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Globalisation, Trade and Growth 
 

•  Patterns of trade globalization 
•  Trade, openness, and growth 
•  Trade policy 
•  Public Opinion and trade globalisation 

 



The evolution of trade 



Why did it take off in the early ‘80s? 

•  World production of merchandise increased by 27% 
in 1990s while world exports of merchandise 
increased by 80%.  
Ø  End of Bretton Woods with more flexible exchange rates and free 

capital movement automatically led to more open external accounts. 

Ø  External debt crises incentivised generating hard currency through 
exports. 

Ø  The debt crisis made it politically feasible to pursue external 
liberalisation. 

Ø  The belief of international organizations (like IMF) in such policies 
made them a requirement to access their support programs. 



Key features 
•  Over ¾ of world exports consist of manufactured products. 

•  Higher level of intra-industry than inter-industry trade. 

•  Increasing role of light commodities (semiconductors) and 
weightless commodities (i.e. IT services). 

 

•  Share of exports in agriculture declined from 35% (1970) to 
22% (2002). 

•  Change in composition due to: 
•  Engel’s law, share of expenditure on agriculture declines with 

income and rises for consumer goods.  
•  Higher trade barriers in agriculture to protect domestic 

farmers. 
•  Specialization and outsourcing more suitable for 

manufacturing (new approaches to manufacturing). 
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Figure 9.6. Manufactured products’ share of exports, 1955–2000 (percent):
(a) manufactured products’ share of exports by region; (b) manufactured
products’ share of North–South trade. Source: UNCTAD Handbook of Statistics
On-line.

increased competition, both among some economists (Wood 1994;
Feenstra and Hanson 2004) and among politicians and members of
the general public.

These concerns would be heightened by the fact that Southern
industrialization did not just mean an increase in the share of develop-
ing country exports consisting of manufactured goods, but an increase
in the South’s share of world manufacturing trade as well, from just 5%
in 1955 to 28% in 2000 (UNCTAD Handbook of Statistics On-line20).
Corresponding to this increase was a decline in the share of the rich
countries (from roughly 85% to around 70%), as well as in that of the
economies of Central and Eastern Europe. Once again, these trends
accelerated in the 1980s and 1990s.

The second half of the twentieth century also saw a gradual reduc-
tion in Southern dependence on Northern markets. The share of the

20Available at www.unctad.org/Templates/Page.asp?intItemID=1890&lang=1.



Trade shares 

•  Regional pattern remained fairly stable.  
•  Increasing importance of Mexico (2.6% of world exports in 2000; 0.9% in 1980.  
•  Rising share of Asia, declining share of Africa and Middle East.  
•  1978 China opens to world markets, rose to 3.9% of world experts by 2000.  
•  By mid-1980s, US began trading more across Pacific Ocean than Atlantic Ocean  



Rise in US dependency on trade 

•  Exports and imports tend to track each other; imports are paid for by exports.  
•  1970s oil price shocks, higher US fuel prices, depreciation in USD, higher 

exports. 



Production and trade 

•  Merchandise exports as a share of GDP remained relatively stable. 
•  Merchandise exports as a share of merchandise production jumped from 15% in 

1970 to 40% in 2000.  
•  This reflects increasing importance of services in GDP.  



What drives the increase in trade? 

We can identify four main factors, which are linked to each 
other: 
 
1.  Vertical specialization and outsourcing 

2.  Transportation and communication improvements 

3.  Increasing role of tradable services 

4.  Trade policy 



1.  Vertical specialization and outsourcing 
•  Fragmentation of production is one of the key driving 

force behind trade. 
•  Purchasing of intermediate goods and components 

rather than producing them internally.  
•  Central feature of consumer electronic, machinery and 

textile/apparel industries.  

•  Outsourcing can mislead the data: non-negligible 
portion of value of US imports is simply value of U.S. 
exports shipped abroad for processing and returned to 
US before sales.  
•  e.g. $93bn of US imports from Mexico, $27bn (36%) 

entered under the production sharing provision, of which 
57% ($14bn) reflect value of US components.  



Vertical specialization 
Allows efficiency gains that rise trade (but do not increase 
production). 
 
For one car produced by an American manufacturer: 
•  30% of the value attributed to assembly in Korea. 
•  17.5% to components from Japan. 
•  7.5% to design from Germany. 
•  4% to parts from Taiwan and Singapore. 
•  2.5 % to advertising and marketing from Britain. 
•  1.5% to data processing in Ireland. 
•  37% of the value of the American car comes from US. 
 



Verticalization in itself is not a novelty 

•  Great specialization of 19th century involved exchange 
of raw materials for manufacturing products. 

