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PROS AND CONS OF IMPORT SUBSTITUTION STRATEGIES

The article analyzes the experience of countries that have used different import substitution strategies, identifies the
positive and negative consequences. Particular attention is paid to the study of theoretical aspects of the problem of
import substitution in the economic development strategy implementation. On the basis of the conducted researches the
directions of import substitution strategies introduction in modern conditions are outlined. Based on the study, the
following prerequisites for the successful import substitution policy implementation are identified: justification of the
product groups set, import substitution of which is appropriate and cost-effective for the state and society in the long
perspective; the instruments of import substitution policy, in particular the prevalence of restrictive instruments (tariffs,
quotas, taxation, etc.) in order to protect the national producer and stimulate investment measures to stimulate
innovative economic development.
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Kopaas JI.II. TO3UTUBHI TA HETATUBHI HACJIJIKA 3ACTOCYBAHHSI CTPATEIIA
IMIIOPTO3AMIILIEHHS

Ilpoananizosano O0oceio Kpain, AKi 3acmocosyganu pisHi cmpamezii iMnopmo3amiweHHs 01 00CASHeHHs yinel
cmabinizayii eKoOHOMIKU, 8UIHAYEHO NO3UMUEHT ma HecamueHi Hacaioku. Ocobauea yeaza npudiiaemMsbCs 00CIOHCEHHIO
MeopemudHux AcneKkmie IMnOpmo3amiujeHts 3 mouku 30py peanizayii cmpamezii eKoHOMIuH020 po3eumky. Ha ocnogi
npoGedeHuUx O00CTIONCEHb OKPECNIEHO HANPSAMU 6NPOBAOICEHHS CMpamezitl IMNOPMO3AMIWYEHHS 8 CYYACHUX YMOBAX.
Oxpecneno nepesacu cmpameii  iMROPMO3AMIWEHHS, WO 36005IMbCSL 00 CIMUMYMIONOYOL POl Y CMBOPEHHI
ousepcupikosanol HAyioOHANbHOI eKOHOMIKY,  NIOGUWEHHI DI6Hs 3AUHAMOCMI Y KpaiHi 6 YMO6aX 2l0OaNbHUX
EKOHOMIYHUX nompsAciHb. be3ymoenolo nepesazord GUKOPUCMAHHA Ccmpamezii IMHNOPMO3aAMiUeHHs. GU3HAYEHO
MONCIUBICTNL  OOCACHEHHST HE3ANE)HCHOCMI KpaiHu 6I0 HeCHPUSMIUSUX YMO8 308HIUHbOCKOHOMIYHOL OisibHOCHI.
Jlocnioocenuss nokazano, wjo OLIbuicme Kpain HA KOHKPEMHOMY emani c8020 PO3GUMKY SUKOPUCMOBYSAIU NOJIMUKY
iMnopmosamiujents O1si Mmoo, wood 3axucCmumu neeui 2any3i 00 MOMEHm) OOCACHEeHHS HUMU OOCMAMHbO20 DIGHs
KOHKYPEeHMOCHPOMOICHOCHI Ha c8imogomy punky. Ceped OCHOBHUX He2amueHUX HACHIOKI6 IMNOPMO3AMIujeHHs O
Kpain 3 HU3LKUM DIBHEM eKOHOMIYHO20 DO3BUMKY GUOLIEHO: PUUK 30inblieHHs Oeiyumy NiamincHo2o O6aniaucy,
nompebu 68 HO8UX KpeOumax uepe3 HesHAYHe 3POCMAHHA eKCHOPMY, NOCUNEeHHA THOIAYIUHUX npoyecis i 3anedHCHOCI
8i0 HAOX0O0JHCEHHs IHO3eMHO20 KAanimany 6HACTIOOK 3DOCMAHHA OEepPAHCABHUX SUMPAmM HA NIOMPUMKY KOHKDEmHUX
eanyseil 'y Medxcax NONMUKU IMNOPMO3AMIWEHHS, CMBOPEHHA HeeeKmMUSHUX I 3acmapiiux npooyKkmie, AKi €
HEKOHKYPEHMOCNPOMOJICHUMU  HA — MIJICHAPOOHOMY PUHKY, Yepe3  GIOCYMHICMb KOHKYpeHyii 6 pesyivmami
NPOMEKYIOHICMCLKOI NOMIMUKU 0epIIcasu, wo CYMMEBO 3HUNCYE, A 8 DA2ambOX GUNAOKAX 3HUWYE CMUMYAU 00
MEeXHON02IYHUX | OPeaHi3ayitiHuX iHHOsayil. 3a pe3yibmamamu OOCTIONCEHHS BUSHAYEHO NepedyMosu O YCRiutHOL
peanizayii NOMIMuUKY IMNOPMO3AMIUEHHS, WO 38008MbCsi 00 OOIDYHMYSAHHA 6UbOOpY 00 ’€kmis (MoeapHux 2epyn),
IMROPMO3AMIWEHHS. SIKUX € OOYLIbHUM MA eKOHOMIYHO GUCIOHUM OJid 0epiicasu ma CyCnilbCmed 8 00820CMPOKOGill
nepcnekmugi; 6ubopy IHCMPYMEeHmi8 RNOMMUKU IMAOPMO3AMIUEHHS, 30KpeMd Npesanto8aHHs 00MeN’CYBATbHUX
iHcmpymenmie (mapugie, K6om, oNOOAMKYE8AHHA MOWO) 015 3AXUCMY HAYIOHATLHO20 UPOOHUKA A CIMUMYTIO8AHHS
3ax00i8 IH8eCMUYINIHO20 XapaKmepy 3 Memo CMUMYMO8AHHA [THHOBAYIUHO20 pO38UMKY eKoHomiku. Ilpiopumemnum
Kpumepiem mMae 3aaumamucs nPUHYun eqoekmueHocmi ma eKOHOMIYHOI QOYLIbHOCIIE IMNOPMO3AMIWEHHS, WO 03HAYAE
CIMUMYTIOBAHHS 8UPOOHUYMEBA JUle KOHKYPEHMOCNPOMONCHOI NPOOYKYIi, AKA XapaKmepusyemuvcs 8i0n08IiOHOI0 AKICINIO
ma KouKypeHmHoto yinor. Hezeaswcarouu na npocmomy ma 04eguoOHicms mako2o meepodiCeHHs, yell NPUHYUN € 0OHUM
i3 Haueaxcuux y npaxmuyHii peanizayii, a 1020 HeOOMPUMAHHSA MOJICE NPU3ECmu 00 MACUWMAOHUX HE2AMUGHUX
HACHIOKIG SIK Y 308HIUHbOMOP206EIbHIL OISLIbHOCMI, MAK I 6 HAYIOHANbHIT eKOHOMIYL 3A2aN0M.

