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Abstract
Levels and changes in the value of exports and imports divided by aggregate GDP (the
trade/GDP ratio) are occasionally used as measures of trade “openness.” The oft-quoted work
of Dollar and Kraay (2001) and the World Bank (2002) uses changes in the trade/GDP as a

n

basis for classifying countries as “globalizers” or “non-globalizers.” We argue that neither the
level nor the change in a country’s trade/GDP ratio can be taken as on indication of the
“openness” of a country’s trade policy. In particular, we examine the ways in which terms of
trade shifts have affected trade/GDP ratio over the past two decades. While commodity prices
were high in the early 1980s, commodity producing countries financed large trade deficits with
expected export revenue. When the prices collapsed, their capacity to import fell precipitously
and they were forced to close their trade deficits in order to balance the current account. Since
the numerator of the trade/GDP ratio includes the sum of exports and imports, and the
denominator includes the trade balance, this adjustment resulted in a decline and then
stagnation in the trade/GDP ratio. Therefore, using stagnant or declining trade/GDP ratios to
identify countries that are less “open” systematically picks out those countries that are highly
dependent on commodities for their export revenue. Because these same countries have
experienced stagnant or negative economic growth over the past two decades, the empirical
evidence offered by Dollar and Kraay overstates the importance of trade policy in economic
growth. Adding a “commodity dependence” dummy variable to their growth regressions
reduces the magnitude of the apparent “growth effect” of their “openness” variable at least by
half. We briefly review the literature on the relationships between commodity dependence and

slow growth, highlighting that the whole question of “openness” vs. “closedness” is orthogonal

to the problems of poor, slow growing, commodity producing countries.







has been going wrong in one or more aspects of one or more of these policies. It doesn't add

much to simply recast these many failures to develop as failures to “globalize.”

Second, as we have shown, many of the “non-globalizers’ are particularly rich in point-source
natural resources. Thereis no evidence at all that trade liberalization helps countries dea with
the “commodity curse.” Scholars and policy makers who are serious about contributing to the
“elusive gquest for growth” in these countries would do better focusing their attention on more

fundamental development issues, rather than being distracted by panaceas or getting lost in the

ideologicaly driven “globalization debate.”

Page 24



References

Auty RM (1990) Resource Based Industrialization: Sowing the oil in eight developing countries
Oxford University Press. New Y ork.

Auty RM and Mikesdll RF (1998) Sustainable Development in Mineral Economies Oxford
University Press and Clarendon Press: Oxford and New Y ork.

Auty RM (2001) “The Palitical Economy of Resource-Driven Growth” European Economic
Review 45(4-6): 839-846.

Birdsall N; Pinckney T; and Sabot R (2000) “Natural Resources, Human Capital, and Growth”
(mimeo) Carnegie Endowment for International Peace: Washington, DC.

Bloom DE; Canning D; and Maaney PN (1999) “Demographic Change and Economic Growth in
Asia’ (mimeo) Center for International Development at Harvard University. Available on-line
at http://www.cid.harvard.edu/cidwp/015.htm.

Collier P and Hoeffler A (1998) “On Economic Causes of Civil War” Oxford Economic Papers
50(4): 563-573.

de Ferranti D; Perry GE; Lederman D and Maoney WF (2002) From Natural Resources to the
Knowledge Economy. Latin American ard Caribbean Studies Viewpoint Series. World Bank:
Washington, DC.

de Soysa | (2000) “Natural Resources and Civil War: Shrinking pie or honey pot?’ Presented at the
41% annual Convention of the International Studies Association, March 14-18, 2000, Los
Angeles, CA.

Dollar D (1992) “Outward Oriented Developing Countries Really Do Grow More Rapidly:
Evidence from 95 LDCs, 1976-85" Economic Development and Cultural Change 40(3): 523-44

Dollar D and Kraay A (2001) “Trade, Growth, and Poverty.” (mimeo) World Bank, Washington,
DC. Available ontline at http://www.worldbank.org/research/growth/pdfiles/Trade5. pdf

Easterly (2001) The Elusive Quest for Growth: Economists adventures and misadventures in the
tropics. MIT Press. Washington, DC.

