
 

 

cluding the poster session presentations, 
to maximise the opportunities for  feed-
back. This stimulated an even more 
intensive exchange of ideas and opin-
ions. I report on some selected papers, 
one from each of the six sessions, to 
give a flavour of the vibrancy of re-
search being pursued across the globe 
by these young academics. 

In the session ‘Globalisation and Tech-
nological Transfer in India and China’ 
Veerle Slootmaekers from the Catho-
lic University of Leuven presented the 
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Conference Report:  GEP fifth Post-
Graduate Conference 

In April GEP hosted its fifth Post-Graduate Conference.  It attracted 
young post-graduate students from Europe, America, Asia and Aus-
tralia.  In this Conference report the organiser Sara Maioli com-
ments on the themes of the papers presented and their main findings.  
Sara is a Research Fellow at GEP. 

T his year the Annual GEP Post-
Graduate Conference, which is 

open to PhD students addressing top-
ics related to globalisation, reached its 
fifth edition (and the fourth open to 
PhD students outside Nottingham). 
Over time the event has grown stead-
ily in number of applications and this 
year we decided to extend it to a sec-
ond half day in order to accommodate 
as many presentations as possible (but 
still, the selection was quite tough). 
With a total of 27 delegates, we had 
20 universities representing four con-
tinents! The 
quality of the 
papers was 
also very 
impressive, 
reflecting the 
growing in-
terest in 
globalisation 
topics and 
the intensity 
of research. 
This year all 
the partici-
pants were 
given a dis-
cussant, in-
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paper ‘FDI Spillovers, Firm Heterogeneity and Degree of 
Ownership: Evidence From Chinese Manufacturing’ (joint 
with F. Abraham and J. Konings). She recalled how the em-
pirical literature on productivity spillovers in transition 
economies finds no evidence of positive spillovers on domes-
tic firms from foreign investors, or it even finds negative 
spillovers. Her paper thus studies the direct and indirect ef-
fects of foreign direct investment in 
the Chinese manufacturing industry, 
using firm-level panel data, taking 
into account the degree of foreign 
ownership. It is the first paper that 
analyses FDI spillovers in China 
using micro data. She finds that the 
degree of ownership matters for 
spillovers: foreign multinationals 
that own a majority stake in the af-
filiate reduce the risk of undesired 
knowledge spillovers to a minimum 
compared to foreign firms that hold 
only a minority stake. Hence, when 
multinationals can deploy their most 
advanced production techniques 
without fear of spillovers, a negative 
competition effect on the local mar-
ket is observed. In addition, the im-
portance of absorptive capacity is 
stressed since firms that are far away 
from the technological frontier do not benefit from the pres-
ence of foreign firms, while firms operating close to the tech-
nological frontier enjoy positive spillovers. 

In the session ‘The Gains from Inward Foreign Direct Invest-
ment’ Sam Hill from the Australian National University 
presented the paper ‘Growth effects of foreign direct invest-
ment: What role for liberalisation and absorptive capacity?’. 
It aimed to contribute to the ongoing debate over the role of 
host country factors in conditioning the growth effects of 
foreign direct investment. Within a general cross-country 
growth empirics framework, he used a newly compiled data-
set to test the hypothesis that countries which adopt a liberal 
approach to the regulation of FDI benefit more from a given 
flow of foreign investment. As an extension, he also consid-
ered the relevance of trade policies and investments in human 
capital in conjunction with investment policies. His results 

suggest that investment policies are directly relevant with a 
stronger relationship between FDI and growth observed for 
countries that adopt more liberal FDI policies. He also found 
some evidence of complementarity between liberal investment 
polices and openness to trade in enhancing the growth effects 
of FDI. However, the impact of the interaction between invest-
ment policies and human capital is less clear. 

Charles Ackah from University of Nottingham and 
CREDIT presented the paper ‘Is Trade Policy Openness Good 
for Growth?’ in the session ‘Trade And Developing Countries’ 
where he investigated the effects of trade policy on the rate of 
economic growth and poverty in developing countries. The 
relationship between trade barriers and growth is estimated 
using a dynamic panel regression model for data on 48 devel-
oping countries over 1980-1999. Trade barriers are captured 
by measures of tariffs, import and export taxes. He paid par-
ticular attention to simultaneity, country-specific effects and 
the potential contingency of this relation on income. The re-
sults highlight the non-linearity in the relationship between 
trade barriers and economic growth, with the marginal impact 
of tariffs on growth rising in initial income. In particular, the 
relationship between tariffs and growth is negative and signifi-
cant across all alternative policy measures, but is not uniform 
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across income groups. The richer the country, the smaller are 
the growth-reducing effects of trade protection and the poorer 
the country the more likelihood that trade protection will af-
fect growth negatively. This finding is particularly interesting 
for Sub-Saharan Africa (the world’s poorest continent) where 
trade restrictions are still pervasive and where poverty is 
widespread. 