Knrouogi crosa: imnopmosamiwents, Micmkicms 6HYympiuiHb020 PUHKY, 3POCMAHHS HAYIOHATLHOT eKOHOMIKU.

Problem statement. The matter of import substitution
is extremely controversial. On the one hand, the
advantages of the import substitution strategy are
generally recognized, and boil down to a stimulating role
in creating a diversified national economy, increasing
employment in the country in the context of global
economic shocks. On the other hand, the negative effects
of import substitution in countries that have used this

strategy as a main one are becoming increasingly
apparent.

Analysis of recent research. According to James
M. Roberts, a researcher on economic freedom and
economic growth, the use of import substitution strategies
has led to the impoverishment of some countries. The
good example is Argentina — the birthplace of economist
R. Prebisch, who is considered as one of the developers of
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the peripheral economy theory, which underlies the
concept of intra-oriented import substitution. According
to J. Roberts, the output of the import substitution policy
implementation according to the R. Prebisch’s concept
was an even greater deepening of Argentina's import
dependence, which became one of the determining factors
of impoverishment (in 1930 Argentina was one of the ten
richest countries in the world). The country ranks 87th in
the world, which is also lower than in neighboring Chile,
which abandoned import substitution in the 1970s and
implemented a number of market reforms) [1]. World
Bank economist A.Panagarayya comes to a similar
conclusion about the ineffectiveness of import
substitution policy, basing on the study of economic
liberalization practical experience in such countries as
India, China, South Korea, Brazil and others.

At the same time, according to world experience, most
countries, at a particular stage of their development, have
used import substitution policies to protect certain
industries until they reach a sufficient level of
competitiveness in the world market. Moreover, contrary
to popular belief about the use of import substitution
policies in developing countries, research by Cambridge
University professor Cha-Joon Chang shows that virtually
all (with some exceptions) developed countries have used
import substitution strategies in the past. He emphasizes
that the countries that have reached the top of the world
economic rating today due to the free market and free
trade policy (UK, USA, Germany, Japan), were the most
aggressive in the use of protectionist measures in the past
[2].

The paper purpose is to analyze the import
substitution strategies used in countries with different
levels of economic development, to identify the main
problems and prospects for their application.

Major research findings. The classical strategy of
import substitution was used in the newly industrialized
countries of Latin America (Brazil, Argentina, Mexico,
Chile, Paraguay and Uruguay), resulting in favorable
conditions for the national industry growth and
technological progress, formed the most diversified
national economy.

