


Abstract 

• This paper demonstrates that trade liberalization does 
not have a simple and straightforward relationship 
with growth using a large number of openness 
measures for a cross section of countries over the last 
three decades.  

• We use two groups of trade openness measures. The 
regression results for numerous trade intensity ratios 
are mostly consistent with the existing literature.  

• However, contrary to the conventional view on the 
growth effects of trade barriers, our estimation results 
show that trade barriers are positively and, in most 
specifications, significantly associated with growth, 
especially for developing countries and they are 
consistent with the findings of theoretical growth and 
development literature. 



Literature Review – Openness 

Indicators  
• (1) the most basic measure of openness is the 

simple trade shares, which is exports plus imports 
divided by GDP. 

• (2) measures of trade barriers that include average 
tariff rates, export taxes, total taxes on 
international trade, and indices of non-tariff 
barriers (NTBs). 

• (3) bilateral payments arrangements (BPAs) as a 
measure of the trade orientation of countries. A 
BPA is an agreement that describes the general 
method of settlement of trade balances between 
two countries. 



Literature Review – Openness 

Indicators  

• (4) measures of the exchange rate. The most 

commonly used measure in this category is the 

black market premium that shows the success of 

the rationing function of prices in the foreign 

exchange market. 

• (5) the indices of trade orientation that are 

constructed by some authors to test the effects of 

trade openness on growth. The basic claim of these 

studies is that outward-oriented economies have 

consistently outperformed inward-oriented 
economies. 







• We use two types of trade openness measures in the regressions to explore the 

relationship between trade liberalization and growth. Unless indicated otherwise, 

annual data on all openness measures are taken from the WDI (1999).  

• The first group is calculated using trade volumes. The most basic measure of trade 

intensity is the so-called ‘‘trade openness’’ (OPEN) that is the ratio of exports plus 

imports to GDP. This paper also employs import penetration ratios (MGDP) and 

exports shares in GDP (XGDP) to measure openness of a country.  

• Next, to assess whether the growth effects of trade with developed and with 

developing countries are different from one another, two more measures of trade 

intensity ratios—trade with OECD countries (TOECD) and trade with non-OECD 

countries (TNOECD)—are also used in the empirical estimates.  

• The last two measures are taken from Easterly and Yu. Further, we make use of the 

so-called ‘‘U.S. trade openness’’ (USBTRD), which is defined as the ratio of each 

country’s total bilateral trade with the US to its GDP. U.S. bilateral exports (USBEXP) 

and imports (USBIMP) (computed as USBTRD) are also used. Note that bilateral 

trade numbers are weighted by the capital to capital distance to control for the 

impact of geographical proximity on bilateral trade. Data on U.S. bilateral trade are 

compiled by the Direction of Trade Statistics and are available beginning in 1972.  

• Finally, population densities (DENSITY), constructed as the ratio of total population 

to total area, enter the growth regressions as measures of trade openness 



• The second group of trade openness measures is based on trade restrictions.  

• First, we use total import duties (TARIFF) to measure the severity of trade restrictions. 

Import duties as a percentage of the value of imports are the sum of all levies collected 

on goods at the point of entry into the country and are used as a measure of the 

average import tariff rate. 

• Second, we use total export duties (XTAX) and taxes on international trade (TAXTRD) 

as measures of trade policies. Export duties as a percentage of the value of exports are 

comprised of all levies collected on goods at the point of export. Similarly, taxes on 

trade as a percentage of current revenues include import duties, export duties, profits 

of export or import monopolies, exchange profits, and exchange taxes.  

• Third, bilateral payments arrangements (BPAs) are used to measure the trade 

restrictiveness of countries, as discussed above. We use two measures of BPAs: BPAs 

among IMF members (BPAIMF) and arrangements of IMF members with non-IMF 

members (BPA). Finally, we also use a measure of trade barriers (CURRENT), which are 

defined as restrictions that exist on payments with respect to current transactions in 

the form of quantitative limits or undue delay on other than restrictions imposed for 

security reasons and official action directly affecting the availability or cost of exchange. 

Tabular data on BPA, BPAIMF, and CURRENT are taken from the IMF’s Annual Reports on 

Exchange Restrictions (ARER) and are available starting in 1967. As discussed above, 

there is ambiguity about the sign of the coefficient of the trade restriction variables. 



• The cross-country regressions apply to a panel of over 
100 developed and developing countries observed 
from 1970 to 1997. Socialist (or formerly socialist) and 
the oil exporting countries are excluded from the 
sample due to data considerations or the bulk of GDP 
of oil producers represents the extraction of natural 
resources (see Mankiw et al., 1992; Barro, 1997).  

• Moreover, the number of countries is limited by the 
availability of data. The system is a three-equation 
system. The dependent variables are the average 
growth rates of real per capita GDP over three periods: 
1970–1979, 1980–1989, and 1990–1997. 

 









Conclusion 

• The regression results for trade volumes provide 
substantial support for the hypothesis that trade 
promotes growth through a number of channels such 
as technology transfers, scale economies, and 
comparative advantage and are consistent with earlier 
empirical studies of the issue. 

• The growth effects of trade with developed countries 
are not considerably different from trade with 
developing countries. Further, population densities also 
positively affect growth through increasing trade 
volumes.  



Conclusion 
• Surprisingly, unlike the literature on the growth effects of trade 

intensity ratios, findings of empirical studies of trade restrictions are 

considerably different from predictions of theoretical studies.  

• Even though the theoretical growth studies provided no conclusive 

evidence about the direction of growth effects of trade barriers, 

especially for developing countries, a great majority of the empirical 

studies concluded that there exists a significant and negative 

relationship between trade restrictions and growth 

• We believe that our results cast substantial doubts on the 

conventional view that suggests a robust and negative relationship 

between trade barriers and growth.  

• Our main goal is to show that there is no such relationship between 

trade restrictions and growth. On the contrary, this relationship 

mostly depends on certain characteristics of countries. 


