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Trade	and	Growth	–	a	lot	has	happened	in	the	past	35	years	
§  Integra9on	has	slowed	compared	to	rapid	pace	of	“long	1990’s”.	
§  Mul9lateral,	regional	and	unilateral	liberaliza9on	in	this	period	excep9onal.		Rapid	trade	growth	and	

integra9on.	
§  But	best	measures	of	trade	growth	suggest	openness	policies	accounted	for	roughly	25%	of	that	growth.		

Most	growth	was	due	to	fundamental	and	reasonably	synchronized	macro	growth,	falling	trade	costs,	
technology.	

§  Counts	of	“protec9onist”	measures	have	not	yet	translated	into	significant	“measured	rise”	in	trade	costs.	
§  Trade	growth	has	been	slow	–	fundamental	macro	factors,	uncertainty?			
§  But	recovered	this	year,	despite	all	the	rhetoric.	
§  But	risks	are	clearly	higher	than	normal	for	poten9al	protec9onist	ac9ons.	
§  What	would	be	impact?		

§  Short	term	not	likely	overly	drama9c	on	macro	indicators	unless	accompanied	by	other	policy.		Lessons	from	Great	
Depression	and	Great	Recession.	

§  Sector	and	Trade	shi_ing.	
§  Longer	term	–	some	large	countries	could	slowly	fall	behind	global	technology	fron9er.			
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What	has	happened	in	last	35	years?	
The	South	is	no	longer	the	periphery.	
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1980 

Source:	La,n	America	and	the	Rising	South,	World	Bank.	 	Calcula,ons	are	based	on	data	from	the	Direc,on	of	
Trade	Sta,s,cs	(DOTS).	
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Trade	costs	

§  Barbie	doll	(now….	iPhone)	1998	
§  $1	produc9on	costs	in	China	
§  Leaves	HK	at	$2	
§  Sold	for	retail	at	$10	in	US	–	900%	AdV	tax	equivalent…	

§  Anderson	and	Van	Wincoop	-	Rough	es9mate	of	AdV	TE	of	representa9ve	trade	costs	for	industrialized	
countries	is	170%	
§  (1	+	21%	trans)	*	44%	border	*	55%	retail/wholesale	distribu9on	=	270%	

§  The	21%	=	directly	measured	freight	plus	9%	TE	for	9me	value	of	goods	in	transit	(based	on	US	data.)	
§  The	44%	“border	related	=	combo	of	directly	observed	(tariffs	–	generally	low	–	8%,	but	range	from	less	than	5%	in	“rich”	to	10	to	20%	

in	developing)	and	inferred	(informa9on,	contract	enforcement,	legal	and	regulatory	costs	–	also	substan9ally	higher	in	developing	than	
rich	countries.)	

§  Interna9onal	trade	related	costs	are	about	74%	
§  What	about	market	power	and	economic	rents?	

§  High	value	to	weight	goods	are	less	penalized	by	transport	costs	
§  Timeliness	varies	
§  Poor	ins9tu9ons	and	poor	infrastructure	can	have	substan9al	country	specific	effects.	



Global	Tariffs….	



	
Role	of	trade	–	posi>ve	correla>on	
with	economic	growth	
	•  GDP	growth	has	

moved	hand	in	
hand	with	
integra9on	in	the	
world	economy.	

•  Although	this	
rela9onship	does	
not	show	
causa9on,	we	
know	trade	
increases	growth	
through	various	
channels.	



A	highly	correlated	decline	in	poverty	
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Chart 1: Number of the Poor in the Developing World 
(Number of people with incomes below US$1.90 a day (2011 Purchasing Power Parity)) 
 

 
Source: World Bank Povcalnet (http://iresearch.worldbank.org/PovcalNet/povDuplicateWB.aspx 
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What	is	driving	slow	trade	growth	and	what	can	be	done	to	ensure	trade	is	playing	
its	role	in	broader	economic	growth?	

§  What	is	slow	trade	growth?		What	is	trade’s	role	in	economic	growth?	
§  Slow	trade?		Recent	research	by	IMF,	OECD,	WTO,	ECB,	UBS,	WIOD/UoG,	etc	

have	focused	on	(and	drawn	from	Bussiere	et	al)…	Import	Adjusted	Demand	
intensi9es.	
§  Macro	forces	–	demand,	GVCs,	etc.			

§  Structure	of	global	demand?		
§  C+I+G+(X-M),	decomposing	structure	of	each	into	domes9c	use	and	export,	C	

into	consumer	durable,	non	durable,	I	into	machinery	and	equipment	vs.	
structures,	etc.	

