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Roadmap

• Does trade help poor countries grow?

• How does trade affect inequality within countries?

• The economic effect of trade agreements
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1 Trade and growth

Trade is a powerful force of convergence in average income across
countries in the long run

• Channels: diffusion of knowledge and know-how

• Raises efficiency and productivity

• Important when country far beyond technological frontier and
initially closed; less so for already open or frontier economies
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Empirical evidence on effect of trade on growth:

• Challenge: hard to establish causality

• Best evidence: Frankel and Romer (1999)

• Use geographic characteristics as instrument for trade

• “Trade has a quantitatively large and robust positive effect on
income”
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2 Trade and within-country income inequality

Heckscher-Ohlin model

•Most of North-South is between relatively skill-endowed economies
and relatively skill-scare economies

• Developing countries mostly export unskilled-intensive products;
developed countries mostly export skill-intensive products

• Opening to trade analogous to rich countries exporting skilled
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workers & developing countries exporting low-skilled workers

• Trade increases the effective supply of low-skilled workers in the
North, and the supply of high-skilled workers in the South

• Stolper-Samuelson theorem: trade increases return to relatively
abundant factor and lowers return to the other factor

• So skill premium should ↗ in developed countries, ↘ in
developing countries
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If poor and rich countries both have two factors of production, labor
and capital, then trade should cause:

A — A rise in the global rate of return to capital

B — A decline in the rate of return to capital in poor countries

C — A decline in the wage rate in poor countries

D — No effect on wages and rates of returns

- 7 -



Econ 133 - Global Inequality and Growth Gabriel Zucman

Trade and inequality in developing countries

Despite rising trade, inequality has not fallen in developing countries

• Other factors drive wages

• Trade may raise the demand for skills

• Competition between developing countries
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Trade and inequality in developed countries

Autor et al. (2014): large effect of exposure to international trade on
employment and earnings of US workers

• Look at industry shocks to import competition stemming from
China’s spectacular rise as a manufacturing exporter

• Follow individuals who in 1991 worked in manufacturing industries
that experienced high subsequent import growth
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• Results: they earn less, face elevated risk of obtaining public
disability benefits, spend less time working for initial employers

• Earnings losses are larger for individuals with low initial wages, low
initial tenure, and low attachment to the labor force

• Low-wage workers churn primarily among manufacturing sectors,
where they are repeatedly exposed to subsequent trade shocks.

• High-wage workers are better able to move across employers with
small earnings losses & are more likely to move out of manuf.
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Using individual-level, longitudinal data from the U.S. Social
Security Administration, we estimate the impact of exposure to
Chinese import competition on cumulative earnings, employ-
ment, movement across sectors, movement across regions, and
receipt of Social Security benefits over the period 1992 to 2007.
The data permit us to decompose worker employment spells by
firm, industry, and place of residence and examine variation in
trade impacts according to worker and firm characteristics.3 To
account for possible correlation between industry imports and
industry domestic demand or productivity shocks, we instrument
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FIGURE I

China Share of World Manufacturing Exports and China Import Penetration in
U.S. Manufacturing, 1991–2011

The China share of world manufacturing exports is the ratio of China’s
total manufacturing exports to world total manufacturing exports as reported
in World Development Indicators (http://data.worldbank.org/). The China
import penetration ratio is U.S. manufacturing imports from China divided
by U.S. domestic absorption in manufacturing (shipments plus imports minus
exports).

3. Limitations of the SSA data include not recording hours worked, within-
year spells of unemployment, or receipt of government benefits other than through
Social Security.
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9  percent of US manufacturing imports.2 However, owing largely to China’s spec-
tacular economic growth, the situation has changed markedly. In 2000, the low-
income-country share of US imports reached 15 percent and climbed to 28 percent 
by 2007, with China accounting for 89 percent of this growth. The share of total 
US spending on Chinese goods rose from 0.6 percent in 1991 to 4.6 percent in 
2007 (Figure 1), with an inflection point in 2001 when China joined the World 
Trade Organization (WTO).3 Over the same period, the fraction of US working-age 
population employed in manufacturing fell by a third, from 12.6 percent to 8.4 per-
cent (Figure 1).4 Amplifying China’s potential impact on the US labor market are 
sizable current-account imbalances in the two countries. In the 2000s, China’s 
average current-account surplus was 5 percent of GDP, a figure equal to the con-
temporaneous average US current-account deficit. US industries have thus faced a 
major increase in import competition from China without an offsetting increase in 
demand for US exports.

In this paper, we relate changes in labor-market outcomes from 1990 to 2007 
across US local labor markets to changes in exposure to Chinese import compe-
tition. We treat local labor markets as subeconomies subject to differential trade 
shocks according to initial patterns of industry specialization. Commuting zones 
(CZs), which encompass all metropolitan and nonmetropolitan areas in the United 
States, are logical geographic units for defining local labor markets (Tolbert and 
Sizer 1996; Autor and Dorn 2013). They differ in their exposure to import competi-
tion as a result of regional variation in the importance of different  manufacturing 

2 See Table 1. We classify countries as low income using the World Bank definition in 1989, shown in the online 
Data Appendix.

3 In Figure 1, we define import penetration as US imports from China divided by total US expenditure on goods, 
measured as US gross output plus US imports minus US exports.

