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Key Questions About Trade

1. Is openness to trade good for economic welfare in a
country?

2. What are the barriers that prevent more trade?

3. By how much would trade volumes rise if we could
remove those barriers?



Is openness to trade good for economic welfare in

a country?

• If I want to eat at “Restaurant A” instead of “Restaurant
B”, why would we let a government hinder me?
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What are the barriers that prevent more trade?

• Policy barriers:
• Tariffs
• NTBs (e.g. quotas, biased standards)

• Transport costs:
• Poor infrastructure
• Inefficient technologies used in transport sector
• Transport firms exercise market power, charge high

markups

• Administrative hurdles:
• Customs delays, compliance costs, paperwork
• Corruption
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Administrative Hurdles
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What are the barriers that prevent more trade?

Transport Costs



By how much would trade volumes rise if we could

remove those barriers?

• A lot!

• Typical (and very robust, across many settings) estimate:
multiplier of 5-10
• ⇒ Anything that acts like a 10% reduction in tariffs

would increase trade by 50-100%

• Special cases of this:

1. Massive trade volume effects of AGOA
2. Every day of export procedure delay reduces exports by

1%
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Key Messages:
1. Growth in economic living standards is built on

exchange—that is, on trade.

2. Trade with fellow citizens is fundamentally no different
from trade with foreigners.
• ⇒ We should be cautious about letting policy hinder

exchange

• ⇒ Trade is not a zero-sum game with winners and
losers—when 2 parties agree to exchange, they both win

• ⇒ Third-party “bystanders” to any bilateral trade might
be hurt (from being left out), but that is just a basic
feature of competition.

3. Barriers to trade appear to remain substantial.

4. People want to trade more ⇒ Removing barriers has big
effects.


