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Trade strategies accepted in a country can explain why countries facing the same external environment,
achieve different results of export performance. The article draws attention to both theoretical evolution
of development policies and trade strategies and their impact on an economy. Of course, the success of
exporting depends on the conditions of external markets, i. e. on demand conditions (slow economic

growth and unstable demand reduce possibilities for exporting), but supply conditions, which are affected
by the trade strategy in a country, determine the place of exports in an economy and the significance of
export promotion strategy and activities.

This is especially meaningful for evaluating the case of the Lithuanian economy which was affected by the
change of development policies from inward-oriented to outward-oriented, liberalising its highly protec-

tionist trade regime and which is only beginning its export promotion activities.

INTRODUCTION

Problem formulation. In an increasingly
complex international business environment,
characterised by economic interdependence,
trade development through exports is gain-
ing wide acceptance as important and one
of the necessary components of a country’s
economic growth and development. Export
promotion as trade stimulation through
policy action [Cavusgil et al (1990)] that
would most greatly increase exports, seeks
to improve the export performance of a
country in an increasingly competitive, glo-
bal economy.

Realignments on both macro and micro
levels are occurring on a daily basis, making
past orientations obsolete and compelling
companies to seek new business beyond na-
tional borders. Exports and export promo-
tion activity that have received interest only
recently due to the balance of trade deficit,
unemployment and domestic growth slow-
down, are becoming important components
of the state economic development program.

Because of historical conditions, export
promotion as an element of the economic
system has been used in both developed and
developing countries, but still is at the emerg-



ing stage in transitional economies. After de-
cades of a command economy, Lithuania, one
of the transitional countries, is moving only
now into the sphere of export promotion.

Lithuania has not recently had another
choice except internationalisation through ex-
ports. Striving to increase export volumes there
is the need for official support of exports not
only because of underdeveloped capital mar-
kets and banking systems, but also because of
the necessity to compete with foreign export-
ers who are in a better competitive situation
and benefit from export promotion support
from their countries. Consequently, it is es-
sential to develop an understanding of the es-
sence of export promotion from the perspec-
tive both of export promotion programmes
creators and of exporters.

The objectives of the article. The choice
of development policies and trade strategies
in a country requires the evaluation of alter-
native theoretical approaches. The objectives
of the article are to analyse positive and nega-
tive sides of alternative development policies
and strategies, their influences on indus-
trialisation path of a country, industry’s
growth and development perspectives, and
significance of exports in the process of in-
dustrialisation and a country’s economy.

Methodological
sources. Methodology can be defined as the
structure of the article describing the way
from the problem definition to its solution
through the set of methods, principles and
theoretical models that are used studying the
subject.

Issues. Information

In order to solve the problem of the ar-
ticle an extensive literature review was con-

ducted in Aalborg university, Denmark with
the support of European Commission ACE
Programme. For the purpose of the research,
I used secondary qualitative data, i. . books,
articles, etc., defining the theoretical back-
ground for export promotion. Specifically, the
theoretical and empirical literature from the
disciplines of exporting, international market-
ing and economic development was scruti-
nised. The review provided insight into theo-
retical perspective, i. €., what theories to study
in order to solve the problem and which theo-
ries are useful for the research questions.
Based on the data gathered from the litera-
ture review I identified the relevant informa-
tion for the empirical survey to be collected.
The available qualitative data have been ob-
tained from different legal and statistical
sources in Lithuania.

IMPORT SUBSTITUTION AND
EXPORT PROMOTION STRATEGIES

The processes driving economic development
are dependent on trade strategies accepted
in a country. “...development consists primary
in exploiting existing resources in a different
way, in doing new things with them irrespec-
tive of whether these resources increased or
not” [Shumpeter (1961), p. 68]. Every coun-
try has to decide where to put its resources
in order to achieve economic growth and
ensure the welfare of the nation. Trade strat-
egies have a close relation with the develop-
ment path of a country, affecting internal
supply conditions and attitude for trade in a
country and thus defining the role of exports
itself and export promotion significance in a
country.



Traditionally accepted and practically
implemented in many countries are two broad
alternative approaches to development: in-
ward and outward oriented policies of eco-
nomic development. The choice of develop-
ment policy is related with different philo-
sophical approaches stemming from differ-
ent perspectives concerning trade: how ex-
port-import can affect a country’s growth and
development. These perspectives can be de-
fined broadly as trade pessimism (protection-
ism) and trade optimism (free trade) and
depend which trade theory is acceptable to
the country as a basis for trade policy forma-
tion. Two groups of trade theories: growth
denying or accepting exports impact on the
country’s growth and development determines
the choice the policy.

Inward oriented development policy is te-
lated to export pessimism arguing that with-
out restrictions on trade countries inevitably
gain little or nothing from an export oriented,
open economy posture. It stresses economic
self-reliance, including the development of
indigenous appropriate technology, and in ex-
treme is associated with an autarchic/closed
economy that attempts to be completely self-
reliant and has no transactions with the rest
of the world [Todaro (1994), Begg et al,
(1991)]. Countries, pursuing inward-oriented
development policy, neglect classical trade
theory based on competitive advantage and
follows precepts of international trade theo-
ries recommending protectionist trade policy
and an import substitution (IS) strategy for
restricting trade.

Outward oriented development policy is re-
lated to trade optimism: policies that encour-
age free trade, the free movement of capital

and workers, and welcome multinational cor-
porations [Streeten (1973), Todaro (1994)].
Trade optimists believe in the benefits of free
trade and an open economy dependent on
international trade. This policy, stressing sig-
nificance of exports to industry and country
economic growth, the necessity to create pro-
duction facilities to serve export markets, to
attract foreign private investment and tech-
nology to build new export industries, some-
times is called the “export cult” [Rubner
(1978)]. Outward oriented development
policy is implemented through active partici-
pation in world trade through an export pro-
motion (EP) strategy. Pure free trade policy
formed by a “laissez faire” strategy, i. e. al-
lowing to trade according market mecha-
nisms, is a more theoretical issue for the
simple reason that perfectly free trade does
not exist. There are no multilateral rules that
guarantee complete freedom of trade.