In Asia (Taiwan, South Korea, Malaysia, Thailand,
Philippines) in the middle of XX century the model of
externally oriented import substitution was applied. The
model was aimed at achieving structural changes in the
economy through the replacement of imported
components in the export products production. Such a
support mechanism not only allows to replace similar
products on the national market, but also contributes to
the scale of underdeveloped industries expansion to the
surplus resources export.

Negative effects of import substitution strategies for
the countries. The main reasons for the negative effects of
import substitution for the countries with a low level of
economic development are the following:

1) import substitution industries create inefficient and
obsolete products that are uncompetitive in the
international market; because of the lack of competition
as a result of the state's protectionist policy, import
substitution significantly reduces, and in many cases
destroys, incentives for technological and organizational
innovation; this has a negative impact on the business
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climate within the country, and serious consequences on a
global scale as well: due to the "encouragement" of
inefficiency, world GDP growth is declining;

2) the growth of government spending to support
specific industries within the policy of import substitution
leads to increased inflation and dependence on foreign
capital;

3) a slight increase in exports contributes to an
increase in the balance of payments deficit, and needs
new loans.

The paradox of the strategy of intra-oriented import
substitution boils down to the situation when anyway the
import substitution industries face the need to import raw
materials, equipment, spare parts, etc. Accordingly, the
growth of production of import-substituting products in
this case stimulates even more significant growth of
imports of other product groups.

Problems of import substitution in the implementation
of economic development strategy (theoretical aspects).
To understand the peculiarities of the import substitution
strategy for a stagnant economy, it should be considered
as a development strategy that naturally arises as one of
its stages. According to the Albert Hirschman’s concept
of development, the main obstacle to economic
development on the stagnation stage of is not a lack of
resources for growth, but the lack of a catalyst
(environment, conditions) that can activate existing
unused resources. Therefore, from the point of investment
decisions, the matter is not in the level of profitability or
the present value of cash flows that should be guided, but
the question is how much the invested capital will
contribute to the creation of such an environment that will
encourage further economic growth.

The motivation for using the import substitution
strategy consist in its main advantage which is
simplicity in the initial stages. The mechanism of
reducing imports in order to create investment
opportunities or structural changes in the economy is
simple and clear. Therefore, as Henry J. Bruton argues,
import substitution should be seen not as a well-planned
and well-thought-out approach but as a situation to
which a country tends to activate a driving force for a
new round of economic development [3].

When a problem of providing the desired rate of the
national economy growth comes up, the reasons for the
inefficiency of the generally accepted criteria of
development policy become obvious: it is either the lack
of driving force for a new round of economic
development, or the existing economic system
inadequacy. According to Henry J. Bruton, even if there
are other alternative strategies, the strategy of import
substitution will be preferred in this case, because import
restrictions are, on the one hand, the easiest for the
government to implement, and on the other hand, has a
rapid effect: the balance of payments is leveled, and,
basically, new investment opportunities are created,
which, according to Hirschman's theory, generates the
economic development driving force.

As a result of the import restriction policy, unfilled
niches in the economy are emerging, in particular — in the
field of non-traditional industries, which, accordingly,
will be directed resources, which will increase
profitability and investment attractiveness in these areas.
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At the same time, the increase in production volumes will
require the expansion of the material and technical base,
which, in the absence of material and technical resources
of domestic production, will stimulate the import of fixed
assets and/or raw materials. In this context, two questions
arise quite logically: 1) the markets of which goods need
to be protected from external competition; 2)what
methods of protection should be used?

With regard to import substitution, it should be noted
that the first stage of the strategy considers the consumer
goods import substitution possibility, due primarily to the
possibility of obtaining benefits at minimum cost (the
difference between the cost of consumer goods
production and their import costs is significantly smaller
than the difference between the corresponding costs for
capital goods and raw materials). In addition, consumer
goods are characterized by more stable demand in
contrast to machinery, equipment, raw materials, etc., the
demand for which is determined by the settings of
existing investment programs. At the same time, at this
stage, capital goods, which have a strategic role for
economic development, are imported at a low exchange
rate, tariffs on imports of raw materials are reduced,
which significantly reduces the cost of their acquisition
for the import-substituting goods production. Thus, there
are two areas of protection: through tariff and customs
restrictions on consumer goods imports and by reducing
the cost of these goods production.

