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ONE-MINUTE SUMMARY

M
uch of the public discourse about free 
trade focuses on the supposed dangers it 
poses to the environment, to our health 

and to vulnerable communities around the world. IFT 
has teamed up with Brian Sturgess and Oni Oviri to 
produce this short pamphlet explaining the role of 
open trade in developing economies.

International trade stimulates economic growth in 
developing countries:

•  Poorer countries that open their economies to 
international trade tend to grow faster than richer 
countries.
•  Economic growth rates in excess of rises in 
population naturally lead to rising living standards, 
so trade has a reducing effect on poverty.

Increased openness to trade can improve welfare in 
developing countries:

•  Better health: Studies have found positive links 
between freer trade and improved health outcomes.
•  Better governance: Other studies show that 
increases in import openness cause reductions in 
corruption.

Increased openness to trade can improve 
employment conditions in developing countries:

•  Women working in emerging manufacturing 
industries have testified to the benefits of improved 
working conditions and financial and social 
independence compared to their alternatives in the 
informal and agricultural sectors.

•  Increased trade means exposure to foreign 
investment and a shift towards skilled labour, 
which reduce the incentives for child labour.
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Increased openness to trade can raise productivity 
and wages in developing countries:

•  Opening an economy with a low-productivity, 
low-wage agricultural sector will produce gains in 
value added per worker as urban migration takes 
place.
•  In response to rising wages, China is moving 
towards higher-technology, more capital-intensive 
manufacturing, and foreign capital is moving 
elsewhere.

Protectionist policies of developed countries 
negatively affect their developing trade partners:

•  Tariffs: Preferential tariff regimes are often 
not comprehensive, differentiating between raw 
and processed goods or differentiating between 
neighbouring developing countries. This hinders 
industrialisation, regional integration and entry 
into global supply chains.
•  Non-tariff barriers: Developed countries use 
public health as a pretext to protect domestic 
producers through sanitary and phytosanitary 
(SPS) regulations and GMO restrictions. These 
trade restrictions, as well as large agricultural 
subsidy schemes, disproportionately affect 
developing trade partners. 

Domestic trade barriers in developing countries 
can prevent them from enjoying the benefits of freer 
trade outlined above:

•  Poor infrastructure (eg. transport and 
communications) is one of the most significant 
trade barriers faced by developing countries.
•  Plugging the huge infrastructure funding gap is 
vital in ensuring that open trade policies deliver 
the promised growth for developing countries.
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I
nternational trade improves 
human prosperity and is 
essential for economic 

development. This was one of 
the most important conclusions 
reached by classical economists 
Adam Smith[1] and David 
Ricardo[2] over two centuries 
ago. It has stood the test of time. 
When asked what economic 
principle was non-trivial and 
true, the eminent American 
economist and Nobel Laurate 
Paul Samuelson named Ricardo’s 
Law of Comparative Advantage 
published in 1817. 

�[1]  Smith (1776)

�[2]  Ricardo (1817)

�[3]  The good can be produced at a lower opportunity cost.

Stated simply, the idea of 
comparative advantage is that for 
any two countries producing two 
different goods, using only one 
immobile factor of production 
(originally labour), both countries 
will always gain from trade even if 
one country is more efficient in the 
production of both goods, since 
the other country still has a relative 
advantage in the production of 
one of the goods.[3] Trade allows 
specialisation which raises output 
and economic welfare, allowing 
both countries to consume 
more of both commodities. This 

contrasted sharply with the 
mercantilist position criticised by 
both Smith and Ricardo, which 
suggested that one country’s 
exporting gains were always at the 
expense of another’s importing 
losses. The conclusion of the 
theory of comparative advantage 
is powerful and inescapable 
– restrictions on trade harm 
economic welfare. 

This proposition, based on a simple 
model of trade between two 
nations, is robust even in a world 
comprised of many countries, 

many goods and multiple factors of 
production.[4] The Ricardian theory 
of the gains from international 
trade is an essential tool for 
proponents of freer trade to 
combat protectionism, but it is not 
enough. The textbook principle 
of comparative advantage is 
essentially static, but since we 
live in a dynamic world, what is 
really of interest is the impact of 
international trade on prosperity 
over time or on economic 
growth, and particularly on the 
prospects for poorer countries. 
Does freer international trade 
facilitate or actually cause an 
expansion in economic activity, 
and do restrictions on trade hinder 
development?

Free trade between humans has 
been responsible for the great 
expansion in population, rise in 
living standards and increase 
in human welfare over the 
twelve or more millennia since 
the introduction of agriculture. 
Recognition of this was the 
received wisdom throughout most 
of the nineteenth century. The 
open international trading system 
that ended abruptly in 1914 with 

�[4]  Dornbusch et al (1977)

�[5]  Williamson et al (1993)

the outbreak of the First World War 
had created a remarkable period 
of economic convergence[5] among 
developed and developing nations, 
which only resumed after the end 
of the Second World War in 1945. 

Periods of rising integration 
between economies, the 
interlinking of markets via 
international trade and the 
transfer of technology and human 
capital, are associated with rising 
prosperity for our species. Falling 
trade always occurs in times of 
dark uncertainty and inevitably 
results in stagnant or declining 
living standards and often 
conflict. The most recent historical 
experience of a closed global 
trading system producing a sharp 
contraction in trade and growth 
was during the 1930s, a historical 
anomaly which set back centuries 
of growing world integration. The 
impact of this setback is evident in 
Figure 1, which graphs historical 
data from various sources of 
international trade (defined as the 
sum of the value of world exports 
and imports) as a ratio of global 
GDP from 1500 to 2011. Estimates 
of trade in the late nineteenth 

century show a rise in the ratio 
of trade to GDP of 0.18 in 1870 to 
0.33 by 1917. The ratio fell back 
to 0.1 or 10% of GDP by 1932. 
The 1930s lesson of the dangers 
of trade wars was learnt by the 
economists and politicians who 
built the institutions that would 
bolster economic integration after 
1945. 