Trade strategies have broad economic ob-

jectives, especially growth and industrialisa-
tion, and generally reflect the interests of pro-
ducers rather than consumers. The choice of
trade strategy in a country is related to vari-
ous costs and benefits and requires corre-
sponding decisions, which influence virtually
all economic activities, including:

* choices in a country’s industrialisation
path;

* the country’s and especially the industry
growth and development perspectives;

« the significance of international trade (ex-
ports and imports) in the process of in-
dustrialisation and a country’s economy.
Every country must find an appropriate
industrial and trade profile for the
economy evaluating the rationale, signifi-



cance and impact of trade strategies on
development performance.

Because of variety of influence spheres,
there are in the literature regularly and some-
times interchangeable used terms of outward
orientation: export orientation, export ori-
ented/led industrialisation, export-led/biased
growth or simply export promotion and terms
of inward orientation: import substitution
industrialisation, import oriented/led indus-
trialisation, import-led/biased growth and
import substitution. Because of variety of
meanings, depending on what aspects of de-
velopment the attention is concentrated, I will
concentrate on the impact of export promo-
tion strategy on industrialisation and growth.

The overall stance of trade strategies ac-
cording previous bipolar classification can be
measured by comparing trade and financial
incentives and disincentives given to import
and export sectors at a point of time. “... if
more incentives are provided to IS than EP
activities, the strategy is considered IS or “in-
ward oriented” strategy; otherwise, it is EP or
“outward oriented strategy” [Liang (1992),
p. 447]. Although empirical data shows obvi-
ous superiority of export promotion strategy
in this article arguments in favour of both
approaches will be presented. In free trade
strategy neither incentives nor disincentives
are not used all regulation leaving to the
market forces.

Import substitution and export promotion
strategies covers all incentives that encour-
age or restricts imports or exports. Incentives
to import substitution and export promotion
include protectionist measures, subsidies to
exporters or importers, stimulation through
credits and tax preferences. Incentives also
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can arise through exchange rate manipula-
tion, investments to infrastructure, macroeco-
nomic stability, etc. The government also
resort to bewildering variety of measures to
restrict imports or subsidise exports. These
measures are collectively designed as non-
tariff barriers. Traditionally, more attention
has been given to incentives that restrict
import because they have been more wide-
spread and is a politically convenient way of
assisting domestic groups of producers.

Incentives have consequences affecting a

country economy'’s future structure and re-
source allocation among alternative sectors
and economic activities. Resources can be
used for some purposes, so alternative cost
evaluation can show more favourable possi-
bilities for using resources. Incentives can
remove or mitigate the lack of competitive-
ness but it is necessarily to evaluate their costs
and real benefits. It is often extremely diffi-
cult to design proper incentives but with the
proper incentives it is possible to encourage
decision makers (individuals, enterprises,
public authorities) to take decisions that are
the most appropriate and profitable both for
producers and for national economy. Precise
and acceptable statistical data can form the
background for incentive policy creation.

Trade strategies implementation through

incentives have two main closely related in-
fluence spheres or orientations:

« sectoral orientation-the choice of a “lead-
ing sector” or the “engine of growth”
which activity is being promoted;

* market orientation- the choice of target
markets: whether the leading sector is to
seek growth on the domestic or world
market [Liang (1992), p. 455-466].



A key difference between IS and EP strat-
egies is their market orientation. Relying on
export markets is EP strategy feature while IS
strategy is oriented to the domestic market.
Through exporting the firms benefit from
market diversification, taking advantage of
different growth rates in different markets not
being overly dependant on any particular
market [Czinkota (1996)]. Orientation to world
markets also allows firms to benefit from
specialisation and from scale economies op-
portunities. Foreign rather than domestic mar-
kets are thus relied on to provide the addi-
tional demand. The proceeds of the exports
can be used to purchase needed inputs abroad.

Sectoral orientation refers to the choice of
industries for growth and development.
Growth is not a spontaneous process but
stems from accepted decisions, requiring re-
spective production resources allocation, de-
mand growth and their suitable integration.
There have been fundamental changes in the
practical and conceptual approaches to the
IS and EP trade strategies impact on growth,
import oriented or export oriented industri-

alisation and export activities results. Identi-
fying relations between chosen trade strategy
and separate industries economic growth
perspectives, possible alternatives are to
choose balanced or unbalanced growth.
The means for achieving economic growth
using different trade strategies are quite op-
posite. Outward oriented development policy
implemented through export promotion strat-
egy is related to possibilities to achieve eco-
nomic growth through increasing exports.
Growth that stresses production and income
growth through exports rather than the dis-
placement of imports and disproportionaly
expands a country’s production possibilities
in the direction of the goods it exports is
export-led/biased growth. Inward oriented de-
velopment policy seeks to achieve economic
growth decreasing imports and developing
native industries. This growth is biased to-
ward the goods a country imports, i. e. giving
priority in a country to produce goods supple-
menting imported ones, is import-led/biased
growth [Krugman et al (1991), Begg et al
(1991)]. I present this relation in Figure 1.

Figure 1. The Impact of Development Policies and Trade Strategies to Economic Growth
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Import substitution (IS) strategy is “a
deliberate effort to replace major consumer im-
ports by promoting the emergence and expan-
sion of domestic industries” [Chen (1985),
p- 56]. IS strategy impact on industrialisation
is based on heavy state direction keeping out
goods previously imported, thereby encour-
aging their domestic production and thus con-
tributing to structural change. Tariffs and
other barriers are used to establish new in-
dustries and shield domestic producers from
international competition. Introducing the
balanced growth concept, related with greater
industrial diversification, the industries move
into the production of goods that otherwise
would have been imported. According to
proponents of balanced growth (Ragnar
Nurske (1959) and Paul Prebish (1984), the
country’s economic growth can not be based
on unstable demand of foreign markets and
the greatest chance for industry will not be in
exports, but in terms of import substitution.
Any steps toward a free trade system could
damage national industries.