•  Also trade in intermediates is not a great novelty and 
actually declined between the ‘70s and the ‘90s. 

 

•  The true novelty consists in the extension of vertical 
integration in terms of the number of processes 
involved, the number of countries, and its overall 
accounting for trade. 



2.  Improvements in transportations and 
communication 

•  Large improvements in shipping industry: 100,000 ton ships in 
1959, 500,000 ton ships in the ‘80s. 

•  Containerization cut handling charges and time spend in ports by 
up to 90%. 

•  Open registry shipping (help reduce costs and avoid regulations). 
See: http://www.bbc.com/news/world-latin-america-28558480.  

•  Specialized ships for chemicals, cars etc. 

•  Dramatic increase of air shipments (i.e. US imports from 6.2% in 
1965 to 24.7% in 1998). 

•  Better communication and information about foreign markets and 
tastes foster trade.  
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Figure 9.2. Tramp freight rates, 1870–1997 (1870–74 = 100). The two shaded
areas represent the two world wars. Source: Shah Mohammed and Williamson
(2004).

freight rates before 1914.17 Moreover, other data support Hummel’s
conclusion that the costs of ocean transport have been stable or
increasing in the postwar period (UNCTAD 2002, pp. 64, 66). While
this may seem strange in light of the technological developments
highlighted earlier, the explanation is to be found in rising prices of
key inputs, such as fuel, wages, and shipbuilding costs (Hummels 1999,
p. 13), as well as a variety of anticompetitive practices associated with
both private sector and government behavior, as well as organized
crime (Fink et al. 2000; Clark et al. 2004).

There are two major qualifications to this rather pessimistic picture,
however. The first concerns air transport. Here, freight rates declined
dramatically in the 1950s, 1960s, and 1980s, and more slowly in the
1990s. During the 1970s, when oil prices rose, air-freight rates (deflated
by the U.S. GDP deflator) rose when expressed per kilogram, but fell
when expressed as a percentage of the prices of goods shipped. Freight
rate declines were greatest on long-distance and North American
routes. The result, predictably enough, was a dramatic increase in the
ratio of air to ocean shipments. Air shipments only accounted for 6.2%
of U.S. imports by value in 1965, but they accounted for 24.7% in 1998
(Hummels 1999). Meanwhile, the share of air transport in U.S. exports
increased from 8.3% in 1965 to 29.3% in 1994. Since air transport
was more expensive than ocean transport, it was predominantly used
for goods with a high value-to-weight ratio, and it was also used

17It is worth noting that figure 9.2 uses the tramp voyage index from 1952 onward. As
noted, this is the most optimistic of the three series provided by Hummels.



Third Largest Merchant Navy in the World: 
The Marshall Islands! 
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Third Largest Merchant Navy in the World: 
The Marshall Islands! 

Population: 53,376 
GDP: $115 million 



3.  Emergence of Services Trade 
•  US service exports – especially in telecommunications, transportation, 

finance and insurance amount to 40% plus of merchandise trade. 
•  Improvements in technology (e.g. internet, teleconferencing etc) have 

made previously non-tradable services tradable. 
•  Software programming 
•  Customer service 
•  Medical advice 

•  Different estimates of the importance of services trade 



4.  Trade Policy: Increasing openness 

The effect of this trend toward greater trade policy openness on per capita
income growth is the topic of a large body of research. Until recently, a
growing academic consensus had emerged that both trade policy openness and
higher ratios of trade volumes to gross domestic product (GDP) were positively
correlated with growth, even after controlling for a variety of other growth
determinants. Attempts to establish a causal link also suggested a positive
impact of trade.2 In a sweeping critical survey of this literature, Rodrı́guez
and Rodrik (2000) argue that these findings are less robust than claimed,
because of difficulties in measuring openness, the statistical sensitivity of
the specifications, the collinearity of protectionist policies with other bad
policies, and other econometric difficulties. Further research on this import-
ant topic is called for in view of the doubts their study created about the
linkages between trade openness and growth.3

Taking over where Rodrı́guez and Rodrik (2000) left off, the article pursues
three goals. The first goal is to update the Sachs-Warner classification by

FIGURE 1. Openness to Trade, 1960–2000 Note: Openness is defined
according to the Sachs and Warner (1995) criteria. Sample includes 141
countries.

Source: Authors’ analysis based on data described in the text.

2. Particularly noteworthy are the contributions of Edwards (1992), Dollar (1992), Ben-David
(1993), Sachs and Warner (1995), Ades and Glaeser (1999), and Alesina, Spolaore, and Wacziarg
(2000). Among studies trying to establish a causal link running from openness to growth or income
levels, see Frankel and Romer (1999), who measure openness by trade volumes, and Wacziarg (2001),
who captures openness by using a composite trade policy index.

