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B. Trends in international
trade

A comprehensive and fruitful analysis of the shaping factors
of international trade and their implications for trade policy
cannot be performed without having a clear idea of the
evolution of trade patterns over time. This part of the Report
analyses past, present and future trends in international trade
and economic activity. It begins with a historical analysis of
trade developments from pre-industrial times to the present,
focusing on the key role that technology and institutions have
played in the past. It then identifies and explains important
trends in international trade that have emerged over the last
30 years. In doing so, the section describes who the main
players are in international trade (in terms of countries or
companies), what countries trade and with whom, and how
the nature of trade has changed over time. Finally, it provides
some illustrative simulations of possible future trade scenarios.
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Some key facts and findings

+ Dramatic decreases in transport and communication costs have been the driving
forces behind today’s global trading system. Geopolitics has also played a
decisive role in advancing and reinforcing these structural trends.

+ Inthe last 30 years, world merchandise and commercial services trade
have increased by about 7 per cent per year on average, reaching a peak of
US$ 18 trillion and USS$ 4 trillion respectively in 2011. When trade is measured
in value-added terms, services play a larger role.

+ Between 1980 and 2011, developing economies raised their share in world
exports from 34 per cent to 47 per cent and their share in world imports from
29 per cent to 42 per cent. Asia is playing an increasing role in world trade.

« For a number of decades, world trade has grown on average nearly twice as
fast as world production. This reflects the increasing prominence of
international supply chains and hence the importance of measuring trade
in value-added terms.

« Simulations show that in a dynamic economic and open trade environment,
developing countries are likely to outpace developed countries in terms of
both export and GDP growth by a factor of two to three in future decades.

By contrast, their GDP would grow by less than half this rate in a pessimistic
economic and protectionist scenario, and export growth would be lower than
in developed countries.
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1. The evolution of international
trade: insights from economic
history

Understanding the future shaping factors of world
trade begins with an understanding of the historical
forces that created the global trading system we have
today. The rise of a world trading system, like so many
other features of the modern world economy, began
largely with the industrial revolution. The immense
technological advances in transportation and
communications that it unleashed — from steamships,
railroads and telegraphs to automobiles, aeroplanes
and the internet - steadily reduced the cost of moving
goods, capital, technology, and people around the
globe. This “death of distance”, to use the modern
metaphor, has been one of the most important forces
shaping global economic development since the early
1800s (Cairncross, 1997).

The rise of a world economy, the spread of investment
and technology, the growth of international
specialization, the ascent of new economic powers, the
dramatic surge in growth and population — none of this
in turn would have been possible without a massive
expansion of global trade over the past 200 years. At
the same time, the spread of industrialization - first to
Europe, next to the Americas, and then to Asia, Africa
and elsewhere - fuelled a further expansion of
international trade and economic integration. Since the
mid-1800s, the world’s population has grown roughly
six-fold, world output has grown 60-fold, and world
trade has grown over 140-fold (Maddison, 2008). This
virtuous circle of deepening integration and expanding
growth is what we now refer to as globalization.

While underlying technological and structural forces
are the main drivers behind globalization, political
forces play an equally central role - sometimes
facilitating and cushioning the rise of a globally
integrated market, other times resisting or reversing it.
Karl Polanyi's insight that a global free market is not
only impossible, but doomed to self-destruction in the
absence of effective international cooperation looks
as valid today as it did when he first advanced it in
1944 (Polanyi, 1944).

It is difficult to imagine the rise of globalization during
the 19™ century without the gold standard, the dense
web of bilateral trade agreements, and Great Britain’s
economic dominance, just as it is difficult to imagine
the post-1945 resumption of globalization without the
advent of the new multilateral economic institutions,
more activist economic and social policies at the
domestic level, and America’s assumption of the global
leadership mantle. Indeed, the evolution of globalization
over the past 200 vyears has generally been
accompanied not by a contraction of government but
by its steady expansion at both the national and
international level (see Section C.6).

Yet at other times, politics has intervened — sometimes
consciously, sometimes accidentally — to slow down or
even roll back the integrationist pressures of
technology and markets. It is this complex interplay of
structural and political forces that explains the
successive waves of economic integration and
disintegration over the past 200 years; and in particular
how the seemingly inexorable rise of the “first age of
globalization” in the 19™ century was abruptly cut
short between 1914 and 1945 - by the related
catastrophes of the First World War, the Great
Depression and the Second World War - only to be
followed by the rise of a “second age of globalization”
during the latter half of the 20 century. While the
long-term trend has been in the direction of expanding
trade and deeper integration, unpredicted (and
perhaps unpredictable) geopolitical shocks have
periodically interrupted or reversed this trend,
suggesting the need for caution in extrapolating from
the economic past into the economic future.