This point of view is related to the con-
cept of export pessimism stating that only

through internal industrialisation develop-
ing economies can achieve the level of de-
veloped economies and accomplish structural
change. Their route to development lies not
through increased specialisation in produc-
tion of primary products but in expansion of
industries that produce manufactures and
generally placing less reliance on interna-
tional trade. In this way, countries, especially
those less developed, could move beyond
comparative advantages that are based solely
on cheap labour and raw materials [Begg et
al, (1991)].
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IS strategy is the most frequently observed
strategy in practice and easily initiated by
isolating the domestic market from the world
market and protecting domestic producers
by giving them an advantage over foreign
competitors. The market for products al-
ready exists, as evidenced by imports, so that
risks are reduced in setting up an industry
to replace imports. Import substitution strat-
egy is associated with a package of incen-
tives requiring the imposition of substantial
protective high tariffs (customs duties),
quantitative restrictions on imports (quotas),
exchange controls (overvalued exchange
rates, multiple exchange rate systems), gen-
eral discouragement of foreign direct invest-
ment, and other non tariff trade barriers that
aim at protecting native industry and get-
ting the infant industry started [Todaro
(1994), Root (1984)].

These measures acts as disincentives to
export or discriminate against exports because
they artificially reduce domestic producers
prices in world markets and force exporters
to face import prices that are above the word
level for the inputs they want. Some incen-
tives can be less restrictive, while others com-
pletely prohibit targeted imports. If IS
strategy’s objective is treated as prohibition
of all imports, it leads to a completely autar-
chic economy. In reality, IS is aimed at re-
ducing imports of specific commodities.
[Todaro (1994), Bruton (1970)].

Import substitution strategy implementa-
tion according to Chen (1985, p. 56) can be
divided into two stages: the first, “easy” stage
(I81), during which non durable consumer
goods, that otherwise would have been im-
ported, are produced imposing limitations on



imports and the second, “difficult” stage, dur-
ing which consumer durable, intermediate
(that is goods used in production processes)
and capital goods are produced.

During the first stage, production facili-
ties to serve domestic market are created pro-
ducing import substitutes. Resources are di-
rected to import competing industries hop-
ing that their production in future will fuily
satisfy domestic demand and free foreign
currency for other import (especially capital
goods, needed for further industry develop-
ment). The IS1 stage is easy because produc-
tion is roughly in line with the prevailing
comparative advantage or, with state support,
countries can move beyond comparative ad-
vantages that are based solely on cheap labour
and raw materials.

Although domestic industry may expand
quite rapidly behind protectionist measures,
the negative side is that producing comes to
be more specialised in industries in which the
country has a comparative disadvantage. In-
ternational trade theory suggests that sup-
pressing the principle of comparative advan-
tage is likely to be wasteful. Countries are
using more domestic resources to make
manufactured products than would have been
required to make the exports that could have
financed imports of the same quantity of
manufactures. As a result, high cost indus-
tries, diversified industrial enterprises, which
are fully oriented to the domestic market are
created with levels of costs, quality, design,
and product innovation that are not competi-
tive in export markets.

The defence of the domestic market
through protectionist measures, seeking de-
crease imports, rarely decreases a country’s

dependence on imports, but rather changes
import composition from consumer goods to
raw materials and capital goods. The new
capital goods are imported and are paid for
with the foreign exchange released by the re-
duction in the imports of the commodities
whose domestic production is being encour-
aged [Bruton (1981)].

Relating import substitution incentives
with the exchange rate a country establishes
an overvaluated exchange rate, making im-
port cheap and export expensive and thus
leading to excessive demand for foreign cur-
rency. Such exchange rate regulation is disin-
centive to export. As a result, domestic pro-
ducers get lower prices for their goods in
world than in domestic markets leading to
world market share loss of even for tradi-
tional import thus widening trade deficit
[Krueger (1995)].

The IS1 stage ends when the expansion of
consumer goods capacity hits the limit of the
domestic market. Further growth can come only
from expanding domestic demand. At the same
time, protection must be provided over the wide
range of consumer goods calling for retalia-
tion measures from other countries.

If import oriented industrialisation is to
continue, the economy moves into the sec-
ond stage of producing intermediate and
capital goods. The IS2 stage is difficult be-
cause of rapidly increasing costs precipitated
by limited economies of scale, dependence
on foreign resources and expertise, and de-
velopment of monopolistic controls making
these goods more expensive then imported
ones. Satisfying demand for the importation
of needed raw materials and spare parts in-
creases demand for foreign exchange. How-
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ever, the growth of exports becomes difficult
because of costs higher those than are the
costs of foreign competitors. Correcting dis-
tortions through devaluation may lead to
inflation. Increase in the rate of protection is
also required.

By the 1970s IS strategies and also the role
of the state were being called into question.
The countries that have built their develop-
ment around import substitution have experi-
enced great difficulties. Critics claimed that
governments not only failed to correct market
distortions but actually made them worse, in-
tervention being inefficient. In this view, “gov-
ernment failures” were more often worse than
“market failures” [Wade (1990)]. The experi-
ence shows that under import substitution in-
dustrialisation any success is short-lived and
creates distortions and missalocations in the
economy. Missalocations imposed on the
economy also led to possible reduction of total
output below the level that would have reached
in the absence of the ISI strategy.

Simultaneous advance across a broad range
of industries is not practical, especially in
small countries because of the necessity to
achieve economies of scale. IS industrialisa-
tion strategies slow industry growth, are a
reason for balance of payments imbalances
and hinder economic development. Social
costs from ineffective resource allocation,
incentives to import substitution, lessen the
range of goods available to consumers thus
worsening living standards. Industries are not
only characterised with low productivity but
also become susceptible to corruption and
bribes. Orientation to the domestic market,
export pessimism, ignoring possibility of trade
among nations, does not allow search and
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evaluation of opportunities existing in for-
eign markets, fails exploit the possible ben-
efits of international specialisation thus re-
ducing world trade. Believing, that interna-
tional competition exists over country bound-
aries and are not allowed to come into the
country because of protectionist measures can
harm when after changing orientation foreign
competitors invade into domestic market.
Thus, when IS strategy is promoted through
protectionist measures, its national costs can
outweigh national benefit.

However, protectionist measures may help
to establish infant industries which by learn-
ing may eventually come to have a compara-
tive advantage in some products. It may be
difficult for developing countries to set up
export industries because of the competition
from the more established and efficient in-
dustries in developed nations. The strategic
trade policy theory literature has recently
revived interest in the traditional infant in-
dustry justification for import protection.
Also, protectionist measures, or “new pro-
tectionism” tends to become more severe
during recessions or during the periods of
slow economic growth.