A window on the research presented in the session 
‘Institutions and Contracts as Determinants of Globalisation 
Outcomes’ has been offered by Marcella Nicolini from Uni-
versity of Milan with the paper ‘Institutional Quality and 
Comparative Advantage: An Empirical Assessment’. Her pa-
per is part of an important recent strand of literature underly-
ing the relationship between institutional quality and interna-
tional trade. The idea beneath this is that institutions are in 
charge of the enforcement of contracts: good institutions are 
those which punish the party that breaks the contract, and im-
plement this activity with a high probability of success. Goods 
can be more or less complex, according to the number of in-
termediate inputs needed for the implementation. Complex 
goods require a large number of contracts to be produced, and 
therefore rely more on the level of contract enforcement of 
their country. This implies that good contract enforcement, 
and thus high institutional quality, is a source of comparative 
advantage in the production of more complex goods. Several 
theoretical models have declined this idea and her paper tests 
empirically the different predictions of these models follow-
ing Romalis (2004) specification. She indeed finds strong 
support to the predictions of the different models, employing 
new measures of complexity of goods and of institutional 
quality as robustness check. 

Luca David Opromolla from New York University contrib-
uted to the session titled ‘What Drives a Firm’s Decision to 
Export or Invest Abroad?’ with the paper ‘Hysteresis in Ex-
port Markets’ (joint with Alfonso A. Irarrazabal) which devel-
ops a dynamic monopolistic competition model with hetero-
genous firms to analyze the effects of uncertainty on interna-
tional trade. A stationary equilibrium with N symmetric coun-
tries and where firms’ productivities evolve stochastically 
over time is characterised. This model retains the main results 
of previous recent papers like Melitz (2003), Bernard, Eaton, 
Jensen and Kortum (2003) and Luttmer (2004), and provides 
additional new predictions. Re-entry export costs generate 
hysteresis in export participation creating a band of co-

existence within the stationary distribution of firms’ produc-
tivities. The decision to export becomes history-dependent 
and new entrants and incumbent firms might sustain tempo-
rary negative profits before becoming profitable. Most impor-
tantly, the model is very amenable to estimation and simula-
tion, therefore representing a useful tool for analyzing the 
effects of trade policies. Several moments, like average age, 
size and productivity of different categories of firms 
(exporters, entrants, exiters, incumbents), the hazard rate of 
exiting or of becoming an exporter as a function of age and 
others have closed-form solutions that are crucial for match-
ing static and dynamic features of the data. Evidence from 
Chile was shown to provide support for the findings. 

Finally, the session on ‘Financial Interdependencies in a 
Globalised World’ closed the conference with the paper 
‘Exchange Rates and Exports: Evidences from Manufacturing 
Firms in the UK’ presented by Xufei Zhang from University 
of Nottingham and GEP (joint with David Greenaway and 
Richard Kneller). This work is the first to look empirically at 
the role of exchange rate movements and exchange rate un-
certainty in affecting UK firms’ decisions on export participa-
tion and export share. The analysis distinguishes export ad-
justments due to changes in export share by existing exporters 
from the movements due to changes of entry into export mar-
kets. Using data on a representative sample of UK manufac-
turing firms, the paper finds sunk costs hysteresis to be an 
important factor in determining export market participation. 
The firm’s export participation decision does not appear to be 
related to movements of exchange rate faced by the exporter. 
Instead, exchange rates have a significant and negative impact 
on the export share of the firms after entering export markets. 
The responsiveness of the export share to exchange rate 
changes is not quantitatively small: one index point deprecia-
tion in REER index will increase export share by about 1.28 
percent. Also, the export behaviour of multinational firms is 
less likely to be  affected by exchange rate changes. 

In addition to the highlighted six sessions, there were three 
poster sessions: ‘Labour Market Adjustments to Globalisa-
tion’, ‘Topics in International Trade’ and ‘What does attract 
FDI?’ each containing four or five papers. 

Interested readers are referred to the conference website 
(http://www.gep.org.uk/conferences) from where the papers 
are downloadable. 
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T he closure of the MG Rover car plant at Longbridge in 
April last year, and the threatened closure of the Peu-

geot plant at Ryton, have served to highlight again how pre-
carious manufacturing jobs can be.  Car manufacturing is, of 
course, a prima facie example of a highly globalised industry, 
both in terms of the cars that are produced, and the process of 
production itself. 

John Martin’s article in the 
previous Newsletter (Spring 
2006) reminds us that glob-
alisation has “winners” and 
“losers”, and few of the 
workers at Longbridge and 
Ryton would disagree that they are among the losers. 

But how much do displaced workers actually lose?  How long 
does it take them to return to work, and are their wages much 
lower when they do re-enter the labour market?  
Recent research in GEP has utilised a new source 
of data which allows us to answer this question 
more precisely than previously. 

The key problem in measuring the costs of worker 
displacement is the “what if” conundrum.  What if a 
worker whose factory shuts down had in fact not 
been laid-off?    The problem is that we do not ob-
serve this alternative outcome: a given worker is 
either displaced, or not.  We must therefore make a 
comparison between workers whose factory closes 
with comparable workers whose factory does not 
close. 

