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Introduction 

Economists have been arguing for many decades 

in the academic community about which economic 

models allow a country to develop sustainably in the 

long term, increase a country's wealth and its citizens' 

prosperity, and which are detrimental to the national 

economy. Scientific battles about the state’s role in na-

tional development, national governments' develop-

ment mechanisms and state regulation efficiency under 

global economic development, the markets' openness 

and the cross-border flow of capital, workforce, 

knowledge and technologies also continue unabated. 

Some economists argue, based on empirical re-

search, that development is only possible through inter-

national trade, the maximum openness of markets and 

competition's unlimited power. Others say, also con-

firming their arguments with research results, that the 

basis for development is a protectionist policy, an ac-

tive role in the economic development and national 

market management. At the same time, international 

economic history has taught the world some important 

lessons.  

In the first place, completely open or closed econ-

omies have failed. But countries that combined models 

that provided protection for national companies while 

managing national economic openness have succeeded.  

Second, for some countries, globalization and 

openness have been a source for development and in-

creased state, economic agents and citizens' well-being, 

but for others they have been the cause of poverty, eco-

nomic or technological dependence on the former. A 

country benefits from globalization only by having 

strong national production. 

Third, absolute openness of the domestic market 

sooner or later leads to technological and product de-

pendence of the country. Countries possessing a tech-

nology benefit meaningfully from openness at the other 

countries' expense, and then, when it is profitable, use 

their monopolistic rights to these technologies to put 

economic and political pressure on other countries that 

have become their "technological colonies". 

Fourth, for each country that chooses to take ad-

vantages of globalization and openness, or the benefits 

provided by protectionism and import substitution 

tools, there is a price, which depends on many internal 

and external factors and conditions.  

Fifth, it is possible to distinguish five basic socio-

economic development strategies based on scientific 

and technological progress. Countries combine differ-

ent strategies based on their development stage and 

"windows of opportunity", with protectionism, open-

ness and export support policies being an integral part 

[7]. 

Scientific basis of protectionism and import 

substitution 

Theoretical and practical aspects of the protection-

ism policy and the application of import substitution 

mechanisms for national development purposes have 

received significant attention from many scientists and 

researchers, including P. Samuelson, F. List, S. Neu-

mann, A.R. Adwale, S. Mukherjee, A. Jaleel, W. Baer, 

Ko Min Lin, A.H. Amsden, A.R. Adewale, S. Cooke, 

P. Watson and others.  

For example, P. Samuelson pointed out that, on the 

one hand, protectionism prevents comparative ad-

vantage forces from acting as efficiently as possible, 

and on the other hand, protectionism in one country 
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prevents comparative advantage forces from acting as 

efficiently as possible to obtain benefits from another 

country. At the same time, F. List says that eliminating 

barriers that helped create and develop national produc-

tion should only be done when these barriers begin to 

hinder development, or if an industry has achieved a 

comparative advantage in contrast to other countries. In 

his works, List also pointed out the most important se-

quence of development: national technological and hu-

man capital development - national industrialization 

and formation of a diversified economy based on own 

and attracted technological capital simultaneously with 

strong protectionist measures - developing aggregate 

comparative competitive advantages based on national 

technological capital, human capital and strong produc-

tion capabilities - integration into the global economy. 

Those countries that act in a different sequence, usually 

subsequently face significant difficulties and barriers to 

development, and efficiency of government support is 

greatly reduced. 

Development models based on protectionism and 

import substitution, on the one hand, contradict global-

ization and growth models based on the international 

division of labor, and on the other hand, are an integral 

part of the economic development policy of most de-

veloped states and developing countries, which were 

able to ensure sustainable growth and create new eco-

nomic growth points in a relatively short time. Re-

searchers note that in globalization and huge interna-

tional trade volumes, creating one's own large-scale and 

technologically developed industrial production is pos-

sible only through import displacement in the national 

economy with the latter forcing out technology groups, 

products and services in the international market [2]. 

Primarily at the "birth" stages of new industries or 

developing existing industries, an adaptation phase of 

their production systems resulting from new technolo-

gies, knowledge, production factor combinations, 

changes in technological and consumer standards, na-

tional producers face limited capital and investment op-

portunities, human resources with appropriate skills 

and competences, limited demand, technological capi-

tal and a high competition level from transnational cor-

porations.  