(a) The first age of globalization

The early 19t century marked a major turning point for
world trade. Although the outlines of a world economy
were already evident in the 17" and 18" centuries - as
advances in ship design and navigation led to Europe’s
discovery of the Americas, the opening up of new routes
to Asia around Africa, and Magellan's circumnavigation
of the globe (Maddison, 2008) — it was the arrival of the
industrial revolution in the early 1800s which triggered
the massive expansion of trade, capital and technology
flows, the explosion of migration and communications,
and the “shrinking” of the world economy, that is now
referred to as “the first age of globalization” (Ikenberry,
2000). In particular, breakthroughs in transport
technologies opened up national economies to trade
and investment in ways that differed radically from what
had gone before, relentlessly eroding what economic
historian Geoffrey Blainey has termed “the tyranny of
distance” (Blainey, 1968).

Steam power was the first revolutionary technology to
transform transportation, starting with steamships.
Although early vessels were initially limited to inland
rivers and canals, by the late 1830s steamships were
regularly crossing the Atlantic and by the 1850s a
service to South and West Africa had begun. At first,
steamships carried only high-value commodities, such
as mail, but a series of incremental technological
improvements over subsequent decades - screw
propellers, the compound and turbine engine, improved
hull design, more efficient ports — resulted in faster,
bigger, and more fuel-efficient steamships, further
driving down transport costs, and opening up trans-
oceanic steamship trade to bulk commodities, as well
as luxury goods (Landes, 1969).

The opening of the Suez Canal in 1869 marked a
further breakthrough in trans-oceanic steam shipping.
Until then, steamships could not carry enough coal to



circumnavigate Africa leaving sailing ships still dominant
on Far Eastern trade routes. By creating a major short-
cut to Asia from Europe, the Suez Canal suddenly made
steamships viable, and most cost efficient on these
routes as well, completing their conquest of trans-
oceanic shipping by the end of the 1800s.

Railways were the other major steam-related transport
innovation of the industrial revolution. Inland
transportation costs had already started to fall in the
late 18! century as a result of road and especially
canal construction. The length of navigable waterways
in Britain quadrupled between 1750 and 1820; canal
construction in France also soared while in the United
States the massive Erie Canal, constructed between
1817 and 1825, reduced the transportation costs
between Buffalo and New York by 85 per cent and cut
the journey time from 21 to eight days (O’Rourke and
Williamson, 1999).

The importance of inland waterways was soon eclipsed
by the railway boom. The world’s first rail line, the
Stockton and Darlington Railway, opened in 1825, and
was soon copied, not just throughout Britain, but in
Belgium, France, Germany and the rest of Western
Europe. The explosion of railways was particularly
notable in the United States during the second half of
the 19% century, where new trans-continental
networks would play a major role, not just in the
settlement of the West and in forging a national
economy but in linking the vast American hinterland to
global markets (O'Rourke and Findlay, 2007). A
transcontinental line linked the East and West coasts
of the United States by 1869; the Canadian-Pacific
railroad was completed by 1885 and the trans-Siberian
railway by 1903. The decade prior to the First World
War also saw an explosion of railway building in
Argentina, India, Australia, China and elsewhere,
largely financed by British capital. From virtually
nothing in 1826, almost a million kilometres of rail had
been built by 1913 (Maddison, 2008).

If steam power revolutionized trade in the first half of
the 19" century, a wave of even newer technologies —
such as refrigerated ships and submarine telegraph
cables — contributed to a further lowering of trade and
communications costs and a deepening of global
integration in the second half of the 19 century.
Refrigeration had major trade implications. Developed
in the 1830s and refined over the following two
decades, mechanical refrigeration meant that chilled
beef could be exported from the United States to
Europe as early as 1870; by the 1880s, South
American meat, Australian meat and New Zealand
butter were all being exported in large quantities to
Europe (Mokyr, 1990).

The arrival of the electronic telegraph in the 1840s was
another transformative event, ushering in the modern
era of near instantaneous global communications. The
first successful transatlantic telegraph message was
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1870 4.6
1913 7.9
1950 5.5
1973 10.5
1998 17.2

Source: OECD (2001).

sent in August 1858, reducing the communication time
between Europe and North America from ten days - the
time it took to deliver a message by ship — to a matter of
minutes. By the end of the 19™ century, British-,
French-, German- and US-owned cables linked Europe
and North America in a sophisticated web of telegraphic
communications.