Elbadawi | and Sambanis N (2000) “Why Are There So Many Civil Warsin Africa? Understanding
and preventing violent conflict” Journal of African Economies 9(3): 244-269.

Frankel JA and Romer D (1999) “Does Trade Cause Growth?’ American Economic Review 89(3):
379-99.

Gavin M and Hausmann R (1998) “Nature, Development, and Distribution in Latin America

Evidence on the role of geography, climate, and natural resources’ Inter-American Development
Bank Working Paper No. 378. |ADB: Washington, DC

Page 25



Gelb AH (1988) Windfall Gains: Blessing or curse? Oxford University Press. New Y ork.

Gylfason T (2001) “Natural Resources, Education, and Economic Development” European
Economic Review 45(4-6): 847-859.

Hausmann R (1995) “Dealing with Negative Oil Shocks. The Venezuelan experience in the
eighties’ Inter- American Development Bank Working Paper No. 307. IADB: Washington, DC

Heston A and Summers R (1995) “Penn World Tables, Mark 5.6” Center for International
Comparisons at the University of Pennsylvania: Philadelphia. Available online at
http://mwww.pwt.econ.upenn.edu

Isham J; Pritchett L; Woolcock M; Busby G (2002) “The Varieties of the Rentier Experience: How
natural resource endowments affect the political economy of economic growth” (mimeo)
Department of Economics, Middlebury College: Middlebury, VT

Manzano O and Rigobon R (2001) “Resource Curse or Debt Overhang? NBER Working Paper
no. 8390. National Bureau of Economic Research: Cambridge, MA.

Matsuyama K (1992) “Agricultural Productivity, Comparative Advantage, and Economic Growth”
Journal of Economic Theory 58(2): 317-334.

Mayer J; Chambers B; and Farooq A, eds (1999) Devel opment Policies in Natural Resource
Economies Elgar and UNCTAD: Cheltenham, UK and Northampton, MA.

Prebisch R (1950) The Economic Development of Latin America and its Principal Problems United
Nations: New Y ork.

Rodrik D (2000) “Comments on ‘ Trade, Growth, and Poverty,” by D. Dollar and A. Kraay”
(mimeo) Harvard University: Cambridge, MA. Available on-lineat:
http://ksghome.harvard.edu/~.drodrik.academic.ksg/Rodrik%200n%20Dol lar-Kraay.PDF

Rodrik D (2001) “ Globalization, Growth, and Poverty: Is the World Bank beginning to get it?’
(mimeo) Harvard University: Cambridge, MA. Available on-lineat:
http://ksghome.harvard.edu/~.drodrik.academic.ksg/WB%200ped.pdf

Sachs JD and Warner AM (1995) “Economic Reform and the Process of Global Integration”
Brookings Papers on Economic Activity 1995(1): 1-95.

Sachs JD and Warner AM (1997) “Natural Resource Abundance and Economic Growth” (mimeo)
Center for International Development, Harvard University: Cambridge, MA.

Sachs JD and Warner AM (1999) “The Big Push, Natural Resource Booms, and Growth” Journal
of Development Economics 59(1): 43-76.

Sachs JD and Warner AM (2001) “The Curse of Natural Resources’ European Economic Review
45(4-6): 827-838.

Page 26



Singer HW (1950) “The Distribution of Gains Between Investing and Borrowing Countries’
American Economic Review 40(2):473-485

Statistics Canada (1998) World Trade Analyzer, CD-ROM. International Trade Division, Statistics
Canada: Ottawa.

World Bank (2001) Global Economic Prospects and the Developing Countries. World Bank:
Washington, DC.

World Bank (2001a) World Development Indicators CD-ROM and print. Development Data
Group: Washington, DC

World Bank (2002) Globalization, Growth, and Poverty: Building an inclusive world economy
Oxford University Press. Washington, DC.

Page 27



Page 28