A SELF-EVIDENT 

TRUTH? 
What an extraordinary 
episode in the economic 

progress of man that age 
was that came to an end in 
August 1914! ... The inhabitant 
of London could order by 
telephone, sipping his morning 
tea in bed, the various products 
of the whole earth, in such 
quantity as he may see fit, and 
reasonably expect their delivery 
upon his doorstep; he could 
at the same moment and by 
the same means adventure his 
wealth in the natural resources 
and new enterprises of any 
quarter of the world, and share, 
without exertion, or even 
trouble, in their prospective 
fruits and advantages…
- John Maynard Keynes (1919)
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Unfortunately, the painstaking 
progress in opening up trade 
since 1945 is now under threat. 
The mercantilist ideas attacked 
by Smith and Ricardo remain 
alive two centuries later, even in 
the countries that have benefited 
the most from opening up their 
economies. We are hearing 
mercantilist language in the form 
of “America First”; threats of 
“tit-for-tat” retaliatory tariffs over 
commodities like steel; pledges to 
restrict EU market access for the 
UK post-Brexit; and a fixation on 
trade deficits.

The theoretical case for the one-
off gains from freer trade is almost 
self-evident. But the weight of the 
available evidence concerning 
trade openness and higher 
growth in developing countries is 
more nuanced and needs to be 
evaluated more closely. There are 
basically three schools of thought: 

• The first, on the liberal side, 
argues that free trade facilitates 
the process of growth in 
emerging economies, acting as a 
catalyst. 

• The second, also on the liberal 
side, argues that free trade acts 
as an actual engine of economic 
growth.

• In contrast, the third school of 
thought argues that, particularly 
for countries dependent on 
commodity exports, free 
trade can hinder economic 
development. Restrictions 
promoting fairer trade or 
protecting domestic industries 
are therefore needed to achieve 
sustainable and balanced 
economic growth and rising 
living standards. 

Opponents of globalisation 
also argue that unrestricted 
trade impoverishes many of the 
inhabitants of emerging market 
economies through a ‘race to the 
bottom effect’ as production is 

outsourced at a lower cost. This 
promotes inequality by driving 
down wages, leading to the 
exploitation of women and children.

In the following sections we 
consider these arguments and 
weigh the available evidence. 
We find that the case for free 
trade enhancing economic 
welfare by aiding development is 
overwhelming. The first section 
considers the relationship 
between free trade and economic 
welfare in developing economies, 
as measured by GDP growth rates, 
health and institutional quality. 
The next section demonstrates 
that free trade raises productivity 
and wages and does not inevitably 
lead to a race to the bottom in 
labour standards and labour 
market participation. We then 
explore the very real harmful 

effects of protectionism and trade 
restrictions on developing markets 
imposed by the developed world. 
Finally, we show that many of the 
potential gains from trade are not 
realised in emerging economies 
due to deficiencies in their 
domestic infrastructure, which 
restrict their ability to participate 
in global value chains.

THE IDEA OF COMPARATIVE ADVANTAGE 
IS THAT FOR ANY TWO COUNTRIES 
PRODUCING TWO DIFFERENT GOODS, 
USING ONLY ONE IMMOBILE FACTOR 
OF PRODUCTION (ORIGINALLY 
LABOUR), BOTH COUNTRIES WILL 
ALWAYS GAIN FROM TRADE EVEN IF 
ONE COUNTRY IS MORE EFFICIENT IN 
THE PRODUCTION OF BOTH GOODS, 
SINCE THE OTHER COUNTRY STILL 
HAS A RELATIVE ADVANTAGE IN THE 
PRODUCTION OF ONE OF THE GOODS

THE RICARDIAN 
THEORY OF THE 
GAINS FROM 
INTERNATIONAL 
TRADE IS AN 
ESSENTIAL TOOL 
FOR PROPONENTS 
OF FREER TRADE 
TO COMBAT 
PROTECTIONISM, BUT 
IT IS NOT ENOUGH.

Figure 1 Trade as a ratio of GDP 1500 to 2011
Source: Our World in Data, ourworldindata.org/international-trade
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Dynamic models of trade 
and economic development 
suggest that poorer countries 
should grow more rapidly than 
richer countries over time 
the more they are integrated 
into the world economy. The 
experience of countries such 
as Japan, South Korea, Hong 
Kong, Singapore and latterly 
China point to the same 
conclusion: openness allows the 
import of capital and modern 
technologies, resulting in a 
convergence in living standards 
as less developed countries 
catch up. 

A seminal, long-run, cross-country 
study by Jeffrey Sachs and Andrew 
Warner[9] published in 1995 found 
that the observed failures of 
developing economies to converge 
with richer countries were due to 
trade policies: open economies 
converged; restricted economies 
did not. The authors were writing 
at a time of growing progress in 
global economic integration arising 
from the collapse of communism 
in the Soviet Union and China’s 
commitment to join the World 
Trade Organisation (WTO). The aim 
of their work, which covered all 
developing economies with a GDP 
per capita of less than US$5,000 in 
1970, was to document the impact 
of global integration witnessed 
since 1970. They used various 
indicators of cross-country trade 
openness, such as average tariff 
rates and the extent of trade 
covered by non-tariff barriers,[10] as 
measures of a country’s orientation 

�[9]  Sachs and Warner (1995)

�[10]  Specifically, a country was defined to have a closed trade policy if it had a least one of five characteristics: (1) Non-tariff barriers covering 40% 
or more of trade (2) Average tariff rates of 40% or more (3) A black market exchange rate that is depreciated by 20% or more relative to the official 
exchange rate (4) A socialist economic system (5) A state monopoly on major exports.

�[11]  Sachs and Warner (1995) p35

�[12]  Wacziarg and Welch (2008)

with the world economy. In 
particular, the authors examined 
the timing of trade liberalisation 
in a large number of countries to 
assess its impact on subsequent 
economic growth and on future 
economic crises. 

A robust and detailed statistical 
analysis of the country data 
from 1970-89 showed that 
“open economies outperformed 
closed economies on three 
main dimensions of economic 
performance: economic 
growth, avoidance of extreme 
macroeconomic crises and 
structural change.”[11] A later study 
extending the Sachs-Warner 
approach to longer time periods 
and to more countries found 
that countries that liberalised 
their trade policies experienced 
an increase in average annual 
growth rates of about 1.5%, and 
that the average trade to GDP 

ratio expanded by approximately 
5 percentage points.[12] The study 
found support for the contention 
that trade stimulates capital 
accumulation; post-liberalisation 
investment rates rose by between 
1.5 to 2.0 percentage points.