Although by 1950 two positive aspects of
IS were recognised: (1) if there exists the pos-
sibility to develop a balanced economy, there
is no need to depend on unstable foreign mar-
ket demand, resulting in widely fluctuating
export earnings; (2) the infant industry argu-
ment; East Asian countries’ significant export
growth under unfavourable world interna-
tional trade tendencies empirically did not
confirm the first suggestion. IS, as pointed
out export pessimism critics [Balassa (1989),
Bhagwatti, (1978), Pack (1988), Hughes



(1971)] was not confirmed as the only way of
development, except of an instrument to es-
tablish and protect infant industries.

Export promotion strategy is related with
possibilities to increase exports. Exporting is
of significant interest and crucial economic
importance to many trading nations and their
firms as an “engine of growth”. Exports en-
hance profitability, improve capacity
utilisation and reduce reliance on one mar-
ket, as well as providing employment, improv-
ing the trade balance and the quality of life.
The expansion of manufactured exports is not
limited (as in the case of import substitu-
tion) by the growth of the domestic market.
In order to maintain their current standards
of living, developed countries must maintain
their traditional rates of growth of exports,
while other countries, as developing, newly
industrialised, transitional countries, must
seek to increase them. According to tradi-
tional trade theory, if each nation specialises
in the production of goods of their compara-
tive advantage, world output will be greater,
and through trade each country will share in
the gain.

A country’s export growth is affected basi-
cally by two factors: demand and supply con-
ditions both at home and abroad. From the
demand side the success of exporting depends
crucially on the conditions outside the coun-
try: the availability and ability of world mar-
kets for manufactured products, growth in
demand for its products in various markets
and the nature of political relations between
importing and exporting countries. The main
preconditions for gaining from trade is that
countries improving access to their markets
should adopt trade policies lowering or re-

moving tariff and non tariff barriers for trade.
The impact of supranational organisations on
world trade, bilateral and multilateral trade
agreements, GATT/WTO rounds, eic., alle-
viated some barriers to trade and have re-
duced the importance of border restrictions.
Trade in both industrial and developing coun-
tries has tended to become more regionalised,
in part because of regional trade arrange-
ments. Integration processes present export-
ers with enhanced opportunities. It also en-
ables small producers to seek out profitable
niches where both domestic and overseas
competition is likely to be less, due to the
small size of the market, which would not
make it attractive to large companies.
From the supply side successful export
growth is related with internal conditions in
a country that depend on the trade strategy
accepted in the country. “Ability to supply”
or “competitiveness” of an exporting country
subsumes a large number of factors or deter-
minants of export performance. This would
include its ability to generate exportable sur-
plus, which itself depends on the level of
domestic demand and production, the costs
of production, ability to supply products at
competitive prices, quality and design of the
products, rate of exchange, etc. All these
demand, supply, and policy factors, interact-
ing among themselves in a set of complex
matrices, intensify or neutralise each other’s
effect on the country’s export performance.
Export promotion strategy incentives are
generous financial incentives that would boost
exports in the form of public subsidies and
tax rebates and other kinds of financial and
non-financial measures designed to build
export industries and to promote a greater
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level of economic activity in export industries
[Todaro (1994)]. Export incentives are also
preferential investment financing and low cost
labour force, assistance to get new technolo-
gies, export credit insurance, information
about foreign markets, training, etc. The
government promotes exporters removing
disincentives to export, encouraging the in-
flow of foreign capital and technology to build
export industries, creating export processing
zones with profitable production bases for
many export-oriented foreign manufacturers.
Currency convertibility and favourable to
exporters an exchange rate provides incen-
tives to producers to sell abroad.

The provision of various export incentives
can offset or mitigate the competitive disad-
vantages inherent in home market protection
and in the development stage of the manu-
facturing export sector of a country. When
giving the incentives the government must
evaluate technological, raw materials, infor-
mation, know-how and other needs hinder-
ing industry development.

Export oriented industrialisation two
stages, according to Chen (1989), are defined
as the first (EO1) stage of exporting manu-
factures that are more labour-intensive, and
the second stage (EO2) of exporting prod-
ucts that are more capital-and technology-
intensive. There is also a stage in which im-
port substitution of capital and intermediate
products (secondary import substitution) oc-
curs simultaneously with export orientation.
Sectors providing financial, technical and
other professional services may grow con-
comitantly. This EO2 “complex” stage may
take place after EO1 or some time after EO2
has begun. [Chen (1985), p. 57].
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Relating EP strategy implementation with
unbalanced growth idea, suggested by
Hirshman (1977), a country chooses a path
of export oriented industrialisation. Country’s
trade and industry policies concentrate on
some of selected the most perspective indus-
tries or industry segments which have export
potential and increase their competitiveness
prospective through appropriate incentive sys-
tems and directing resources and investments
to strategically chosen export sectors. It is
possible to extend the policy to the develop-
ment of new, non-traditional, export sectors.
New production facilities for export markets
are created, promoting production of goods
in which the country has comparative advan-
tage, thus producing them by lesser costs.
While having a comparative advantage is
crucial, it is only a necessary but not a suffi-
cient condition.

The choice of export sectors for promo-
tion is difficult, because from the supply side
they differ by their development level, pos-
sible financial, human and technological re-
sources and their costs. Some sectors have
better chances to acquire comparative or com-
petitive advantages in the nearest time. More-
over, the policy makers appear to be increas-
ingly inclined to identify strategic sectors eco-
nomically vital to a country. They have to
undertake a technological audit of industrial
base, identify capital need and skills short-
age, evaluate product exportability, possible
export potential and readiness to export at
the whole industry level and at the level of
separate enterprise in the industry.

The growth of strategically chosen export
sectors must be transferred for other indus-
tries through forward and backward integra-



tion. Backward integration includes closer re-
lations with raw materials suppliers and for-
ward integration brings relations to the cus-
tomers thus adding to the growth of the whole
economy. If there are no of these relations,
separate industries growth impact on eco-
nomic growth will be minimal, creating a dual
economy, consisting of two industrial sectors:
an advanced export sector and a primitive
domestic sector. The destinies of those sec-
tors are diametrically opposite: the first is a
relatively expanding “growth sector” using ad-
vanced technologies and a skilled labour force
while the the second sector is a relatively con-
tracting “senile” sector. The concept of dual
economy is more applicable to developing
countries exporting agricultural products, raw
materials and only beginning structural
change.