National economic agents (companies, house-

holds, the state) credit the other world through product, 

equipment and service imports, national capital out-

flows from the country, foreign currency, foreign gov-

ernment securities and foreign company security pur-

chases. In this regard, an import substitution policy be-

comes a mechanism for forming additional resources 

and sources for national companies by reducing lending 

to foreign producers through displacing imported prod-

ucts and services in the national market, as well as by 

reducing national consumers' propensity to import. At 

the same time, in the author's opinion, regulatory mech-

anisms that lead to a decrease in the propensity to im-

port and the opening of demand in the domestic market 

for national producers are a higher priority than a direct 

and complete ban on imports, unless such a ban is a 

necessary measure caused by economic and political 

factors related to national security. 

R. Barre expresses an important idea that exports, 

like investments, lead to the growth of profits, while 

imports do not create new income in the importing 

country, and consuming a certain imported product can 

be carried out at a certain income and consumption 

level only by reducing national consumption [9]. Neo-

classical economic model followers express several ar-

guments against an import substitution model’s appli-

cation. On the one hand, these arguments are important 

for assessing the risks associated with import substitu-

tion, and on the other hand, they are important aspects 

for applying a mixed policy, which provides for the use 

of protectionist tools at the initial stages and free trade 

and globalization mechanisms at later stages.  

For example, S. Haggard says that openness does 

not prevent countries from industrialization, but allows 

them to develop through technological adaptation and 

obtaining new knowledge. Neoclassics note that in the 

transition to a development model based on import sub-

stitution produced equipment and consumer products 

often do not meet international quality standards and 

are inferior to used technologies in terms of efficiency. 

This position is certainly not unreasonable. However, 

lower product quality and their lower technological ef-

ficiency in comparison with imported products almost 

always occurs at the early development stages. How-

ever, at subsequent stages, due to the use of more mod-

ern national and foreign technologies, establishing in-

teraction with consumers, improving production pro-

cesses, developing the R&D system, product quality 

and their compliance level with buyers' needs increases 

over time, and labor productivity in the respective in-

dustries recovers and grows. 

It is possible to state that a development model 

based on protectionism and import substitution and the 

export-oriented development models complement each 

other. The relationship between import substitution 

policy and exports can be explained through intersec-

tional demand theory, developed in 1961 by the Swe-

dish economist S. Linder, according to which the nec-

essary condition for exporting products and services is 

a high domestic demand for these products and ser-

vices. In turn, A. Jaleel in his study expressed the posi-

tion that a country cannot export what it does not pro-

duce, export capacity growth is greater if domestic pro-

duction capacity and penetration of national products in 

the domestic market are greater, indicating that there is 

a positive relationship between manufacturing produc-

tion per capita and their export share in total manufac-

turing production [2].  

Thus, in fact, import substitution policy in essence 

acts as the accelerator for exports' further development. 

The policy of protectionism and import substitution is 

not an alternative for export-oriented strategy. At the 

first stage it is necessary to ensure goods' production 

and consumption in the domestic market in order to de-

velop them to a competitive level corresponding to the 

level of applied technologies and global quality stand-

ards, and then actively begin to promote them in foreign 

markets. Both policies involve the implementation of 

existing opportunities for the regional economy 

through the domestic market (import-substitution pol-

icy) and foreign markets (export-oriented policy).  
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An important aspect for the domestic market is 

whether the regional economy in a certain time period, 

considering the rate of S&T progress and diffusion dy-

namics of technologies and produced on their basis sets 

of products and services, can produce products or cre-

ate intangible assets and provide the same or higher 

quality services at the same or lower price, or offer prin-

cipally new products based on more advanced technol-

ogies to consumers than foreign companies do [11].  

An import substitution policy is also aimed at re-

ducing the risks for a country associated with national 

economy technological dependence on foreign 

knowledge and technology, reducing possible political 

influence from the countries that are technological 

leaders in the national economic system and national 

development institutions. 

So, it is possible to give an import substitution pol-

icy the following definition. Import substitution policy 

is a policy and mechanism set implemented simultane-

ously and on a par with other development models, sci-

entific-technological and innovative development 

mechanisms, which is aimed at: (1) national economic 

development and ensuring economic, commodity and 

technological state security, providing for a gradual 

transition from simple products to science-intensive 

and high-tech products in order to further export them 

to global markets; (2) economic diversification through 

national production capacity development in "emerg-

ing" and priority industries with scientific, technologi-

cal, human and (or) production potential; (3) support 

for developing "emerging" and priority industries with 

significant potential in the domestic and foreign mar-

kets and creating new economic growth points on their 

basis. 