The evidence that open trade is 
associated with higher economic 
growth rates in developing 
economies is very strong, 
implying that increased economic 
integration will aid convergence 
in living standards between 
countries - all other things being 
equal. 

Economic growth
 

�[6]  Kravis (1970)

�[7]  Weinhold and Rauch (1999)

�[8]  Young (1991)

F
or emerging economies, 
development depends on 
internal conditions such 

as education levels, natural 
resources, capital employed, 
productivity and economic 
policies. But an openness to 
external trade also plays a 
significant role. Trade will provide 
static gains to a developing 
country, as predicted by Ricardo, 
by promoting specialisation so as 
to achieve the most efficient use 
of resources and aligning domestic 
prices with world prices. Openness 
to trade should therefore allow 

higher consumption levels in 
developing economies through the 
influence of liberalisation on the 
level of total value-added or GDP. 

There is also a dynamic role for 
international trade in promoting 
economic development. Trade has 
been described by various authors 
as both a ‘handmaiden’ and as 
an ‘engine’ of economic growth 
depending on its role in either: 
helping to promote a competitive 
environment conducive to 
development, pushing up the 
return on investment at different 

levels of capital accumulation; or by 
accelerating technological progress 
as a result of importing ideas which 
increase productivity.[6] One study 
found that higher productivity 
growth in the manufacturing sector 
of less developed economies 
was greater the higher the level 
of specialisation.[7] Export-led 
growth in developing countries 
produces higher output volumes, 
raising productivity through the 
realisation of economies of scale[8] 
as producers serve larger markets 
than would have been available 
domestically. 

...poor countries tend to 
grow faster than richer 

countries as long as the poor 
and rich countries are linked 
together by trade. Poor, closed 
countries have often performed 
significantly less well than the 
richer countries.
- Sachs and Warner (1995)DEVELOPMENT

DYNAMIC MODELS 
OF TRADE AND 
ECONOMIC 
DEVELOPMENT 
SUGGEST THAT 
POORER COUNTRIES 
SHOULD GROW MORE 
RAPIDLY THAN RICHER 
COUNTRIES OVER 
TIME THE MORE THEY 
ARE INTEGRATED 
INTO THE WORLD 
ECONOMY

TRADE AND
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�[13]  Owen and Wu (2002)

Welfare

E
conomic growth rates in 
excess of rises in population 
naturally lead to rising 

living standards, so a link between 
trade and development means 
that trade has a reducing effect 
on poverty. But there is also 
evidence of a number of benefits 
from liberalising trade policy on 
the economic, political and social 
welfare of developing countries 

through the effects of higher living 
standards.  

A positive link has been found 
between freer trade and 
improved health outcomes. A 
seminal study of 139 developed 
and emerging countries from 
1960 to 1995 discovered that in 
general, increased openness to 
trade is associated with lower 

rates of infant mortality and 
higher life expectancies.[13] The 
relationships were strongest in 
developing countries and were 
attributed by the authors to 
transferred knowledge on the 
treatment of diseases, better 
health practices and more 
efficient health care systems - all 
facilitated by more open trade 
arrangements. 

Free Trade Agreements (FTAs) 
are often criticised for raising 
medicine prices and limiting 
access to necessary drugs in 
developing countries, thanks to 
stringent intellectual property 
provisions that developed 
countries – often those with 
big pharmaceutical industries 
- insist on including. But one 
major cross-country study found 
that bilateral FTAs, particularly 
those containing Trade Related 
Aspects of International Property 

�[14]  Venkatamaran and Stevens (2015)

�[15]  Novignon and Atakorah (2016)

�[16]  Krueger (1974)

�[17]  Bonaglia et al (2001)

Rights (TRIPS) provisions, are 
associated with modest positive 
impacts on health outcomes, 
measured in terms of infant 
mortality, life expectancy and 
deaths from non-communicable 
diseases.[14] 

Openness in general is associated 
with sound economic policies 
which themselves are related 
to better health outcomes. 
Another study of openness and 
health in 42 sub-Saharan African 
countries over the period 1995 
to 2013 found a strong positive 
relationship between openness 
and increased heath financing, 
and lower infant and under-
five mortality rates.[15] For more 
information on the relationship 
between trade and health, do read 
IFT publication “The Health Case 
for Free Trade (2018)”.

Not only are the citizens of more 
open economies wealthier and 
healthier, but they enjoy better 
governance. It has long been 
known that import restrictions 
result from political pressure 
and engender cronyism among 
those who benefit at the 
expense of society as a whole. 
Quantitative trade restrictions 
give a monopolistic power to legal 
importers, who often participate in 
illegal, illicit and otherwise corrupt 
activities in order to appropriate 
the economic rents generated by 
their power. 

In contrast, it has been argued 
that globalisation can actually 
improve governance through 
three mechanisms:

• Liberal trade policies reduce 
the number of rent-enhancing 
restrictions sought by producer 
lobby groups. 

• The force of competitive 
pressure from foreign producers 
and the power of international 
investors reduces the return 
from corrupt practices. 

• Countries that build good 
institutions capable of combatting 
corruption face lower production 
and transaction costs, and are 
more able to compete successfully 
in international markets. 

The literature on trade corruption 
and rent-seeking is large and 
growing,[16] covering many country 
analyses and case studies. A major 
OECD study covering a large 
sample of countries over a 20-year 
period strongly supports the fact 
that increases in import openness 
cause reductions in corruption.[17] 
The strength of the effect was very 
strong; the study found that, after 
controlling for other cross-country 
differences, openness’ influence 
on corruption was close to one 
third of that exercised by the level 
of development.

...increased trade is 
associated with improved 

health outcomes, in terms of 
increased life expectancies and 
lower infant mortality... these 
benefits are enjoyed primarily 
by poorer countries…we show 
that trade may actually decrease 
international health disparities 
since the gains are primarily 
enjoyed by poorer countries.
- Owen and Wu (2002)
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Employment

�[18]  Kabeer (2004)

�[19]  ILO (2017)

�[20]  A 1996 article in Life magazine showed a child stitching a football displaying the company’s logo. See Baker (2016).