International trade increased rapidly after 1820,
underpinned by falling transport and communications
costs. Inland transport costs fell by over 90 per cent
between 1800 and 1910; transatlantic transport costs
fell roughly 60 per cent in just three decades between
1870 and 1900 (Lundgren, 1996). Meanwhile, world
exports expanded by an average of 3.4 per cent
annually, substantially above the 2.1 per cent annual
increase in world GDP (Maddison, 2001). As a result,
the share of trade in output (or openness) rose steadily,
reaching a high point in 1913 (see Table B.1), just
before the First World War, which was not surpassed
until the 1960s (Maddison, 2001).

(b) A growing division of labour and
a widening wealth gap

The vast expansion of international trade in the
19t century enabled countries to specialize in the
products at which they were most efficient, thus
reinforcing and accelerating the international division
of labour. Although trade also helped to diffuse new
technologies and products — and to reduce the
handicap that countries with limited natural resources
had hitherto faced - industrialization and development
spread unevenly, with Britain taking an early lead,
followed by Western Europe, North America, and much
later Japan. Thus, even as global economic integration
deepened in the 19" century, the income gap between
a fast-industrializing North and a raw-material
supplying South widened - a process economic
historian Kenneth Pomeranz has called “the great
divergence” (Pomeranz, 2000).

Dramatically falling transport costs resulted not just in
increasing volumes of trade but also in trade
diversification. Before the industrial revolution, the vast
majority of goods and raw materials were too difficult or
expensive to transport over great distances, with the
result that only goods with the highest price-to-weight
ratio — spices, precious metals, tea and coffee — were
traded. However, as steamships replaced wooden
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sailing vessels, and as railways replaced transportation
by horses, a greater variety of commodities were
suddenly accessible to the world’s industrial centres,
and a much wider range of manufactured goods were
available to the rest of the world.

Over the course of the 19 century, trans-oceanic
trade in grains, metals, textiles and other bulk
commodities became increasingly common.! After
the mid-19* century, European farmers increasingly
found themselves in direct competition with the vast
and highly productive farms of the Americas and
Russia.? Despite a fast-growing population and
limited arable land, food prices in Britain stopped
rising in the 1840s and started falling thereafter
(O'Rourke and Findlay, 2007; O'Rourke and
Williamson, 1999).

Declining food prices benefited industrial workers and
urban consumers - helping to fuel further
industrialization and urbanization — but disadvantaged
landowners and farm labourers. According to
Pomeranz, one of the key factors that facilitated
Europe’s rapid industrialization throughout the 1800s
was the vast amount of fertile, uncultivated land in the
Americas which could be used to grow the large
quantities of agricultural products needed to feed a
fast-expanding European population, thereby allowing
Europe’s labour and land to be freed up for further
industrialization (Pomeranz, 2000).

At the same time, the Americas, Asia and Africa served
as an expanding market for European manufactured
goods. Just as farmers in industrialized countries faced
powerful new competition from highly competitive
agricultural producers in the New World, developing-
country artisanal and craft producers also found
themselves out-competed and overwhelmed by more
capital- and technology-intensive producers in the fast-
industrializing North (Bairoch and Kozul-Wright, 1996).

Massive inflows of European manufactured goods,
particularly of textiles and clothing, throughout the
19t century resulted in what economic historian Paul
Bairoch describes as the “de-industrialization” of the
developing world, both in absolute and relative terms.
The destruction of India’s textile industry was a
striking example, but a similar de-industrialization
process was taking place in China, Latin America and
the Middle East (Bairoch and Kozul-Wright, 1996).
The developing world saw its share of global
manufacturing fall from over a third to less than a
tenth between 1860 and 1913 (Bairoch, 1982). Only
after the turn-of-the-century did the downturn in the
developing world’s industrial capacity begin to
reverse.

Improved transport and communications allowed
people and capital as well as goods to move more
freely across the globe, further fuelling the growth of
overseas markets, providing new investments in

transport and communications infrastructure, and
driving up the pace of global integration. From 1820 to
1913, 26 million people migrated from Europe to the
United States, Canada, Australia, New Zealand,
Argentina and Brazil. Five million Indians migrated
within the British Empire to destinations such as
Burma, Malaysia, Sri Lanka and Africa. An even larger
number of Chinese migrated to countries around the
Pacific Rim and beyond (Ravenhill, 2011).

