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Abstract Abstract 
Trade liberalization has been central to the discussion of development policy in recent decades. In the 
1990s, the Washington Consensus, a set of 10 major development policy recommendations from 
Washington-based institutions such as the International Monetary Fund (IMF) and the World Bank (WB), 
regarded trade openness as essential to achieve higher economic growth. Trade policy, according to the 
Washington Consensus, should focus on lowering tariffs on imports, especially cheap intermediate inputs 
that give countries competitive edges in export industries. Although acknowledging the negative effects 
this type of policy could have on competing domestic industries, the Consensus believed that protection 
would create “costly distortions that end up penalizing exports and impoverishing the domestic economy” 
while generating a “massive potential” of corruption (Williamson 1990). This pro-trade-liberalization view 
garnered early support from academia, as evidenced through a host of cross-country econometric studies 
by Sachs and Warner (1995), Harrison (1996) and Edwards (1998), among others. All these papers 
suggest that trade liberalization has a positive impact on economic growth. 
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He believes that the set of policies suggested by 
Williamson is superficial in the sense that it did not 
require deep-seated institutional changes. Policy reform, 
in his opinion, would not be able to produce lasting 
effects unless the institutions in place are up for it. For 
example, trade liberalization would likely fail when 
fiscal institutions fail to compensate for lost trade 
revenue, capital markets fail to supply sufficient funds 
to expanding sectors, customs officials are corrupted 
and incompetent, labor-market institutions fail to 
properly handle transitional unemployment, and so on. 
Rodrik and Rodriguez (2000) also raised questions 
about the validity of the methodologies used in previous 
empirical studies on trade liberalization and economic 
growth, especially the Sachs and Warner (1995) paper. 
 Thus, the impact of trade liberalization on 
growth is far from settled within both the policymaking 
realm and academia. We need to acknowledge, 
however, that international trade has become more and 
more integral to economies around the world. 
According to a report from the World Bank, world trade 
has grown more than three times from 1980 to 2002, 
while world output has only doubled (Dean and 
Sebastia-Barriel, 2003). During this period, the trade to 
GDP ratio, defined as the sum of exports plus imports 
over GDP, has increased significantly across countries, 
with Asia (excluding Japan) leading at 50 percentage 
points, followed by the euro area, the UK and Latin-
America at 15 percentage points. The only exceptions 
are Japan, the US and Eastern-Europe, with less than a 
10 percentage point increase in trade share of GDP. 
During the same period, however, growth has 
experienced a mixed pattern (Berry and Serieux, 2006). 
Overall, the average annual growth rate of real world 
output decreased from 3.81% in the 70s to 2.86% in the 
80s and then to 2.46% in the 90s. The average annual 
growth rates of real output among developing countries 
declined from 4.75% in the 70s to 3.59% in the 80s but 
rose to 4.63% in the 90s. For industrial countries, the 
growth rates declined from 3.14% in the 70s to 2.75% 
in the 80s and went down further to 2.41% in the 90s. 
The question, hence, remains whether greater global 
economic integration can actually positively affect 
economic growth. 
 In this paper, I will empirically investigate the 
relationship between trade openness and economic 
growth for 71 developing and developed countries from 
1980 to 2009 using pooled OLS regression and panel 
data techniques. My results show that trade 
liberalization has a positive and significant impact on 
economic growth; indeed, a one standard deviation 
increase in the measure of trade openness would result 
in a 0.24 percentage-point increase in growth rate. This 
finding could provide some useful insights into current 
debates about globalization and the ongoing 
negotiations of the latest Doha Round, as to whether  

increased integration into the world economy 
necessarily means higher growth for a country. 
 The rest of the paper is organized as follows. 
Section 2 presents the relevant theoretical and empirical 
literature. Section 3 describes historical trade and 
growth patterns. Section 4 discusses the empirical 
model. Section 5 presents the empirical results and 
interprets those findings, whilst section 6 contains my 
conclusions. 
 