It is widely accepted that EP strategy is
necessary to carry out efficient industrial de-
velopment and restructuring as a part of a
strategy of structural economic reforms.
Those countries that have succeeded in imple-
menting these reforms have experienced a
significant and durable improvement in eco-
nomic and export performance. Empirical
data show that rapid economic growth of the
Asia-Pacific countries by the late 1960s was
based on and achieved by export-oriented
industrialisation, especially the export of light,
labour-intensive products. Most recently, the
countries in transition in central Europe have
liberalised their previously distorted trading
regimes as an essential element of the pro-
cess of transformation to market-based
economies.

In almost all countries government plans
and import substitution strategies have given

way to private enterprise, competitive mar-
kets and export orientation. This process lim-
ited the role of government. Dismantling the
administrative systems associated with import
licenses, selective credit policies, etc., redi-
rects the energies of entrepreneurs away from
unproductive activities toward the production
of exportable goods. An export oriented
economy inherently has more flexibility to
respond to changes in the world economy
than an inward oriented economy. Krueger
(1990) points out that export promotion strat-
egies are simpler, easier to handle, involve
incentives but not control, as in IS strategy,
there is less variability in incentives, and the
policy makers get quicker and more self-evi-
dent feedback. It is generally considered that
EP strategy implementation allows higher
growth rates in the manufacturing sector.
Exporting firms have a clear incentive to keep
up with modern technology and to improve
management. Exposure to world prices en-
courages the efficient allocation of domestic
resources according to international oppor-
tunity costs and thus allows firms to achieve
greater effectiveness.

NEW TYPOLOGY OF TRADE
STRATEGIES

Both strategies, import substitution and ex-
port promotion, have their own rationale and
are related to different problems and conse-
quences, leading to new theoretical recom-
mendations. Many scholars view EP strategy
as incompatible with IS strategy. They point
out that government cannot promote both EP
and IS simultaneously, because such dual poli-
cies contradict and offset each other: “(1) pro-
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tective devices of export subsidies are meaning-
ful if they discriminate against same other ac-
tivities; (2) protection of any sizeable number
of activities is generally inconsistent with en-
couraging exports, because exporters require rela-
tively easy access to international markets for
their imports of raw materials and intermediate
and capital goods” [Krueger (1990), p. 53].
However, sometimes the traditional bipo-
lar classification is unable to identify the trade
strategies that simultaneously employ the fea-
tures of EP and IS strategies: strategies that
are not mutually exclusive. First, it is debat-
able whether IS strategy is necessarily futile,
whether it is possible to build domestic in-
dustry without IS strategy and whether the
stage of import substitution is necessary as a
precondition for export orientation. [Chen
(1989)]. Second, by nurturing domestic pro-

ducers the groundwork would be laid for fu-
ture export capabilities. Thus IS may not be
an end itself but may be a preliminary phase
in which industry gets started, as a prelude to
export-led growth. Third, at the same time
IS strategy is inevitably related to importing
of intermediate goods and raw materials
needed for production, and related to export
promotion for generating foreign exchange
needed to buy them [Liang (1992)]. Thus,
there may be no need to discuss export pro-
motion versus import substitution but rather
that export promotion can be a viable strat-
egy in combination with other strategies for
economic development.

Liang (1992) presented broader range of
trade strategies in Figure 2 consisting of five
mutually exclusive trade strategies based on
incentive structures either for EP or IS.

Figure 2. Relationship Between Incentives and Trade Strategies

IS activities

Disincentives (-) Incentives (+)
Inc. 1. Export 2. Protected
(+) Promotion Export
EP Promotion
ac. Free Trade
Disc.
) 3. De Facto 4. Import
Import Substitution
Promotion

Source: Liang, Neng. Beyond Import Substitution and Export Promotion: A
New Typology of Trade Strategies / The Journal of Development Studies. 1992.

Vol. 28. April. p. 454

The first quadrant represents “pure” EP
strategy, providing incentives for export ac-
tivity and liberal import policy, stimulating
better import instead of producing import
substitutes for which the country has no com-
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parative advantage. A realistic exchange rate
is adopted, promoting sales of goods in for-
eign markets without priority to the domes-
tic market.



The fourth quadrant represents a typical
import substitution strategy with significant
restrictions on import quantities or import
tariffs and with negative incentives to export.
It does not mean that IS strategy requires
the government entirely reject exports, but,
as suggested IS proponent Nurske (1959) to
export production of primary industries, not
to give additional resources to traditional
export sectors, depending on unstable for-
eign market demand.

The third quadrant represents an incen-
tive structure, which leads to increases in im-
ports and export restrictions. It is possible as
an unintended outcomes of government poli-
cies and is never specially introduced in real-
ity. The results of the strategy are negative
balance of payments and debts.

The centre area represent free trade strat-
egy where neither incentives nor disincentives
are used in export and import activities.

The second quadrant, protected export
promotion, is Liang’s true invention. This
strategy provides simultaneous incentives to
export promotion and to import substitution.
Domestic industry is protected in its market
from foreign competition, but at the same
time it is promoted to export and compete in
world markets. Also, whereas import controls
are usually selective, export incentives usu-
ally are similar to production for domestic
and export markets. Such a strategy
characterises many rapidly growing econo-
mies, most notably those of East Asia.

Adopting outward oriented development
policy it is possible, to my opinion, to use for
industry development as export promotion,
as protected export promotion strategies, the

first using for primary and low-value added
industries, for which a country has compara-
tive advantage, and the second to infant in-
dustries and industries which have the poten-
tial to achieve competitive advantage thus
adding to a country’s development process.
These two strategies are the most often used
in recent time.

With modest natural endowments and
small domestic economies small countries his-
torically have had little choice but to look
outward. Their domestic markets are too
small to offer business much room to growth.
Consequently, they must trade with each
other and with the world more than big coun-
tries which with their huge domestic markets
has never had to concentrate much on active
exporting. Exporting for smaller countries is
not simply good economic policy but a mat-
ter of economic survival, and they must
organise entire economy for exporting.