§  Trade	intensity	–	Inv	for	mach	and	equip,	C	for	consumer	durables,	X	are	trade	
intensive,	as	are	any	imports	for	exports	(obviously)	

§  Composi9on	across	development	level,	developed,	emerging,	developing?	
§  Supply	side	–	structure	of	global	produc9on?		GVCs	

§  Lack	of	con9nued	liberaliza9on	–	loss	of	momentum?		This	factor	does	seem	to	
stand	out	in	the	analysis.	

§  Protec9onism?	Rise	of	measures?		Some9mes	shows	up	as	standing	out,	but	impact,	
so	far,	appears	rela9vely	small.		S9ll,	this	component	is	poten9ally	ac9onable.	

§  Most	agree	on	important	role	for	demand,	par9cular	I	and	C	durables	
§  Role	of	GVCs	–	comparing	LTAvg	trade	or	Peak	trade	to	current	weak	trade?	
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Trade’s	Role	in	Growth?	
§  Short	term	efficiency	gains	–	depend	on	level	of	distor9ons	being	

removed,	and	kind	of	distor9ons.	
§  Long	term	efficiency	and	produc9vity	gains	–	shi_ing	out	the	produc9ve	

capacity	of	the	economy.	
§  OECD	research	on	trades	contribu9on	to	produc9vity	growth	very	

important.	
§  With	the	rapid	emergence	of	CEE,	China,	and	India	in	the	1980s	and	

significant	liberaliza9on	from	MTAs	(agreements,	accessions,	
plurilaterals),	RTAs,	unilateral	liberaliza9on,		we	saw	both	things	
occuring,	and	there	was	rapid	convergence	toward	global	produc9on	
fron9er,	par9cularly	in	manufacturing.	

§  This	combina9on	led	to	peak	trade	and	rapid	and	signficant	economic	
convergence.	

§  Can	it	be	reproduced?		Much	of	the	world	remains	far	from	the	fron9er	
and	moving	slowly	–	so	room	for	further	gains.		But	reasonable	to	expect	
a	similar	alignment	to	the	long	1990’s?	
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What	is	happening	now?	Finally	a	trade	
recovery?	How	long	will	it	last?	
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A	move	back	toward	longer	term	rela9onship	
between	GDP	and	trade	growth?	
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Causes	of	the	trade	slowdown	
are	mul>-faceted	

•  Several	explana9ons	for	the	trade	
slowdown	have	been	proposed,	
including	cyclical	and	structural	factors,	
but	none	is	defini9ve.	

•  Weak	global	demand	has	been	a	key	
factor,	par9cularly	weak	investment	
(IMF	WEO,	October	2016).			

•  The	import	content	of	investment	
helps	to	explain	the	slowdown	(WTO	
Working	Paper	ERSD-2017-09,	Auboin	
and	Borino).	

•  Absence	of	trade	liberaliza9on	rather	
than	protec9onism	(WTO	monitoring	
reports).	

•  Matura9on	of	global	value	chains	
rather	than	contrac9on	(OECD	Economic	
policy	paper	No.18,	September	2016).	

Import	content	of	investment	for	selected	economies,	1995-2014
(Share,	%)

Source:	World	Input	Output	Database	(WIOD)	2016	and	WTO	Secretariat	calculations.
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Imports	of	developing	economies	dipped	
in	2016Q1	but	recovered	in	2017…		

Volume	of	merchandise	exports	and	imports	by	level	of	development,	2012Q1-2017Q1
(Seasonally	adjusted	indices,	2012Q1=100)

Source:	WTO	Secretariat.
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…	with	steepest	declines	in	resource	
expor>ng	regions.	

Volume	of	merchandise	exports	and	imports	by	region,	2012Q1-2017Q1
(Seasonally	adjusted	indices,	2012Q1=100)

Source:	WTO	Secretariat.
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Recovery	of	world	import	
demand	has	been	uneven	

§  Since	the	)inancial	crisis	one	
region	or	another	has	
consistently	weighed	on	global	
trade	growth,	preventing	a	
more	robust	recovery.	

§  The	euro	debt	crisis	dragged	
down	import	demand	in	
2012-2013.	

§  North	American	imports	slowed	
last	year	while	the	
contributions	from	Europe	and	
Asia	remained	positive.	

§  World	trade	volume	growth	
dropped	to	1.3%	in	2015	from	
2.6%	in	2016.	

