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Introduction

Trade and Growth: why developing countries should
di erent?

@ Trade and Specialization

Commodity Prices

o Barriers in developing countries

(]

Supply side rigidities

Need for special treatment?
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Trade and specialization

Industrial and Agricultural Specialization

e Why is industrial specialization thought as being more
favorable than agriculture specialization?

o Traditional models of development economics: Lewis (1954)
model

o Economic globalization has greatly increased the premium o
manufacturing, particularly of the exportable kind.

o Higher productivity: increasing returns to scale and ldam
e ects
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Trade and specialization

Does industrial specialization matters?

Conventional trade theory (HO type frameworks)

@ Comparative advantages argument
o Products have no major signi cance

o Attempt to change an export package from what is indicated
by its current income level is misallocating resources @ow
growth)

Empirical ndings

@ Some regularities however underscore the importance of
industrial development (products) as an engine of economic
growth
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Trade and specialization

Finding 1:Economic development requires diversi cation not spézetion

116 4
0.5
058
057 4
536

Z0ss 1
054
053
52
(K1

.5 T T T 1
X1 1] 5,000 B, 000 11000 [RECHT] 17,000
Income Midpoint

FIGURE 3. ESTIMATED CURVE (NONPARAMETRIC)—GINI
INDEX—UNIDO 3-D1GIT VALUE-ADDED DATA

Source: Imbs and Wacziarg (2003) ., .



Sance 10: Developing countries and the trading system
Trade and specialization

Does industrial specialization matters?

@ U shape: as incomes increase, economies become less conceutrand
more diversi ed. Turning point (roughly the income level of Eland)

@ Development occurs when one learns how to do new things, notfocus
on what one already does well

Finding 2: Rapidly growing countries are those with large manufactugn
sectors (East Asia versus Latin America)

Finding 3: Growth accelerations are associated with structural chaeg in the
direction of manufacturing (Prasad et al., 2006)

Finding 4: Specialization patterns are not pinned down by factor endoments
(In many countries policies have pushed the limits of static ocmparative
advantage: sophistication greater than predicted)

Finding 5: Countries that promote exports of more "sophisticated" goodgrow
faster (incoherent with traditional theory, reason: incrasing productivity)

Countries converge to the level of income implied by their ex ports, or said
di erently: you become what you export
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Industrial development: Is there a role for industrial gg? (1)

Why government should not get involved?

- Skepticism of the capacity of well-meaning bureaucrats

@ Allocation of resources in an economy is too complex and too
information sensitive a process to be centralized

@ issue of rent seeking
- Magic hand of the market forces : self interest addresses the
incentive problems to achieve good social outcomes

Governmental role should then be restricted to basic 10fmugbods
provision
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Industrial development: Is there a role for industrial ggl? (2)

Why government should get involved?

- Externalities: divergence between private and social retu rns

@ positive externalities on competitors: information, innou#n, labor
training, infrastructure: discourage rst mover

@ negative externalities: pollution, resources exhaustioencourage
overproduction to the detriment of social welfare

- Complementarities: coordination failure : new activities are less likely to
develop if suppliers of speci c inputs are already presentitothey will more
likely exist if outlets are large

Implications

(i) subsidize activities with positive externalities (inavation, labor training,
infrastructure)

(ii) coordinate new activities and inputs investments: 11 prpvision of a
guarantee to investors.
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Industrial development: Is there a role for industrial ggl? (3)

Why government should get involved?

- Market failures are more acute for new activities than for al ready
established ones

@ externalities and complementarities
@ huge xed costs: dysfunction of the capital/insurance matk

@ information failures
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Impact of policies: Rodrik (2006) (1)

Simple model

Growth is driven through learning and enhanced capabgitiecumulating
in the industrial sector.

@ 4 sectors, 3 tradables
Modern importables Q
Modern Exportables X
Traditional Exportables Z

Non tradables

e © 6 ¢ ¢

Full employment, labor mobility across sectors

(]

Learning e ect : level of productivity in modern sector rises with
the level of activity in this sector (Q+X)

Increase of Q+X is favorable to the long term development of t he
country
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Impact of policies: Rodrik (2006) (2)

Impact of Import liberalization (decrease protection in Q)

Contraction in Q (increase in imports). Resources left to pcuce more
exportables: but which ones? Depend on relative elasticities: if more supply
elasticity of Z, less spillovers, little growth overall

Implications: disappointing results if sluggish responsé won-traditional
exportables. Moreover, FDI in ows allows larger trade deit with constant
exports... di erence Asia / Latin America

Impact of subsidies to modern exportables

Expansion of X, but contraction of Q and Z. Which one decreasenore is the
key point. Depends on supply elasticityPotentially, higher long-run growth .

Problems

How to identify non traditional export sectors? Di erentiged policies open wa
to rent-seeking practices
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Trade and Complementarities

Why need for complementary reforms?

Ref. R. Chang, L. Kaltani and N. Loayza, 2006, "Openness can b e
good for growth: the role of policy complementarities".