The first stage of import substitution ends when the
consumer goods production gets exceed the capacity of
the domestic market. At this point the production,
dependent on state support, has already formed in the
country's economy, and therefore the economy should
either switch to other import-substituting industries, or
move to the export of these goods. As the second stage
is much more complex, there is a danger that the first
stage will be 'stretched" to the maximum and
protectionist policies will be applied to a significant
number of consumer product groups, instead of focusing
on a few of them. The benefits of this approach are
small or non-existent.

If adhering the strategy of import substitution
continues, the need to shift the focus to import
substitution of raw materials, machinery and equipment
becomes obvious. This, on the one hand, requires higher
costs, and on the other hand affects the level of protection
of newly created consumer goods industries, which in
most cases use imported raw materials, machinery and
equipment. The growth of production costs causes
obstacles to the competitiveness of these consumer goods,
which significantly reduces the chances of their entry into
foreign markets. Accordingly, the need to further
strengthen of the newly created consumer goods
protectionism policy appears which, as noted above, is not
able to bring significant results to stimulate economic
development.

Thus, the import substitution policy for consumer
goods is not able to provide the expected result, and in the
long run will stop economic development in general.

Most of the scholars tend to encourage the need of
import substitution policy in modern economic realities,
considering import substitution as one of the factors of
structural changes in the national economy, a prerequisite

for its innovative development, a tool to stimulate
entrepreneurship and guarantee the development of export
potential.

Analysts assess the impact of import substitution on
the economies of countries differently, but, in our
opinion, for the countries with a weak economy, a
complete abandonment of this strategy is inexpedient. As
the world experience has shown, the negative
consequences of import substitution policy arise not so
much due to the use of the import substitution concept,
but due to the incorrect usage of the chosen approach.
Therefore, the focus should be on the scientific
justification and careful analysis of the causal links that
arise in the process of implementing the chosen strategy.
For its successful implementation it is necessary to carry
out an objective analysis and scientific substantiation of
import substitution policy methods and tools.

First, it is necessary to justify the choice of objects
(product groups), import substitution of which is
expedient and economically advantageous for the state
and society in the long run. As mentioned above, the
negative consequence of import substitution policy may
be an increase in import dependence due to imported raw
materials and equipment the usage in the production of
import-substituting products. In order to avoid this, the
import substitution policy priorities should be focused on
those product groups, which use own raw materials and
equipment.

The implementation of the classical import
substitution model, which is based only on its own
resources and technologies, seems problematic for the
most of countries, and therefore the alternative model
import-substituting industrialization, which involves
foreign direct investment by multinational corporations, is
proposed. In the context of choosing import substitution
groups issue, we support the point of state support for the
development of import-substituting industries of science-
intensive and high-tech products in the field of
mechanical engineering, including such items as office,
computer, computer and information technology, control
and measuring equipment and diagnostic equipment. At
the same time, these industries use a wide range of
imported components, and therefore there is a need for a
detailed analysis of the causal links of import substitution
policy in these areas.

Secondly, the issue of choosing import substitution
policy instruments is no less important. In this context
import substitution concept can develop in two directions:

1) prevalence of restrictive instruments (tariffs,
quotas, taxation, etc.) in order to protect the national
producer;

2) measures of investment nature in order to stimulate
innovative economic development.

Conclusions. The prospects of the second direction
are obvious, but its implementation requires significant
investment by the state as an investor, which, as noted
above, may lead to rising inflation in the country. One of
the options to avoid such a situation is the introduction of
investment measures at the level of individual regions. In
the context of local government reform, decentralization
and expansion of financial powers of local authorities, the
financing of promising import-substituting industries can
be a powerful stimulus to the socio-economic
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development of the regions. In addition, the coordination
and control of such projects at the regional level is
simpler from an organizational point of view than the
implementation of similar projects at the state level,
which adds benefits to their effective implementation and
achievement of goals.

Among the most popular in scientific circles
instruments of regulatory influence of the state on the
development of import substitution reduction of rates
when providing loans to producers of import-substituting
products, the use of fiscal mechanism to stimulate import-
substituting  production  (preferential income tax
reinvested in the modernization of fixed assets; temporary
substitution taxation of innovative import-substituting
products), as well as the use of trade policy instruments
(expanding the use of non-tariff regulatory methods
permitted by the WTO, including licensing, certification,
technical regulations, phytosanitary standards,
environmental measures.

Third, the priority criterion should remain the
principle of efficiency and economic feasibility of import
substitution, which means stimulating the production of
only competitive products that are characterized by
appropriate quality and competitive price. Despite the
simplicity and obviousness of this statement, this
principle is one of the most difficult in practice, and its
non-compliance can lead to large-scale negative
consequences in foreign trade and in the national
economy as a whole.
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