II. Theory and Literature Review 
 
 In the late 1980s and early 1990s, a new wave 
of trade theory emerged focusing on the study of the 
dynamic linkages between international trade and 
economic growth. Rather than looking at the gains from 
trade at a certain point in time (the static view), 
economists then wanted to understand the mechanisms 
through which trade affects growth and how these 
mechanisms evolve over time (the dynamic view).  
 A key channel through which trade can lead to 
economic expansion is productivity growth. As a 
country opens up to trade and invests in research and 
development (R&D), its comparative advantage can 
evolve over time towards the production of products 
with larger profit margins due to the higher level of 
differentiation generated. Using an endogenous growth 
model, Grossman and Helpman (1989) study the 
evolution of comparative advantage through the 
allocation of resources to R&D and find that the human-
capital rich country is a net exporter of differentiated 
products and a net importer of labor intensive traditional 
products at every moment in time. In addition, they 
establish that if product development is human-capital 
intensive relative to the production of current 
differentiated products, the volume of trade as a fraction 
of world GNP or world expenditure grows over time. 
Building upon this model, Romer (1990) finds that an 
economy with a larger total stock of human capital, the 
main resource for R&D, will experience faster growth. 
Thus trade liberalization can act to speed up growth in 
underdeveloped countries with low levels of human 
capital through access to a larger pool of global human 
capital. Grossman and Helpman (1991) advance this 
notion by showing that the lowering of trade barriers 
would generate spillovers to the local economy through 
contacts with foreign businessmen and markets while 
also raising incentives for local R&D. Coe and Helpman 
(1995) and Keller (1998) further develop the 
productivity growth effect of trade openness through the 
“international R&D spillovers” phenomenon, which 
states that a country benefits from R&D done elsewhere 
through the importing of intermediate and capital goods 
from other parts of the world. 
 In addition to productivity growth, other 
sources of gains from international trade have been ex- 
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amined. Romer (1994) and Feenstra (1994) find that 
trade openness helps increase variety in consumption in 
domestic markets. Merlitz (2003) posits that by opening 
up to trade, market shares would be reallocated to the 
most productive firms, as less productive ones are 
forced to exit. Similarly, Tybout (2001) looks at plant 
efficiency and shows that increased competition from 
international trade causes the market for efficient plants 
to expand and intra-plant efficiency to improve. 
Acemoglu et al. (2002) find that openness to trade leads 
to the adoption of institutions that protect property 
rights, which is crucial to the creation of a sustainable 
economy with faster growth. Finally, Krugman and 
Venables (1995) suggest that market access could raise 
agglomeration benefits and thus induce higher income 
levels.  
 Despite the extensive literature on the 
mechanisms through which countries would gain from 
international trade, whether a country should adopt a 
free trade regime in the first place is still a hotly debated 
topic. The most notable counter argument to trade 
liberalization is that of infant industry protection. For a 
newly created industry to survive, the government needs 
to protect it from foreign competition until its 
production process becomes more efficient and cost-
effective. In other words, through strategic industrial 
policy, one could turn a latent comparative advantage 
into an effective one (Harrison and Rodriguez-Claire, 
2009). However, to judge the merits of such a policy, 
one has to consider both the costs incurred and potential 
benefits reaped from that protected industry. For 
example, the Mill test requires that the protected sector 
needs to eventually survive international competition 
while the Bastable test takes this notion further in 
demanding that discounted future benefits from the 
protected industry have to exceed the present costs of 
protection. Bardhan (1971), Redding (1999) and Merlitz 
(2005) outline other conditions under which benefits 
from protection justify losses in consumer welfare. 
 Thus, to settle the aforementioned dispute, a 
large amount of literature has focused on empirically 
examining the effect of international trade on economic 
growth. Within the growth regression framework put 
forth by Barro (1996), economists often regress an 
outcome of interest for a country (real per-capita GDP 
growth rate, total factor productivity growth rate or real 
GDP per worker), on a certain measure of openness and 
a set of controls. Different measures of openness have 
been used, most notably trade shares (the ratio of 
exports plus imports over GDP), or a direct measure of 
trade policy such as tariff rates or a constructed index of 
openness (Sachs and Warner, 1995).  
 Using trade shares as a measure of openness, 
the literature initially agree on the positive relationship 
between trade and economic growth. Edwards (1992)  

examines cross-sectional data for 30 developing 
countries from 1970 to 1982 and finds a strong positive 
correlation between the two variables. Harrison (1996) 
also looks at developing countries (51 of them) from 
1960 to 1987 and reveals that openness has a positive 
and significant impact on growth. Vamvakidis (2002) 
finds that trade shares have a positive impact on growth 
among 62 developing and developed countries from 
1970 to 1990, but the two variables are uncorrelated for 
the period from 1950 to 1970. Though they differ in 
their outcomes of interest, all these studies use a 
similarly structured set of controls based on neoclassical 
growth model, which include a measure of the 
economy’s initial condition, a level of human capital 
and a level of physical capital.  
 Later studies improve this econometric model 
by controlling for other variables such as institution and 
geography.  Economies that have institutions in place to 
protect property rights and enforce the rule of law fare 
better than those who do not (Acemoglu et al., 2002), 
while landlocked countries would not have the same 
market access as those with long shore lines and thus 
could not enjoy the same agglomeration benefits 
(Krugman and Venables, 2005). It is worth noting, 
however, that these studies ignore the previous controls 
and focus solely on distinguishing the growth effects of 
trade through institution and geography by using two-
stage instrumental variable (IV) estimation. The results 
from these studies are mixed. Rodrik et al. (2004) look 
at cross-sectional sets of countries in 1995 and conclude 
that only institutions matter to economic growth. On the 
contrary, Alcala and Ciccone (2004) examines countries 
around the world in 1985 and 1990 and finds that trade 
openness still plays a significant role in promoting 
growth while institution does not directly affect growth. 
 Other growth-independent variable(s) have also 
been employed as instrument(s) for trade shares in their 
growth regressions. Frankel and Romer (1999) use 
geographic characteristics between two countries in a 
bilateral trade situation, while Romalis (2007) uses US 
market access as instruments. Instrumental variables 
(IV) estimates in both studies suggest a positive 
relationship between openness and growth. Rodriguez 
and Rodrik (2000) and Irwin and Tervio (2002), on the 
other hand, find that the IV estimates of trade shares are 
no longer robust if geographical variables, such as 
latitude and tropical climate, are used as instruments 
instead.  
 So far, part of the literature that uses trade 
shares to measure trade openness have failed to reach a 
consensus. However, studies that utilized other 
openness measures have also yielded mixed results. 
Harrison (1996) and Edwards (1998) use estimated 
tariff and non-tariff barriers and find a significant, 
negative relationship between tariff rates and growth.  



 

 

      

Yani
that 
in de
study
inter
sugg
nega
betw
amb
more
level
mark
not) 
studi
1999
more
studi
corre
The 
Rodr
drivi
exch
oppo
barri
 
avail
open
trade
deve
the c
relat
over
deve
(200
relat
perio
most

                       

ikkia (2003), 
trade barriers
eveloping cou
y the growth 
rmediate and 
gest that tariff
atively correla
ween tariffs on
iguous. Sachs
e comprehens
l of nontariff 
ket exchange 
and monopol
ies have eithe
9), or updated
e recent perio
ies, including
elation betwe
index, howev
riguez and Ro
ing force of th
hange rate, wh
osed to the fir
iers. 