To illustrate this, let’s look at some data.  We have 
a sample of approximately 1% of all UK employees 
whose employer is part of the PAYE income tax 
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Life after Longbridge: How much do 
displaced workers lose? 

scheme.  Information on these workers is collected from their 
employer every April.  Information collected includes the 
worker’s usual earnings.  The data we use cover the period 
1994–2003. 

For each of these workers we can search a database of firms 
to find information on their employer.  Crucially, we can de-
termine when a worker’s employer disappears from the data-

base of firms.  If this hap-
pens, we label the worker as 
being “displaced” because of 
firm closure.  We then com-
pute the average earnings of 
those workers who are dis-

placed with the average wage of those who are not. 

Figure 1 shows how earnings evolve for these two groups of 
workers.  The horizontal axis represents time relative to the 

The globalisation process is likely to make both winners and losers.  Surely, among the latter are the work-
ers who lose their jobs because of the closure of firm where they used to work.  However, until recently it 
has been virtually impossible to measure precisely the earning loss caused by plant closures because of 
lack of data.  In this article, Richard Upward provides an overview on some new results on this issue, ob-
tained by investigating a recently matched employer-employee data set.  They point to sizeable loss in 
earnings because of plants shutting down.  Richard is Senior Lecturer in the School of Economics of the 
University of Nottingham and a Senior Research Fellow at GEP. 

“...the large fall in earnings for displaced 
workers is driven mainly by workers who 

do not have a job.” 

Good old times at Ryton 
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displacement: a firm which closes disappears from the database 
at some point between t*=0 and t*=1.  Unsurprisingly, we see 
that workers who are dis-
placed experience a dramatic 
fall in earnings in the years 
following their firm’s clo-
sure.  It takes five years be-
fore their earnings catch up 
with their pre-displacement earnings. 

The solid line shows average earnings for the comparison 
group of workers whose factory does 
not close.  Note that their earnings 
also dip after t*=0.  This is because 
at t*=0 the comparison group are all 
employed, but they themselves may 
leave employment in the following 
years. 

It turns out that the large fall in earn-
ings for displaced workers is driven 
mainly by workers who do not have 
a job.  More than 30% of workers 
whose employer closes are not in the 
sample in the following year.  Un-
fortunately, our data do not tell us 
whether they are actually unem-
ployed or not.  It is possible that 

some of these workers have become 
self-employed, or have left the la-
bour market and are not looking for 
work. 

To examine this issue further, we 
link in data relating to claims for 
Job-Seekers’ Allowance (JSA). 

Figure 2 shows that workers who are 
displaced are indeed far more likely 
to be unemployed and claiming JSA 
than those who were not displaced.  
This supports the idea that the large 
fall in earnings observed in Figure 1 
is a genuine loss, rather than a prob-
lem of missing data. 

However, notice that in Figure 2 the 
displaced workers claim, on average, only two days of bene-
fit per month in the April following displacement.  If all 

displaced workers were 
unemployed, this figure 
would be nearer to 30 days.  
This result is entirely sensi-
ble if one considers that the 
great majority of individu-

als who do not have a job do not claim JSA: in 2003 the 
claimant count was under one million, compared to over 

Life after Longbridge, contd... 

25
0

30
0

35
0

40
0

-8 -7 -6 -5 -4 -3 -2 -1 0 1 2 3 4 5 6
Relative time (t*)

Not displaced
Displaced

G
ro

ss
 w

ee
kl

y 
ea

rn
in

gs
 (£

)

0
.5

1
1.

5
2

-96 -84 -72 -60 -48 -36 -24 -12 0 12 24 36 48 60
Months from displacement

Not displaced
Displaced

D
ay

s 
of

 u
ne

m
pl

oy
m

en
t p

er
 m

on
th

“...displaced workers suffer earnings 
losses of about 50% in the first year, 15% 

in the second and 10% in the third.” 
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seven million people of working age defined as “inactive”. 

Returning to Figure 1, we can also see that displaced workers’ 
earnings are actually lower than non-displaced workers before 
as well as after the closure of their firm.  It is possible that this 
is a genuine pre-displacement effect: it might be that firms 
which are about to close pay their workers a lower wage, per-
haps because they are in financial difficulty.  However, it is 
also possible that workers whose factories close might, on 
average, be different from workers whose factories do not 
close.  That is, our control group of workers are not truly 
comparable to those whose firms close.  For example, dis-
placed workers might be older, or they might have different 
skills to those who are not displaced. 

To deal with this problem, we “match” each displaced worker 
with a non-displaced worker who is observably very similar.  
For example, if the displaced worker was aged 50 and worked 
in the car industry in the West Midlands we draw a compari-
son from non-displaced workers of the same age in the same 
industry and region. 

Figure 3 shows the result of this matching procedure.  Notice 
that now there is almost no difference in earnings before dis-

placement, suggesting that the dif-
ference observed in Figure 1 was 
caused by differences in the charac-
teristics of the two samples.  But the 
pattern of earnings loss following 
firm closure remains very similar. 