The opening up of the Americas, Australasia and
Northern Asia to new settlement required massive
capital investments, especially in railways. After 1870,
there was a massive outflow of European capital for
overseas investments. By 1913, Britain, France
and Germany had investments abroad totalling over
US$ 33 billion; after 1870, Britain invested more
than half its savings abroad, and the income from its
foreign investments in 1913 was equivalent to almost
10 per cent of all the goods and services produced
domestically (Maddison, 2001). Moreover, this capital
flowed increasingly towards the developing world.
Between 1870 and 1914, the share of British investment
going to Europe and the United States halved, from
52 per cent to 26 per cent of the total, while the share
of investment absorbed by Latin America and British
colonies and dominions rose from 23 per cent to
55 per cent (Kenwood and Loughheed, 1994).

A new global economic landscape — defined by an
advanced industrial “core” and a raw-material-
supplying “periphery” — gradually took shape over the
course of the 19 century, reflecting the increasing
international division of labour (O’Rourke and Findlay,
2007). For Britain in particular, trade with its Empire
and dominions was more important than trade with
other industrialized countries. For example, in 1913,
Britain imported more from Australia, Canada and
India (and some others) combined than the United
States — despite the latter's importance as a supplier
of cotton for Britain’s textile industry — and it exported
five times as much to these countries as to the United
States. Similarly, France exported more to Algeria than
to the United States in 1913 (Ravenhill, 2011).

Even among industrialized countries, trade was largely
dominated by primary products until after the First
World War. According to Kenwood and Lougheed
(1994), at its peak in 1890, agriculture and other
primary products accounted for 68 per cent of world
trade, declining slightly to 62.5 per cent by 1913
(Kenwood and Lougheed, 1994). At the outbreak of
the First World War, primary products still constituted
two-thirds of total British imports (Ravenhill, 2011).

If incomes within the industrialized core generally
converged during the 19" century, incomes between
the core and the periphery of the world economy
dramatically diverged. Many economists, beginning
most notably with Raul Prebisch in the 1950s, have
argued that this divergence was a result of the growing



international division of labour, especially the way their
growing dependence on raw material exports
prevented poorer countries from industrializing.?
Although commodity specialization brought some
periphery countries significant economic benefits —
Argentina, for example, had among the world'’s highest
per capita income in 1913% - for many others,
economic progress was modest or non-existent.

Meanwhile, the industrialized countries’ access to
cheaper raw materials and vast markets for their
manufactured goods allowed them to advance at a
much greater pace, both economically and
technologically, than the rest of the world. In 1860, the
three leading industrial countries produced over a third
of total global output; by 1913 their share was a little
under two-thirds (of a much larger total). In 1820, the
richest countries of the world had a GDP per capita
about three times the poorest (see Figure B.1);
by 1910, the ratio was nine to one and by 1925, fifteen
to one (Maddison, 2001).

The industrialized core also gradually expanded during
this period. Britain was the undisputed economic
power in the mid-1800s, but by 1913 both the United
States and Germany were contributing a larger share
of world output, as is shown in Table B.2. While in
1870, no country had achieved a level of per capita
industrialization half that of Britain’s, by 1913 Germany,
Belgium, Switzerland and Sweden had caught up.®
However, as Bairoch notes, even by the end of the
19t century, “the core of world industry comprised a
very small group of countries” (Bairoch and Kozul-
Wright, 1996).
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(c) Global economic cooperation
and integration

The spectacular growth in international economic
integration in the 19 century rested on relatively
simple — but in many ways fragile - international
political foundations.

The central pillar of the 19™-century global economy
was the international gold standard. Following Britain’s
example since the early 1820s,° Germany guaranteed
gold parity for its exchange rate in 1872 as part of its
efforts to consolidate its newly unified empire around
a single currency and a common monetary policy.
Denmark, Norway and Sweden followed Germany in
1873, the Netherlands in 1875, Belgium, France and
Switzerland in 1876 and the United States in 1879. By
the end of the 1880s, virtually the whole world had
joined Britain on the gold standard, effectively creating
a single world financial system (Frieden, 2006). Since
every country fixed the value of its national currency in
terms of gold, each currency had a fixed exchange rate
against every other — thus virtually eliminating foreign
exchange risk and barriers to international payments.
The period between the 1870s and 1914 was one of
remarkable stability and predictability in international
trade and capital flows.

European countries also negotiated a dense network
of bilateral trade agreements with one another during
this period, triggered by the conclusion of the Cobden-
Chevalier Treaty between Britain and France in 1860.
The treaty not only reduced tariff barriers between
Europe’s two largest economies,” but included an

Figure B.1: GDP per capita of selected economies, 1820-1938
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United

Year States Britain Germany
1830 2.4 9.6 3.5
1860 7.2 19.9 4.9
1913 32.0 13.6 14.8

Source: Bairoch (1982).

unconditional most-favoured-nation (MFN) clause which
guaranteed equal, non-discriminatory access if either
France or Britain lowered tariffs with third countries.
This MFN clause provided the “cornerstone” of the
19th-century commercial treaty network (Bairoch, 1982).