�[21]  Children under the age of 15 were reported to be living and working on cocoa farms connected to the company in the Ivory Coast. See Sandler 
Clarke (2015).

C
ritics of globalisation 
argue that unrestricted 
trade causes capital 

flows to developing economies in 
response to relatively lower labour 
costs, resulting in the employment 
of children and women in 
‘sweatshop’ conditions. 

However, studies of female 
employment in emerging markets 
have found that engagement 
with the global economy not only 
provides income and conditions 
better than those offered in 
the informal sector, but also 
opportunities for empowerment. 
Paradoxically, attempts to enforce 
labour standards with ‘social 
clauses’ can lead to a reduction in 
the choices available for women 
to work with dignity. This clash 
between the perceptions of 
female work in poor countries as 
published in much of the western 
media, and the attitudes of the 
actual workers, was explored 
by Naila Kabeer in an in-depth 
study of the textile industry in 
Bangladesh.[18]

The exploitation of child labour 
is repugnant on moral, health 
and educational grounds, but 
it also reinforces poverty by 
driving down the wages of older, 
unskilled workers in the labour 
force. New research estimates that 
globally 152 million children aged 
between 5 and 17 are enmeshed 
in systems of child labour.[19] The 
publicity surrounding high-profile 

cases of abuse by international 
companies such as Nike[20] and 
Nestlé[21] has led to an unfortunate 
association between globalisation, 
multinationals with foreign 
manufacturing operations, and 
‘sweatshop’ labour. But the race 

TRADE AND
LABOUR
MARKETS

These findings do not 
square easily with the 

one-dimensional portraits of 
export-orientated factories as 
“showcases of horror for the 
labor abuses sanctioned by 
the global free trade economy” 
promoted by many in the anti-
sweat shop campaign.
- Kabeer (2004)

STUDIES OF FEMALE 
EMPLOYMENT IN 
EMERGING MARKETS 
HAVE FOUND THAT 
ENGAGEMENT 
WITH THE GLOBAL 
ECONOMY NOT 
ONLY PROVIDES 
INCOME AND 
CONDITIONS 
BETTER THAN 
THOSE OFFERED 
IN THE INFORMAL 
SECTOR, BUT ALSO 
OPPORTUNITIES FOR 
EMPOWERMENT. 
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to the bottom hypothesis is 
naïve. A recent ILO study shows 
that only 11.9% of child workers 
are employed in industry, the 
economic sector most affected by 
globalisation. The vast majority are 
employed in agriculture, 70.9%, or 
services, 17.2%. 

There are also a number of 
economic arguments as to why 
more open economies have lower 
incentives than closed ones to 
maintain the institutional and 
cultural structures that encourage 

�[22]  Aggarwal (1995)

�[23]  Cigno (2002)

�[24]  Neumayer and de Soysa (2005)

child labour; for instance, 
moving towards skilled labour 
and capital makes an economy 
less dependent on the supply 
of domestic unskilled labour. In 
countries where child labour is 
banned but weakly enforced, 
violations of standards have been 
found to be more common in the 
non-tradeable and less export-
focused sectors.[22] 

The empirical research on trade 
openness and child labour is 
sparse,[23] but one detailed cross-

country statistical study into the 
relationship between trade and 
child labour in the age-group 
10 to 14 found that a greater 
penetration of Foreign Direct 
Investment (FDI) was associated 
with a lower incidence of child 
labour. This study, covering 125 
countries, also found that child 
labour was lower the more open 
an economy was to trade, as 
measured by the sum of imports 
and exports divided by GDP, 
rather than other qualitative 
measures of openness.[24] 

Wages and productivity

�[25]  This is the main finding of the Heckscher-Ohlin theory as published in Ohlin (1933). 

�[26]  Leamer (1995)

�[27]  See: http://www.icelandnaturally.com/article/businesses-relocating-iceland-abundant-cheap-green-energy

T
rade theory predicts 
that countries with open 
economies will specialise 

in the production of commodities 
in which they have a comparative 
advantage. This means that in 
general,[25] although this has 
been challenged in some special 
circumstances,[26] countries will 
export commodities produced 

intensively by inputs in which 
the country has a relative 
abundance, and import goods 
using factors of production that 
are relatively scarce. Apart from 
the special cases of primary 
commodity producers, the factor 
of production in abundant supply 
in many developing countries 
is unskilled labour - male and 
female. 

Manufacturing companies seeking 
lower labour costs will migrate to 
countries which are competitive 
in that factor, which then reduces 
the prices their products sell at, 
benefiting consumers. But this 
process, in an integrated world 
with free movement of capital, is 
not restricted to relative labour 
costs but applies to any factor of 

production where efficiency gains 
are possible through cross-country 
investment. In fact, labour might 
not be the most important factor 
in determining how to maximise 
production efficiency; as average 
wages in developing countries 
rise, labour-motivated migration 
will decrease. For instance, 
companies have been relocating to 
Iceland in recent years, including 

those mining crypto-currencies, 
as a result of the country’s 
relatively cheap and sustainable 
electricity.[27] 

Opening a typical developing 
economy to trade inevitably has 
consequences for employment, 
productivity and wages. It 
typically results in increased 

FDI by multinational companies 
seeking more cost-efficient 
production, as well as increased 
capital expenditure by domestic 
enterprises exploiting export 
opportunities based on a 
comparative advantage in labour 
costs. In theory, integration 
into the world economy is 
beneficial because it leads to 
a rise in employment levels in 

MANUFACTURING 
COMPANIES SEEKING 
LOWER LABOUR COSTS 
WILL MIGRATE TO 
COUNTRIES WHICH 
ARE COMPETITIVE 
IN THAT FACTOR, 
WHICH THEN REDUCES 
THE PRICES THEIR 
PRODUCTS SELL 
AT, BENEFITING 
CONSUMERS. 

AGRICULTURE

70.9%
INDUSTRY

11.9%
SERVICES

17.2%
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experienced by women who 
moved away from patriarchal 
agrarian societies to a more 
independent lifestyle.   