In this pa
lable measure
nness indicato
e policy are o
eloping count
current literatu
tionship betw
r recent period
eloped and de
02) results sho
tionship with 
ods, so I hope
t recent wave

                       

on the other h
s can induce h
untries. Estev
effect of aver
consumption 

fs on capital a
ate with grow
n consumptio
s and Warner
sive openness
barriers, aver
rate, econom
ly on major e
er modified th
d the classifica
od (Warcziag 
g the original 
een a closed tr
ver, has been 
odrik (2000), 
his index is in
hich does not 
rst two measu

aper, I will foc
e – trade shar
or, since the d
ften less avai
ries, and lack
ure by empiri
een trade sha
ds from 1980 
eveloping cou
ow, trade shar
growth depen

e to provide re
e of integratio

 

                       

hand, present
higher econom
adoral and Ta
rage tariff rate
goods. Their

and intermedi
wth, while the 

n goods and g
r (1995) const
s measure bas
rage tariff rate

mic system (so
xports. Subse

he index (Vam
ation of coun
and Welch, 2
one, find a ne
rade regime a
heavily critic
who show th

ndeed the blac
reflect trade 

ures of tariff a

cus on the mo
es – and use i

data for direct
ilable, especia
k precision. I w
ically examin
res and econo
to 2009 for a

untries. As the
res may have 
nding on the s
elevant result
n in the 1990

Figure 2. A

 The	Park	Pl

ts evidence 
mic growth 
aylor (2008) 
es on capital, 
r findings 
ate goods 
relationship 
growth is 
tructed a 
sed on the 
es, black 

ocialist or 
equent 
mvakidis, 
ntries over a 
2008). All 
egative 
and growth. 
cized by 
hat the main 
ck market 
policy, as 

and nontariff 

ost readily 
it as my 
t measures of 
ally for 
will extend 

ning the 
omic growth 
a set of 71 
e Vamvakidis
a different 

studied 
ts for the 
0s and 2000s.

verage Annual

ace	Economi

 II
 

gro
co
Pa
Eu
ref
the
alo
ec
ch
ex
is 
rat
fiv
cy
fro
ye
gro
sh

sta
ma
fro
ne
Fig
for
As
av
dri
Ko
em
wh
av
M
sim

 

l Growth Rates

ist,	Volume	X

II. Trade and

To exam
owth from 19

ountries from 
acific, Americ
urope (for a fu
fer to Table 6
ere are both d
ong with som

conomies. Tra
hange in trade
xports plus im
reflected thro
tes. Each indi
ve-year period
yclical fluctua
om 1980 to 19
ear average an
owth rate, an

hares.   
Table 1

atistics for bo
aximum grow
om 2005 to 20
egative 6.26%
gure 2 below
r the differen
sia & Pacific 

veraging 3.16%
ivers include 
orea, Singapo

merging mark
ho achieved g

verage at diffe
Middle East & 

milar rates (ar

s around the W

XXIII											

d Growth Pa

mine the glob
980 to 2009, I
four main ge

ca, Middle Ea
ull list of cou
6 in the Appen
developed and

me emerging m
ade patterns ar
e shares, whic

mports over GD
ough annual p
icator is comp
d to minimize
ations, starting
984.  My data
nnual growth 
d the average

1 in the Appen
oth trade share
wth rate is 10.
009, while th

%, attained by 
w shows the av
nt regions from

attains the m
% annually fo
China, India,

ore, and Hong
kets (Thailand
growth rates o
erent five-yea
North Africa
round 1.8% a

World (1980-20

	

atterns 

bal trends in t
I collected da
ographical re

ast & North A
ntries include
ndix). Within
d developing 
market/newly 
re measured t

ch is defined a
DP, while gro
per-capita rea
puted as the a
e the effects o
g with the fiv
a set covers a
rate as just gr

e trade shares 

ndix shows th
es and growth
.26%, attained
e minimum g
Albania from

verage annual
m 1980 to 200

most robust gro
or the last 30 
, the old Asia
g Kong) and t
d, Indonesia, a
of more than 5
ar periods with
a and Europe h
annually), but 

 

009) 

49

trade and 
ata for 71 
egions – Asia 
Africa and 
ed in the study
n each region,

countries, 
industrialize

through the 
as the ratio of
owth evolutio
l GDP growth

average over a
of short-term 
ve-year period
a total of 6 fiv
rowth or 
as just trade 

he summary 
h. The 
d by China 
growth rate is 
m 1990 to 199
l growth rate 
09.  
owth rate, 
years. Main 

an tigers (Sou
the new 
and Malaysia)
5% annually 
hin my sampl
have roughly 
t fall far behin

& 

y, 

d 

f 
on 
h 
a 

d 
e- 

94. 

th 

), 
on 
le.  

nd 



 

 

  	50

Asia
Paci
than 
Egyp
(Alb
the s
annu
regio
Pana
natio
 
regio
Asia
well
2007
over
of de
Grow
burs
mille
befo
Nort
decli
acce
five-
fluct
the o
perio
then 
plum
Thou
arou
the 3

																								

a – their grow
fic countries.
 5% annually
pt, Luxembou

bania, Poland,
slowest growt
ually from 19
on are Caribb
ama and Dom
ons (Argentin