While Britain made its tariff reductions under the
treaty applicable to all countries, France adopted a
two-tiered tariff system, with lower MFN tariff rates for
Britain and higher rates for others - creating a
powerful incentive for other European states to
negotiate MFN agreements with France as well, thus
securing equal treatment for their own exports. France
concluded a treaty with Belgium in 1861, followed in
quick succession by agreements with the German
Zollverein in 1862, ltaly in 1863, Switzerland in 1864,
Sweden, Norway and the Netherlands in 1865, and
Austria in 1866.8 As economic historian Douglas Irwin
puts it, “through a variety of fortuitous circumstances, a
single bilateral agreement to reduce tariffs blossomed
into dozens of bilateral accords, resulting in an
effectively multilateral arrangement under which
international trade entered an unprecedentedly liberal
era” (Irwin, 1995).

Europe's vast overseas empires and spheres of
influence, already deeply integrated by trade,
investment, and migration flows, also played a key role
in shaping global economic integration. Much of the
developing world had been — or was in the process of
being — opened up to trade and investment as a result
of colonial rule and the expectation that imperial
powers should enjoy free access to the resources and
markets of their colonial possessions.® These
extensive imperial and colonial ties meant that large
parts of the world economy were automatically drawn
into the liberal trading order being constructed among
European countries after 1860.

French, German, Belgian and Dutch colonies essentially
adopted the same tariff codes as their home countries,
while most of Britain’s dependencies, such as India,
applied the same low, non-discriminatory tariff on
foreign as well as British imports. If trade relations
among industrialized countries, according to Bairoch,
still resembled “islands of liberalism surrounded by a
sea of protectionism” in the 19" century, in the
developing world they resembled “an ocean of
liberalism with islands of protectionism” (Bairoch and
Kozul-Wright, 1996).

Other
France Russia developed Other
countries
5.2 5.6 13.3 60.5
7.9 7.8 16.7 36.6
6.1 8.2 17.8 7.5

There were also various attempts at the international
level to meet the policy coordination and cooperation
challenges thrown up by new transport and
communications  technologies. For example, the
International Telegraph Union (ITU), the world’s oldest
international body, was formed in 1873 to harmonize
telegraph regulations and tariffs.!®© An International
Conference for Promoting Technical Uniformity in
Railways was held in 1883 to help link up national railway
networks; the United International Bureau for the
Protection of Intellectual Property was established in
1893 to administer the newly negotiated Berne
Convention for the protection of literary and artistic
works and the Paris Convention for the protection of
industrial  property. Many of these 19%"-century
international innovations provided building blocks for the
League of Nations (1919) and the United Nations (1945).

All of these developments can only be understood in
relation to Britain's central role in the global economy.
As the world's dominant industrial, financial and naval
power throughout much of the century, Britain
generally used its influence and example to shape an
international economy that maximized liberal trade and
investment flows. The mid-century push for freer
global trade was almost entirely a British preoccupation
and initiative, led by Britain's 1846 repeal of the Corn
Laws (high agricultural tariffs), its 1849 repeal of the
Navigation Acts (laws restricting foreign trade
between Britain and its colonies), and finally its
invitation to France to negotiate the 1860 Cobden-
Chevalier Treaty.

Similarly, the use of sterling as the main international
currency and the pivotal role of British banks in the
international financial system signified Britain's
economic strength and the extent to which it benefited
from global economic openness. Just as important,
Britain's naval supremacy ensured that the world sea
lanes, the arteries of the 19!"-century global economy,
remained open — and not just to British trade but to the
commerce of the world.

One of the striking features of the 19t"-century
economic system — if it can be termed a “system” - is
that it evolved piecemeal and autonomously, not by
international design and agreement. Trade relations
were underpinned by a patchwork quilt of separate
bilateral undertakings, while the international gold
standard  entailed only  countries’ individual
commitments to fix the price of their domestic



currencies in terms of a specific amount of gold. In this
lack of overarching structures and institutions lay the
system’s fundamental and inherent weakness. In the
absence of formal international constraints or scrutiny,
most European countries gradually raised the level of
their tariffs in the last three decades of the
19t century to protect domestic producers against the
increasing global competition that had flowed from
falling transport costs.

The unification of Germany and Italy in the early 1870s
also placed pressure on Europe's non-discriminatory
system of trade relations, as both countries sought to
consolidate internal unity by raising external tariff
barriers. The worldwide depression from 1873 to 1877
- whose impact approached the severity of the Great
Depression 60 years later — added further pressure for
more domestic protection and weakened the drive for
access to foreign markets. The fact that the United
States, already a major agricultural exporter and a
fast-rising manufacturing power, refused to lower its
own tariffs or to grant unconditional MFN treatment in
its trade agreements, also placed a growing strain on
the system.