E ect of openness on growth still polemical

Important level of market (labor, product, nancial market governance
and bureaucracy) rigidities in developing countries.

May prevent reallocation, generate unemployment problenowruption
following liberalization

Need for nancial sector, labor market, product market refos together
with openness. But which one matters more?

Rejects a "one size ts all" approach to trade opening in favaf
packages that are tailored to the speci c circumstances atk country.
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Trade and Complementarities

Figure 1
Changes in growth rates of per capita GDP versus changes in openness between the 1990s and 1980s for top and bottom reformers in four areas
Cniterion for ranking: 66th percentile of reform vartabie it the 19805
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Trade and Complementarities
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Trade and Complementarities

Effect of education and financial depth on the impact
of openness on growth

A. Educational Enrollment B. Financial Dapth
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Trade and Complementarities

Effect of infrastructure and governance on the impact of
openness on growth
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Trade and Complementarities

Effect of labor market and firm entry flexibility on
the impact of openness on growth
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Special and Di erentiated Treatment (SDT)

Developing countries: need for special treatment througi @?

Goals: ensure that developing countries obtain a share of worldl&a
growth proportional to their needs

Two natures of SDT...
@ Special rights, privileges

@ Developed countries have the possibility to make prefeisnt
concessions to developing countries

...which include:

@ A protectionist component (more time to reduce tarifs)

@ An access component: preferential access to developedtdeah
markets through the Generalized Preference System (GPS)

After the given time, need to conformity. Previously spesil criteria
according to which preferences gradually decrease.
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Special and Di erentiated Treatment (SDT)

Two main criticisms

Rely on the fact that SDT does not generate expected incibats:

@ Statu quo does not incite to free trade

@ Violation of reciprocity principle

Empirical studies seem to con rm that ideas: when loosingithSDT
status, countries become less protectionist. (ex. Kore&b Becrease of
tari s after exiting the GPS)
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Special and Di erentiated Treatment (SDT)

Odzen and Reinhart (2004): "The Perversity of preferences"

GSP and Developing countries trade policies, 1976-2000

Goal: study the trade policies of SDT bene ciaries

Data:

154 developing countries

US programs

Dummy, 1 if the country has a SDT at year t

Closure: ratio import/GDP, proxy for trade policy

Duties (over total imports) and tarifs: more direct meassre

Controls: trend, IMF (ensure that liberalization does natroe from
a IMF program), market size (GDP), landlocked, growth
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Special and Di erentiated Treatment (SDT)

Table 2

OLS estimates of trade policy models

Dependent variable Duties; , Tariff; , Closure, ,

Model 1 2 3

Method OLS OLS OLS

Years 1976-2000 198 1-2000 1976-2000

Constant 27.118** (3.036) 16.417* (7.256) 127.215** (11.876)
GSP,, 1.663%* (0.481) 3.827*%* (1.189) 8.458* (3.825)
Trend,—; 0.276%* (0.059) 0.933%* (0.082) 0.356 (0.203)
IMF,,_, 0.521 (0.367) 0.716 (1.038) 0.537 (1.028)
Log GDP,, , 0.148 (0.136) 2.806%* (0.401) 7.424*%* (0.320)
Log Income; ;_, 2.679%* (0.226) 014%* (0.813) 10.564%* (0.746)
Landlocked, 0.342 (0.546) 3.192 (1.959) 2.155 (1.660)
Growth, ,_; 0.052 (0.028) 0.161 (0.084) 0.328* (0.129)
Countries 112 111 140

Observations 1503 821 2640

Freq (GSP,,_,=0) 68 71 157

R 0.312 0414 0.359

F TR0 30.38%* 149.06**

Newey-West robust S.E.s in parentheses.
* Denotes two-tailed p<0.05.
** Denotes two-tailed p<0.01.
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Special and Di erentiated Treatment (SDT)

Table 3

IV estimates of trade policy models
Dependent variable Duties, ,
Model 4

Method v

Years 1976-2000

Tarift; , Closure,
5 6
v v

1981-2000

1976-2000

Constant
GSP;,_;
Trend,_,;
IMF,,_,

Log GDP, ,_,
Log Income; ,_,
Landlocked,
Growth, ,_,
Countries
Observations
Freq (GSP, ,=0)
Model /f

26.166%* (2.438)
2.298%* (0.766)
0.267** (0.047)

0.581 (0.302)
0.130 (0.102)
2.668** (0.169)
0.346 (0.418)
0.051* (0.025)

112

1503
68
844, 12%*

23.971%* (6.498)
8.448%* (1.482)
0.885** (0.068)

0.948 (0.894)
2.893** (0.340)
6.683%* (0.669)

3.134 (1.650)

0.181* (0.078)
111
821
71
365.74%*

132.908** (10.812)
11.846** (3.961)
0.350% (0.174)
0.328 (0.802)
T.483%* (0.250)
10.416** (0.572)

140
2640
157

1791.68*+*

Heteroscedastic-consistent robust S.E.s in parentheses.
* Denotes two-tailed p<0.05,
** Denotes two-tailed p<0.01.
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