Opening an economy with a 
low-productivity, low-wage 
agricultural sector will produce 
gains in value added per worker 
as urban migration takes place, 
but this is not the end of the story. 
As the case of China and other 
developing economies shows, the 
move from agriculture to urban-
based manufacturing and services 
sectors results in labour drying 
up and wages rising. Average 
minimum wages across China 
have nearly tripled in less than a 
decade from Yuan 840 (US$121) 
per month in 2008 to Yuan 2,420 
(US$384) in 2018 (Figure 3). 
Average wages in manufacturing, 
including skilled workers, have 
now risen above the levels in 
Mexico as productivity has 

�[31]  Pan (2016)

�[32]  A group of ten development institutions including the OECD and the WTO.

�[33]  OECD (2012)

�[34]  Lomas (2017)

increased in Chinese factories.[31] 
This is a general development 
trend resulting from international 
trade and is not confined to 
China. As trade-fuelled growth 
continues, developing economies 
reach a tipping point where 
surplus labour dries up. As 
rural wages begin to converge 
with urban labour, shortages 

appear and urban employers 
must offer higher wages to lure 
workers from the countryside. 
A report by the International 
Collaborative Initiative on Trade 
and Employment (ICTE)[32] 
surveyed 14 major studies carried 
out since 2000: all concluded that 
trade plays an essential role in 
raising income through its impact 
on productivity. In Chile, a country 
which has raised itself to OECD 
status, workers in the most open 
sectors earned on average 25% 
more than those in more closed 
sectors.[33]

Moreover, the economic history 
of the last decades shows this 
process is continual. Already, 
in response to rising wages, 
China is moving towards higher-
technology, more capital-intensive 
manufacturing. On the other 
hand, foreign capital is migrating 
to a number of countries offering 
lower labour costs, including 
Malaysia, India, Indonesia, 
Thailand and Vietnam.[34]

the industries exposed to trade, 
whether directly as exporters or 
indirectly as suppliers. The rise in 
employment aids the development 
process because it incentivises 
an underemployed rural labour 
force to migrate into the urban 
manufacturing sector, raising 
productivity, average wages and 
the labour participation rate. 

The operation of this dual-
sector model of economic 
development is stimulated by 
exposure to trade.[28] Export-driven 
development and the movement 
of labour from agriculture to 
manufacturing transformed the 
economies of Japan and Korea in 
the 1950s and 60s, and is doing 
so now in countries such as 
Vietnam, India and China. In China, 
according to official figures, the 
rate of urbanisation rose from 

�[28]  Lewis (1954)

�[29]  See Lu and Xia (2016) 

�[30]  Gaddis and Pieters (2012) 

20.9% of the total population 
in 1982, before the reforms 
that opened up the economy to 
international trade, to 56.2% by 
2012. Around 236 million people 
are rural migrants.[29] Chinese 
data shows that 45% of domestic 
migrants were relatively young, 
aged between 16-25 years, and 

that two-thirds were male. But 
development has also increased 
the rate of female employment 
in China and in many other 
countries. 

Evidence from Brazil, formerly 
a heavily protectionist country, 
shows that the trade liberalisation 
measures taken between 1987 
and 1994, involving tariff cuts and 
the lifting of non-tariff barriers, 
had a strong impact on female 
participation in the labour market. 
Average nominal tariffs were 
lowered over that period from 
54.9% to 10.2% and the female 
participation rate in the labour 
force rose from 46% to 53% 
(Figure 2).[30] 

And it is not just the rate of female 
employment that increases with 
the movement of labour from 
agriculture to manufacturing. 
Kabeer’s 2004 study of the 
Bangladesh textile industry 
highlights the improvement in 
working conditions in factories 
compared to agricultural labour, 
and the increased empowerment 

Figure 3 China minimum wages 2008-2018
Source: Trading Economics
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Figure 2 Labour market 
participation in Brazil 1950-2007
Source: IBGE, Estatísticas do Século XX
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I
t is clear that developing 
countries that open their 
economies to trade will 

benefit from integration with the 
world while closed economies 
will forgo growth opportunities. 
A vast quantity of evidence has 
shown clearly that emerging 

�[35]  WTO (2011)

�[36]  In 1971, the General Agreement on Trade and Tariffs (GATT), the predecessor of the WTO, enacted two waivers to the MFN that permitted tariff 
preferences to be granted to developing country goods. In 1979, the GATT established a permanent exemption to the MFN obligation by way of the 
Enabling Clause, which allowed contracting parties to establish systems of trade preferences for other countries, with the caveat that these systems 
had to be “generalized, non-discriminatory and non-reciprocal” with respect to the countries they benefited. 

economies that impose tariffs 
do not simply protect so-called 
infant industries, but grow 
more slowly than economies 
that liberalise. They also suffer 
lower living standards, poorer 
health and higher levels of 
corruption imposing additional 

costs on their citizens. However, 
domestic trade policies are not 
the only barriers to developing 
countries enjoying the benefits 
of freer trade; the policies of 
their developed trading partners 
can also stifle the potential gains 
from trade. 

Tariffs

M
any restrictions still exist 
despite the free trade 
rhetoric of major trading 

blocs such as the United States and 
the 28 countries comprising the 
European Union. It has long been 

widely recognised that in order to 
promote development and remedy 
global economic imbalances, 
poorer nations require preferential 
access to developed markets. 
The WTO permits its members to 

set[35] preferential, non-reciprocal 
trade arrangements with 
developing economies through the 
Generalised System of Preferences 
(GSP), which exempt them from the 
WTO’s Most Favoured Nation (MFN) 
rule. In other words, a developed 
WTO member can lower tariffs 
vis-à-vis developing nations without 
having to reduce them for richer 
nations.[36] 

These GSPs now cover the 
vast majority of countries in 
the developing world, but they 
are far from comprehensive in 
the products they cover. Many 
products with export potential for 
countries with abundant labour 
but without natural resources 
have been excluded from these 
preferential arrangements in order 
to protect domestic producers of 

labour-intensive, low-technology 
manufactured goods such as 
textiles, leather goods, glass and 
ceramics. 