Countries accepting outward oriented poli-
cies make a push towards trade liberalisation
expecting rapid export and economic growth.
The most common reforms of trade
liberalisation include the simplification of
import procedures, removal of trade restric-
tions (reduction or elimination of quotas, and
the rationalisation of the tariff structure), cur-
rency devaluation, and export promotion.
Trade optimists argue that trade liberalisation
is beneficial generating rapid export and eco-
nomic growth. According to Dornbush (1992,
p- 73) growth from trade reforms may be as
much as 30 to 50 per cent of growth.

As a crucial element in the transition to a
market economy, trade liberalisation is part
of the economic strategy in the transition of
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the former centrally planned economies to
the market adopted by most Central and
Eastern European Countries (CEECs).
Liberalisation strengthens the ties, previously
largely disconnected, between the domestic
and international economies.

DEVELOPMENT POLICIES AND
TRADE STRATEGIES IN
LITHUANIA

Under the Soviet system central planning was
adopted in Lithuamia to exercise detailed
control over the domestic economy. Until the
end of 1989, the means of production were
owned almost solely by the state, and, for
example, approximately 90 per cent of the
industrial output of each of the Baltic Re-
publics was produced in enterprises that were
subject to administrative control from Mos-
cow. Foreign trade in the centrally planned
economy was carried out by state-managed
foreign trade organisations. The volume,
commodity composition, and geographic
pattern of trade were specified in plans,
approved by the central authorities, throught
foreign trade agencies. In 1990 direct con-
tacts via the foreign trade association
“Litimpex” made up only 2.3 per cent of
foreign trade turnover. In either case, local
decision making and initiative were extremely
limited in scope.

Isolation from world competitive forces
and trade restrictions in the central planned
economy predetermined an inward oriented
development policy, resulted in an import
substitution strategy. Through import barri-
ers domestic enterprises were stimulated to
produce consumer goods replacing imports.
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Politically dictated priorities were oriented
not to possible production specialisation in
the world markets but to interrepublic
specialisation, not always based on compara-
tive advantage.

During the decades of inward industriali-
sation the extent of Lithuania’s industrial
development was considerable. Industrial
sectors were established, the dependence on
primary, especially agricultural exports was
reduced. Despite the relatively rapid growth
of heavy industry, the Lithuanian economy
was characterised by almost equal prepon-
derance of light (especially food, clothing and
textiles) and heavy industries in total indus-
trial output.

Large public industries and industrial com-
plexes were created and most enterprises
were built at a scale much too large for
Lithuania’s domestic market. The industries
used to be of narrow specialisation but with-
out generating internationally competitive
manufactured exports and adjusted to the
demands of the Soviet Union military indus-
trial complex. Lithuania produced many high-
technology products, particularly for military
needs. In comparison with Western industries,
they used considerably outdated technology.

For these reasons Lithuania after restor-
ing indepence needs to lessen the technologi-
cal gap. However, Lithuania must now inevi-
tably rely on export of goods, which were pro-
duced in big quantities from cheap raw ma-
terials for other republics and were produced
in excess of domestic market. These goods
do not correspond to Western market com-
petitive standards and their production is
characterised by uneconomic use of energy
and raw materials.



The consequences of harm for exports
from inward oriented development policy and
import substitution can be summarised as:

« inefficient production decreased the do-

mestic producer’s competitiveness in
world markets;

* incentives for import substitutes produc-

tion decreased production of exportables;

e products are ill-adapted to Western re-

quirements.

Impetus to transformation of Lithuania’s
economy came from two sources: the drive
for independence from the Soviet Union it-
self and the crisis in the Soviet economy. The
movement for liberalisation and national au-
tonomy or independence was not satisfied by
the law on economic autonomy accepted by
the USSR Supreme Soviet which come into
effect at the start of 1990 for all three Baltic
republics. Lithuania redeclared its indepen-
dence earlier than other Baltic republics on
11 March 1990, restoring Lithuanian national
independence on the basis of legal continuity
with the pre-war republic.

The period since 1991 is characterised as
a period of general changes in the Lithuanian
economy. The root cause of these changes
after regaining independence is easily identi-
fied: transition from a planned economy to a
free market economy. Centrally planned
economy can not to solve the problems of
economic activity and the only possibility to
create an independent country with a strong
economy is to make the transition. The pre-
vious artificial situation in Lithuania during
the last 50 years, caused by economic depen-
dence and integration into the previous So-
viet block, resulted in connection solely with
the Eastern market and the directive plan-

ning of the national economy does not corre-
spond with the interests of an independent
Lithuania Evaluating Lithuania’s transition
to the market economy embraces analysis of
conditions for a transition and the strategy
Lithuania has chosen, and evaluation of the
implementation of this strategy.

Following the declaration of independence,
Lithuania adopted outward orientation and
embarked a comprehensive economic reform
programme. The first fundamental reforms
included the formation of an independent
system of government revenues and expendi-
tures; the establishment of the financial in-
frastructure, including Lithuania’s banking
system, insurance sector and securities mar-
ket; price liberalisation; and mass privatisa-
tion of state property. Between 1992-1993,
Lithuania introduced its own national cur-
rency, new tax system, created a capital mar-
ket infrastructure and a private banking sec-
tor. Reforms in the fields of local govern-
ment and taxation are still continuing.

The major features in the Lithuanian
economy since 1991 have been the decline of
manufacturing and the growth of the service
sector; the growth in numbers of long-term
unemployed; and the shift from public to pri-
vate ownership. Macroeconomic stability is
necessary for sustainable growth creating a
hospitable climate for private investments and
thus promoting productivity. The Lithuanian
government supports policies of macroeco-
nomic stabilisation, trade liberalisation, for-
eign investment and the political and eco-
nomic integration into European political,
economical and security structures.

The major international institutions, such
as International Monetary Fund (IMF) and
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World Bank (WB), are providing financial
and technical assistance according to sanc-
tioned macroeconomic programme and rec-
ommendations in making the transition to
market economy.