By the turn of the century, the average tariff level
in Germany and Japan was 12 per cent, in France
16 per cent, and in the United States 32.5 per cent.
The rush by European powers to consolidate and
expand their colonial empires in Africa and Asia was a
clear sign that Britain’s “imperialism of free trade” was
already waning (Gallagher and Robinson, 1953). Even
in Britain, the free trade orthodoxy was being
challenged by growing political calls for Britain to
strengthen and protect its Empire through exclusive
trade preferences.

(d) De-globalization

The first age of globalization was already under strain
when the First World War delivered a fatal blow -
destroying not just the liberal economic order but the
assumption, remarkably widespread in the 1800s, that
technology-driven integration, interdependence and
prosperity alone were sufficient to underpin
international cooperation and peace (Ravenhill, 2011).
Trade was massively disrupted, the gold standard
collapsed, economic controls and restrictions were
widespread, and Europe, the former core of the world
economy, was left devastated or exhausted.

The economic instability and disorder of the inter-war
years was rooted in the failed attempt to rebuild the
globalized economy of the 19" century. Partly this failure
arose from an inability to recognize that the post-war
world was fundamentally altered, and that there could be
no quick or easy return to the pre-war “golden age” of
open trade and financial stability. Countries
underestimated the immense challenge of restructuring
wartime industries, finding work for millions of
unemployed soldiers, or coping with raw material and
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food shortages. One of the war's most significant impacts
was on the changing perceptions of a government’s
economic role. Mobilizing countries behind total war had
demanded unprecedented state involvement in
economies. After the war, there were strong political
demands for national governments to continue to
manage economies in order to promote full employment,
reconstruction and greater social justice — but these
pressures for economic nationalism often clashed with
pressures for international economic cooperation.

Economic challenges were compounded by financial
challenges. In the face of widespread financial volatility
and competitive devaluations, countries kept or re-
imposed trade and exchange restrictions to slow
imports and strengthen their balance of payments.
When leading countries finally agreed to reinstate a
modified version of the gold standard in 1925, they
were uncertain as to what the post-war parities should
be: the result was currency misalignments, leaving the
pound sterling and the French franc wildly over-valued.

The lack of global economic leadership and
cooperation was perhaps the biggest obstacle to inter-
war recovery. Pressure for war reparations and loan
repayments not only undermined Europe's recovery
efforts but poisoned relations, further handicapping
international cooperation. The United States failed to
lower its trade barriers to European exports — so critical
to Europe’s economic recovery — even as it accumulated
ever-greater surpluses. United States’ loans to Europe
after 1924 served to mask underlying economic
fragilities and accumulating global imbalances. When
the Wall Street stock market crashed in October 1929,
these weaknesses were exposed and the world
economy plunged into the Great Depression.

To the problems of collapsing demand, banking crises
and growing unemployment were added rising
protectionism and economic nationalism. In response
to pressure to protect domestic farmers from falling
prices and foreign competition, the US Congress
passed the infamous Smoot-Hawley Tariff Actin 1930,
raising US tariffs to historically high levels and
prompting other countries to retreat behind new tariff
walls and trade blocs. Trade wars pushed the world
average tariff rate up to 25 per cent at its 1930s peak
(Clemens and Williamson, 2001). As a result of these
new trade barriers and collapsing demand,
international trade collapsed, its value declining by
two-thirds between 1929 and 1934 (see Figure B.2).

As Charles Kindleberger famously argued, “the 1929
depression was so wide, so deep, and so long because
the international economic system was rendered
unstable by British inability and United States
unwillingness to assume responsibility for stabilizing
it” (Kindleberger, 1973). Inter-war economic “mistakes”,
most notably the Smoot-Hawley Tariff Act, feature
prominently in narratives of this era but the root
problem was the absence of a state powerful enough
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Nations, Monthly Bulletin of Statistics, February 1934, p.51.

to provide leadership to the system, to underwrite a
viable recovery plan and to restore international
stability and confidence.

Largely as a result of their wartime experience — and
its toxic and turbulent aftermath - countries were
already wary of working together to find cooperative
solutions. Faced with an unprecedented global
economic crisis and no sign of an early solution,
countries took a series of fateful steps to protect their
own national interests at the expense of their collective
interests — with the result that their individual interests
were also ultimately undermined. Although the 1920s
saw some modest progress in efforts to restore the
pre-1914 economic order, the Great Depression
delivered a devastating blow from which the 1930s
never recovered. Economic insecurity fed political
insecurity, resulting in the rise of political extremism,
the breakdown of collective security, a race to re-arm,
and ultimately the outbreak of the Second World War.