In addition to the GSP (Figure 
4), EU trade with the developing 
world is also covered by the EU’s 
European Partnership Agreements 
(EPAs): a set of (unfinished) 
reciprocal trade agreements 
with the Africa Caribbean Pacific 
(ACP) group of countries, broadly 
negotiated along regional lines. 
These offer DFQF access to the 
EU market for signatory countries 
in return for around 80% tariff 
liberalisation on the part of the 
developing trading partners. 
Criticisms of this patchwork of 
reciprocal and non-reciprocal 
preferences include:

The LDC/non-LDC distinction 
between EBA and standard GSP 

market access is somewhat 
arbitrary. Graduating from LDC 
status necessitates a sharp loss of 
unilateral preferences.
Non-LDC developing countries, 
eg. Kenya, have felt compelled to 
sign EPAs in order to gain DFQF 
access to the EU market, which the 
GSP does not offer, despite not 
being happy with many of the EPA 
provisions.

Varying tariff preferences on 
both the EU and developing 
partner side across these different 
arrangements undermine regional 
integration by hindering customs 
integration and the development 
of regional supply chains. 
There is a certain conditionality 
in the EU’s offer of EPA and 
GSP+ preferences, which can be 
removed if the EU deems certain 
governance criteria in its trading 
partners have not been met.

Other tariff anomalies across the 
world positively transfer wealth 
away from some developing 
countries. For example, raw 
commodities such as coffee and 
cocoa tend not to face tariffs, but 
processed commodities such as 
roasted coffee and chocolate do. 
Japan applies a bound rate of 0% 
for un-processed cocoa beans, but 
charges a 10% tax for cocoa paste 
wholly or partly defatted, and 
a 29.8% duty on cocoa powder 
containing added sugar. India 
charges a 35% duty on cocoa 
beans, roasted or not. Differential 
tariffs on processed goods inhibit 
the export earnings of developing 
countries which are reliant on 
the volatile price of the raw 
commodities, but it also denies 
producers the benefits of moving 
up the supply chain, to extract a 
higher proportion of total valued 
added. 

PROTECTIONISM 
THE COSTS OF

Figure 4 The EU’s tiered GSP scheme
Source: European Commission Trade Helpdesk
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Non-tariff barriers

�[37]  UNCTAD (2012)

�[38]  European Parliament (2018)

�[39]  https://www.wto.org/english/res_e/publications_e/wtr12_dataset_e.htm

�[40]  Cato and dos Santos (1998)

E
ven more damaging to 
developing economies than 
tariffs is the large number 

of non-tariff barriers they face 
exporting to the industrialised 
world.[37] For instance, exports 
of agricultural products from 
developing countries have to 
compete against the highly 
subsidised agriculture of the 
developed world. A European 
Parliament impact study on 
the effect of the reformed 
Common Agricultural Policy on 
developing countries[38] finds that 
the reintroduction of coupled 
payments under the Voluntary 
Coupled Support scheme “is of 
concern” as it displaces production 
from third countries. It notes 
that animal products and sugar 
still enjoy very high levels of 
protection, providing direct 
production incentives in those 
sectors. 

Other significant trade barriers 
for developing countries include 
technical measures, such as 
sanitary or environmental 
protection measures. The WTO 
agreement of 1995 on Sanitary 
and Phytosanitary (SPS) measures 
reaffirmed that no WTO Member 
should be prevented from 
adopting or enforcing measures 
necessary to protect human, 
animal or plant life or health. 
Although the protection of 
public health is vitally important, 
the SPS regulations have been 
used frequently to restrict trade 
between countries in agricultural 
and food products, with no 
scientific public health justification. 
The number of complaints lodged 
at the WTO on the protectionist 
misuse of SPS measures has 
increased dramatically over the 
last 20 years,[39] as tariffs have 
gradually been falling. 

SPS regulations affect trade in 
three ways: 
By prohibitively raising production 
and marketing costs for existing 
producers (or banning their 
products altogether) 
By raising entry barriers for 
potential suppliers 
By discriminating and therefore 
diverting trade between countries 

Developing economies suffer 
more acutely from these effects 
since they have fewer resources 
to alter production practices 
speedily; reduced capacity to 
lodge formal WTO complaints; and 
their economies tend to rely more 
heavily on exports of affected 
products.

An early example of this was 
the EU’s temporary ban on the 
import of frozen shrimps from 
Bangladesh in 1997, following 
concerns about poor hygiene 
standards in the processing 
industry and the efficiency of 
government inspectors. The 
measure was estimated to 
have cost Bangladeshi shrimp 
producers US$14.6 million in 
lost revenue.[40] More recently, 
developed countries have used 
more convoluted restrictions on 
things like pesticides as a way to 
protect domestic producers; EU 
fruit and vegetable producers 
tend to rely on pesticides less than 
producers in more humid climates, 
and have more advanced agri-tech 
to combat crop yield issues. 

PESTICIDE PROTECTIONISM:  
Kenyan beans 
and peas

• Horticulture exports constitute 
about 30% of Kenya’s 
agricultural GDP.

• The EU is by far Kenya’s largest 
export market for horticultural 
products, taking 45% of exports. 
Kenya is the second largest 
exporter of beans and peas to 
the EU.

• 2009: EU reduces its 
maximum residue level (MRL) 
of dimethoate (a chemical 
in pesticides) to below 
international recommended 

�[41]  From 1.0mg/kg, as recommended in the Codex Alimentarius, to 0.02 mg/kg – an effective ban.

�[42]  KEPHIS (2016)

standards[41] for fresh beans and 
peas.

• January 2013: Kenyan produce 
is listed for increased EU safety 
checks. 

• 2013-2015: Kenyan bean and 
pea exports to the EU fall by 
US$56 million as produce is 
consistently rejected after 
testing in the EU market.[42]  

• Kenya loses EU market share in 
beans and peas to Morocco and 
Guatemala.