CURRENCY REFORM

To enforce controls over exports and imports,
central planners relied in part on controls
over the use of currency for transactions
relating to foreign trade. During inward ori-
ented industrialisation, the regulation of the
currency rate was conducted to mike capital
goods import “cheap”. It caused excessive
demand and lack of foreign currency. The
switch to outward orientation required a
currency reform.

Lithuania was the last Baltic state to leave
the rubble zone thus achieving monetary in-
dependence. From 2 October 1992 the coun-
try introduced a transitional currency, the
talonas. New currency, Litas, was introduced
on 25 June 1993 and became the country’s
sole legal tender. The law on Foreign Ex-
change limits the use of foreign currencies in
the country. Transactions of foreign curren-
cies can be made only by licensed credit in-
stitutions registered with the Bank of
Lithuania. Lithuanian legal entities seeking
to open current accounts with foreign banks
must obtain permission from the bank of
Lithuania. They also are allowed to hold
accounts in foreign banks, although for this
permission is needed from the Lithuanian
Central Bank.

Two stages can be identified. In the first
stage a depreciated and floating currency rate
was favourable for domestic producers in-
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creasing export supply, but only for goods
with high demand elasticity. It was unfavour-
able for producers of low demand elasticity
goods, because under a depreciated currency
rate the prices of imports increased. Because
Lithuanian industry is dependent on imported
raw materials, the production volumes began
to decrease and unemployment rose.

Minimising the exchange risk for export
earnings in foreign currencies the Government
continued currency reform renouncing the
managed float and tied Litas to the USA dol-
lar in 1994. Introduction of a fixed currency
rate was a complex problem under the un-
stable economic situation. As a part of the
government’s objective of strengthening the
anti-inflationary stance of monetary policy, an
independent Currency Board system was in-
stalled in 1994 defining the fixed Litas rela-
tion with US dollar (i. e. fixed at a rate of 4
Litas to 1 USD). The quantity of Litas in cir-
culation were related with foreign currency and
gold reserves quantities in the Central Bank.

Only three other countries in the world
have been implemented the currency board
system: Argentina, Estonia and Hongkong.!
Accepting the Currency Board Model
Lithuania restricted her monetary policy pos-
sibilities. Fixed exchange rate brought at the
same time as strengths as weaknesses, be-
cause the Central Bank cannot finance sud-
den budgetary requirements. The bank crisis
in January 1996 was solved only with the help
of the IME

A competitive real exchange rate is neces-
sary to support the expansion of the export

! The Baltic Observer. 19-25, May 1994, P. 11.



sector and to avoid the balance of payments
difficulties that might lead to calls for import
restrictions. Under hyperinfliation it was im-
possible to choose a fixed exchange rate, be-
cause the domestic currency devaluated ev-
ery day. The fixed exchange rate helped to
fight inflation but Lithuanian industry’s com-
petitiveness decreased considerably. Under
increasing prices and exchange rate remain-
ing stable but unreal, the impact on exports
become negative. It is evaluated that under
the fixed rate during two years the Litas ap-
preciated about 40% in real terms, thus slow-
ing the expansion of the export sector, hurt-
ing the Lithuanian trade balance and reduc-
ing domestic support for trade liberalisation.
The current currency rate acts as a negative
incentive to export, but according to an in-
terview with representatives of the Ministry
of Economics, Lithuanian Bank programme
for 1997-1999, it will remain unchanged at
least till 1999. Having achieved monetary
stability, the current government is commit-
ted to a gradual withdrawal from the Cur-
rency board leading to a transitional peg with
the Euro and an eventual floating exchange
rate.

Foreign trade reform

Since independence, Lithuanian government
has implemented a legislative program for
economic liberalisation and social reform as
well as the re-establishment of favourable
ties with Western Europe. In 1991 price and
trade regimes have been liberalised

The legal framework for the progressive
removal of price controls was already spelled
out in July 1990 when a new law on prices

was drafted which become effective in 1991.
Prices continue to be liberalised in stages
during 1991 and early 1992. The short term
goal was to free all prices in Lithuania except
those for certain basic food items (bread, milk
and meat), oil, wood, telecommunications,
postal services and apartment rents.2 As of
November 1991 prices of most industrial
goods were liberalised. As of 20 January 1992,
most consumer goods became “market de-
termined”. By mid- February 1992, most
prices had been liberalised.? The government
realises the importance of eliminating subsi-
dies along with price liberalisation with a view
to reducing the strains on the budget and
creating the necessary and sufficient condi-
tions for price stability thereafter. Lithuania’s
VAT is 18 per cent. VAT is not levied to
exports, the production of goods and services
for export, works and services relating to the
carriage of exported goods, transit of foreign
cargoes and certain other activities.

In the years since independence Lithuania
has generally pursued the liberalisation of for-
eign trade as an important part of the tran-
sition process. Lithuania’s economic indepen-
dence will be only sustainable on the basis of
an efficient integration into the international
economy, implying a quite different set of
strategies than the autarkic approach associ-
ated with Soviet central planning. After 6
years of restoring independence Lithuanian
foreign trade has changed considerably. In
recent years Lithuania has become increas-

2The Republic of Lithuania - A Guide to the New
East, in Euromoney. February 1992. P. 31.

3 IME Lithuania Economic Review, Washington, April
1992, p. 10.
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ingly involved in and dependent on the inter-
national economy.

The current Lithuanian foreign trade policy
is based on three principles: (1) support for
a liberal and open trade regime; (2) actively
striving to integrate into the existing Euro-
pean economic structures; (3) trade policy for-
mulation according to the WTO principles.

It is noticeable that the liberalisation of
foreign trade brought the attention to the
Free Trade Agreement between the Repub-
lic of Lithuania and the European Union that
was ratified in December 1994, and come into
force on 1 January 1995. This agreement was
incorporated into the Association Agreement
signed between the EU and Lithuania in June,
1995. The Agreement is important both po-
litically and economically. From the economic
point of view it is essential that this agree-
ment stipulates the commitment to liberalise
mutual trade on the basis of WTO principles.
The primary provision of the agreement is
consolidation of the free trade regime be-
tween Lithuania and the European Union.
The free trade area will be gradually estab-
lished, and the transitional period is expected
to continue for six years within which cus-
toms tariffs will be gradually eliminated.
Lithuania was to benefit from a transition
period of four years for industrial products,
while the EU was to open its market imme-
diately to most Lithuanian products. Trade
in sensitive products (including agricultural
and textile) was to be ruled by specific pro-
visions.

