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A SUMMARY NOTE ON 

THE THIRD IMF/WB/WTO JOINT TRADE WORKSHOP 

NOVEMBER 6-7, 2014 

The discussion was organized in seven separate sessions, which are summarized as follows. 

 
Session I: Services Trade 

 

 "How foreign banks facilitate trade in tranquil and in crisis times: Finance or 
Information?" –  
Stijn Claessens (IMF), Omar Hassib (Maastricht University) and Neeltje van Horen (Bank of 
Holland) 
 

Banks facilitate international trade not only by providing financing and guarantees to exporters (a 
finance channel), but also by overcoming information asymmetries between importers and 
exporters (an information channel). In the paper, the importance of both channels is assessed by 
studying the role of foreign owned banks in trade. The paper provides evidence that, in normal 
times, foreign bank presence increases the probability of exports through both channels: sectors 
that have greater access to external finance tend to export more when a larger share of the 

banking sector is foreign owned, and even more so when foreign banks headquartered in the 
importing country are present in the exporting country. The information channel is important when 
the exporting country is less economically developed, and when institutional difference between 
the importing and exporting country is large. In periods of crisis, the paper finds that foreign 

banks could also imped trade, if the health of the parent bank deteriorates. During the global 
financial crisis, foreign banks continued to facilitate trade, except when the foreign banks 
originated in a country experiencing a banking crisis. 

 
 

 "Modeling services trade, trade costs and output" 
James E. Anderson (Boston College), Ingo Borchert (University of Sussex), Aaditya Mattoo 
(WB) and Yoto V. Yotov (Drexel University) 

 
Structural gravity is applied to model barriers to services trade across many sectors and countries.  
An integrated dataset for production and trade is compiled.  Missing output data (a widespread 
problem for services) is projected based on a novel use of estimated structural gravity.  The 
success of the projection method suggests uses for developing countries' trade beyond the scope 
of this paper.  Border barriers are flexibly inferred and their determinants explored in an auxiliary 

regression.  Inferred border barriers fall with GDP and with institutional quality.  We also construct 

general equilibrium trade cost incidence measures in services trade 

 
 

Session II: Exporting Firms  

 

 "Export quality in advanced and developing economies: Evidence from a new 
dataset" 
Christian Henn (WTO), Chris Papageorgiou (IMF) and Nikola Spatafora (WB) 
 

Improvements in the quality of goods produced matter for a country's economic development. 
Faster growth in the country-level export quality is associated with more rapid output growth. 

Developing new estimates of export quality, this paper yields a series of interesting stylized facts 

and results. On the relationship between export quality and income, quality upgrading is 
particularly important for development at the early stage, when a country is moving towards upper 



middle-income status. Opportunities to exploit the quality margin lie not only in manufacturing, 
but also in agriculture. Though, there are significant cross-country and regional differences in 
quality growth rates. The pace of quality upgrading differs substantially not only from one country 
to another, particularly among low-income exporters, but also at the regional level and even within 
regions. A strong quality convergence was found for many development success stories (e.g. East 
Asia). On the determinants of export quality, within any given product line, quality converges over 

time both conditionally and unconditionally towards the world quality frontier. Quality upgrading 
seems to be best encouraged through a broadly conducive domestic environment, rather than 
sector-specific policies. In particular, institutional quality, liberal trade policies, FDI inflows, and 
human capital all promote quality upgrading, although their impact varies across manufacturing 
and agricultural sectors. However, each country is different, requiring a customized strategy. For 
some, quality upgrading holds great promise, while others may need to diversify first into other 

sectors to build quality upgrading potential. All in all, the paper concludes that GVC participation 
tends to increase quality upgrade, and promotes within-product quality convergence. 

 
 

 "The life cycle of exporting firms" 
Paulo Bastos (WB) and Daniel Dias (University of Illinois) 
 

Firm-level data from the Portuguese manufacturing sector is used to study the evolution of export 
performance over the firm's life cycle. The study finds that, as firms age, they tend to pay higher 
wages, import more expensive inputs, and charge higher prices for exports, especially in sectors 
with greater scope for product differentiation. This points to a life cycle in which successful 
exporters typically start small and grow progressively as they age; first at home, thus abroad; 
while also upgrading the quality of their products. The implications of such findings are discussed 
for recent theories of export dynamics.  

 
 

 "Evidence on productivity, comparative advantage, and networks in the export 

performance of firms" 
Luca A. Ricci (IMF) and Federico Trionfetti (Aix-Marseille University) 

 

Success in international markets does not depend only on comparative advantage and 
productivity, but also on "network connections" or "connectivity", that is the ability of the country 
to benefit from foreign participation, foreign financing, joint ventures and connectivity through 
transport and other key trade infrastructures. Typically, the literature grants higher effects to 
measures of comparative advantage and productivity, but network connections as defined in the 
paper helps reduce fixed costs of operating in international markets. The paper tests by how much 
the probability of exports is increased by each of these three variables, under different 

assumptions. Network connections' effects are very significant, and actually close in size to 
comparative advantage and productivity.  
 