Another problem faced by the 
developing world’s agriculture 
sector is the EU’s policy on the 

use of genetically modified 
organisms (GMOs) in foodstuffs. 
In 1998, the EU imposed a 
moratorium on the import 
and cultivation of all new GMO 
food and animal feed products, 
pending strict legislation 
passed in 2003. Thereafter, 
each was evaluated on a case-
by-case basis by the European 
Food Safety Authority (EFSA) 
before recommendation to the 
European Commission. In 2006, 
the WTO declared the initial 
moratorium to have been illegal, 
but the subsequent authorisation 
process has been slow and 
individual member states can 
still invoke ‘safeguard clauses’ to 
ban individual varieties of GMO 

EXPORTS OF 
AGRICULTURAL PRODUCTS 

FROM DEVELOPING 
COUNTRIES HAVE TO 

COMPETE AGAINST THE 
HIGHLY SUBSIDISED 

AGRICULTURE OF THE 
DEVELOPED WORLD.
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THE ECONOMIC EFFECTS OF RESTRICTING 
TRADE IN GMOS ARE EXTENSIVE. THE MOST 
RECENT DATA SHOW THAT IN 2016 MORE 
THAN 18 MILLION FARMERS IN 26 COUNTRIES 
– INCLUDING 19 DEVELOPING COUNTRIES – 
PLANTED OVER 185 MILLION HECTARES OF 
GMO CROPS.

products.[43]  These restrictions 
have been imposed despite the 
advice of all but a minority of the 
scientific community. As well as 
raising the price of food in the 
developed world, they reduce 
the economic incentives to adopt 
new bio-technology in developing 
countries, which would raise crop 
yields, productivity and rural 
incomes while generating exports. 

The economic effects of restricting 
trade in GMOs are extensive. The 
most recent data show that in 
2016 more than 18 million farmers 
in 26 countries – including 19 
developing countries – planted 
over 185 million hectares of GMO 
crops.[44] Trade is affected between 
major GMO producers such 
as the US, Brazil and potential 
consumers in the EU. Among more 
vulnerable economies, however, 
the restrictions actually prevent an 
industry from developing which is 
sorely needed, especially in sub-
Saharan Africa where agricultural 
productivity lags behind the 
most. It has been estimated by 
the Information Technology and 
Innovation Foundation (ITIF) that 
the current restrictive climate for 
agricultural biotech innovations 
could cost low- and lower-middle-
income nations up to US$1.5 
trillion in lost economic benefits 
up to 2050.[45]

We have seen the damage that can 
be done to developing economies 
when their developed trading 
partners use labour standards and 
health standards as a fig leaf for 
protectionism. The same is true of 
environmental standards, as the 
example of palm oil shows.

�[43]  Through Regulation (EC) 1829/2003

�[44]  See: https://gmo.geneticliteracyproject.org/FAQ/where-are-gmos-grown-and-banned/

�[45]  Giddings et al (2016)

ENVIRONMENTAL PROTECTION:  
Malaysian and 
Indonesian palm oil

Indonesia is the world’s largest 
palm oil producer, with Malaysia 
second. Together they account for 
nearly 90% of global output.

• The palm oil sector employs 
an estimated 6 million people 
worldwide and generates more 
jobs per hectare and more 
income for smallholders than 
other farming operations.[46]

• About 80% of current world 
palm oil production is consumed 

�[46]  World Bank (2011)

�[47]  Ibid

�[48]  European Parliament (2017)

�[49]  Baron et al (2017)

�[50]  UN FAO (2015)

in the form of food. The 
World Bank estimates that an 
additional 28 million tonnes of 
vegetable oils will have to be 
produced annually by 2020.[47]

• A large proportion of EU palm 
oil imports are used to make 
biofuels. The EU accounts for 
15% of global palm oil use.

• The EU’s Renewable Energy 
Directive (RED) is currently 
being revised. The draft 
includes a ban on the use of 
palm oil in motor fuels from 
2021. Other oilseed crops 
would not be affected. 

• A March 2017 report by the 
European Parliament[48] led to 
incorrect figures being cited in 
the media, including the claim 
that palm oil is responsible for 
40% of global deforestation. 
The actual figure is more like 
2.3%.[49]

• Malaysia has a growing forest 
area according to official UN 
data,[50] and is one of the world’s 
leading preservers of rainforest.

• If the RED is passed with this 
provision, Indonesia and 
Malaysia plan to take the case to 
the WTO.
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E
liminating tariff and non-
tariff barriers to trade 
have been an important 

focus for development policies 
and research for many years; as 
we have shown above, the effort 
has been justified. But external 
barriers to trade are not the 
only factors hindering poorer 
countries from integrating more 
fully into the world economy. 
In recent decades, bodies such 
as the World Bank and other 
development institutions have 
been increasingly concerned with 
domestic trade barriers and their 
role in reducing the ability of 
developing countries to engage 
in international trade. 

Development is held back 
by poor infrastructure, but 
additional investment in 
improving its quality not only 
stimulates domestic economic 
activity, it also has an impact on 
international trade. Trade can 
be facilitated by improving both 
hard infrastructure (telephones, 
information and communications 
technology infrastructure, ports, 
roads and rail links, bridges and 
airports) and soft infrastructure 
(border and transport efficiency, 
and the business and regulatory 

�[51]  Harrigan and Venables (2004)

environment). 
Hard and soft 
infrastructure quality 
determines how 
easy it is to search 
for international 
suppliers or 
customers, to enter 
into contracts and 
to ship the goods 
from the domestic 
producer to the 
foreign customer.

Poor infrastructure 
means higher 
logistics costs, which 
reduce the benefits 
from trade since the 
delivered costs of 
imports are higher 
and exports are 
less competitive. 
These costs can be defined 
in terms of money, time, 
uncertainty and opportunity 
cost. Time is particularly 
important for industries that 
have adopted just-in-time 
business practices within an 
international supply network, 
since delays in delivery of 
intermediate inputs have a 
high impact on the importing 
firms’ total costs.[51] Similarly, 

the more uncertain delivery is, 
the more costly the exercise 
to insure inventory as buffer 
stock to remedy fluctuations in 
delivery lead time. Finally, lack 
of access to a good transport 
or telecommunication service 
creates varying opportunities 
between those connected and 
those not connected. In sub-
Saharan Africa, for instance, 
transport costs for landlocked 

countries are 50% higher than 
those of coastal countries, 
and their trade volumes 60% 
lower. This goes a long way to 
explaining the famously low 
levels of intra-African trade.[52] 

Early research into the 
relationship between trade and 
infrastructure found a positive 
and significant impact of the 
quality of infrastructure on 
trade.[53] One study estimated 
that if a country like Peru or 
Turkey improved sea port 
efficiency to a level similar to 

�[52]  In 2017, intra-African trade accounted for only around 15% of continental trade.