3. Harrison and Hanson (1999) also criticize the Sachs-Warner classification, in a spirit similar to
that of Rodrı́guez and Rodrik. Their criticisms are revisited in detail later in the article.
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Still Important: Border effects (1) 



Border effects (2) 

 
 
 
 
 
 
 
1: British Columbia (BC) 
2: Ontario (ON) 
3: Washington (WA) 
4: Ohio (OH) 
 



Howard Hall (2000) 
 



Trade policy: average tariffs reduction 



•  Average tariffs on manufactured goods dropped from 
roughly 40% after the WW2 to less than 5% in most 
developing countries. 

•  Whole geographic areas (Western European, North 
America) became free trade areas.  

•  Some stubborn trade restrictions to protect domestic 
producers remain in place.  
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Figure 9.1. Levels of protection in agriculture and manufacturing, 2000–4
(percent tariff equivalent). Source: Kee et al. (2006).

can be seen, a sizable number of countries had industrial protection
levels of 10% or less (the median being 11.7% and the mean 15.6%),
but agricultural protection was much higher, with a median level
of protection of 34.9% (and a mean of 35.7%). A small number
of developing countries emerge as the most liberal in this sample:
Uganda, Kyrgyzstan, Honduras, Moldova, Costa Rica, and Madagascar,
along with Hong Kong. Rich countries generally had fairly low levels
of industrial protection, but high levels of agricultural protection,
Norway being an extreme example. Finally, the highest trade barriers
were in developing countries, with North Africa emerging as a region
that remained particularly closed. Nigeria and Tanzania also had very
high levels of protection, as did India, despite its decade-long reform
efforts.

International Transport Costs

If we have dwelt at length on the political influences on international
commodity market integration following the end of World War II, this
is because these were the dominant influences shaping post-1945



Trade policy played a key role 
•  Initial GATT rounds not very successful. 

•  Tokyo round (1973-79) and Uruguay round (1986-94) key 
ones for reducing tariffs. 

•  With WTO (1995) multilateral agreements related also to 
services, investment, intellectual property; key role of new 
dispute settlement process. 
•  Violation complaints can not be vetoes by culprit countries. 
•  E.g. hormone-treated beef complaint by US against EU.    

•  Multilateral agreements supplemented with regional and 
bilateral agreements that reduce trade barriers (i.e. EU, 
NAFTA, EU Economic Partnership Agreements (EPAs)). 
•  Arguably undermines non-discrimination provision of WTO potentially 

diverting trade from natural course with efficiency losses.   



Trade governance: starting point 1945-50 
General Agreements on Tariffs and Trade (GATT) Key 
principles:   
 
1.  “Most favoured nation” (MFN): any tariff cut negotiated 

with one partner to be extended to all partners. 
Ø  Some modest exceptions – free trade areas, special access for 

developing countries, some services.     

2.  “National treatment”:  imports are to be treated the same 
(for purposes of regulation and taxes) as domestic products. 

   
3.  “Reciprocity” in negotiations b/w advanced countries.   
  
4.  “Special and differential treatment” (SDT) in negotiations 

between advanced and developing countries. 



Six elements: Uruguay Round (UR), 1986-1993 
Seminal importance for world development.   
1.  First time high % of developing countries participated. 

•  Developed countries reduced average industrial tariffs from 6.3% to 3.8%.  
•  Developing countries from 15.3% to 12.3%.    

2.  UR operated on principle that negotiations were a single package. Countries would have 
to agree to everything. Called “the single undertaking”, or “grand bargain”. It allowed 
for trade-offs in different sectors of the negotiations.   

3.  Advanced countries offered developed countries: (a) improved market access to ACs 
markets for exports of agri, clothing, other low-wage goods;  (b) promise of more tech 
transfer. 
•  End of the Multi-Fibre Agreement which limited exports of developing country clothing and textile 

exports to developed country markets.  

4.  ACs demanded that DCs: (a) open their markets for ACs exports of agri products, mfd 
products, & services (eg banking), &  (b) “deep integration” -- undertake institutional 
reforms deep within their borders.  

5.  Special and differential treatment diluted to mean no more than longer phase in, longer 
adjustment periods for cutting tariffs and implementing other new rules/regulations (eg 
TRIPS).  DCs would be bound by just the same rules/regulations as ACs (eg on patents), 
but could start complying later.  

 



Point 3: Impact of UR on textile industry in Ireland 

•  2,800 jobs lost at Fruit of the Loom in Donegal to 
Morocco.  

•  Other losses throughout the country.  