(e) Re-globalization

In many ways, the world economy has undergone a
process of ‘re-globalization” since the Second World
War — to use the term coined by Ronald Findlay and
Kevin  O'Rourke - resuming and dramatically
accelerating the integration path that was abruptly de-
railed by the First World War and the economic and
political chaos that followed (O'Rourke and Findlay,
2007). Indeed, the world economy grew far faster
between 1950 and 1973 than it had done before 1914,
and its geographical scope was far wider — ushering in
a “golden age” of unprecedented prosperity (Maddison,
2001). World per capita GDP rose by nearly 3 per cent a
year, and world trade by nearly 8 per cent a year.
However, there is one important difference between the
first and the second age of globalization. Whereas the

19th-century version was accompanied by only
rudimentary  efforts at international economic
cooperation, the 20t"-century version, by explicit design,
was built on a foundation of new multilateral economic
institutions known collectively as the Bretton Woods
system: the International Monetary Fund (IMF), the
World Bank and the General Agreement on Tariffs and
Trade (GATT).

The key lesson drawn from the inter-war experience
was that international political cooperation — and an
enduring peace - depended fundamentally on
international economic cooperation. No country
absorbed this lesson more than the United States.
Conscious of how its failure to assume leadership
after 1918 — and drift towards economic protectionism
and nationalism after 1930 - had contributed to the
inter-war economic disasters, it resolved to use its
post-war global dominance to construct a new liberal
economic order based on open trade, financial stability
and economic integration.

This new system was both similar to the 19%-century
order and very different. The aim of the IMF was to re-
establish the exchange-rate stability of the gold
standard era while at the same time preserving
countries’ freedom to promote full employment and
economic growth. Under the new Bretton Woods
system, exchange rates were fixed, but adjustable, and
international stabilization funds were made available to
countries facing balance-of-payments difficulties.
Meanwhile, the World Bank was established to provide
soft loans for both economic reconstruction and
industrial development.

There were also intensive negotiations for a new
International Trade Organization (ITO), intended as the
third pillar of the new multilateral economic system.
However, when the US Congress failed to ratify the
ITO charter in the late 1940s, countries were forced to
rely on the GATT, designed as a temporary tariff
cutting agreement until the ITO was formally
established, but embodying most of the ITO’s key
commercial policy rules. Although the GATT was never
intended as an international organization, it gradually
came to play that role — both lowering tariffs and
strengthening trade rules through eight successive
“rounds” of negotiations — until its replacement by the
World Trade Organization on 1 January 1995.

This new post-war commitment to international
economic cooperation — and the multilateral institutions
needed to sustain it — also found expression in a series
of bold steps to integrate European economies. The
1948 Marshall Plan, for example, stipulated that
European countries should decide among themselves
not only how to distribute the US$ 12 billion in Marshall
Aid provided by the United States but how to begin
dismantling internal barriers to intra-European trade
and investment.!" In the 1950s, the United States also
supported European plans to pool production in areas



of heavy industry, to establish international authorities
with the power to oversee this common production and
to establish huge free trade areas — which later came to
fruition in the formation of the European Economic
Community (EEC) and ultimately the present-day
European Union (EU).

Although the overall trend since 1945 has been
towards growing international economic cooperation
and deepening integration, progress has been bumpy
and uneven, with major obstacles along the ways. The
emerging Cold War in the late 1940s put wartime
visions of a new global economic order on hold for
almost fifty years (but also reinforced the shared
interests of free-market economies) until the fall of the
Berlin Wall in 1989. The rapid unravelling of Europe's
colonial empires after the Second World War -
together with the collapse of the Soviet Union after
1991 - led to the creation of dozens of newly
independent states, with their own economic, trade
and monetary systems, further complicating the task
of international coordination. Even the extraordinary
success of the post-war international economic order
in underpinning global growth and development has
created its own political challenges. On-going
economic integration is rendering shallower models of
cooperation obsolete - first signalled by the abrupt
end of the Bretton Woods system of fixed exchange
rates in 1971 — without necessarily creating support
for alternative, deeper models. Similarly, the rise of
new economic powers has entailed the relative decline
of the United States, forcing the world to look beyond
the old hegemon for wider global economic leadership.

(f) The continuing transport and
communications revolution

Even as world politics went through a process of de-
globalization between the wars followed by re-
globalization after 1945, underlying technological
advances in transport and communications continued
and, in some instances, even accelerated.