Figure 3 
ons. Asian co
an Financial c
, though grow
7-2008 financ
rall upward tr
eclined econo
wth accelerate
t, which slow
ennia. From 2

ore the recent 
th Africa, the 
ine in oil pric

elerated after t
-year period s
tuated the mo
oil crisis slow
od starting in 
 slowed down

mmeted during
ugh going thr

und the world 
30 years from

																								

wth rates are ro
 Examples of

y for a five ye
urg, and form
, Romania and
th rate overall
80 to 2009. K

bean islands (T
minican Repub
na, Chile and U
shows the tre

ountries suffer
crisis but seem
wth slowed do
cial crisis. For
end in growth

omic activity 
ed afterward 

wed it down ar
2005 to 2009,
financial cris
region suffer

ces in the late 
that and rema
starting in 199
ost, with the e
wing down to n

1990. After t
n during the A
g the recent g
rough differen
grew on aver

m 1980 to 2009

     F

 

																			Th

oughly 60% o
f exemplary g
ar period) inc

mer Eastern Bl
d Bulgaria). A
l, averaging o

Key contributo
Trinidad & T
blic) and Latin
Uruguay). 
nds in growth
red during the
med to have re
own during th
r America, th
h despite an in
from 1980 to
until the inter
round the turn
, growth recov
is. For Middl
red severely f
80s, but grow

ained steady s
90. Europe’s g
arly rise in gr
nearly 0% in 
that growth re
Asian financia
global financi
nt paths, over
rage 1.99% an
9. 

Figure 3. Glob

he	Park	Place

of Asia & 
growth (more 
clude Ireland,
loc nations 
America has 
only 1.3% 
ors for the 
obago, 
n American 

h across 
e 1997-1998 
ecovered 
he recent 
ere is an 
nitial period 
1984. 

rnet bubble 
n of the 
vered just 
le East and 
from the 
wth 
since the 
growth rates 
rowth before 
the five-year 

ecovered, but 
al crisis and 
al crisis. 
all, countries 
nnually over 

bal 5-year Aver

e	Economist,

 

A
in
m
of
tr
(I
in
du
in
N
in
sa
tr
at
to
ec
gr
ac
pe
in
1
A
as
su
bo
of
in
U
to

rage Annual G

,	Volume	XXI

As economies 
ntegrated thro

maximum trad
f Singapore fr
rade share is 0
India was clos
n trade shares
uring my sam
ncreased for a

North Africa, w
nitially compa
ample, Middl
rade to GDP r
t 59.52% larg
o import subst
conomies ope
rowth (China
ccelerated for
eriod, Asia &
n the world ec
11.72%. On t

American coun
s part of the W
urprising that 
ottom after 30
f GDP in the 
ntegration did

USSR dissolve
o market econ

Growth Rates fr

III											

expanded, th
ough internati
de share is 4.1
from 2005 to 2
0.13 or 13% f
sed until 199
 for different 

mple period. O
all regions, ex
which already
ared to other r
le East & Nor
ratio of 104.7
gely due to La
titution in the
ened up and r
a in 1979 and 
r the region. B

& Pacific had b
conomy with 
the other end 
ntries only op
Washington C
t America as a
0 years, with 
period from 2

d not start unti
ed and Easter
nomies. The c

from 1980 to 20

hey also becam
onal trade. Fr

10 or 410% fo
2009, while th
for India from
1). Figure 4 s
regions acros

Overall, trade 
xcept for Midd
y had high tra
regions. At th
rth Africa had
7% while Am

atin America’
e 1980s. As m
relied on expo
India in 1991

By the end of 
become the m
trade shares r
of the spectru

pened up in th
Consensus, so
a region still s
trade accoun
2005 to 2009
il the early 19

rn Bloc nation
creation of the

 

009 

me more 
rom Table 1, 
or the city-sta
he minimum 

m 1985 to 198
shows the tren
ss the world 
shares 
dle East & 
ade shares 
he start of my
d the highest 
merica bottom
s commitmen

major Asian 
orts to promot
1), trade share
f my sample 
most integrate
reaching 
um, Latin 
he early 1990s
o it is not 
stood at the 

nting for 99.25
. For Europe,
990s, when th
ns reverted ba
e Single Mark

the 
te 

9 
nds 

 

med 
nts 

te 
es 

ed 

s 

5% 
 

he 
ack 
ket 



 

   

                                                                            The	Park	Place	Economist,	Volume	XXIII																																																							51

in 1993 also aided greatly in the integration process; as 
a result, trade shares grew consistently from 1990 
onwards. For Middle East & Africa, many countries 
increased their participation in the global economy since 
2000; thus by the five-year period starting in 2005, trade 
shares had recovered to the level reached initially by the 
region from 1980 to 1984. 
 In general, while trade shares for all regions, 
except for Middle East & North Africa, grew steadily 
over the 30 years from 1980 to 2009 as the 
liberalization trend spread worldwide, growth 
experienced a mixed pattern of evolution with much 
greater fluctuation. Figure 5 in the Appendix shows the 
scatter plot of trade shares and growth in my sample. 

