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Objective of the Study

To test the relationship between trade
policy openness and economic
performance using a cross-country
data set for 91 industrial and
developing countries




\

Empirical Evidence

Empirical evidence was not robust due
to problems associated with:

the measurement of trade policy openness

inconsistent estimates of total factor

productivity growth (TFPG) in cross-country
studies in literature
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/Rodrik and Francisco (1999) critically \
reviews earlier findings...

n many cases, the mdicators of “openness” used by researchers are
poor meastres of trade barriers or are highly correlated with other
sources of bad economic performance, [n other cases, the mefhods used
to ascertai the [ink between frade policy and growth have serious
shartcomimgs... e find little evidence that open trade policies—in the
sense of lower tariff and non-tariff barriers to frade—are significantly
\ associated with economic arowth /




/ Measurement of Trade Policy
Openness

~

Price Impact Measures
Import weighted tariff averages
Import weighted NTBs

Indirect Indicators of Openness

Black Market Premium of the Exchange Rate
Sachs Warner Index
Real Exchange Rate Indices (David Dollar (1988))

/
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A New Direct and Simple Measure of
Trade Policy Openness

A new index based on the concept called
anti-export bias introduced by Bhagwati
(1978) and Krueger (1978)
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Trade Bias Index (TBI)

1 + 1Bl = =

t. - Ratio of collection of import duties to
total imports

t, - Ratio of collection of export taxes to

\ total exports /




/ Proxy measures of trade \
restrictions

t - Ratio of collection of import duties to
total imports

t, - Ratio of collection of export taxes to
total exports

This measure along with other available
measures are used to test the
relationship
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Measurement of TFP Growth

There are discrepancies in the
measurement of TFP growth among
countries.

For example, Edwards (1998) and
Bosworth and Collins (1996) find
different results using similar indicators
of trade openness due to discrepancies
In TFP growth estimates
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/Discrepancies in TFP Growth \
estimates

Weerasinghe and Fane (2005) examine this
discrepancies and argue that Bosworth and
Collins (1996) and Weerasinghe (1999)
estimates are better available comparable
estimates of TFPG estimates for a large group
of countries

On that basis, this paper uses TFPG estimates
from Weerasinghe (1999)
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Decomposition of Growth
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Major Sources of Growth

Trade Policy /

Openness




/Methodology

~

Decomposed growth rates are used to
examine the effectiveness through
different channels of growth

Relationship is tested in short-term,
medium-term and long-term growth
regressions




( Regression Model
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v, - Average rate of TFP growth over the period for country 1

OPEN. - Ameasure of trade openness averaged over the period

¥, - Real GDP per capita m the mnitial year

H, - Average years of schooling per person 1n the imtial year

P H™ - maximum values of 17 and H; respectively
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Results- Long Term Growth Regressions

Table 1 - Long term TFP growth regressions: Average annual percentage
agrowth rates
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/Interpretation of Results \

An increase in one SD of TBI would
raise TFP growth by 0.33.An increase In
one SD of TBIl would raise TFP growth by
0.33 percentage points

'his means an increase in hon-scaled
‘Bl by 10 percentage points increases
'FPG by 0.36 percentage points
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Tabla 2 - Medium term TFF arowth regressions. Averags annual percentage

grovwth rates
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/ Table & - Comparison of the impact of openness through different

compmoneants of growth
Cpennsss ¥, (TFPG ) ¥, ' ¥ ¥i10%) Std-dev of
(1} (2] (3] (4] (5] openness (%)

TEI 0.331° 0.149 0.071 0.551 0612 g
(1.83) (0.81] (1.48)
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(3.24] (2.76] (0.8
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(457 (4.02] (-0.33)

Noles.

is denoted as; *¥*¥[%, F*¥5%,

deviaiions.

1 |

[, d-ratios of regression coglficients

are given in parentheses and statistical significance of coeflficients

* 0%

2 The resulis in the first fowr columns are based on openness measured in wunils of standard

The result in the filth column indicates the change in owlpul per worker in response lo a len
perceni increase in each non-scaled openness measure.
4. The fast column indicates the standard deviation of each non-scaled openness measure. These

\ numbers were ased fo scale openness measures o be measwred in unils of std-deviations,
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/Findings \

Relationship between trade openness and TFP
growth is not robust to all alternative indicators of
trade openness due to weaknesses in some
measurements of trade policy openness

The relationship is robust if openness is measured
In terms of Trade Bias Index which is a direct
measure of trade policy openness.

\_ /




4 h

Findings....

Indirect measures of trade policy openness,
namely BMP and the Sachs-Warner index,
have also shown a strong positive
association with productivity improvements

In terms of these indicators, trade
restrictions appear to retard the
accumulation of physical capital and thereby
output growth, but to a lesser extent than
through productivity improvements
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/Findings.... \

The study provides evidence that the major
channel of effectiveness of openness
operates through TFPG

It is also found that the relationship is positive
and significant both in the short and long term.
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Recent Findings in the literature

Rutherford and Tarr (2002) finds that

Reducing uniform 20% tariff to 10 %
Increases the underlying steady-state growth
rate of 2% p.a to 2.6% p.a. over first decade
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Recent Findings in the literature

Alan Winters (2004) surveys the recent
literature on trade liberalization and
growth and finds that

Liberalization generally induces a temporary
(but possibly long-lived) increase in growth.

A major component of this is an increase in
productivity
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