The process of integration of Lithuania in
the EU is determined not only by economic
factors but also by political and safety con-
siderations. However, the integration process
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of Lithuania is natural because the rapid
extention of Lithuania’s economic relations
with the countries of the EU. The major share
of economic integration relies on increasing
Lithuania’s trade with the EU.

The Lithuanian government is pursuing an
open door policy with all states. Presently free
trade agreements are signed with Liechten-
stein, Norway, Switzerland, Ukraine. Lithu-
ania also concluded a free trade agreement
with EFTA which came into effect from Janu-
ary 1997. Bilateral trade agreements are also
in effect with Poland and Ukraine. The Bal-
tic Free Trade Agreement has established a
free trade area of the three Baltic states. The
US, Canada and Australia have granted
Lithuania trade preferences under their
Generalised System of Preferences (GSP).
Free trade agreements with Belarus, Slovakia,
the Czech Republic and Kazachstan are con-
cluded but not yet in force. Bilateral free
trade agreements have been signed with a
majority of CEFTA's members. Lithuania
does not have any special trade barriers with
any country. A free trade agreement with
Russia is not signed yet.

In 1991-1992 the Lithuanian government,
because of the unstable economic situation
and worsening balance of payments, estab-
lished quantitative restrictions (export and
import quotas and licences) seeking to affect
trade and defend the domestic economy. The
reasons for this were that trade with previ-
ous Soviet Union countries was conducted
by barter, the was an economic blockade and
the dominant role of state ownership. The
policies called for a major role for the state
in protecting key industries to encourage their
growth, thus implementing protected export



promotion strategy. In this period the lack of
customs control and trade policy consider-
ations with neighbouring countries led to
chaotic exports.

In 1992 when the existing system of licenses
was replaced by differential tariffs and im-
port. Import and export operations, except
for several classification of goods (such as
oil, alcohol, narcotic, etc.) do not require li-
censes in Lithuania. In general import-export
control now is carried out exceptionally
through customs tariffs varying from 5 per
cent to 35 per cent. Tariffs are established in
accordance with international principles and
standards. Alcohol, tobacco and jewellery,
luxury cars. and products containing cacao,
coffee, lubricants, or oil are levied with ex-
cise duties. Export tariffs apply to a very lim-
ited group of commodities such as firearms,
narcotics, and wild life. There has been no
import quotas since October 1993 except for
health and safety reasons.

CONCLUSIONS

The theoretical perspective presented in the
article allows to analyse a series of events in
Lithuanian economy along with an assess-
ment of these theories. The merits and nega-
tive sides of alternative development poli-
cies and trade strategies are reflected in the
case of Lithuania, which economic experi-
ence shows theories in action. The article
reinforce the fact that the choice of different
strategies makes contact with a full range of
problems and their solutions.

For decades in Lithuanian economy were
implemented inward oriented development
policy and import substitution strategy. This

led to integration into the previous Soviet block
and industry interrespublic specialisation in
which Lithuanian industry had a comparative
disadvantage in the world markets. The heri-
tage of central planning system could be
summarised as technological gap, inefficient
production, high costs, non competitive prod-
ucts ill-adapted to Western requirements in
quality, etc. thus reducing ability to supply-to
generate exportable surplus.

Because after independence international
issues have become increasingly important for
Lithuania’s economy macropicture, outward
orientation, which stresses that economies are
open to the trade with the rest of the world,
was a solution for these problems. Over the
last years, Lithuanian economy have become
increasingly internationalised. International
developments are also central to the welfare
of Lithuanian industries. Increasing openness
was achieved by reforms supported by inter-
national institutions.

In the article is presented a short over-
view only two of reforms: currency and trade
liberalisation. The strength of monetary and
fiscal policy depends in an important way on
the type of exchange rate policy that the gov-
ernment conducts. Both fixed and flexible ex-
change rates have been implemented in
Lithuania. Under flexible exchange rate in-
dustries were exposed to fluctuations in the
exchange value of the Litas and other cur-
rencies. With fixed rate, central bank now
intervenes wishing to peg the rate. The move-
ments of Litas has also had important effects
on the economy. Under the current overval-
ued exchange rate, industries that export
goods abroad or that produce goods that
compete with imports found it increasingly
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difficult to compete in world markets. Such
exchange rate regulation is the feature of IS
strategy and acts as disincentive to exports
thus widening trade deficit. However, it could
be explained by high Lithuanian dependence
on imports of raw materials and oil products.

Lithuania’s industry could be defined be-
ing in the first (EO1) stage of export ori-
ented industrialisation. The Lithuanian ad-
vantage is cheap labour force and exporting
manufactures that are labour intensive. Con-
cerning new typology of trade strategies, I
would like define that Lithuania currently
apply protected export promotion strategy.
It calls for a role for the state in protecting
key industries for both import substitution
and export promotion to encourage the eco-
nomic growth. Industries are protected, es-
pecially in relation with crisis in Russia, and
export promotion activities and institutions
are being established recently. In the futire
participation in EU will allow to implement
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PREKYBOS STRATEGLJY TIPOLOGLJOS, JU IR EKSPORTO PLETOJIMO STRATEGIJOS RYSYS

Santrauka

Straipsnyje pateikiama ekonominés plétros politikos
ir prekybos strategijy klasifikacija ir nagrinéjama jy
jtaka 3aliy ekonominei raidai ir eksportui. DidZioji
straipsnio dalis skiriama dviejy pagrindiniy prekybos
strategijy: importo pakeitimo ir eksporto plétojimo
charakteristikoms ir jy poveikiui ekonominiam augi-

Iteikta 1998 mety lapkriio mén.

mui ir industrializacijos procesui. Naujy prekybos
strategijy apzvalga, Siy strategijy adaptavimo ir
igyvendinimo galimybés ypac svarbios Lietuvai,
pakeitusiai savo orientacija i§ vidinés j iSoring ir
pradedanciai jgyvendinti su ja susijusia eksporto
plétojimo strategija.