4 The data series for manufacturing/population in Figure 1 is based on the Current Population Survey for work-
ers aged 16 to 64. While the reduction in manufacturing employment was rapid during the recessions in 1990–1991 
and 2001, there were also declines during the expansions 1992–2000 and particularly 2002–2007. In previous 
expansion phases of the 1970s and 1980s, the manufacturing/population ratio had increased.

0.08

0.1

0.12

0.14
M

anufacturing em
p/pop

0

0.01

0.02

0.03

0.04

0.05
Im

po
rt

 p
en

et
ra

tio
n

1987 1989 1991 1993 1995 1997 1999 2001 2003 2005 2007

Year

China import penetration ratio

Manufacturing employment/population

Figure 1. Import Penetration Ratio for US Imports from China (left scale),  
and Share of US Working-Age Population Employed in Manufacturing (right scale)
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Electoral consequences of rising trade exposure

Autor et al. (2016):

• Congressional districts exposed to larger ↗ in import penetration
removed moderate representatives from office in the 2000s

• Adverse economic conditions → support for nativist politicians

•Michigan, Wisconsin, Penn and N Carolina would have elected
Clinton if growth in Chinese import penetration 50% lower
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3 How trade agreements affect inequality

• For a long time, trade agreements = mostly about reducing tariffs

• Now increasingly about non-tariff barriers; intellectual property;
dispute settlement

• Intellectual property rights provisions and dispute settlement =
main provisions of (now dead) TTIP and TPP agreements

• Economic effects of these types of agreements?
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3.1 Patent regulations

• Large literature on economic effects of IP rights

• Boldrin and Levine (2013): “There is no empirical evidence that
they serve to increase innovation and productivity”

• Very high profitability of US pharmaceuticals

•Main effect of further protection could be to deny life-saving drugs
to poor people
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3.2 Investor-State Dispute Settlement

• ISDS are now part of over 3,000 agreements worldwide

• Can help thwart expropriation and unfair treatment, bypass
corrupt, incompetent or biased national courts

• But also restrict ability of governments to regulate; opaque
functioning; arbitrary and potentially large payment

• Used a lot to deprive developing countries of gov revenue
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2 
 

may have been missed. The figure would be consistent, however, with that in the paper. 
Most of these clauses are between OECD member states, but there is also a growing 
number involving developing countries. Interviews with negotiators indicate at least once 
further instance in which a developing country was asked to include an arbitration clause, 
and had to make other concessions in negotiations in order to avoid it. 

5. Looking into the IBFD results in more detail sheds some light on the proliferation of 
arbitration clauses: 

a) Arbitration clauses are of particular importance to jurisdictions whose treaty networks 
are used as part of tax planning strategies. By far the most arbitration clauses are in 
the treaty networks of the Netherlands and Switzerland, although the presence of 
Liechtenstein and Luxembourg in the top 10 list may also be indicative. (Table 1)  

b) Although Canada and Italy have a number of arbitration clauses in their treaties with 
developing countries, these clauses require the consent of both competent authorities 
to enter arbitration. In contrast, recent treaties signed by the Netherlands and others 
with African countries can all be triggered by one of the competent authorities or by 
the taxpayer, with no consent required from the developing country’s competent 
authority. (Table 2) 

c) OECD/UN type arbitration clauses have been included in all new and renegotiated 
treaties between the Netherlands and African countries, many of which are a part of 
the Dutch renegotiation programme which is supposed to be designed to address 
vulnerability to treaty shopping. 

d) Switzerland has obtained Most Favoured Nation clauses related to arbitration in its 
treaties with Peru and Argentina. This suggests that, for Switzerland at least, 
arbitration clauses are important for its competitive position. 

Table 1: Countries with the most arbitration clauses in tax treaties 

Country No. arbitration 
clauses 

Netherlands 41 
Switzerland 40 
United Kingdom 22 
Canada 21 
Italy 18 
Mexico 15 
Belgium 12 
United States 12 
Liechtenstein 12 
Luxembourg 12 

 

 Source: Martin Hearson and Todd Tucker (2015)
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4 Summary

• Trade is a powerful force of convergence in average income across
countries

• But its distributional consequences within countries are large

• Recent trade talks are mostly about IP and ISDS which are
unlikely to contribute to reducing global inequality

- 19 -



Econ 133 - Global Inequality and Growth Gabriel Zucman

References

Autor, David, David Dorn, Gordon Hanson, and Jae Song “Trade adjustment: worker-level

evidence”, Quarterly Journal of Economics 2014 (web)

Autor, David, David Dorn, Gordon Hanson, and Kaveh Majlesi, “Importing Political Polarization?

The Electoral Consequences of Rising Trade Exposure” working paper 2016 (web)

Boldrin, Michele and David K. Levine “The case against patents”, Journal of Economic Perspectives

2013 (web)

Frankel, Jeffrey A. and David Romer, “Does trade cause growth?’, American Economic Review, 1999

(web)

- 20 -

http://gabriel-zucman.eu/files/teaching/AutorEtal14.pdf
http://gabriel-zucman.eu/files/teaching/AutorEtal16.pdf
http://gabriel-zucman.eu/files/teaching/BoldrinLevine13.pdf
http://gabriel-zucman.eu/files/teaching/FrankelRomer99.pdf

	Trade and growth
	Trade and within-country income inequality
	How trade agreements affect inequality
	Patent regulations
	Investor-State Dispute Settlement

	Summary

