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Single sector models suggested by most growth literature to correlate growth and protection-
openness are inadequate if one considers the possibility that a change in relative prices may 
have an effect in sectoral shifting of resources, and the possibility that such re-allocation of 
resources affects growth. 
 
How can protection favour growth? 
 

1) Protection in the form of tariffs increases government revenue (forced savings) and 
restricts consumption. Thus, protection may increase savings. 

2) If protection penalises final consumer goods more than capital goods (in particular 
equipment and machinery), it improves the costs of capital relative to consumer 
goods. 

3) Given 1) and 2), investment is very likely to increase, because savings increase and 
the costs of productive goods relative to final consumer goods falls. 

4) As investment increases and (protected) markets expand, economies of scale are 
developed and technological learning takes place. These two processes impact 
strongly and directly on labour and capital productivity and on lowering of 
production costs. 

5) Finally, if protection is biased towards industry, it helps to shift labour from 
agriculture to industry. Assuming that labour productivity in the industrial sector is 
higher, this process of shifting labour increases the aggregate economic productivity. 
The longer this process takes (for example, because of the need to train labour, 
learning-by-doing, etc) the more protection is required. 
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