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Is Trade an engine or handmaiden of Growth?  

• Evidence of correlation or indirect effects, see 
Sachs and Warner, Frankel and Romer, 1999, 
Dollar and Kraay, Edwards  

•  Rodriguez and Rodrik, 2000, challenge the 
existing evidence and replicate all regressions, 
especially those of Sachs & Warner….  

• Warner, 2003 and others reply, a consensus of 
sorts emerges, Rodrik outlines this in a series of 
papers: EPZs plus weak RER best of both worlds 

 

http://www.cgdev.org/files/2757_file_cgd_wp034.pdf


Gravity Trade model: Frankel and Romer  

http://books.google.com/books?id=vQSwRPuMoZMC&printsec=frontcover&source=gbs_ge_summary_r&cad=0#v=onepage&q&f=false


Trade & Growth Readings: 
•  Levine and Renelt (1992)  exports affect investment, not 

growth and Sala-i-Martin (1997, I just ran 2 million…) the Sachs 
Warner openness (SWO) index is the most robust correlate of 
growth… after millions of tests and survives Rodriguez and 
Rodrik (2000)   replications, see replies by  Warner (2003)  and 

Wacziarg and welch (2008)  whoe update the SWO index, it still 
works thought not perfectly….   Dollar and Kraay (2004) and 
Estevadeordal and  Taylor, 2008.   address problems identified by  
Rodriguez and Rodrik (2000)    In his growth strategies paper , 
Rodrik admits EPZs and RERs seem to help Chile and China (for 
RERs see the USDA ERS Macro database).  Proximity and size 
provide classic instruments for trade and growth as in Frankel, J. 
A., & Romer, D. (1999). Does trade cause growth?. American 
economic review, 89, 379-399. 
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Absolute beta convergence in the U.S.  

see Barro and Sala-i-Martin, 2004 page 47 Chapter 1 
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Convergenc
e can be 

seen unless 
it is 

conditional 
on 

something
….   

http://www.gdsnet.org/SachsWarner1995BPEA.pdf


Convergence 
across 

countries rare 
conditional on 
something… 

Sachs-Warner 
“openess”   

http://www.gdsnet.org/SachsWarner1995BPEA.pdf


Lack of absolute beta convergence  

see Barro and Sala-i-Martin, 2004 page 45 Chapter 1 
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Absolute beta convergence on OECD  

see Barro and Sala-i-Martin, 2004 page 46 Chapter 1 
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Hybrid model #3 CES production function Solow 
model as ψ →∞ (looks just like Sobelo model)  

see Barro and Sala-i-Martin, 2004 page 69 Chapter 1 
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RMG factories have higher fixed costs 
leading to increasing returns 

• Home production (H is formal education):  

 

 

• Factory production: (F is fixed cost) 

 

 

• Key assumption: b much larger than a so real 
wages higher .  
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Additional MFA quotas ends poverty trap, allows 

factories to pay higher wages than traditional firms  

h

An export quota poverty trap 
Figure 7
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S-shaped Poverty Trap with increasing then 

decreasing returns createstwo steady states, k* low 

and k* high (not growth rate the same at both, a typo?) BSIM Ch 1p, 76  
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Demand side Poverty Trap Figure 5a  
Price, 

costs LRAC curve for Modern Industry

Figure 5a Demand-side poverty traps

Demand curve for closed economy…. 

   MC = AC for traditional cottage industry

P= MC MC t

  MC factories marginal cost lower for modern

industry, has fixed costs too. 

Q
A

Quantity of output per firm

With inelastic demand, modern firms cannot compete (unless they 

outlaw competition-- perhaps with import tariffs or quotas + barriers 

to entry, expensive & hard to get business licenses or import permits)

with monopolistic competition 

Deardorff, Stern & Brown, 1993?



Demand side Poverty Trap Figure 5b  
Price, 

costs LRAC curve for Modern Industry

Figure 5b Demand-side poverty traps

Demand curve for Open economy…. 

   MC = AC for traditional cottage industry

P= MC MC traditional

marginal cost lower for modern   MC factories

industry, has fixed costs too. 

Quantity of output per firm Q
FT

Quantity of output per firm

With more elastic demand in open economy, modern firms can 

compete, but average firm size increases and producitivy grows

reducing employment (perhaps) and making traditional firms 

uncompetive, but costs fall and productivity of those still employed, 

average firm size after free trade is larger, economies of scale cover

fixed and lower LRAC as traditional no fixed cost firms exit.

with monopolistic competition 

Deardorff, Stern & Brown, 1993?



Closed 

economy 

demand side 

poverty Traps: 

evidence from  
Hsieh, Chang-Tai, 

and Peter J. 
Klenow. 2010. 
"Development 
Accounting." 

American 
Economic Journal: 
Macroeconomics, 
2(1): 207-23, page 

221, Figure 9  



Lack of absolute beta convergence  

see Barro and Sala-i-Martin, 2004 page 45 Chapter 1 
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Absolute beta convergence on OECD  

see Barro and Sala-i-Martin, 2004 page 46 Chapter 1 
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