�[53]  Limão and Venables (2001)

�[54]  Clark et al (2004)

�[55]  Chang et al (2009)

that of Iceland or Australia, it 
would be able to increase trade 
by roughly 25%.[54] This finding 
has been replicated in country 
after country, and the implication 
is that liberal trade policies 

alone are not enough to ensure 
economic growth – they must be 
accompanied by complementary 
measures such as infrastructure 
investment in order to have a 
significant impact. 

Trade liberalisation will be 
far less effective if domestic 

conditions do not allow 
opportunities to be exploited, 
which may even undermine the 
public and political support for 
these open policies. One study 
demonstrated that the quality 
of infrastructure (proxied by the 
number of telephone landlines 
per capita)[55] has an important 
impact on the relative success 
of trade reforms on economic 
growth. The authors found 
that in the case of countries 
with a very poor quality of 
infrastructure, increases in trade 
openness could even lead to 
negative growth, while at the top 
of the sample trade openness 
produced positive GDP growth.

The conclusion is inescapable: 
partners in the developed 
world need to facilitate trade 
by helping developing countries 
improve their infrastructure. This 
will promote development and 
trade-fuelled economic growth 
which will benefit all parties. The 
African Development Bank has 

TRADE
FACILITATING

DEVELOPMENT IS 
HELD BACK BY POOR 
INFRASTRUCTURE, 
BUT ADDITIONAL 
INVESTMENT IN 
IMPROVING ITS 
QUALITY NOT 
ONLY STIMULATES 
DOMESTIC 
ECONOMIC 
ACTIVITY, IT ALSO 
HAS AN IMPACT ON 
INTERNATIONAL 
TRADE. 
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estimated that the continent 
faces an infrastructure funding 
gap of US$130 to US$170 billion 
a year,[56] and at the start of 2018 
it launched a major initiative 
to mobilise resources to help 
meet this gap. Last year the 
African Export-Import Bank 
(Afrexim) and China’s Export-
Import Bank (Eximbank) began 
a five-year project to finance 
the development of industrial 
parks and special economic 
zones in order to combat Africa’s 
infrastructure deficit. 

The importance of improving 
infrastructure, both hard and 
soft, is recognised by a number 

�[56]  Iroegbu-Chikezie (2018)

�[57]  An initiative of the UK Department for International Development, TMEA is currently funded by the governments of Belgium, Canada, Denmark, 
Finland, the Netherlands, Norway, the UK and the US.

�[58]  The EAC comprises Kenya, Uganda, Rwanda, Tanzania. South Sudan and Burundi.

of more localised institutions 
across the developing world. 
Trade Mark East Africa (TMEA), 
an NGO funded by a range of 
state development agencies 
from various developed 
countries,[57] has the specific aim 
of growing prosperity within the 
East African Community (EAC)[58] 
through trade. TMEA has been 
involved in a number of hard 
and soft infrastructure projects 
of various sizes. The largest 
recently was a US$20 million 
dollar project to expand the Port 
Reitz Road in Mombasa, Kenya, 
by 6.4 km to support access 
to the Kipevu West container 
terminal at the port. 

I
nfrastructure problem: Poor access for 
Kenyan farmers to quality agricultural 
information to link to markets. Many access 

information through a web of social networks, 
which is limited and does not have a positive 
impact on farm productivity.

Solution
Taking advantage of the rapid expansion of 
mobile phones, TradeMark East Africa (TMEA) 
facilitated the development of iShamba, a 
Kenya-based mobile phone subscription for 
farmers, through an investment of US$347,000. 

iShamba (Swahili for “iFarm”) provides quality 
information on farm inputs, best practices, 
weather and prices to subscribed farmers. It 
works through a platform that digitally manages 
agricultural information and disseminates it 

through an SMS distribution and call centre 
facility. Its advice is tailored to the crops and 
livestock of each farmer, their location in Kenya, 
and their region’s crop cycle. The platform 
delivers real-time information allowing farmers 
to make informed decisions on farm inputs, 
crops to plant, pricing and bargaining.

Results
• At least 100,000 farmers subscribed, 

participation increased 50% since its 
inception

• Farmers increase farm gate prices of 
maize and potatoes by 5%

• Potato farmers subscribed to iShamba 
record 50% greater yield compared to 
those not subscribed

• Won two awards at the Mobile 
Innovation Awards.

TradeMark East Africa – Ishamba Project

PARTNERS IN THE 
DEVELOPED WORLD 
NEED TO FACILITATE 
TRADE BY HELPING 
DEVELOPING 
COUNTRIES 
IMPROVE THEIR 
INFRASTRUCTURE. 
THIS WILL PROMOTE 
DEVELOPMENT AND 
TRADE-FUELLED 
ECONOMIC GROWTH 
WHICH WILL BENEFIT 
ALL PARTIES. 
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T
he evidence that 
international trade 
aids the economic 

development of poorer countries 
is strong. We have shown how 
freer trade boosts economic 
welfare in developing economies, 
as measured by GDP growth 
rates, health and institutional 
quality. We also demonstrated 
how open trade raises productivity 
and wages, rather than leading 
to a race to the bottom in labour 
standards and labour market 
participation. But despite all this, 
free trade is under threat. The US 
has imposed tariffs on steel and 
China has retaliated by raising 
duties on certain US products; 

�[59]  https://ustr.gov/about-us/policy-offices/press-office/fact-sheets/2018/march/title

the signal that export-led growth 
based on lower labour costs is 
not considered ‘fair’ by many in 
the developed world is a bad 
precedent. In a lesser-reported 
move, the US has announced 

that Rwanda’s preferential 
access to the US market will be 
suspended because it has failed 
to row back on its commitment 
to eliminate second-hand clothes 
imports.[59]

Beyond – and even more 
damaging than - tariffs, the EU 
uses environmental protection 
as a pretext for its planned ban 
on palm oil imports, and public 
health protection as a pretext 
for its SPS measures that restrict 
the import of GMO products. 
These and other trade-distorting 
practices like artificially low 
MRLs and agricultural subsidies 
disproportionately affect 
developing countries. The impact 
of these distortions goes far 
beyond lost export opportunities, 
since they suppress technological 
innovation, investment and 
industrial development in the 
developing world. As a result, 
poorer countries find it more 
difficult to move beyond the 
primary commodity export 
model, add more value to 
their exports and enter global 
value chains. The conclusion is 
clear: protectionism promotes 
poverty, whatever its short-term 
rationale.
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