An import substitution policy provides opportuni-

ties for development in case of its successful implemen-

tation, effective coordination and interrelation with 

other economic development mechanisms and state 

support. The import substitution strategy can give im-

petus for rapid "emerging" and priority industry devel-

opment, accelerate productivity growth in these and re-

lated sectors, and launch economic development mech-

anism based on market and technological 

specialization, while ensuring the country a leading po-

sition in the global market. 

At the same time, given the limited resources, the 

import substitution policy should not and cannot be im-

plemented in all sectors simultaneously, which is 

fraught with resource dispersion and the inability to ac-

cumulate sufficient investment capital in different sec-

tors for development and technological modernization, 

problems in the process administration, too much pres-

sure on the state budget (direct costs to support indus-

tries and related industries, expenditure on research and 

development, shortfall in income associated with tax 

incentives). 

The most important condition is to formulate the 

import substitution policy while considering risks and 

technological threats to the country, assess the techno-

logical and resource capabilities of the government and 

private business, analyzing all the comparative compet-

itive advantages, the existing development level of pro-

duction infrastructure, evaluating domestic and poten-

tial foreign markets, identifying key barriers and mech-

anisms to overcome them, etc.  

In general, an import substitution policy can be 

aimed at developing industries that have technological 

potential, significant domestic market and export po-

tential, whose goods are already produced by national 

manufacturers. An import substitution policy may be 

aimed at a product group that is not produced by na-

tional manufacturers, but there is technological capital 

(or it can be formed in the short term), with a large 

enough domestic market and dynamically developing 

foreign markets. 

Protectionism and import substitution for na-

tional development 

Protectionism and import substitution mecha-

nisms have been applied by a significant number of 

countries, including economically and technologically 

developed countries, for example, Brazil, Argentina, 

Mexico, South Korea, China, Malaysia, Germany, the 

Netherlands, France, Switzerland and even the USA.  

Import substitution policy is inextricably linked to 

protectionist measures for national companies in the 

domestic market, but it must be recognized that export 

capacity development and export support are also inex-

tricably linked to national companies' protectionism, 

but in foreign markets. Using protectionism and import 

substitution mechanisms, developed countries adapted 

the models and economic development tools used, and 

through the national market they ensured the develop-

ment of their own technological advantages, competen-

cies in national companies, forming a powerful indus-

trial base, cultivating large national companies, and 

then through free trade and an openness policy, "gener-

ous financial assistance" to other countries they created 

their national transnational corporations. 

Developed countries, which are fierce supporters 

of the free trade and globalization model, see protec-

tionism and import substitution as an important element 

of their economic development and an advantage. J. 

Ahmad notes that import substitution is used by coun-

tries with a high level of industrial development as an 

additional tool to support economic growth [1]. In turn, 

H-J Chang points out that almost all rich countries to-

day used tariff protectionist tools and subsidies for na-

tional industries at their initial development stages. It is 

especially interesting that such countries as the US and 

the UK, which have proposed and advocated for open 

markets and free trade models, most actively use vari-

ous mechanisms to protect their national producers [4].  

Moreover, these countries, using their technologi-

cal and economic superiority, through establishing in-

ternational development institutions and international 

legislation on trade, initially laid the mechanisms and 

conditions for limiting protectionist instruments and 

import substitution models for individual national 

economies. 

For example, the US Office of Technological De-

velopment report dedicated to the US Congress’ 100th 

meeting [6] noted that the US government through 

large-scale international negotiations should form a 

new organizational and legal system of international re-

lations, providing trade barrier removal, obstacles for 
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foreign direct investment and for cross-border techno-

logical exchange. These conditions were formulated as 

mechanisms to circumvent trade and investment barri-

ers set up by foreign countries to protect domestic mar-

kets, to gain future economic benefits for the U.S. or to 

influence other countries through limiting access to 

more advanced technologies or limiting uses of already 

transferred technologies, as well as to distort the then 

existing financial and trade flows. 
The author considers it important to cite several 

statements belonging to the U.S. leadership that, in 
their essence, reflect the true economic policy objec-
tives pursued at the international and national levels. A. 
Lincoln has been attributed with the following words: 
"I do not know much about tariffs. All I know is that 
when I buy a coat from England, I get a coat and Eng-
land gets money. When I buy an American coat, I get a 
coat, and America gets money" [8]. One report to the 
U.S. President pointed out that "protectionism in inter-
national trade ... even if it is costly to the American 
economy in the short term, can nevertheless be justified 
if its strategic goal is to raise protectionist policy costs 
for foreign countries. Thus, a potential role should be 
played by carefully considered measures ... aimed at 

persuading other governments to limit their activities 
aimed at disrupting trade relations" [8]. P. Bairoch in 
his article "Economics and world History: Myths and 
Paradoxes" pointed out that the U.S. government has 
always engaged in protectionism as the most important 
element of its economic development strategy. As early 
in the 19th century Ulysses Grant said that "Within 200 
years, when America has gotten out of protection all 
that it can offer, it too will adopt free-trade principles". 
[3]  