“Deep integration”: institutional reforms 
6.  The two major issues:  
 

A.  Intellectual property rights (TRIPS, trade-related intellectual property): 
national patent/copyright regimes.  
•  Until relatively recently it was taken for granted that developing countries 

would not be overly diligent in recognising intellectual property rights (IPR) 
and in collecting IPR-related licensing fees.  

•  Successful Asian economies had a history of copying all forms of western 
technology that they could acquire.  

•  UR extended the dispute settlement provisions of the WTO to the protection 
of the monopoly rights of major corporations.  

 

B.  Investment (TRIMS, trade-related investment measures): eg  national 
industrial policy regimes (including regulations on FDI, government 
procurement, subsidies, local content requirements).  
•  TRIMs are rules that restrict preference of domestic firms and thereby enable 

international firms to operate more easily within foreign markets.  

 



Doha Development Round from 
perspective of DCs 
UR & DDR create 2 development traps for DCs:  
 

1.  An “agriculture/natural resource trap”:  encourage 
them to concentrate on their “comparative advantage” 
in agriculture/natural resources and not to diversify into 
manufacturers/services (which the ACs wish to sell to 
them – as also does China).  

2.   “Middle income trap”: prevent them using industrial 
policy instruments helpful to move up industrial value 
chain. 

 



Doha Development Round (2001-) 

Hold-ups : 
•  US asked by the EU, Brazil and India, to make a more 

generous offer to reduce trade-distorting domestic 
support for agriculture.  

•  US insisting that EU and developing countries agree to 
make more substantial reductions in tariffs and to limit 
the number of import-sensitive and special products 
that would be exempt from cuts. 

•  Other issues: Access to patented medicines, the extent 
of SDT 



Free trade regions 



Overview: Still a long way to go 
USA 
•  US may be more integrated with the world than in the past but 85% of what 

is consumed in the US is produced there.  
•  If Americans were equally likely to purchase goods and services from 

foreign producers the US import-to-GDP ratio should equal the non-US 
share of world GDP.  
•  Americans would have to spend 75% of their income on imports instead of 12% 

the do.  
•  Frankel: Only about 1/6th of the way to a point where we could say: 

“Americans did business as easily across the globe as across the country.” 
Africa 
•  Are the opportunities afforded Africa countries driving pro-poor development? 

Not clear that trade is ‘working’ for Africa. 
•  Blair Commission on Africa: If SSA could increase its share of world exports 

by 1%, it would generate over US$70 billion – treble what it gets from all its 
current aid flows and nearly a quarter of its total annual income.  



Trade, Openness, and Growth 



Traditional position of multilateral organisation 
OECD (1998) – “More open and outward-orientated economies 
consistently outperform countries with restrictive trade and 
foreign investment regimes.” 
IMF (1997): “Policies towards foreign trade are among the more 
important factors promoting economic growth and convergence 
in developing countries.”  
Ø Bolstered by the simplistic neoliberal view that free trade is 

key to economic growth.  



Two key questions: 

1.  Do countries with lower policy-induced barriers to 
international trade grow faster, once the other relevant 
country characteristics are controlled for? [policy] 

2.  Does international trade raise growth rates of income? 
[volumes] 

 



Theory: Openness and Growth 

Proposition 1A 
•  In static models with no market imperfections and other 

pre-existing distortions, the effect of a trade restriction 
is to reduce the level of real GDP at world prices.  

Proposition 1B 
•  In the presence of market failures such as 

externalities, trade restrictions may increase real 
GDP (although they are hardly ever the first-best 
means of doing so).  

 



Theory: Openness and Growth 
Proposition 2 
•  In standard models with exogenous technological 

change and diminishing returns to reproducible factors 
of production (e.g., the neoclassical model of growth), a 
trade restriction has no effect on the long-run (steady-
state) rate of growth of output. This is true regardless of 
the existence of market imperfections.  

•  However, there may be growth effects during the 
transition to the steady state. (These transitional effects 
may be positive or negative, depending on how the 
long-run level of output is affected by the trade 
restriction.)  

 



Theory: Openness and Growth 

Proposition 3 
•  In models of endogenous growth generated by non-

diminishing returns to reproducible factors of production 
or by learning-by-doing and other forms of endogenous 
technological change, the presumption is that lower 
trade restrictions boost output growth in the world 
economy as a whole.  

•  But a subset of countries may experience diminished 
growth, depending on their initial factor endowments 
and levels of technological development.  



Theory: Openness and Growth 

Proposition 4A 
•  In new-trade models with heterogenous firms, greater 

openness slow the rate of new-variety introduction and 
hence growth. 

Proposition 4B 
•  But there is also pro-growth effect from the impact that 

freer trade has on the marginal cost of innovating.  
 
Ø  The balance of the two effects is ambiguous with the 

sign depending upon the exact nature of the innovation 
technology and its connection to international trade.  