Contributions	to	world	import	volume	growth	by	region,	2011-2016
Annual	%	change

Source:	WTO	Secretariat.
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Falling	trade	values	mostly	
due	to	commodity	prices	

Contributions	to	year-on-year	growth	in	the	current	dollar	value	of	world	
merchandise	trade	by	product,	2014Q1-2016Q4
(Percentage	change,	%)

Source:	WTO	Secretariat	estimates	based	on	partner	statistics.
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The	US	story	–	ADH	trade	1	out	of	5	million,		
but	trend	is	much	longer.	
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Growth	and	redistribu9on	of	factors	and	output	–	
adjustment	costs.	

§  Some	rules	of	thumb	
§  Compara9ve	sta9c	effects	of	trade	policy	change	are	larger	the	bigger	

the	distor9ons	removed	(or	added.)		So	how	much	you	change	rela9ve	
prices	and	distort	your	posi9on	on	the	PPF.	

§  Dynamic	effects	of	trade	policy	change	will	depend	on	how	far	you	are	
from	the	global	PPF.		If	you	start	well	behind	it,	dynamic	effects	of	trade	
(and	other	“good”	policies)	can	be	much,	much	bigger.	

§  Samuelson	2004	and	China?		China,	using	trade	and	other	policies,	
drama9cally	shi_ed	out	its	PPF.		China	WTO	was	about	China	lowering	its	
tariffs,	not	other	WTO	members.		How	its	PPF	shi_ed	out	was	affected	by	
policy,	trade	and	other,	and	that	had	terms	of	trade	implica9ons	for	ROW,	
par9cularly	US	and	other	developed	countries.	

§  As	Samuelson	points	out	–	what	can/should	you	do?	Protec9onism	not	the	
answer.	

§  Theory	has	evolved	–	Ricardo,	H-O,	Specific	Factors,	Krugman,	Melitz.	
But	real	world	has	more	complex	then	theory	
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Adjustment	costs…	
§  There	are	many	“margins”	of	adjustment.		I	

men9oned	countries,	sectors,	firms,	households,	
factors	(labor	type,	capital).		Theory	has	dealt	with	
illustra9ng	how	change	may	affect	some	of	the	
economic	agents.	

§  The	push	back	against	globaliza9on	is	visible	in	the	
distribu9on	of	effects	across	agents	and	the	related	
adjustment	costs.			

§  First	take	sector	effects.	
§  Then	take	skilled/unskilled	labor	and	urban/rural	

adjustments.	

19	



“Winners	and	Losers”	Example	of	impacts	–	es9mated	
sectoral	effects	in	USITC	study	of	US-Australia	FTA	–	tariff	

impacts	
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Or	Autor,	Dorn	and	Hanson	in	US	



Challenges?	The	many	margins	of	adjustment…Regional	
impact	across	German	regions	-	source	Suedekom.	

		
Highly	import-exposed	regions	
• Ruhr	area	 	→		Coal	&	steel	
• Südwestpfalz	 	→		Tex9les	and	shoes	
• Oberfranken	 	→		Toys,	consumer	electronics	
Highly	export-oriented	regions	
• Lower	Bavaria,	Stuwgart,	Allgäu 	→	Cars	&	car	parts	
Eastern	Germany	
• Much	smaller	manufacturing	sector	overall		 		
→	smaller	impacts	of	trade,	lower	geographical	
varia9on	



The	last	35	years	have	seen	rapid	integra9on	
and	globaliza9on.		What	does	the	future	hold?	

§  Likely	more	rapid	change	and	adjustment.		Slowing	trade	integra9on	may	
have	impact	on	margin,	but	technological	change	is	rapid	and	spreading.			

§  Developing	countries	aiming	at	“industrializa9on”	may	find	rela9vely	
jobless	industrializa9on.	

§  Rapid	movement	of	capital	and	knowhow	means	global	market	extremely	
compe99ve.	

§  Digital	economy	does	not	seem	to	connect	urban/rural	divide!	
§  Ci9es	and	agglomera9on	effects	appear	to	cri9cal	for	digital	

economies.	
§  How	will	next	35	years	look?	
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Prospects:	we	have	been	in	a	low	growth	scenario	–	green	
line….	
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Chart 2: Projected GDP and Exports 2012-26, by country group 
(billion constant 2004 US$) 
 
 

 
Sources: Fontagné, Fouré and Keck (2016), WTO (2016) and WTO (2013).  
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Why	will	next	35	years	look	different	than	
past	35	years?	
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(%	of	GDP) 1978-Today Projection Projection	Explanation

Savings ↑ ↓↓

Private	Consumption ↓ ↑ As	wealth	↑
Government	Consumption ↔ ↑ Social	safety	spending	to	↑