How large are these wage losses?  
We find that displaced workers suf-
fer earnings losses of about 50% in 
the first year, 15% in the second and 
10% in the third.  After five years 
displaced workers still have lower 
earnings (as can be seen in Figure 
3).  However, we find that these 
losses are small (about 3%) and not 
statistically significant.  In other 

words, it is likely that if we were to look at another sample of 
workers we would not find any difference in earnings be-
tween the two groups. 

In contrast, estimates from the United States suggest that, 
even in the long-run, wage losses are large.  Displaced work-
ers in the US appear to suffer “permanent” wage losses. 

We finish with a note of caution.  It is possible that, as time 
passes, our sample becomes less representative of all workers 
whose firm shuts down.  If those workers whose chances of 
finding a decent job are lowest withdraw from the labour 
market altogether, we will tend to underestimate the full, 
long-run impact. 

Note 

This work contains statistical data from ONS which is Crown 
copyright and reproduced with the permission of the control-
ler of HMSO and Queen's Printer for Scotland.  The use of 
the ONS statistical data in this work does not imply the en-
dorsement of the ONS in relation to the interpretation or 
analysis of the statistical data. This work uses research data-
sets which may not exactly reproduce National Statistics ag-
gregates. 

Further readings: 

Kuhn, P. (2002) Losing Work, Moving On: International Perspectives on Worker Turnover W.E. Upjohn Institute for Employ-
ment Research. 

Hijzen, A., Upward, R. and Wright, P. (2005) “The Earnings cost of business closure in the UK” GEP Working Paper 2005/31. 

Life after Longbridge, contd... 
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Tariffs and Growth: Evidence from 
German Cotton Textiles, 1857-1913 

The relationship between tariffs and growth is  one of the most debated issue in economics.  Proponents of 
the view that low tariffs are bad for growth argue that to be successful in the international markets a  coun-
try must have reached a certain degree of development to be able to catch up with the most advanced 
economies.  In this article John Brown analyses this problem from an historical perspective looking at the 
German cotton textile industry.  His results suggests that protection slowed total factor productivity 
growth.  John is Professor of Economics at Clark University and a GEP External Research Fellow. 

The backlash that has developed in opposition to liberal trade 
policies in developing countries offers several lines of argu-
mentation. Countries relying upon exports of raw materials 
face concerns about the volatility of primary product prices 
and the resistance of many developed countries to lowering 
barriers to trade in many agricultural commodities. An alter-
native, exploiting a comparative advantage in the export of 
manufactures based upon cheap labor, faces another set of 
objections. This argument draws on assertions first offered by 
List, which were given credence by Gerschenkron and more 
recently by some development economists. To be successful, 
a late-comer to markets for 
manufactures requires a 
“developmental state” to 
initiate the catching-up 
process prior to being open 
to international trade. 

Proponents of this view 
draw on two historical episodes. The first is the industrial 
development of Germany and the United States (and also 
Meiji Japan) during the late-nineteeenth and early twentieth 
centuries. The histories of these countries are used to argue 
that only strongly interventionist—and protectionist policy—
permitted them (and, by extension, most of Europe and its 
offshoots) to develop independent industrial capacity and 
successfully challenge the leadership of Great Britain. The 
microeconomic story behind these interpretations leans heav-
ily on appeals to learning, capturing scale economies and 
creating stable environments for high-risk investments in new 
technologies. The second episode is the rapid growth of sev-
eral East Asian economies during the post-World War II era. 
There, behind judicious protective barriers, the developmen-
tal state was able to target industrial policy, credit and subsi-
dies in ways that eventually led to successful export promo-
tion. Even as the sources of East Asian success are debated, 
the popular reading of the evidence of the nineteenth century 

has received quantitative support in the work of several eco-
nomic historians. 

Papers by O’Rourke (2000) and Clemens and Williamson 
(2004) offer hard evidence that buttresses a correlation first 
advanced in the 1970s only for Europe: protectionist coun-
tries grew more rapidly than open countries prior to 1914. 
These studies estimate versions of a growth convergence 
model that use panels of countries and measures of average—
or bilateral—tariff levels. They find that a positive relation-
ship between tariffs and economic growth prevails through 
1940 and even during the 1870 to 1914 period of the first 

globalization. The post-
World War II inverse cor-
relation between tariffs and 
growth results from a new 
environment in which mu-
tual tariff reductions on 
trade in manufactures fa-

cilitated outward-oriented strategies for growth based upon 
export expansion. In the face of the positive static gains to 
welfare from the unilateral abandonment of autarky docu-
mented by Brown and Bernhofen (2005) for Japan—also 
during the nineteenth century— the results based upon a 
growth-tariff correlation pose an interesting puzzle. 