 
 
 
 



Theory: Bottom line 

 
1.  There should be no theoretical presumption in favor of 

finding an unambiguous, negative relationship between 
trade barriers and growth  

2.  Growth does not map to welfare in a straight forward 
fashion. 



Empirics: Trade or trade policy? 
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Openness criteria (Sachs and Warner) 

•  An attempt to solve the measurement error problem in the 
data by constructing an index of openness. Zero-one dummy 
built on these five criteria:  
1.  Average tariff rates of 40% or more. 

2.  Nontariff barriers covering 40% or more. 

3.  Black market exchange rate at least 20% lower than the official one. 

4.  A state monopoly on major exports. 

5.  A socialist economic system. 

•  Sachs and Warner found a large significant relationship 
between index and growth outcomes. 

•  Approach criticised by more recent research.   
The Sachs-Warner index serves as a proxy for a wide range of policy  
and institutional differences. Most of the explanatory power comes through criteria 3 and 4.  



Liberalization and growth (Wacziarg & Welch) 

effect increases over time, reaching its maximum in the 1990s (column 2–4).
These results stand in sharp contrast to the cross-sectional results: countries
that liberalized in the 1990s experienced a larger postliberalization increase in
growth than countries that liberalized in any other decade. Indeed, the esti-
mated difference in growth in the 1990s is roughly 2.55 percentage points.

TA B L E 5. Fixed-Effects Regressions of Growth, Investment, and Openness on
Liberalization Status, 1950–98

Item (1) 1950–98 (2) 1950–70 (3) 1970–90 (4) 1990–98

Dependent variable: Growth
Liberalization 1.417 0.611 1.787 2.547

(5.05) (1.29) (3.11) (2.39)
Number of observations 4,936 1,728 2,312 1,116
Number of countries 133 108 112 133
Adjusted R2 0.05 0.03 0.04 0.04

Dependent variable: Investment rate
Liberalization 1.937 2.545 1.237 0.762

(9.06) (7.57) (2.91) (2.16)
Number of observations 5,078 1,844 2,321 1,140
Number of countries 136 110 117 136
Adjusted R2 0.04 0.10 0.11 0.02

Dependent variable: Openness
Liberalization 5.531 2.302 4.097 –1.803

(7.42) (1.89) (3.74) (0.83)
Number of observations 5,078 1,844 2,321 1,140
Number of countries 136 110 117 136
Adjusted R2 0.22 0.02 0.14 0.08

Note: Numbers in parentheses are robust t-statistics. Regressions are based on the specifica-
tions in equations (1)–(3).All regressions include time and country fixed-effects (estimates not
reported).

Source: Authors’ analysis based on data described in the text.

TA B L E 4. Summary Statistics for Variables Used in Fixed-Effects Regressions

Variable
Number of

observations Mean
Standard
deviation Minimum Maximum

Liberalization 7,191 0.317 0.465 0.0 1.0
Investment rate

(percent)
5,078 15.291 9.128 23.590 52.880

Openness ratio 5,078 60.505 42.880 3.110 473.860
Growth (annual

percent)
4,936 1.784 6.153 248.732 43.754

Per capita GDP
(purchasing power
parity US$)

5,072 5,739.380 5,826.636 276.000 39,129.000

Source: Authors’ analysis based on data described in the text.

200 T H E W O R L D B A N K E C O N O M I C R E V I E W

 at London School of econom
ics on February 8, 2014

http://w
ber.oxfordjournals.org/

D
ow

nloaded from
 



Liberalization and growth (Wacziarg & Welch) 

linear upward trend, without an apparent break at the date of liberalization
(figure 4). More formal tests based on fixed effects did reveal an effect attribu-
table to liberalization, even after controlling for time fixed effects, however.

Dummy variables for four (nonoverlapping) periods surrounding the reforms
were defined in order to further examine the timing of the growth, investment,
and openness responses to liberalization. Fixed-effects regressions were then run
on growth, investment, and openness. The specification is as follows:

log yit ! log yit!1 ¼ ai þ b1D1it þ b2D2it þ b3D3it þ b4D4it þ 1itð4Þ

where D1it ¼ 1 if T 2 3 & t & T 2 1 and zero otherwise; D2it ¼ 1 if T & t &
T þ 2; D3it¼ 1 if T þ 3 & t & T þ 6, and D4it¼ 1 if t . T þ 6; and T denotes
the date of liberalization. The coefficients on these dummy variables capture
the average difference in growth between these years and the period preceding
three years before liberalization (the baseline period). The corresponding speci-
fications for the investment rate and openness ratio were also run (table 6).23

FIGURE 2. Sample Means for Growth before and after Liberalization

Source: Authors’ analysis based on data described in the text.