 

 

Session III: Trade, Growth and Business Cycles 

 "Global trade slowdown: Cyclical or structural?" 

Cristina Constantinescu (IMF), Aaditya Mattoo (WB) and Michele Ruta (IMF) 
 

This paper focuses on the sluggish growth of world trade relative to income growth in recent years. 
Is the global trade slowdown structural or cyclical? We use a simple empirical strategy based on an 
error correction model to address this question. An estimate of the relationship between trade and 
income in the last four decades reveals that the long-term trade elasticity rose sharply in the 

1990s, but declined significantly in the 2000s even before the recent crisis. These results suggest 
that trade is growing slowly not only because of slow GDP growth, but also because trade itself 
became less responsive to GDP in recent years.  We find evidence that the explanation may lie in 
structural factors, most notably the slowing pace of international vertical specialization, more than 
increasing protection or the changing composition of trade and GDP.  
 

 "Trade integration and business cycle synchronization: Trade in value-added is 

what matters" 
Romain Duval (IMF), Richa Saraf (University of Albany) and Dulani Seneviratne (IMF) 



 
This paper re-examines the relationship between trade integration and business cycle 
synchronisation (BCS) using new value-added trade data for 63 advanced and emerging market 
economies during 1995–2012. In a panel framework, we identify a strong positive impact of trade 
intensity on BCS—conditional on various controls, global common shocks and country-pair 
heterogeneity—that is absent when gross trade data are used. This effect is bigger in crisis times, 

pointing to trade as an important crisis propagation mechanism. Bilateral intra-industry trade and 
trade specialization correlation also appear to increase co-movement, indicating that not only the 
intensity but also the type of trade matters. Finally, it is showed that the dependence on Chinese 
final demand in value-added terms amplifies the international spill-overs and synchronizing impact 
of growth shocks in China. 
 

 
Session IV: Global Supply Chains 

 
 Knowledge spillovers through international supply chains 

Roberta Piermartini (WTO) and Stela Rubínová (Graduate Institute, Geneva) 
 

Understanding whether international supply chains affect knowledge spillovers and quantifying this 

effect is the focus of this paper. The evidence suggests that production networks are an important 
driver of technology transfers. Countries participating in supply chains acquire part of the 
knowledge of the sending country and increase their domestic R&D productivity. Most importantly, 
the scope of knowledge spill-overs is determined by the structure of the production network: the 
stronger the intensity of supply chains linkages between countries, the stronger the knowledge 
spill-overs will be. The paper also shows that the evidence that knowledge spill-overs flow along 
the supply chains is more robust than the traditional finding that knowledge spill-overs depend on 

geographical distance or trade flows. Overall, the findings provide insights as to the emergence of 
economies such as China, Singapore and the Republic of Korea as major contributors to the pool of 

technological innovations since 1985. All in all, their findings support policies that favour 
participation in supply chains to foster economic development, but also show that potential gains 
depend on the type of participation.  

 

 
 Global supply chains and trade policy 

Emily J. Blanchard (Tuck at Dartmouth), Chad P. Bown (WB) and Robert C. Johnson 
(Dartmouth College) 

 
How do global supply chain linkages modify countries' incentives to impose import protection? Are 
these linkages empirically important determinants of tariffs and other policy barriers to trade? To 

answer these questions, this paper integrate supply chain linkages into the terms-of-trade model 
of trade policy in order to develop testable predictions that relate observed bilateral final goods 
tariffs to domestic and foreign value-added content. The empirical contribution tests the 
predictions using a new database of bilateral applied tariffs and non-tariff barriers and value-added 

content derived from global input-output tables across a number of major economies and sectors 
over the 1995-2009 period. The evidence suggests that significant levels of domestic value-added 
content embodied in foreign final goods production can serve to lower bilateral tariffs on final 

goods imports. This downward pressure on import protection holds for nontariff barriers as well; 
combined, these results suggest that the rise of global value chains may have important 
implications for how countries set their trade policies and potentially negotiate international 
agreements. 



Session V: Trade Finance 

 
 

 The impact of Basel III on trade finance: The potential unintended consequences 
of the leverage ratio, Marc Auboin (WTO) and Isabella Blengini (University of Lausanne) 

 

One key measure to avoid the build-up of excessive "leverage" in the financial system under the 
new "Basel III" framework has been the imposition of a flat, non-risk based, leverage ratio with a 
credit conversion factor (CCF) of 100%. While the overall rationale for the leverage ratio is to 
promote the resilience of the banking sector, concerns have been expressed over the potential 
negative "unintended consequences" of applying this ratio to normally lightly regulated contingent 
trade finance instruments. The imposition of an excessive prudential "tax" could be discouraging 

for the use of these instruments, notably by developing countries, and hence result in missed 

trading opportunities. This paper provides a relatively simple model approach showing the 
conditions under which the 100% leverage tax would reduce the natural attractiveness of safe, off-
balance sheet letter of credit relative to higher-risk assets, which stand in the balance sheet of 
banks. The paper concludes that a 20% leverage tax would more appropriate, based on the model. 
Following probably the same logic, the Basel committee reconsidered its guidelines on 12 January 
2014 and reduced the CCF on commercial letters of credit from 100 to 20 per cent.  