 The plot shows a slight positive correlation 
between the two variables, mostly thanks to trade-
dependent, high-growth countries such as Singapore, 
Hong Kong and Luxembourg. The coefficient of 
correlation between trade shares and growth is 0.1155, 
which indicates a possible positive relationship between 
them since their movements seem to synchronize (Table 
2 in the Appendix reports the correlation coefficients 
between all variables in my study). The rest of this 
paper will formally examine this relationship using the 
empirical model presented in the next section. 
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IV. Empirical Model 
As stated previously, in this paper I will use 

trade shares, defined as the ratio of exports plus imports 
over GDP, as a proxy for trade openness due to its 
popularity within the literature and availability of data 
for a multitude of developing countries. The empirical 
model I use follows the framework of Barro (1996), 
who tested growth determinants based on the 
neoclassical growth model using OLS regression. In this 
study, I will also run various OLS regressions, but will 
incorporate panel data estimation techniques to control 
for country fixed effects (country-specific components), 
time fixed effects (time-specific components) and 
random effects. The following estimation equation is 
used for my study: 

 

where ݃݌݀݃ݎ௜௧ is the real per-capita growth rate of 
GDP for a country i at time t,  ௜ܺ௧ is a set of control 
variables, ݎݐ௜௧ is the trade share (my openness measure), 
 ௜ is the country dummy, ߬௧ is the time dummy and ߳௜௧ߙ
is the random component. Following most of the 
literature, I include in the set of controls a measure for 
the initial condition (the natural logarithm of real initial 
per-capita GDP in 1975), human capital measures 
(secondary school enrollment, life expectancy at birth, 
and population growth), a physical capital measure 
(share of gross capital formation), as well as a fiscal 
policy measure (share of government consumption), and 
an institutional quality measure (a legal system and 
property rights index). 
 As neoclassical growth theory suggests, I 
expect the initial condition measure to have a negative 
sign, reflecting the conditional convergence 
phenomenon that countries with lower income levels 
will grow faster than those already at a higher income 
level. Human capital and physical measures, on the 
other hand, are expected to positively influence growth, 
as they are the main resources for production and thus 
represent the potential for expansion of an economy. 
For the fiscal policy measure, or the ratio of government 
consumption to GDP, its effect is ambiguous since the 
quality of government operation can vary worldwide. 
For example, public investment projects in 
infrastructure such as hospitals, roads or schools would 
positively affect growth while excessive government 
spending can significantly raise a country’s debts, thus 
dampening its growth potential. On the contrary, the 
institutional quality measure is expected to have a 
positive sign, as property rights and the rule of law are 
crucial in developing a sustainable economy.  For the 
full definition and expected sign of each variable, refer 
to Table 3 in the Appendix. 

 Table 1 in the Appendix provides summary 
statistics for all of the variables. Flow variables (real 
per-capita GDP growth, shares of gross capital 
formation, shares of government consumption, 
population growth and trade shares) are averaged over 
five-year periods. Following convention, I only consider 
the value at the start of each five-ear period for the stock 
variables (secondary school enrollment, life expectancy 
at birth and the legal system and property rights index). 
Data for all GDP-related variables, except for trade 
shares, are taken from Penn World Table version 8.0. 
Secondary school enrollment is calculated from the 
Barro and Lee Educational Attainment data set. The 
legal system and property rights index is obtained from 
various Economic Freedom of the World Annual 
Reports, published by the Fraser Institute. The rest of 
the variables (including trade shares) are downloaded 
from the World Bank’s World Development Indicators 
database. 
 
V. Empirical results 
 
 The empirical results of my models are 
provided in Table 4. The dependent variable is the 
average annual real per-capita GDP growth rate of 71 
countries worldwide over 6 five-year periods from 1980 
to 2010.  
 In the first model, I treat my data as a cross-
section and carry out a pooled OLS regression of 
growth on the set of 8 control variables mentioned in 
the previous section. Consistent with a lot of cross-
country studies in the literature, I find a positive and 
significant (at the 10 percent level) coefficient of 
0.00366 for trade shares. This implies that a 10 
percentage-point increase in trade shares would result in 
a 0.04 percentage-point increase in growth rate, or a 
change of one standard deviation in this openness 
measure (an increase of 0.6) would lead to a 0.24 
percentage-point rise in growth. The pooled regression 
also shows that investment has a positive effect on 
growth, with a significant coefficient of 0.0765 at the 1 
percent level. This means that a 10 percentage-point 
increase in investment share of GDP would result in a 
0.76 percentage-point increase in growth rate. On the 
other hand, population growth, initial GDP level and 
government consumption share of GDP have negative 
effects on growth. The coefficient for each variable, 
respectively, is -0.448, -0.0125 (both significant at the 1 
percent level) and -0.0293 (significant at the 10 percent 
level). A positive change of 10 percentage-points in 
each variable would then result in a respective decrease 
of 4.48, 0.125 and 0.293 percentage-points in growth 
rates. These results are consistent with my expectations 
outlined earlier and with most of the literature (see 
Barro (1996), Sachs and Warner (1995), Edwards  



 

 

   

 Model 1 Model 2 Model 3 Model 4 Model 5 

 pooled fixed_country fixed_time fixed_both Random 

VARIABLES      

      

ln_igdp -0.0125***  -0.0128***  -0.0121*** 

 (0.00212)  (0.00317)  (0.00291) 

se 0.00754 0.00908 0.00950 0.00704 0.00688 

 (0.00687) (0.0180) (0.00719) (0.0201) (0.00746) 

le 0.000399 0.000256 0.000464 -0.000257 0.000417 

 (0.000373) (0.000890) (0.000453) (0.00156) (0.000466) 

g -0.0293* -0.0288 -0.0294* -0.0250 -0.0280* 

 (0.0152) (0.0210) (0.0153) (0.0215) (0.0151) 

i 0.0765*** 0.0885*** 0.0800*** 0.105*** 0.0800*** 

 (0.0168) (0.0250) (0.0186) (0.0285) (0.0185) 

popg -0.448*** -1.087*** -0.441*** -1.051*** -0.517*** 

 (0.169) (0.209) (0.167) (0.215) (0.136) 

lp 0.00114 -0.000899 0.000921 -0.00163 0.000660 

 (0.000963) (0.00122) (0.00102) (0.00148) (0.00108) 

tr 0.00366* 0.000691 0.00373** 0.00350 0.00378* 

 (0.00190) (0.0102) (0.00188) (0.0107) (0.00196) 