23. Countries that experienced policy reversals or multiple liberalizations, for which definitions of
the dummy variables are not straightforward, had to be dropped. Dropping these variables reduced the
size of the sample for the growth regression from 133 to 118 countries.
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Liberalization & investment (Wacziarg & Welch) 



Big heterogeneity 

The average difference in growth, investment rates, and openness ratios
between the pre- and postliberalization periods is shown for 24 countries
(table 7). The countries were chosen from the sample of 39 countries for which
at least eight years of data are available on either side of the date of liberaliza-
tion, restricting the sample to emerging markets, the main focus of this study.
The data reveal positive growth differences in 13 of the 24 countries and
negative differences in six of them; the remaining five countries exhibit an
effect close to zero. Postliberalization growth effects appear large in Mauritius,
Indonesia, Uruguay, Republic of Korea, Chile, Taiwan (China), and Uganda.
Among countries that experienced positive differences, the magnitude of the
growth increase ranged from 0.83 percentage points of per capita income
growth in Poland to 3.62 points in Mauritius. The range of growth decline was
of a similar magnitude.

Before and after comparisons of investment rates and openness also reveal
large variations across countries. The postliberalization surge in investment
rates was particularly strong in the Republic of Korea, Taiwan (China),
Indonesia, Jordan, and Guinea-Bissau. About half of the 24 countries exhibited
zero or negative differences in investment rates.

TA B L E 7. Mean Growth, Investment, and Openness Changes in 24 Countries

Country
Growth

difference
Investment
difference

Openness
difference

Year of
liberalization

Sample
period

Mauritius 3.62 0.34 35.90 1968 1951–98
Indonesia 3.32 9.80 25.96 1970 1961–98
Uruguay 3.08 21.01 11.22 1990 1951–98
Korea, Rep. of 3.02 18.44 43.40 1968 1954–98
Chile 2.80 21.12 26.33 1976 1952–98
Taiwan 2.29 9.91 55.77 1963 1952–98
Uganda 2.24 1.63 26.60 1988 1951–98
Ghana 1.99 23.91 9.13 1985 1956–98
Guinea 1.85 22.74 7.28 1986 1960–98
Guyana 1.80 27.49 84.49 1988 1951–98
Benin 1.74 1.64 8.72 1990 1960–98
Mali 1.19 0.86 15.68 1988 1961–98
Poland 0.83 24.30 3.35 1990 1971–98
Paraguay 0.42 2.01 49.71 1989 1952–98
Cyprus 0.34 24.05 29.13 1960 1951–96
Colombia 0.18 0.48 5.91 1986 1951–98
Tunisia 20.30 25.58 31.94 1989 1962–98
Philippines 20.40 1.03 39.54 1988 1951–98
Israel 20.96 26.10 21.42 1985 1951–98
Botswana 21.99 3.98 22.27 1979 1961–98
Mexico 22.16 24.59 17.56 1986 1951–98
Hungary 22.41 21.19 24.17 1990 1971–98
Guinea-Bissau 22.95 5.59 9.89 1987 1961–98
Jordan 24.28 5.75 40.61 1965 1955–98

Source: Authors’ analysis based on data described in the text.
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Possible reasons 

•  Sustained reforms  

•  Scope of reforms (trade was an isolated reform or not) 

•  Macroeconomic factors (i.e. tight monetary policy, 
overvalued exchange rate or external trade shocks) 

•  Political instability 



Trade Policy 



Given propositions 

•  Some trade is better than no trade. 

•  Trade can expand markets, lowers costs, intensify 
competition, disseminate knowledge of tastes and 
technology, and raise productivity. 

•  Countries that have sustained fast growth have 
experienced a rising share of trade in GDP and 
downward change in trade barriers. 

•  Very high tariffs (say above 50%) and different sectorial 
tariff structure as a result of interest-group pressure 
constitute a “bad” trade regime. 



More controversial propositions (1) 

•  Case study evidence suggests trade protection can be 
good for economic growth and diversification of 
production. 
•  This is not to say that trade protection is generally good 

for growth and diversification.  

•  Trade liberalization has diminishing returns. When 
average tariffs are 10% a 10% cut has smaller effects 
than when tariffs start from 40% 

•  The effects of a given trade protections depend on how 
it is designed and how long it is place.  



More controversial propositions (2) 
•  The effects of trade liberalization depend on how fast it is 

done and how soon after the establishment of new 
industries.  
•  Gradual trade liberalization more benign effect.  
•  Liberalization after learning-by-doing has occurred also more 

benign. 