Using the approaches outlined by P. Samuelson, 
who considers openness as a ratio of international trade 
to GDP [8], it is possible to observe multidirectional 
dynamics regarding both the openness level of the 
world economy and individual economies in the period 
from 1980 to 2018. In general, data analysis shows that 
for all countries that are part of an existing "System-
World" core, economic openness is slightly higher than 
the global average, and significantly lower than devel-
oping or small countries. This actually means that the 
countries that speak loudest about globalization and 
openness are actively engaged in protectionism and the 
protection of their national companies. At the same 
time, it is the U.S. that is one of the most closed econ-
omies among countries with a high income per capita. 

Table 1. 
International trade-to-GDP ratios for the world and individual countries between 1980 and 2018. 

Country name 1980 1990 2000 2010 2015 2018 

USA 0,20 0,20 0,25 0,28 0,28 0,27 

China 0,23 0,35 0,45 0,55 0,42 0,40 

Japan 0,29 0,21 0,21 0,31 0,37 0,38 

Germany 0,48 0,51 0,65 0,83 0,88 0,89 

India 0,16 0,16 0,28 0,48 0,45 0,45 

Republic of Korea 0,74 0,55 0,71 0,98 0,85 0,84 

Russian Federation 0,34 0,45 0,68 0,51 0,59 0,51 

Singapore 4,29 3,73 3,45 3,58 3,14 3,17 

Netherlands 0,96 0,99 1,34 1,55 1,95 2,02 

The world 0,44 0,38 0,48 0,58 0,57 0,59 

Source: compiled by the author based on World Bank and WTO data 
 

The effectiveness of an import substitution policy 
for different countries was not the same. For some 
countries, such as Argentina, import substitution mech-
anisms may be recognized as not entirely successful, 
which was largely due to the one-sided economic 
growth tools and state support mechanisms used, which 
actually led to a high closure of certain economic sec-
tors and a decrease in economic competitiveness as a 
whole. Using a rather traditional mechanism to support 
national companies (state subsidies, restrictions on im-
ports of foreign products), Argentina at the same time 
restricted foreign capital flow. With a small domestic 
market for import substitution consumption, this led to 
an inability to reproduce sufficient resources to develop 
its own technological and human capital, investment in 
R&D and investment in fixed capital, while limiting 
foreign technology transfer into the country's economy. 
In addition, the revenues from exports were directed 

mainly to state reserves and were not invested in scien-
tific and technological development and high-tech in-
dustry building. However, Latin American countries 
were able to get a positive effect from the import sub-
stitution policy, but in the short term.  

At the same time, Asian countries' experience is 
much more successful due to the initial application not 
only of protectionism mechanisms and restrictions re-
lated to foreign product and service imports, but also 
mechanisms aimed at accelerating scientific and tech-
nological progress, developing human capital, support-
ing national companies in priority economic sectors 
and stimulating national exports of goods and services 
(an "export-oriented import-substitution" strategy). For 
example, the Indian experiment from 1950 to 1965 
showed that import substitution under the first Indian 
industrial development plan ensured 33% industrial 
production growth (for manufacturing equipment and 



16 German International Journal of Modern Science №22, 2021 

components), under the second plan - 13% (for such in-
dustries as paper production, printing, petroleum prod-
ucts and electrical equipment production) and under the 
third plan - 25% (for manufacturing equipment) [5]. 

In general, according to the UN [12], increasing 

national production share in total product output and 

satisfying consumer demand in the domestic market 

through import substitution explains 50% of national 

economic industrialization growth. 

State policy of protectionism and import sub-

stitution 

According to the author, there is an important dif-

ference between the state protectionist policy to support 

national companies and import substitution policy. Un-

der increasing competition between countries in the 

context of S&T progress and globalization, transna-

tional corporate activities, resource constraints for the 

national economic agents' development, the policy 

aimed at protecting and supporting national companies 

in domestic and foreign markets, primarily in the 

"emerging" and priority industries, should be imple-

mented on an ongoing basis. Otherwise, national com-

panies' competitive opportunities will decrease, which 

will result not only in reducing national income, but 

possibly in technological and commodity dependence 

of the country.  