Constant 0.0808*** 0.00169 0.0748*** 0.0295 0.0785*** 

 (0.0218) (0.0539) (0.0218) (0.107) (0.0276) 

Sample size 403 403 403 403 403 

F-stat/Wald-stat 12.98 7.38 117.15 6.18 101.57 

R-squared 0.209 0.131 0.226 0.159 0.114 

Number of Country 71 71 71 71 71 

Note: the dependent variable is rgdpg in each equation 

Robust standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 

Table 4. Regression Results 
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(1992), Harrison (1996) and Vamvakidis (2002)), with 
government consumption actually slowing growth down 
here. On the other hand, secondary school enrollment, 
life expectancy and legal and property rights are all 
insignificant. The empirical literature also does not 
generally find the coefficient for life expectancy to be 
significant, but secondary school enrollment’s 
coefficient is shown to be significant in Vamvakidis 
(2002) and Harrison (1996). For the institutional quality 
measure, as pointed out before, Rodrik et al. (2004) find 
its growth effect to be statistically significant while 
Alcala and Ciccone (2004) do not.  
 One drawback of the pooled regression is that it 
ignores the time-component of my data. Thus, to 
improve upon the first model, I run a panel regression 
with both fixed and random effects to capture some of 
the heterogeneity that can exist across countries or time. 
Model 2 presents the results using panel fixed effects 
with country dummies only. By adding country 
dummies (70 dummy variables for 71 countries), I aim 
to control for the influence that any country-specific 
factor may have on growth that my initial model has not 
accounted for. With the addition of country fixed 
effects, trade shares no longer has a significant effect on 
growth with a coefficient of 0.000691. The coefficient 
for trade shares is not only insignificant at the 10 
percent level but also much smaller in magnitude 
compared to its value in my initial model. Investment 
level (0.0885) and population growth (-1.087) are still 
significant at the 1 percent level (a 10 percentage-point 
increase in each variable would result in a 0.885 
percentage-point increase in growth rate and a 10.87 
percentage-point decrease in growth rate respectively), 
but while the coefficient for investment slightly 
increases in magnitude, population growth’s coefficient 
is now much larger. Meanwhile, government 
consumption has become insignificant. Also note that in 
this model I no longer consider initial GDP as a 
predictor due to its multicollinearity with the country 
dummies. 
 In the third model, instead of using country 
dummies, I include time dummies for each five-year 
period as predictors. By incorporating these time 
dummies, I want to incorporate the effects that time-
specific factors such as any regional or global crisis may 
have on growth. In this model, trade shares has a 
positive and significant (at the 5% level) coefficient of 
0.00373. This implies that a 10 percentage-point 
increase in trade shares would result in a 0.04 
percentage-point increase in growth rate, or a change of 
one standard deviation in this openness measure (an 
increase of 0.6) would lead to a 0.24 percentage-point 
rise in growth. We can see that the coefficient of trade 
shares is of approximately the same magnitude as it was 
in my first model, but now it has become significant at a  

higher level. Investment level (0.08), population growth 
(-0.441), government consumption (-0.0294) and initial 
GDP (-0.0128) still have the same directional and 
significant effects on growth as they did in my first 
model. The magnitudes of these coefficients are also 
very close to the values of those found in Model 1. 
 For the fourth model, I include both the country 
and time dummies in the regression to control for both 
country-specific and time-specific factors, and I find 
largely the same results as with my second model. 
Trade shares show no significant relationship with 
growth (probably due to the country dummies), though 
the coefficient now stays closer in magnitude to its 
value in the initial model (perhaps due to the time 
dummies). Population growth (-1.051) and investment 
level (0.105) still have significant effects (both at the 1 
percent level) on growth, just as they do in the first 
model but the magnitudes of their effects are much 
larger. Meanwhile, government consumption is no 
longer a significant predictor. Once again initial GDP is 
dropped due to its multicollinearity with the country 
dummies. 
 In the fifth model, I use random effects to 
analyze my data set. Contrary to the fixed effects 
models, by employing random effects, I assume that 
random factors, instead of country-specific or time-
specific ones, may be the cause of cross-country 
variation in my data. The results indicate that trade 
shares has a positive and significant effect on growth. 
The coefficient for trade shares is 0.00378, and 
significant at the 10% level. This implies that a 10 
percentage-point increase in trade shares would result in 
a 0.04 percentage-point increase in growth rate, or a 
change of one standard deviation in this openness 
measure (an increase of 0.6) would lead to a 0.24 
percentage-point rise in growth. The control variables, 
investment level (0.08), population growth (-0.517), 
government consumption (-0.028) and initial GDP (-
0.0121) still have the same significant effects (at the 1, 
1, 10, and 1 percent level respectively) on growth as 
they did in my first model. This means that a positive 
change of 10 percentage-points in each variable would 
result in a respective 0.8, -5.17, -0.28 and -0.121 
percentage-point change in growth rate. These results 
are consistent with what I find in the first model.  The 
magnitudes of these coefficients are also very close to 
the values of those found in Model 1. 
 In summary, trade shares has a positive and 
statistically significant impact on growth in the pooled 
regression, the fixed effects with time dummies and the 
random effects models, while the fixed effects models 
with country dummies and with both country and time 
dummies do not yield statistically significant results. To 
check the desirability among my panel data models, I 
run two diagnostic tests whose results are provided in  
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in Table 5 in the Appendix. First of all, including the 
time dummies is better than not doing so within the 
family of fixed effects models. In other words, time-
specific factors significantly affect the sample cross-
country variation. Thus, Models 3 and 4 are more 
appropriate than Model 2. Secondly, when comparing 
the fixed effects to the random effects model, the 
Hausman test indicates that the random effects model is 
more appropriate. This means that the variation across 
countries is better explained by random factors rather 
than country-specific factors. Thus, Model 5 is better 
than Models 2, 3 and 4. For the panel data models, we 
should therefore only consider the results presented in 
Model 5, while Model 1 should be considered as a point 
of comparison.   
 My results suggest that trade openness, 
measured through trade shares, positively affects 
economic growth. The magnitude of influence of trade 
openness on growth are also found to be pretty 
consistent across the different models, as a 10 
percentage-point increase in trade shares results in an 
approximately 0.04 percentage-point increase in growth 
rate even with the different model specifications. This 
finding aligns with the results of previous papers that 
also use OLS and panel data estimation techniques. The 
positive relationship between trade openness and 
growth implies that countries can gain from opening up 
their borders to international trade, and that a closed 
economy would not fulfill its growth potential until it 
begins to liberalize trade.  
 