•  The effects of trade liberalization depend heavily on the 
production and demand characteristics of the goods and 
services whose production is affected.  
•  Better results from liberalization that stimulates production of 

goods and services with increasing returns and high income 
elasticity of demand. 



No autarky vs. free trade 
•  The openness experience of Latin America and Africa 

during the ‘80s - ‘90s did not guarantee convergence.  
•  Openness probably a necessary but not sufficient 

condition.  

•  People like Rodrik, Wade, and Ha-Joon Chang bring 
this forward and claim that the path that a country 
follows before getting open matters and that 
government policy can be key in that. 
•  Self Discovery Theory (EC3040b)  



Why interventionist trade policy can be effective? 
•  The starting point: Location of a given industry is often not a 

matter of comparative advantage but of accident and path-
dependence.  
•  No comparative advantage reason to explain why Switzerland 

dominates watch industry or why Taiwan dominates 
production of laptops. 

•  In a world of increasing returns (rather than constant or 
diminishing, as in standard models), the existing market 
equilibrium may not be optimal.  
•  The existing allocation of industries across countries is (a) 

fragile and (b) not necessarily “globally” optimal (globally in 
the sense of better than any feasible alternative, not in the 
geographical sense). 

•  Market lacks a mechanism for getting to a global optimum.  
 



Why trade policy could be effective? 

•  The theory of comparative advantage: 
Ø  concerned with how an economy can best exploit its 

present stock of resources, 
Ø  can hardly tackle the trade-off between acting today to 

maximize short-term efficiency and acting today to 
accelerate the economy’s shift of tomorrow’s 
comparative advantage into higher value-added, higher 
return products.  



How did the champions of free trade behave? 
Britain: 
•  Henry VII (XV century) implemented schemes to promote woolen 

manufacturing including increasing duties on export of raw wool and 
even temporarily banning the export of raw wool. 

•  Walpole legislation (1721): 
1.  Lower import duties on raw materials used for manufactures. 
2.  Import duty drawbacks for exported manufacturing increased. 
3.  Export duties on most manufacturing abolished. 
4.  Duties on foreign manufactures raised. 
5.  Export subsidies extended to new items (like silk and gunpowder) and 

existing subsidies (i.e. sailcloth and refined sugar) increased. 
6.  Increased control on the quality of manufactured products, especially textile, 

so that the reputation of British products was preserved.  



How did the champions of free trade behave? 
 

•  These policies were uncannily similar to those used by 
Japan, South Korea, and Taiwan after WWII. 

•  Repeal of Corn Law 1846 regarded as ultimate victory 
of classical liberal economic victory over mercantilism. 
•  Kindleberger: Better understood as an act of “free trade 

imperialism” intended to “halt the move to 
industrialisation on the Continent by enlarging the market 
for agricultural produce and primary materials”.  

•  But Britain’s technological lead that enabled shift to a 
free-trade regime had been achieved behind high and 
long-lasting tariff barriers. 

 



Friedrich List (1841) 
“Any nation which by means of 
protective duties and 
restrictions on navigation has 
raised her manufacturing power 
and her navigation to such a 
degree of development that no 
other nation can sustain free  
competition with her, can do nothing wiser than to throw away 
these ladders of her greatness, to preach to other nations the 
benefits of free trade, and to declare in penitent tones that she 
has hitherto wandered in the paths of error, and has now for 
the first time succeeded in discovering the truth.”  
 



How did the champions of free trade behave? 
USA: 
Alexander Hamilton – Reports of the 
Secretary of the Treasury on the Subject of 
Manufactures (1791): 
 

•  Competition from abroad and forces of 
habit would mean that new industries that 
could soon become internationally 
competitive would not be started in the 
United States unless initial losses were 
guaranteed by government aid. 

•  Import duties on raw material should be 
low. 

•  Close resemblance to Walpole’s points.  



How did the champions of free trade behave? 
•  As soon as federal-level tariff system was acquired 

(1789) tariffs increased. 

•  Between 1816 and WW2 US had one of the highest 
average tariff rates on manufacturing. 

•  Ulysses Grant (US president and general): 
 

“For centuries England has relied on protection, has carried it to 
extremes and has obtained satisfactory results from it. There is no 
doubt that it is to this system that it owes its present strength. After 
two centuries, England has found it convenient to adopt free trade 
because it thinks that protection can no longer offer it anything. Very 
well then, Gentlemen, my knowledge of our country leads me to 
believe that within 200 years, when America has gotten out of 
protection all that it can offer, it too will adopt free trade.”  



Manufacturing tariffs (1820-1950) 

influence of a new “liberal” world economic order. This
liberal world order, perfected around 1870, was based on
laissez-faire industrial policies at home; low barriers to the
international flows of goods, capital, and labor; and
macroeconomic stability, both nationally and internation-
ally, guaranteed by the Gold Standard and the principle of
balanced budgets. A period of unprecedented prosperity
followed.