Investment ↑ ↓ Rate	of	return	↓

Current	Account ↑ ↓ Same	direction	as	balance	w/US

1978-Today Projection Note

Ag ↓ ↓

Industy ↑↑↑ ↓ Drop	in	manufacturing	as	wages	↑

Services ↑↑↑ ↑↑↑ Same	direction	as	balance	w/US

Expenditure	Side	of	GDP

Production	Side	of	GDP

China	2030	rebalancing	-	Pressures	Towards	Consump>on-Led	
Growth	

Demand-driven	shock		
(changing	consump,on	preferences)	

Richer	consumers	and	gov	ini,a,ves	will	
increase	consump,on	levels	



The	next	decades	are	not	likely	to	look	like	the	last	ones	–		
China	2030	Simula>on	Results-	China	Household	Consump>on	

From	Koopman,	Tsigas,	Hammer,	Lin	2013	-	unpublished	



China	2030	-	Simula>on	Results-	China	Trade	balance	
From	Koopman,	Tsigas,	Hammer,	Lin	2013	-	unpublished	



	To	understand	the	future	of	trade	you	need	to	think	about	
how	technology	and	consumer	preferences	might	change	

§  Trade	and	Technology		work	through	economy	in	similar	ways…	



Why	is	it	hard	to	sort	out	trade	vs	technology?	
§  They	work	through	economy	in	similar	ways…	



Why	focus	on	technology	and	
trade	

§  Effects	and	mechanisms	can	work	through	economy	in	similar	ways.		But	
what	are	appropriate	policy	environments?		
§  Many	economists	summarize	trade	as	impor9ng	another	countries	

technology	(or	endowments,	or	a	combina9on	of	the	two)	
embedded	in	the	goods	or	services.	

§  The	rise	of	globaliza9on	has	been	occurring	at	the	same	9me	as	a	major	
technological	revolu9on.	

§  Growing	global	inequality	within	countries	while	there	has	been	some	
convergence	between	countries.	

§  One	needs	to	dis9nguish	between	technology	effects	and	trade	effects.	
§  Why?		If	you	focus	awen9on	on	one	(as	o_en	happens,	a	focus	on	trade)	

then	your	policy	response	could	be	completely	ineffec9ve	at	addressing	
the	underlying	effect	from	the	other	driver.			
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Fear	the	rise	of	robots?	
§  Historically	technological	innova9on	has	been	disrup9ve	but	overall	improved	

standards	of	living.			
§  Like	trade,	there	are	winners	and	there	are	losers.	
§  Unlike	trade,	you	don’t	necessarily	see	the	forces	in	play,	but	the	effects	

can	be	just	as	large.	
§  Fallacy	of	the	“lump	of	labor.”		In	economies	with	well	func9oning	

ins9tu9ons,	infrastructure,	and	markets	NEW	kinds	of	jobs	are	created.		We	
do	not	know	what	those	jobs	will	be,	but	we	can	understand	the	economic	
factors	and	condi9ons	that	lead	to	their	rise	and	likely	how	well	they	will	be	
compensated.		Big	challenge	to	iden9fy	those	factors	and	condi9ons!	

§  Over	the	very	long	run,	gains	in	produc9vity	have	not	led	to	a	shorzall	of	
demand	for	goods	and	services.		Instead	household	consump9on	has	largely	

kept	pace	with	household	incomes.	
§  However	some	models	illustrate	that	income	concentra9on	could	have	

significantly	nega9ve	long	run	effects	–	if	concentra9on	reduces	human	
capital	investment…	
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§  David	Autor	has	wriwen	on	both	effects.	
§  For	technology	key	point	–	understand	the	labor	market.	

§  First,	workers	are	more	likely	to	benefit	direct	from	automa9on	if	
they	supply	tasks	that	are	complemented	by	automa9on,	but	not	if	
they	primarily	(or	exclusively)	supply	tasks	that	are	subs9tuted.	

§  Programmers	for	websites	like	Expedia	or	Ali	Baba	compared	
to	travel	agents	or	“brick	and	mortar”	merchants.	

§  Second,	the	elas9city	(responsiveness)	of	labor	supply	can	mi9gate	
wage	gains.	

§  If	it	is	easy	for	labor	to	move	into	“technology	
complementary”	jobs	this	will	reduce	the	poten9al	wage	gains.	

§  Third,	the	output	elas9city	of	demand	combined	with	the	income	
elas9city	of	demand	can	either	dampen	or	amplify	the	gains	from	
automa9on.	