This paper takes up this puzzle with a case study of the Ger-
man cotton textile industry over the period 1857 to 1913. It 
examines the inter-relationship between protection and other 
influences on the development of total factor productivity for 
a period that includes both heavily protectionist and liberal 
trade policy. As the third largest cotton industry in the world 
in 1913, the German industry is of interest for several rea-
sons. Cotton textiles is the classic import substitution indus-
try of the nineteenth century; the industry would be expected 
to contribute to a positive relationship between protection 
and growth prior to World War I. By 1850, German firms 

“To be successful, a late-comer to markets 
for manufactures requires a “developmental 

state” to initiate the catching-up process 
prior to being open to international trade.” 
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had ready access to both raw cotton and the most up-to-
date machinery. A well-developed network of skilled 
British personnel was ready to assist with training. Manu-
als available in English and in German provided detailed 
information on mill management and on the technical 
side of production. On average, the industry also received 
moderate protection. It experienced rapid growth prior to 
1914. 

The German system of protection was transparent and 
varied a great deal across products of the cotton textile 
industry. First, protection relied solely upon specific im-
port tariffs, which were well documented by contempo-
raries. The exchange rate was fixed relative to the ex-
change rates of leading competitors for the entire period. 
Second, protection varied substantially over time and 
across products. Fluctua-
tions in the price of cotton 
because of the American 
Civil War led to widely-
varying amounts of ad 
v a l o r e m  p r o t e c t i o n 
(particularly with respect to other products such as iron or 
steel). Ad valorem protection across varieties of yarn and 
cloth varied because of differences in tariff levels and the 
kinds of cotton used in the products. 

In this research project we develop indices of total factor 
productivity for the period of the study for six types of 
yarn and one type of cloth. The rich documentation of 
product prices, input prices and cost structures enables 
the calculation of indices of total factor productivity 
based upon the price dual. Defined according to two or 
three dimensions, the products are of constant quality 
over the entire period. Published monographs, archival 
sources and the publications of reports of Chambers of 
Commerce in the German textile districts all provide evi-

dence.  Enough information is also available for calculation 
of similar indices for two leading products of the British 
industry. 

The total factor productivity indices exhibit impressive an-
nual rates of growth that ranged from 0.5 percent to 1.1 
percent over the prior before 1914. With only one excep-
tion, productivity growth was most rapid during the period 
of lower protection (prior to 1880) than it was during the 
remainder of the period of study. Productivity growth in the 
German textile industry compares favourably with esti-
mates for American steel or the products of European blast 
furnaces during the same period. 

Germany’s trading relationships with Great Britain offered 
two channels for productivity improvement. German firms 
installed primarily British machinery, and successive in-

vestment booms ensured 
that it was up-to-date. Fre-
quent incursions of British 
imports kept up competitive 
pressure on the German 
industry. Estimation of a 

panel model of the determinants of the growth of total fac-
tor productivity uses generalized least squares to test for the 
importance of these two influences. Additional controls 
include the average firm size (by product type) and the 
price of cotton. The results are striking. British productivity 
growth significantly increased the growth of German pro-
ductivity. Protection retarded productivity growth. Most 
other variables were insignificant. 

The results of this study argue for a closer look at the rela-
tionship between trade policy and productivity development 
in the United States and the protectionist countries of conti-
nental Europe prior to 1914. The historical lessons that are 
so frequently cited for the period remain open to interpreta-
tion. 

Tariffs and growth, contd... 

“With only one exception, productivity 
growth was most rapid during the pe-

riod of lower protection...” 

Further readings: 

Bernhofen, Daniel and John C. Brown (2005), “An Empirical Assessment of the Gains from Trade: Evidence from Japan”, 
American Economic Review 95 (1), pp. 208-225. 
Clemens, Michael A. and Jeffrey G. Williamson (2004), “Why did the Tariff-Growth Correlation Change after 1950?”, 
Journal of Economic Growth 9(1), pages 5-46. 
O’Rourke, Kevin H. (2000), “Tariffs and Growth in the Late Nineteenth Century,” Economic Journal 110, pages 456-483. 
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Francis Kramarz 
Centre de Recherche en Économie et Statistique, Paris 

Ingo Geishecker 
Free University of Berlin 

Pedro Martins 
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Tariff Reforms and 
Market Access 

The second delivers welfare improvement if the good 
whose tariff is reduced is a net substitute to all other goods 
in the economy. Since then, the literature on piecemeal tar-
iff reform has been testing the robustness of these two rules 
by adding more realistic features into the general equilib-
rium models, e.g. intermediate products, non-tradable prod-
ucts, domestic taxes, etc. By and large, adding complica-

tions to the models weakens the 
welfare performance of these two 
rules.  