Unfortunately, according to this story, things started to
go wrong with the First World War. In response to the
ensuing instability of the world economic and political

system, countries started to erect trade barriers again. In
1930, the United States also abandoned free trade and
raised tariffs with the infamous Smoot-Hawley tariff,
which Jagdish Bhagwati called “the most visible and dra-
matic act of anti-trade folly” (Bhagwati, 1985, p. 22, foot-
note 10). The world free trade system finally ended in
1932, when Britain, hitherto the champion of free trade,
succumbed to the temptation and re-introduced tariffs.
The resulting contraction and instability in the world
economy, and then finally the Second World War,
destroyed the last remnants of the first liberal world order.

p. 2 www.fpif.org
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TABLE 1. AVERAGE TARIFF RATES ON MANUFACTURED PRODUCTS FOR SELECTED DEVELOPED COUNTRIES IN THEIR EARLY STAGES OF DEVELOPMENT
(weighted average; in percentages of value)1

18202 18752 1913 1925 1931 1950

Austria3 R 15–20 18 16 24 18

Belgium4 6–8 9–10 9 15 14 11

Denmark 25–35 15–20 14 10 n.a. 3

France R 12–15 20 21 30 18

Germany5 8–12 4–6 13 20 21 26

Italy n.a. 8–10 18 22 46 25

Japan6 R 5 30 n.a. n.a. n.a.

Netherlands4 6–8 3–5 4 6 n.a. 11

Russia R 15–20 84 R R R

Spain R 15–20 41 41 63 n.a.

Sweden R 3–5 20 16 21 9

Switzerland 8–12 4–6 9 14 19 n.a.

United Kingdom 45–55 0 0 5 n.a. 23

United States 35–45 40–50 44 37 48 14

Source: Bairoch (1993), p. 40, table 3.3.

Notes:
R= Numerous and important restrictions on manufactured imports existed and therefore average tariff rates are not meaningful.

1. World Bank (1991, p. 97, Box table 5.2) provides a similar table, partly drawing on Bairoch’s own studies that form the basis of the above table.
However, the World Bank figures, although in most cases very similar to Bairoch’s figures, are unweighted averages, which are obviously less preferable
to weighted average figures that Bairoch provides.

2. These are very approximate rates, and give range of average rates, not extremes.

3. Austria-Hungary before 1925.

4. In 1820, Belgium was united with the Netherlands.

5. The 1820 figure is for Prussia only.

6. Before 1911, Japan was obliged to keep low tariff rates (up to 5%) through a series of “unequal treaties” with the European countries and the United
States. The World Bank table cited in note 1 above gives Japan’s unweighted average tariff rate for all goods (and not just manufactured goods) for the
years 1925, 1930, 1950 as 13%, 19%, 4%.



Other tactics used (in addition to the usual 
protections and subsidies)  
Germany: Prussian state pursued a range of policies to 
promote infant industries – providing monopoly rights and 
enticing skilled workers from abroad. 
France: Napoleon II – actively encouraged infrastructural 
development and established various institutions of research. 
After WW2 French elite organised a deliberate industrial 
transformation.  
Sweden: Government facilitated the acquisition of advanced 
foreign technology, including industrial espionage.  
East Asian Countries: Manpower planning. 



Public Opinion and Trade Globalisation 

•  Strong support for globalisation 
•  Americans divided in relation to trade globalisation 
•   - 2004 poll: 53% support trade, 43% should slow down 

or stop trade.  
•  Majority have reservations about effects of trade on 

workers, income inequality and the environment. 

Ø  Evidence linking increased wage inequality to trade 
rather than technological change not strong.  

Ø  No evidence of ‘race to bottom’ in labour and 
environmental standards until now.  



Negative impacts of competition 

US industries more exposed to import competition from 
China have seen: 
1.  Higher rates of plant exit. 
2.  Larger contractions in employment. 
3.  Lower incomes for affected workers. 



Greater political 
polarisation 
 
Nominate scores 
(Poole and Rosenthal, 
1985 and 1991): rank 
congressional 
legislators on a liberal-
conservative scale 
according to their roll-
call votes.  
 



Impact of competition from China 

Using 2002 and 2010 congressional elections where there 
was no boundary change Autor, Dorn, Hanson and Majlesi 
(2016) found:  
•  Strong evidence that congressional districts exposed to 

larger increases in import penetration disproportionately 
removed moderate representatives from office in the 
2000s. 

•  Support for political economy literature that connects 
adverse economic conditions to support for nativist 
politicians.  

 