As protectionism policies and support for national 

companies in "emerging" and priority industries, gov-

ernment actions encompass in their totality various ob-

jectives, including: (1) S&T development and techno-

logical capital accumulation, forming favorable condi-

tions for S&T activities; (2) human capital 

development, human capacity development; (3) sup-

port for national production capacity development; (4) 

stimulating consumption and developing aggregate de-

mand for products and services produced (provided) by 

national economic agents; (5) supporting commerciali-

zation processes for new technologies and innovation; 

(6) developing international trade, supporting national 

exports, and increasing national companies' competi-

tiveness in global markets. 

In some cases, mechanisms aimed at national 

companies' protectionism and their state support are ap-

plied whether or not import substitution policy is im-

plemented, while in other cases, mechanisms of protec-

tion and supporting national companies and import sub-

stitution tools are applied at the same time. Moreover, 

their simultaneous application is a prerequisite for im-

port substitution policy efficiency. At the same time, 

import substitution mechanisms are reasonable to apply 

in a limited time period when certain conditions or the 

need to solve specific problems arise. 

Import substitution policy should consider the 

economic cycle phases, trajectory stages of innovation 

and industrial development in the relevant economic 

sectors, consider the level of technological penetration 

in the world, as well as emerging opportunities for de-

velopment on an imitation basis of technology and in-

novation. 

International experience shows that import substi-

tution policy can be implemented in stages, but at each 

stage no more than 5-10 economic sectors can be prior-

itized. In general, for import substitution policy the 

planning period should be from 15 to 25 years. This 

planning period is chosen based on the need to cover 

the time period for the technological trajectory and for 

the part of the product development trajectory, the im-

possibility of the rapid concentration and forming the 

necessary resources, the long-term transition of na-

tional development institutions, human capital develop-

ment and production organization and, as a conse-

quence, the impossibility of achieving fast and signifi-

cant results in the short term. 

 
Figure 1. Development model based on import substitution policy application 

Source: Developed by the author 
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Import substitution policy can also be aimed at 

those products, whose production is not efficient in 

economic terms in a certain time period, but imports 

and high foreign technology penetration pose a strate-

gic threat to the economic and technological national 

security. According to the author, import substitution 

mechanism application is reasonable in conditions, if 

import share of any product group or import share in 

strategically important economic sectors in domestic 

consumption exceeds 40-50%, depending on the eco-

nomic sector. During import substitution policy imple-

mentation there can be a sectoral approach (vertical im-

port substitution for certain economic sectors), a tech-

nological approach (import substitution policy is built 

through identifying a set of critical and promising basic 

and sub-technologies for priority and related indus-

tries), as well as a mixed approach. 

Specific features of the state import substitu-

tion policy 

Implementing an import substitution policy and, 

even more so, obtaining a positive effect is a complex 

process and requires from national governments signif-

icant efforts in governance, regulatory influence on 

markets, transforming state development institutions 

and their highest coordination in a dialogue with the 

private economic sector. The "rationality" principle 

must be applied. On the one hand, there should cer-

tainly be a "strong hand" of the state, which is able to 

launch the "import substitution locomotive", techno-

logical modernization processes and rapid developing 

national production capabilities for priority industries, 

and on the other hand, it is important to ensure a bal-

ance between the closed and openness level of these in-

dustries.  

When implementing import substitution policy, it 

is important "to separate the benefits of the isolated de-

velopment path and the costs associated with protec-

tionism" [10]. That is, on the one hand, it is necessary 

to clearly understand what benefits will be derived in 

the long term, and what costs will have to be incurred 

for this purpose. At the same time, the assessment 

should be carried out for priority industries, for which 

import substitution tools will be introduced, for related 

economic sectors and the economy as a whole. That is, 

it is advisable to use assessment methods of broad im-

pact and comparing the total benefits and total costs. 

However, it is important to understand that it is often 

impossible to identify all the benefits and estimate all 

the potential costs.  

In simple words, the national government, when 

deciding to implement import substitution policy, 

should not fall into the "import substitution trap," hav-

ing the desire to build its own fully independent indus-

trial industries. The wrong and hasty choosing of indus-

try and technology priorities can divert significant re-

sources, leading to an even greater technological lag in 

other industries in the absence of a substitutive positive 

effect. 