Still, in practice what seemed to 
worry more the IMF policy advi-
sors was not the robustness of 

these two rules but rather the fact that tariff reductions 
seemed to remove the main source of tax revenue for most 
of the countries that they advised (as it is well known, less 
developed countries depend heavily on trade taxes in raising 
revenues as other kind of taxes are difficult to implement). 
Thus, the issue was whether there existed tariff reform rules 
that increased welfare without reducing (or, even better, that 
increase) government revenues. Recently, such a rule was 
indeed found: reduce tariffs and increase consumption taxes 
point-by-point so that consumer prices are left unaffected! 
This combination of tariff and tax reform will end up affect-
ing only the production sector in the economy, which, fac-
ing smaller subsidies (remember that a tariff is equivalent to 
a tax on consumption and a subsidy on production) will 
allocate resources more efficiently and thus lead to a wel-
fare gain. On top of that, the reduction of the production 

T he literature of tariff reforms has by tradition been 
part of normative economics – the focus has always 

been on the welfare implications of tariff reforms. The les-
son that we learned from that literature was that what ap-
pears to be a welfare improving reform in a partial equilib-
rium setting may not be so in a general equilibrium setting. 
To see this, consider first a tariff-ridden one good perfectly 
competitive economy. Clearly 
the reduction of that one tariff 
will increase the consumer sur-
plus and will lead to welfare 
gains. Introduce now a second 
good that faces no tariffs. In a 
general equilibrium the goods will be either net comple-
ments or substitutes and changes in the one good will have 
repercussions in the other good. Are we sure then that the 
general equilibrium repercussions of changing this one tar-
iff are always welfare improving? As we know the answer 
is “no”. In a world of second best, where a tariff-ridden 
economy reforms its tariffs in a piecemeal fashion, we are 
not sure whether the overall welfare effect is positive. 

Confronting this general equilibrium reality, the literature 
developed tariff reform rules that by certainty this will lead 
to a welfare improvement (see Hatta, 1977). Two rules have 
been very popular: the proportionality rule, where all tariffs 
are reduced proportionally, and the concertina rule, where 
the highest tariff is reduced to the second highest level. The 
first delivers welfare improvement with no condition what-
soever, and is therefore quite an easy rule to implement. 

The reduction of tariffs is one of the main policy reforms that the IMF and the World Bank require of coun-
tries asking for their help.  One complication is that in many developing countries decreasing tariffs will 
drastically reduce  tax revenues.  The solution to this problem has been found in increasing consumption 
taxes, to leave consumer prices unaffected.  However, another outcome which reduction in tariffs may im-
pact upon is market access.  Pascalis Raimondos Møller (in new joint work with Udo Kreickemeier at 
GEP) argues that tariff-tax reforms as devised by the IMF and World Bank may actually decrease market 
access instead of increasing it.  Pascalis is Professor of Economics in the Copenhagen Business School 
and External Research Fellow at GEP. 
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“...a coordinated tariff-tax reform 
may easily reduce market access 

to the country that implements it.” 



 

 

subsidies will benefit the government budget! Clearly, a 
“win-win” device that currently the IMF uses: reduce 
tariffs and increase consumption taxes (see Keen and 
Ligthart, 2002). 

However, this new focus on more positive issues 
(government revenues) rather than pure normative is-
sues (welfare) opens up a whole new research agenda. 
Government revenue is one possible target that tariff 
negotiators will need to take seriously, but there may be 
other targets as well. One such target is market access. 
Market access is defined as the change of the volume of 
trade evaluated at world prices (world prices are much 
more interesting than domestic prices since these are the 
prices that exporters are paid in (and thus on which mar-
ket-access demands are made).  It is definitely some-
thing that trade negotiators bargain about, and it is 
something that IMF advisers expect to happen when 
they require tariff reductions, viz. that the country in 
question will increase its trade with the rest of the world 
(the market access to this country will improve). But do 
we know anything about that? Well, in a partial equilib-
rium set-up it makes perfect sense that a tariff reduction 
increases the volume of imports but does it follow also 
in a general equilibrium set-up? 

Two recent papers by Ju and Krishna (JIE, 2000) and 
Anderson and Neary (forthcoming, JIE) provide a care-
ful analysis of this issue and come up with a surprising 
result: implementation of the two well-known tariff re-
forms rules (proportionality and concertina) may easily 

reduce market access! Anderson and Neary (op.cit) also 
show that in general the tariff reforms that will lead to 
welfare improvements do not coincide with the tariff 
reforms that will lead to market access improvements. 

In that sense, the situation is exactly as it was with the 
government revenues target when that was first intro-
duced, viz. the credibility of the standard tariff reform 
rules is under attack. The solution then was the introduc-
tion of consumption tax reforms and thus the develop-
ment of a new rule that both increases welfare and gov-
ernment revenues. But how does this rule cope with the 
market-access issue? 

Well, it turns out that it is not coping so well (see 
Kreickemeier and Raimondos-Møller, 2006). As in the 
tariff reform literature, a coordinated tariff-tax reform 
may easily reduce market access to the country that im-
plements it. Moreover, and assuming that we could im-
plement a tariff-tax reform that was targeted to increase 
market access, that increase will be far smaller than a 
tariff reform alone. (A partial equilibrium intuition suf-
fices here. A tariff reform reduces both the consumption 
tax and the production subsidy and thus increases im-
ports. Clearly, a tariff reduction combined with a con-
sumption tax increase that leaves consumer prices unaf-
fected will increase imports by less.)  That was not ex-
actly what the IMF had in mind when it advises less-
developed countries to reduce tariffs and increase con-
sumption taxes.  