VI. Conclusion 
 
 This paper investigates the relationship between 
trade liberalization and economic growth for a panel of 
71 countries worldwide over 6 five-year periods from 
1980 to 2010. To build upon the empirical literature that 
examines the growth effects of trade openness, I use the 
commonly adopted measure of trade shares, defined as 
the ratio of exports plus imports over GDP, as a proxy 
for trade openness and extend past analyses by 
considering a more recent data set and using panel data 
techniques in addition to pooled (or cross-country) OLS 
regression. Besides trade shares, I also include a set of 8 
other control variables, following most of the literature, 
to control for the human capital level, physical capital 
level, the initial condition, as well as fiscal policy and 
institutional quality. 
  Consistent with past findings, I find a positive 
and significant relationship between trade shares and 
economic growth. The coefficient has a magnitude of 
approximately 0.004 across Models 1, 3 and 5 (pooled 
regression, fixed effects with time dummies, and 
random effects, respectively). This implies that a 10 
percentage-point increase in trade shares would result in 
a 0.04 percentage-point increase in growth rate, or a 
change of one standard deviation in this openness meas- 

ure (an increase of 0.6) would lead to a 0.24 percentage 
point rise in growth. Moreover, the coefficient is 
significant at the 5 percent level in Model 3, compared 
to a 10 percent significance level in Models 1 and 5. 
 These results provide another point of reference 
to the debate on the relationship between trade 
liberalization and economic growth. Here I replicate 
past empirical methods (pooled regression) on current 
data and find the same result as before: the more a 
country is open to international trade, the faster its 
economy will grow. The new panel models with fixed 
and random effects also point to the same conclusion. 
Thus, this study confirms that the widespread trade 
liberalization support among think tanks and 
international organizations before 2000 was indeed 
legitimate. Many countries have successfully opened 
their economies and enjoyed robust growth in the 80s 
and 90s (e.g. the Asian tigers) and now in the new 
millennia, others have followed their footsteps and 
achieved remarkable growth rates such as China, Brazil, 
India and the Southeast Asian nations. 
 On another note, my study does not support 
Rodrik’s (2006) argument that institutional quality 
trumps trade policy, as the institutional quality index 
does not produce a significant coefficient in my results. 
This is far from suggesting that quality of institutions do 
not matter for economic growth. Instead, its 
contribution to growth may not be a direct one, but may 
rather be indirect through other significant factors such 
as investment level and government consumption. 
 It is worth noting that a weakness of my study 
is that it does not address the issue of reverse causation; 
as countries grow, they also trade more in international 
markets to find cheaper source of goods and services, as 
well as to expand their domestic production. In other 
words, faster growth rates may result in an increase in 
trade shares. Thus, future research attempts should be 
directed at addressing this issue using more 
sophisticated econometric techniques such as 
instrumental variables or dynamic GMM estimation. In 
addition, other trade openness indicators should be 
considered, especially those that directly measure the 
size and scope of trade policy. Since trade shares could 
also be influenced by other factors such as geography, 
exchange rate volatility or shifts in terms of trade, it 
cannot truly reflect a country’s trade policy. 
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Variable 

name 

Definition Source Expected 

Sign 

rgdpg Real GDP per capita growth at constant national prices (benchmark 

year is 2005). Calculated as the difference in logarithms of real GDP 

per capita of a 5-year period, divided by the number years elapsed (5). 

PWT 

version 8.0 

N/A 

ln_igdp Expenditure-side real GDP per capita at current PPPs in 2005 US$. 

Calculated as the natural logarithm of real GDP per capita in 1975. 

PWT 

version 8.0 

(-) 

se Percentage of population aged 15 and over enrolled in secondary level 

education (regardless of completion status). Used initial year’s value for 

a 5-year period data point. 

Barro and 

Lee 

(+) 

le Life expectancy at birth indicates the number of years a newborn infant 

would live if prevailing patterns of mortality at the time of its birth 

were to stay the same throughout its life. Used initial year’s value for a 

5-year period data point. 