The policy implemented by the state must ensure 

a balance between the application, including non-com-

petitive mechanisms, of financial and non-financial 

government support tools that ensure national company 

development and their product and service penetration 

into the domestic market, and the conditions for foreign 

companies to do business in the national market. 

Achieving this balance is important based on the need 

to stimulate foreign direct investment in the country 

and to assess the opportunities that foreign companies 

can provide for national economic development (in-

vestment, new highly productive and highly profitable 

jobs, technology transfer, re-export of goods, increased 

national companies' participation in global value 

chains). 

Government policy in the import substitution 

sphere with simultaneous implementation of develop-

ment support mechanisms should, on the one hand, pro-

vide a price advantage in the domestic market for na-

tional goods and services in relation to imported goods 

and services, and, on the other hand, ensure that na-

tional producers in "emerging" and priority industries 

have high profitability. 

As national goods and services penetrate the do-

mestic market, obtain scale effects and develop national 

technological capital, the state should gradually reduce 

government support and restrictive barriers for foreign 

companies in order to support national companies' de-

velopment through competitive mechanisms while en-

suring appropriate control over the propensity to import 

goods and services and control exports and imports of 

intellectual property. 

In addition, when a certain penetration level of 

products produced by national companies in the domes-

tic market is reached, the state should gradually move 

to an export-oriented policy, support in developing sci-

entific and technological potential through converging 

national and foreign technologies and knowledge, and 

human capital development. At the same time, it re-

mains important to ensure high profitability in the rele-

vant national industries, which will ensure an invest-

ment inflow in the next round. 

When implementing import substitution policy, 

the state should pay attention to the forming following 

conditions: 

1. The aggregate level of restrictions related to im-

ports should ensure a significant price advantage for na-

tional goods and services in the domestic market, tak-

ing into account the national companies' aggregate 

costs, given that there is no scale effect and application 

of less efficient technologies at the first stage, and also 

considering foreign producers' opportunities under re-

strictions imposed by the state to maintain their return 

rate on the national market, equal to or above the aver-

age global values for the same product categories and 

services and opportunities for foreign parent companies 

to subsidize potential losses in order to maintain their 

positions in important regional markets; 

2. Restrictions should not lead to the cessation of 

similar foreign good or service imports, but should re-

duce the propensity to import; 

3. Potentially high prices for nationally produced 

goods and services should be compensated for by gov-

ernment support mechanisms for national manufactur-

ers to ensure, on the one hand, a lower price level com-

pared to foreign analogues under restrictions, and on 

the other hand, a high profit margin for national manu-
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facturers sufficient for investment in accelerated devel-

opment to bring national and imported goods closer in 

technology, quality, cost and price levels, etc;  

4. The introduced restrictions should be applied 

simultaneously while creating such conditions for busi-

ness activity under which it will be profitable for for-

eign companies to transfer technologies, intellectual 

property to the country which implements the import 

substitution policy, to create on its territory in partner-

ship with national companies their production, R&D 

centers and to place headquarters of the companies; 

5. Implemented measures should be focused pri-

marily on restrictions on finished products with a high 

value added. Since software accounts for up to 80% of 

the high-tech products value today and is a key factor 

in ensuring technological independence, the state 

should form a legislative framework based on the need 

to use national IT solutions in industry; 

6. Import substitution policy in some industries 

should be accompanied by the technological moderni-

zation of processes in other industries, which are key 

consumers of import-substituting technologies, capital 

goods, intermediate and end products. That is, the chain 

"development of import-substituted production - con-

sumption of import-substituting goods" should be built 

while ensuring significant growth in domestic demand; 

7. National development institutions should be 

fully restructured to support import substitution pro-

cesses in priority industries and support national com-

panies in these industries, and the national innovation 

system and scientific and educational environment 

should provide technologies, knowledge and human 

capital in accordance with the needs and "just-in-time". 

At the same time, the state should apply develop-

ment mechanisms and restrictive mechanisms for for-

eign and national companies, which should be intercon-

nected with each other, with clear goals and time limits. 

Table 2. 

Mechanisms for development and restrictive mechanisms in the state policy of import substitution 

 Foreign companies National companies 

Restrictive 

mechanisms 

• Policies involving a "tariff wall" and 

a reduction in the pricing power of com-

petition; 

• Anti-monopoly policy - removing 

barriers that prevent national products 

and services from accessing the domestic 

market, destroying oligopolies; 

• Fiscal policy (various tax benefits for 

national and foreign companies); 

• Patent policy and technology import 

control system; 

• Restrictions through changes in tech-

nological and consumer standards, and in 

system of mandatory licensing and certi-

fication. 