 
 

 Understanding trade finance: Theory and evidence from transaction-level data 
JaeBin Ahn (IMF) 

 
This paper provides a portrait of the pattern of payment methods in international trade at the 
national level, by employing Colombian and Chilean import transactions data. The data reveal a 

dominance of post-shipment payments, which account for 80-90 percent of total import 
transactions in Colombia and Chile. Further, a substantial level of variation across source countries 

is mostly explained by Asian countries, with which post-shipment payment terms are used 
significantly less. Alternative models of trade finance that features self-liquidating letter of credit 
and account receivables financing is introduced to explain the observed empirical patterns of 
payment methods. A subsequent econometric analysis strongly supports the validity of the model.  

 
Session VI: Trade and Policy I 

 
 Trade policy uncertainty as a barrier to trade 

Alberto Osnago (WB), Nadia Rocha (WTO) and Roberta Piermartini (WTO) 
 

Using WTO tariff commitment schedules to measure trade policy uncertainty, this paper studies 

the effect of trade policy uncertainty on the intensive and extensive margin of trade on a sample of 
149 exporters and HS6 digit level. It finds that trade policy uncertainty is an important barrier to 
export. It is especially true for trade in intermediate and differentiated goods and for countries 

with less developed institutions. This suggests that WTO commitments foster trade not only 
because they reduce tariff but also because they increase predictability of trade policy. Such result 
is robust to the endogeneity of tariff commitments. 
 

 Customs reform and trade growth: Evidence from Albania 
Ana M. Fernandes (WB), Russell Hillberry (WB) and Alejandra Mendoza (WB) 

 
Despite enormous academic interest in trade costs as well as keen policy interest in efforts to 
mitigate them, there exists very little hard evidence on the impacts of trade facilitation efforts.  
This paper exploits a dramatic reduction in the rate of physical inspections by Albanian customs as 

a result of administrative reforms to estimate the effect of inspection-related delays on imports. In 
this setting a conditional reduction in inspection probabilities of 1% induces an 3.6% reduction in 
median days spent in Albanian customs, and a 1% reduction in median days in customs generates 
a 1.9% increase in trade flows for a  given importing firm, HS 6-digit product and origin country.  
Overall, the estimates imply that reductions in the rate of physical inspections from 2007 to 2012 

increased imports at the firm-product-country level by 1.45%.  Our estimates also show positive 
effects of the customs reform on the extensive margin of trade, through an increase in the number 



of importing firms. Among other purposes, these estimates can be useful for cost-benefit analyses 
associated with policies designed to reduce the rate of physical inspections in customs.   

 

Session VII: Trade and Policy II 

 
 All in the family: State capture in Tunisia 

Caroline Freund (Peterson Institute), Antonio Nucifora (WB) and Bob Rijkers (WB) 
 
The paper examines the relationship between regulation and the business interests of President 
Ben Ali and his family, using firm-level data from Tunisia for 1994–2010. Data on investment 
regulations are merged with balance sheet and firm-level census data in which 220 firms owned by 

the Ben Ali family are identified. Connected firms turn out to outperform their competitors in terms 

of employment, output, market share, profits, and growth and sectors in which they are active. 
They were disproportionately subject to authorization requirements and restriction on foreign 
direct investment. Consistent with theories of capture, performance differences between connected 
firms and their peers appear to be significantly larger in highly regulated sectors. In addition, the 
introduction of new foreign direct investment restrictions and authorization requirements in 
narrowly defined five-digit sectors is correlated with the presence of connected firms and with their 
start-up, suggesting that regulation is endogenous to state capture. The evidence implies that 

Tunisia’s industrial policy was used as a vehicle for rent creation for the president and his family. 
 

 Trade policy substitution: Theory and evidence from specific trade concerns 
Cosimo Beverelli (WTO), Mauro Boffa (University of Geneva) and Alexander Keck (WTO)  

 
Since the use of traditional means of protection, notably tariffs, has steadily dropped over the 
years, the question arose as to what extent governments use Non-Tariff Measures (NTMs) to 

restore previous levels of tariff protection. From both a theoretical and empirical angle, this paper 
confirms the scope for such "trade policy substitution". It investigates probabilities that a Specific 
Trade Concern (STC) is raised in the WTO in a given sector in relation to past reductions in applied 
tariffs. While the occurrence of a trade policy substitution effect is limited to advanced economies 
in the TBT and SPS samples, the paper finds consistent and statistically robust evidence of policy 
substitution across all country groups and more likely in sectors where `policy space' is limited.  

These results are consistent with the theoretical model used in the paper. 
 

 