§  For	example	in	developed	countries	the	spectacular	
produc9vity	improvements	have	been	accompanied	by	
declines	in	the	share	of	hh	income	spent	on	food.		However	in	
health	care	technology	improvements	have	increased	the	
share	of	income	spent	on	health.	
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Aggregate	effects	
§  Technological	progress	is	the	main	source	of	economic	growth,	but	it	is	

also	the	main	source	of	labour	market	change	
§  Technological	progress	can	assist	workers,	through	labour-augmen9ng	

technology,	or	replace	them,	via	automa9on.	In	both	cases,	the	overall	
effects	on	labour	demand	are	ambiguous	

§  The	empirical	literature	has	generally	found	small	and	possibly	even	
posi9ve	effects	of	technological	change	on	aggregate	labour	demand	and	
employment.		

§  There	are,	however,	a	few	relevant	excep9ons,	with	some	studies	showing	
the	nega9ve	effects	on	labour	demand	generated	by	technological	
change.		

§  A	common	theme	in	the	literature	is	that,	in	developed	and	developing	
countries	alike,	the	most	relevant	effects	are	on	the	structure,	rather	than	
on	the	level,	of	employment.	



Why	rising	skep9cism	around	trade	in	some	developed	countries?	
§  Economic	growth	has	not	been	widely	shared	across	job	categories	and	regions.	

§  Increasing	skill/rou9ne	bias	from	technology	(75%	US),	and	to	some	extent	
trade	(25%	US)	

§  In	countries	with	strong	adjustment	mechanisms	and/or	well	func9oning	labor	
markets	support	for	globaliza9on	remains	high.	

§  Economic	ac9vity	increasingly	concentrated	in	urban	areas?	
§  Behavioral	economics	tells	us	that	people	put	more	weight	on	poten9al	losses	

than	gains	and	that	people	in	general	tend	towards	“equitable”	distribu9on	of	
gains.	

§  What	happens	if	protec9on	increases	or	mul9lateral	coordina9on	decreases?		
Dynamic	effects	greater	than	near	term	effects.	
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Adjustment	costs	

§  Workers	who	lose	their	jobs	in	declining	sectors,	in	exposed	regions	
are	not	always	well	equipped	and	well	placed	to	access	newly	
created	jobs	

§  Because	of	various	“fric9ons”	which	constrain	the	mobility	of	
workers,	adjustment	costs	can	some9mes	be	significant.	

§  Examples	of	fric9ons	include:	skill-mismatch	related	fric9ons,	
geographic	mobility	fric9ons,	ins9tu9ons	related	fric9ons	

§  Recent	cross-country	empirical	evidence	suggests	that	on	average	
obstacles	to	labour	mobility	are	twice	as	high	in	developing	
countries	as	in	developed	countries	



How	can	governments	respond?		Adjustment	policies	
§  Governments	can	help	workers	to	manage	the	cost	of	adjus9ng	to	technological	change	and	

trade,	while	making	sure	that	the	economy	captures	as	much	as	possible	the	benefits	from	
these	changes	through	a	mix	of	adjustment,	compe99veness	and	compensa9on	policies.	

§  This	need	for	a	mix	of	approaches	also	broadly	applies	to	developing	countries	but	one	needs	
to	take	into	account	the	larger	share	of	workers	in	the	informal,	agricultural	and	state-owned	
enterprise	sectors	of	those	economies.	

§  Beyond	improving	economic	efficiency,	adjustment	policy	offers	a	way	to	compensate	those	
who	lose	out	from	the	disloca9on	caused	by	economic	change	and	it	can	also	help	maintain	
poli9cal	support	for	innova9on	and	trade	openness.	

§  General	adjustment	programmes	can	deal	with	a	wider	range	of	economic	changes	but	trade-
targeted	programmes	can	be	cheaper	than	those	that	cover	all	types	of	these	shocks.	

§  Adjustment	policies	take	different	forms	
§  Ac9ve	(e.g.	retraining)	and	passive	(e.g.	unemployment	insurance)	labour	market	policies		
§  Other	policies	that	help	reduce	fric9ons	and	adjustment	costs	



Compe99veness	and	compensa9on	policies	
§  Policies	focusing	on	improving	infrastructure,	credit	markets	

and	educa9on	opportuni9es	can	make	an	economy	more	
resistant	to	economic	shocks	and	more	recep9ve	to	
opportuni9es	created	by	technological	change	and	trade.	

§  In	addi9on	to	mi9ga9ng	the	costs	of	adjus9ng	to	economic	
change,	governments	may	adopt	measures	to	address	how	
the	consequences	of	trade	and	technological	change	are	
unevenly	distributed?		

§  There	is	liwle	support	for	the	view	that	trade-opening	and	
globaliza9on	hinder	the	capacity	of	governments	to	adopt	
such	measures.	