• Restrictions on certain technology sales to 

foreign companies; 

• Restrictions on selling companies (control-

ling interest) - for companies receiving state sup-

port; 

• Requirements on reinvested earnings in capi-

tal and R&D within a certain timeframe, if the 

companies receive government support, includ-

ing through public procurement; 

• Additional government requirements for de-

velopment or customization solutions for other 

market segments (depending on the industries), 

considering technological development priori-

ties; 

• Introduction of control over technology, 

high-tech capital goods, software imports by na-

tional companies ("ban/restrictions policy", if 

there are national equivalents); 

• Requirements for intellectual property; 

• Restrictions through changes in technologi-

cal and consumer standards and in system of 

mandatory licensing and certification. 

Mechanisms 

for develop-

ment 

• Creating a special favourable envi-

ronment for doing business for foreign 

companies, considering the requirement 

to protect national manufacturers in cer-

tain segments of the domestic market, 

aimed at: 

o Encouraging direct and venture for-

eign investment; 

o Stimulating technology transfer with 

their possible processing and conver-

gence with the national technologies; 

o Stimulating the creation in the coun-

try the modern high-tech equipment pro-

duction and technology-intensive end 

goods with a high-level of national mate-

rials, technologies, intermediate goods, 

software for the further re-export of man-

ufactured products and equipment. 

• Various tax benefits (fixed assets, R&D, pay-

ments to the State budget and social funds, etc.); 

• Activity subsidies, grants (R&D, developing 

new goods, equipment, materials, software etc.); 

• Target grants and subsidies for technologies 

and R&D development (refinement); 

• Providing national companies with access to 

foreign technologies and national technological 

capital; 

• Stimulating technological innovation in in-

dustry; 

• Direct state investments; 

• Access to loan capital (special regime, soft 

loans for a long term); 

• Stimulating demand, including through state 

regulation tools, public procurement, changes in 

depreciation policy, development of new con-

sumption and quality standards. 

Source: compiled by the author 
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Risks and errors in the implementation of the 

state import substitution policy 

State policy orientation exclusively on replacing 

foreign technologies and products in the domestic mar-

ket, as well as orientation only on own technologies, 

lack of interrelation between import substitution mech-

anisms and other economic and scientific-technological 

development tools carries significant risks for a devel-

oping country's national economy, including: 

 Potential "technological degradation" of eco-

nomic sectors; 

 Retaliatory measures by other states to restrict 

access of goods, services and technologies, which are 

already competitive in the world market, to their do-

mestic markets, which will lead to a reduction in ex-

ports and a decline in production; 

 Uncontrolled growth of commodity prices, 

caused, on the one hand, by lower competition and, on 

the other hand, by high production costs at the initial 

development stage (total costs are always higher than 

the foreign competitors with modern technologies and 

an efficient production base, in their absence of econo-

mies of scale and due to the insufficient innovation 

level in the technologies used); 

 Lower good quality, which will not provide 

value added for the consumer and, as a consequence, 

will lead to a further refusal to purchase domestic goods 

after restrictive measures have been lifted; 

 Foreign investment outflow, which will not 

only affect the overall investment climate in the coun-

try, but also lead to restrictions on national producer ac-

cess to modern advanced technologies. In turn, limited 

access to foreign technology will lead to a reduction in 

the possibility of using imitation foreign technology 

and innovation mechanisms, which will adversely af-

fect state technological development and economic 

growth rates in the future. However, this risk is signifi-

cant on condition of significant accumulated foreign in-

vestments in the economy, foreign companies' invest-

ments in the national industry in the relevant economic 

sectors; 

 Diversion of significant state resources. If the 

economy is stagnating or shrinking, if revenues for the 

country's budget are falling, due to a drop in export, 

there are risks that other areas of state support for de-

velopment will be underfunded. In this case, it is possi-

ble to talk about an ill-considered choice of priorities 

when deciding on the implementation of import substi-

tution policy. 