Page 13 

Tariffs and market access, contd. 
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Further readings: 

Anderson, J. and P. Neary, 2006, Welfare versus market access: the implications of tariff structure  for tariff reform,  
Journal of International Economics, forthcoming. 

Hatta, T., 1977, A theory of piecemeal policy recommendations, Review of Economic Studies 44, 1-21. 

Ju, J. and K. Krishna, 2000, Welfare and market access effects of piecemeal tariff reform, Journal of International Eco-
nomics 51, 305-316. 

Keen, M. and J. Ligthart, 2002, Coordinating tariff reduction and domestic tax reform, Journal of International Econom-
ics 56, 489-507. 

Kreickemeier, U. and P. Raimondos-Møller; 2006, Tariff-tax reforms and market access, mimeo. 
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Global Imbalances 
Every year GEP hosts in Nottingham a number Leverhulme Globalisation Lectures, for which distin-
guished speakers are invited to provide their views on public issues related to globalisation.  In February, 
Martin Wolf (Associate Editor & Chief Economics Commentator of Financial Times) presented his opin-
ion about the global imbalances facing the world economy and advanced possible solutions.  In this article 
Mauro Pisu summarises the lecture Martin gave.  Mauro is Research Fellow at GEP. 

Matin Wolf started the lecture quoting the present and previ-
ous FED Governors, Ben Beranke and Alan Greenspan, assert-
ing respectively that currently there is a global saving glut and 
that long-term rates are low everywhere.  These are two of the 
basic facts of the conundrum that he then went on to analyse.  
The world economy is characterised by exceptionally loose 
monetary and fiscal policies, low real rates despite strong eco-
nomic growth and an exploding current account deficit in the 
US. 

Martin suggested that behind these phenomena lies a savings 
glut. In fact, many economies moved to surplus of savings 
over investment in the latest years. 

These saving excesses have determined sizeable current ac-
count surplus in many countries. This is surely true for Japan, 
the EU area, the East Asia emerging economies and China.  
On the contrary, the US has experienced a deficit of savings 
over investment determining its huge current account deficit. 

Therefore, the world seems to be awash with excess savings, 
except in the Anglosphere and central and eastern Europe.  
Martin singled out two broad sets of countries responsible for 
the excess savings.  These are the mature high-income coun-
tries such as Europe and Japan featuring a slowly growing 
economy and chronic excess savings.  This group of countries 
generated a current account surplus of $336bn in 2004, up 
from $189bn in 1996.  The second group comprises the emerg-
ing market economies, which registered a current account sur-
plus of $323bn in 2004, up from minus $99bn in 1996.   This 
group of countries appears to be the major cause of the current 
savings glut.  The speaker suggested that this is the result of 
the financial crises in the late 90s and the recent oil surge, 
which persuaded the Asian economies to stick to export-led 
growth strategies and generated windfall revenues for oil ex-
porting countries. 

Martin noted how these global imbalances are in fact balanced 
by the balance of payments.  The rest of the world is generat-

ing large saving surpluses which find their way into the US.  
This, along with the fact that these countries (in particular 
China, Taiwan and South Korea) are also recycling capital 
inflows, supports the current valuation of the dollar against 
other currencies. 

The US, in the end, seems to be accommodating the external 
imbalances created by the rest of the world.  The US current 
account deficit has reached huge proportion measuring 7% 
of the GDP.  The net liabilities of the US stand now at 
around 30% of the GDP.  The speaker argued that to correct 
these trends would take large adjustment in the relative 
growth of exports and imports. 

Then he asked the question of where the solution to these 
global imbalances might lie.  Is it possible for the saving 
surpluses to shrink?  He thinks this is unlikely in Japan and 
Western Europe given the fact that these are natural surplus 
regions.  It is likely in oil exporting countries, although he 
admonished that it would be unwise to spend the windfall 
from the oil price surge all of a sudden. 

The key players in the solution are the Asian emerging 
economies and in particular China.  They can afford current 
account deficits, since they have accumulated, so far, large 
foreign reserves.  In addition, subsiding exports through 
undervalued exchange rates is expensive.  The role of China 
is important given its size, although, Martin noted, it is diffi-
cult to know how much its currency should appreciate and 
what the best exchange rate regime it should adopt. 

