acting agang WTO trade rules. Although no officid figures are available, it is esimated thet in
fiscal year 1999 about $3.5 billion worth of tax reduction was provided to between 3000 and 7000
companiesin the United States on about $250 hillionworth of exports (Financial Times, 25 January
2000: 7). Two features of such subsidy assistance to the companiesare worthmentioning. Oneisthat
the beneficiary companies do not include only small or new companies, nor is subsidy assistance
provided to companiesfor new products. The subsidy and the company coverage are widespread. The
subsidy covers such multinational companies as General Electric, Microsoft, Ford, Exxon/Mobile,
Motorola, Boaing, Procter and Gamble, and Monosanto, and such mature products as petroleum
products, cars and basic consumer goods (ibid: 7).

Another feature of the subsdy assstance system is that it is especialy designed for exports.
Accordingly:
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Any US company whose exports have at |east 50 per cent US content can set up a Foreign Sale
Corporation [FSC], ashell company establishedin atax haven, ... letter box companies that will offerto
managean FSCfor $2000ayear ... TheUScompany “sells” its exports to the FSC which then “exports”

them. However, no physical transaction takes place. Instead, the FSC subcontracts the physical

handling of exports and other economic activities back to the parent company ... Part of the FSC’'s

income — as much as 65 per cent — is exempted from US tax. The reminder of the income istaxed by the

tax haven (minimally). Dividends paid by the FSC to the parent company are also not taxed. Using an

FSC can reduce a company’ s taxbill by between 15 per cent and 30 per cent (Financial Times, op. cit.).

Inaddition to the fact that the Government provides subsidy assistanceto its“ mature’ companies
for their “mature’” products, this specidly designed subsidy systemimplies that the Government of the
United States, whose currency is the most important convertible internationa currency, gives more
weight to export earnings, across the board, as compared to earnings derived from domestic sde.
Devedoping countries suffer fromshortage of foreign exchange. Hence, to themthe relative importance
of foreign exchange earnings, as compared to earnings in domestic currency, take much more
sgnificancethan devel oped countries such as the United States. Therefore, it isnot surprisng that many
deveoping countries wonder why a highly industridized country jugtifies providing assstance to its
“mature’ indudtries, but developing countries are expected to forego such assistance to their infant
indudtries.

Provisonof assistanceto producers and exportersis not confined to the United States. Enormous
amounts of subgdies provided to producers in ECE countries under common agriculturd policies is
another example (Shafaeddin, 2000).

In short, the infant industry argument as devel oped by Ligt, withinthe context of its general theory
of “productive power” (development) is till vaid if properly applied. One should not, however, forget
that he emphasized that after a point intime trade should be liberaized sdectively and gradudly, aming
a the ultimate goa of free trade when all nations will have reached the same level of

development.
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