Based on international and Russian experience it 

seems possible to identify a number of problems and 

errors that are confronted by national governments 

when implementing import substitution policy: 

 Inconsistency between the desired goals and 

the state's vision and the resources and opportunities 

available in the national economy. The limited capital 

and investment resources, the state system's inability to 

ensure resource concentration from all sources for pri-

ority sector development, technological and human 

capital development; 

 The lack of measurable indicators for import 

substitution goals, interrelated and decomposed in the 

system of socio-economic, scientific and technological 

development, innovation and sectoral development in-

dicators; 

 Too short a planning period for the import sub-

stitution processes. The lack of stability in the declared 

public policy; 

 A one-sided state policy, providing for the na-

tional industry development only on an import substi-

tution model, "without the aim" of further exports at 

subsequent stages; 

 Lack of technological and market specializa-

tion in implementing import substitution policy - im-

port substitution policy is implemented for all eco-

nomic sectors simultaneously, which leads to falling 

into the "import substitution trap", there is no balance 

between the opportunities offered by globalization, and 

the desire to have a fully independent regional value-

added chain; 

 Limited human capital and the lack of inter-

connection of the import substitution policy with hu-

man capital development mechanisms for priority sec-

tors; 

 A weak domestic market, which does not al-

low national companies to obtain economies of scale 

and experience, and consequently significant revenues, 

which will not allow national companies to develop 

quickly and will significantly increase state expendi-

tures; 

 Orientation only on own technologies without 

transfer of foreign technologies and knowledge with 

the purpose of their further convergence with the na-

tional technological capital; 

 The state simultaneously while implementing 

tools to support national producers does not pursue an 

aggressive policy to stimulate demand and ensure in-

creased national expenditure for national goods and 

services in the domestic market, including through mar-

ket price management for foreign and national goods 

and services, state regulation of industries that are con-

sumers of import-substituted technologies and prod-

ucts, through changes in national standards; 

 Orientation only on national product quality 

standards and technological standards. Lack of orienta-

tion to international quality standards and technological 

production and consumption standards will lead to the 

quality and the manufacturability of the products al-

ways being lower than their foreign counterparts, 

which, in turn, can later become a serious barrier to ex-

ports; 

 The government uses a limited combination of 

restriction mechanisms and development mechanisms, 

the system does not provide for changes in the applied 

combinations in case of their insufficient efficiency 

(the effect of "lagging regulatory impacts"). The lack of 

interaction between import substitution mechanisms 

and other tools and mechanisms of economic and S&T 

development. The government does not assess the ag-

gregate benefits and aggregate costs when choosing 

limiting tools and mechanisms of state regulation; 

 The government does not ensure high profita-

bility for national and foreign companies (for foreign 

companies that make decisions about real investments 

in the country, technology transfer "in exchange for 
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high profitability" and joint ventures with national 

companies); 

 The public policy leads to the exiting of for-

eign companies from the market, which entails a de-

crease of the national product quality in the absence of 

competition and market aspiration at the import substi-

tution stage to form monopolies or oligopolies, reduc-

ing foreign technology inflow into the national econ-

omy, technological stagnation or even the degradation 

of national production and technological system and in-

creasing technological gap in comparison with foreign 

producers; 

 The state does not seek to create transnational 

high-tech and innovative corporations and increase the 

number of small and medium innovative and high-tech 

companies; 

 Elements of the national innovation system 

and scientific-educational system do not support the 

chosen technological and market specialization within 

the import substitution processes, do not ensure contin-

uous production of new technologies and knowledge, 

their transfer to the business sector for commercializa-

tion. The educational system is still aimed at training 

and forming skills in the use of foreign products and 

solutions. That is, the import substitution effect and 

government support for the development of certain sec-

tors will not be supported by the "demand of the fu-

ture"; 

 Lack of inter-industry integration, support for 

the developing related industries. 

Conclusion 

The study has shown that, on the one hand, import 

substitution policy entails many risks and problems, but 

on the other hand - with a pragmatic approach, its com-

bination with support mechanisms for national produc-

ers, tools and other socio-economic and S&T national 

development models, import substitution policy can 

provide the country with more significant aggregate 

benefits than total costs.  

The study showed that development models with 

import substitution and protectionism are integral ele-

ments of all basic strategies for long-term socio-eco-

nomic development. Recent years, in which the U.S. 

launched a technology war against China and Russia, 

have shown how important and relevant the implemen-

tation of mechanisms related to protectionism and im-

port substitution is. Such tools from the U.S. are not yet 

used against other Asian and European countries. How-

ever, it is worth thinking about what may happen when 

the economic policies and political interests of these 

countries in the context of the transition to a new sys-

temic capital accumulation cycle will be contrary to the 

US interests? 

In the near future the author plans to consider Rus-

sia's experience in the information and communication 

technology import substitution in the in the context of 

globalization and the fifth technological wave. 
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