WDI (+) 

i Gross capital formation, calculated as percentage of real GDP at current 

purchasing power parity. Shows the acquisition less disposal of 

produced assets for purposes of fixed capital formation, inventories or 

valuables. Used the average over 5 years for each 5-year period. 

PWT 

version 8.0 

(+) 

g General government final consumption expenditure (or government 

consumption), calculated as percentage of real GDP at current 

purchasing power parity. Consists of expenditure, including 

expenditure whose value must be estimated indirectly, incurred by 

general government on both individual consumption goods and services 

PWT 

version 8.0 

(?) 
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Table 2. Correlation Matrix 

 RGDPG  LN_IGDP  SE  LE  G  I  POPG  LP  TR 

RGDPG  1           

LN_IGDP  ‐0.1452  1          

SE  0.0598  0.5948  1         

LE  0.0744  0.752  0.6851  1        

G  ‐0.0941  ‐0.2044  ‐0.0835  ‐0.1699  1       

I  0.247  0.3075  0.2425  0.4288  ‐0.2173  1      

POPG  ‐0.1463  ‐0.3274  ‐0.4048  ‐0.3651  ‐0.0053  ‐0.0708  1     

LP  0.076  0.7433  0.5854  0.7397  ‐0.1943  0.4398  ‐0.432  1   

TR  0.1155  0.1858  0.1775  0.2979  ‐0.0616  0.3447  0.1268  0.2221  1 

Table 3. Variables used in analysis 



   and collective consumption services. Used the average over 5 years for 

each 5-year period. 

popg Annual population growth rate for year t is the exponential rate of 

growth of midyear population from year t-1 to t, expressed as a 

percentage. Population is based on the de facto definition of population, 

which counts all residents regardless of legal status or citizenship--

except for refugees not permanently settled in the country of asylum, 

who are generally considered part of the population of the country of 

origin. Used the average over 5 years for each 5-year period. 

WDI (-) 

lp Composite score on Area 2 – Legal System and Property Rights from 

Economic Freedom of the World, computed as the average of 

subcategory scores. These include judicial independence, impartial 

courts, protection of property rights, military inference in rule of law 

and the political process, integrity of the legal system, legal 

enforcement of contracts, regulatory restrictions on the sale of real 

property, reliability of police and business costs of crime. The index 

ranges from 0 to 10; the higher the score, the better the legal system is. 

Used initial year’s value for a 5-year period data point. 

EFW (+) 

tr The sum of exports and imports of goods and services measured as a 

share of gross domestic product. Used the average over 5 years for each 

5-year period. 

WDI (+) 
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Note: PWT – Penn World Table, WDI – World Development Indicators, EFW – Economic Freedom of the World. 
WDI definition are taken directly from the database. 
http://databank.worldbank.org/data/views/variableSelection/selectvariables.aspx?source=world-development-
indicators 

(b) (B) (b-B) sqrt(diag(V_b-

V_B)) 

 Fixed Random Difference S.E. 

se 0.009078 0.0068823 0.0021957 0.01404 

le 0.000256 0.0004171 -0.0001614 0.000525 

g -0.02884 -0.0280477 -0.00079 0.014239 

i 0.088491 0.0799761 0.0085145 0.01727 

popg -1.08733 -0.5167119 -0.5706172 0.196645 

lp -0.0009 0.0006598 -0.001559 0.000935 

tr 0.000691 0.0037809 -0.0030903 0.00687 

     
 b = consistent under Ho and Ha; obtained from xtreg 

 B = inconsistent under Ha, efficient under Ho; obtained 

from xtreg 

Table 5. Desirability tests between panel models 
Hausman Test (Fixed effects versus random effects model)
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Ho:  difference in coefficients not systematic 
                  chi2(7) = (b-B)'[(V_b-V_B)^(-1)](b-B) 
                        =       13.46 
                    Prob>chi2 =      0.0617 
 
The null hypothesis is that the preferred model is 
the random effects (to the fixed effects with only 
country-dummies). In this case, we fail to reject the 
null hypothesis at the 5% level (but not at 10% 
level). Thus, the model that the Hausman test 
suggests we use is the random effects. 
 
Time-dummies test 
 
testparm i.Year 
( 1)  1985.Year = 0 
( 2)  1990.Year = 0 
( 3)  1995.Year = 0 
( 4)  2000.Year = 0 
( 5)  2005.Year = 0 
F(5, 70) = 2.38 

Prob > F = 0.0469 
 
The null hypothesis is that all time coefficients are 
equal to 0. Here, we can reject the null hypothesis 
and thus, time-dummies coefficients are necessary. 
  
 

Albania  Denmark  Italy  Poland 

Argentina  Dominican Republic  Jamaica  Portugal 

Australia  Egypt  Japan  Romania 

Austria  El Salvador  Jordan  Singapore 

Bahrain  Fiji  Luxembourg  South Korea 

Bangladesh  Finland  Malaysia  Spain 

Barbados  France  Malta  Sri Lanka 

Belgium  Germany  Mexico  Sweden 

Belize  Greece  Morocco  Switzerland 

Bolivia  Guatemala  Nepal  Syria 

Brazil  Honduras  Netherlands  Thailand 

Bulgaria  Hong Kong  New Zealand  Trinidad & Tobago 

Canada  Hungary  Norway  Tunisia 

Chile  Iceland  Pakistan  Turkey 

China  India  Panama  UK 

Colombia  Indonesia  Paraguay  Uruguay 

Costa Rica  Ireland  Peru  USA 

Cyprus  Israel  Philippines   

Table 6. Country list 
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