At the end of his lecture Martin stressed that the fate of the 
world economy is not solely in US hands.  The best solution 
involves adjusting exchange rates, coupled with fiscal tight-
ening in the US, to reduce the public sector deficit, and ex-
pansionary policies in Asian emerging economies, to de-
crease their reliance on exports.  In the end, global imbal-
ances require a global solution or much severe adjustment 
lies ahead. 
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China and the World Economy 
23rd and 24th June 2006 

Arts Centre Lecture Theatre, University Park, University of Nottingham 

 

 

Speakers include: 

  Mary Lovely (Syracuse)    Sandra Poncet (CEPII, Paris) 

  Deborah Swenson (UC, Davis)   Nannan Lundin (OECD) 

  Shujie Yao (Middlesex)       Xiaolan Fu (Cambridge)   

  Lina Song (Nottingham)       Linda Yueh (London School of Economics) 

  Holger Görg (GEP, Nottingham)   Linda Yueh (Oxford) 

  Will Martin  (World Bank)   Tain-jy Chen (China Institute of Economic  

  Barry Naughton (UC, San Diego)  Research, Taiwan) 

       

             

 

 

 

 

For further details see the GEP website at www.gep.org.uk or contact sue.berry@nottingham.ac.uk 
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Nottingham Lectures 
in International Economics 

Carl Davidson 
Professor of Economics,  Michigan State University 

. 

on “Trade with Unemployment” 

31st October, 1st and 2nd November 2006 

University of Nottingham 

 

James R. Markusen 
Professor of International Economics,  University of Colorado 

Spring 2007 

University of Nottingham 

 

 

For further information contact sue.berry@nottingham.ac.uk 
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New GEP Research Papers 
http://www.gep.org.uk/research_papers 

NEWLETTER  2006 

2006/13 Udo Kreickemeier and Steffi Schoen-
wald Fair Wages and Unemployment in a Small Open Economy  

2006/12 Udo Kreickemeier Trade, Technology and Unemployment: The Role of Sup-
ply Side Adjustment  

2006/11 Richard Kneller, Mauro Pisu and Zhi-
hong Yu Overseas Trading Costs and Firm Export Performance  

2006/10 Daniel M. Bernhofen Bilateral Predictions In A Multilateral World? Revisiting 
The Theory 

2006/09 Ben Ferrett On the Welfare Effects of Productivity Catch-Up by Lag-
gard Firms 

2006/08 Holger Görg, Alexander Hijzen and 
Balázs Muraközy 

The productivity spillover potential of foreign-owned firms: 
Firm-level evidence for Hungary  

2006/07 Rod Falvey, David Greenaway, and 
Zhihong Yu Extending the Melitz Model to Asymmetric Countries  

2006/06 Nicolas Péridy Welfare Magnets, Border Effects or Policy Regulations: 
What Determinants Drive Migration Flows into the EU?  

2006/05 Subhayu Bandyopadhyay, Cletus C. 
Coughlin, and Howard J. Wall Ethnic Networks and U.S. Exports  

2006/04 Simon J. Evenett and Alexander Hijzen Conformity with International Recommendations on 
Merger Reviews: An Economic Perspective on “Soft Law”  

2006/03 Rod Falvey, David Greenaway and 
Joana Silva  Trade, Human Capital and Labour Market Adjustment  

2006/02 Ben Ferrett Productivity Distributions in International Oligopolies: Spill-
overs, Technology Transfer, and Heterogeneous FDI  

2006/01 Manuel Cabral, Rod Falvey and Chris 
Milner 

The Skill Content of Inter- and Intra-Industry Trade: Evi-
dence for the UK  

2005/45 Sara Maioli The Impact of Market Structure and Irreversibility on In-
vestment under Uncertainty: An Empirical Analysis  

2005/44 Patrik Karpaty and Richard Kneller Demonstration or Congestion? Export Spillovers in Swe-

2005/43 Christian Bellak and Markus Leibrecht Do low corporate income tax rates attract FDI? – Evidence 
from Eight Central- and East European Countries  

2005/42 Ben Ferrett and Ian Wooton Competing for a Duopoly: International Trade and Tax 

2005/41 Parantap Basu and Alessandra 
Guariglia  Foreign Direct Investment, Inequality, and Growth  

2005/40 Chris Milner and Katarzyna 
Sledziewska  

Capturing Regional Integration Effects in the Presence of 
Other Trade Shocks: The Impact of the Europe Agree-

2005/39 Ben Ferrett  Greenfield Investment versus Acquisition: Alternative 
Modes of Foreign Expansion  

2005/38 Holger Görg and Eric Strobl  Money for Nothing? The Effect of R&D Subsidies on Pri-
vate R&D  

2005/37 Sugata Marjit, Tarun Kabiraj, and Arijit Quota as a Competitive Device  
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The Leverhulme Centre for Research on Globalisation and Economic Policy was established in the School of Economics in 2001. It sub-
sumes the research programmes and activities of the former Centre for Research on Globalisation and Labour Markets. The Centre's fund-
ing derives from two programme grants to the value of over £3m awarded by the Leverhulme Trust. Researchers in GEP have also received 
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4. China and the World Economy (CWE) 
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ham, a network of External Fellows from a number of Universities in Western Europe, North America and Australia and a Forum of Policy 
Associates based in the policy-making community. GEP publishes its own Research Paper Series, sponsors regular workshop programmes 
and conferences and supports a range of other outreach activities.  Full information and a range of resources can be accessed on the Centre’s 
website. 
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