War actually served to fuel innovations in trans-
oceanic shipping, including the introduction of better
boilers to convert steam, the development of
turboelectric  transmission mechanisms and the
replacement of coal-fired plants with oil and diesel
engines. In 1914, almost the entire world merchant
fleet, 96.9 per cent, were coal burning steamships; this
declined to about 70 per cent in the 1920s and less
than 50 per cent from the latter half of the 1930s. By
1961, only 4 per cent of the world fleet, measured in
tonnage, were coal-burning ships (Lundgren, 1996).

The mid-1950s witnessed another major breakthrough
in shipping technology, prompted largely by the closure
of the Suez Canal in 1956-57 (and again in 1965).
Suddenly faced with the expense of transporting oil,
coal, iron ore and other bulk commodities over much
greater distances, the shipping industry decided
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to invest in huge, specialized bulk carriers as well
as in the harbour facilities needed to handle
these new vessels. Whereas oil tankers averaged
16,000 deadweight tonnes (dwts) in the early 1950s
(their design partly constrained by the need to navigate
the Suez Canal), they averaged over 100,000 dwts by
the 1990s — with modern “super-tankers” exceeding
500,000 dwts and capable of carrying over 3 million
barrels of oil. The same technological advances
transformed bulk freighters as well, with ships growing
from an average of less than 20,000 dwts in 1960 to
about 45,000 dwts in the early 1990s. World maritime
trade has grown from 500 million tonnes in 1950 to
4,200 million tonnes in 1992 (Lundgren, 1996).

Railway networks also expanded rapidly between the
two world wars, especially in developing countries. By
1937, 5.7 per cent of the world’s railway mileage was
located in Africa, 10.2 per cent in Latin America and
10.9 per cent in Asia (O'Rourke and Findlay, 2007).
By the late 1920s, diesel and electric locomotives
were increasingly replacing steam engines. The inter-
war period also witnessed the mass adoption of the
motor vehicle. |Initially limited to transporting
passengers in urban areas, large motorized trucks
were soon serving on feeder routes to the main
railways lines, and eventually they were competing
with those lines. Adoption was particularly rapid in the
United States: in 1921 there was one commercial
motor vehicle for every 85 Americans, whereas in
1938 there was one for every 29. In 1913, the fleet of
passenger cars was about 1.5 million; by 2002, it was
530 million (Maddison, 2008). The growing importance
of motor vehicles was in turn one of the main factors
underlying the rise of petroleum as an increasingly
vital energy source for the world economy.

The rapid expansion of airfreight represented yet
another major transportation breakthrough. Aircraft
were put to use carrying cargo in the form of “air mail”
as early as 1911, During the First World War, airborne
military cargo dramatically increased and by the mid-
1920s aircraft manufacturers were designing and
building dedicated cargo aircraft. After the arrival of
Federal Express in the late 1970s, promising next-day
delivery of freight through a dedicated fleet of cargo
carriers, the industry grew exponentially. By 1980, the
real costs of airfreight had fallen to about a quarter of
its level at the beginning of the Second World War
(Dollar, 2001). This, in turn, has massively expanded
the volumes traded, the distances covered, and the
products involved. Used in conjunction with other
forms of shipping, such as sea, rail and ground
transport, airfreight has become a key component of
international trade. Overall, air passenger miles rose
from 28 billion in 1950 to 2.6 trillion in 1998
(Maddison, 2008).

As the remainder of this Report makes clear, the world
economy is being reshaped by an even newer wave of
integrationist technologies, driven by innovations in
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telecommunications, computing and the global
information networks they have spawned. Thanks to
fibre optic cables, satellites and digital technology, the
cost of overseas telecommunications is approaching
zero. As the power of computer chips has multiplied —
following Moore's Law (that the power of integrated
circuits roughly doubles every two years) — the price of
computing power has also fallen dramatically. Meanwhile,
the internet has emerged, almost by accident, as the
embodiment of the “global information superhighway”
first predicted in the early 1990s, serving not just as a
new means of global communications but also as a vast
source of global information.

One striking change is the globalization of production.
Just as rapidly falling transport costs in the 19t
century led to globalization’s “first unbundling” -
separating factories from consumers — the newest
wave of integrationist technologies, according to
Richard Baldwin, is leading to globalization’s “second
unbundling” = the end of the need to perform most
manufacturing stages near one another (Baldwin,
2011a). Manufacturing is increasingly managed
through complex global supply chains - effectively
world factories — which locate various stages of the
production process in the world’s most cost-efficient
locations.

Whereas in the inter-war years, the composition of
trade differed little from that of the previous century —
that is, it was largely dominated by the exchange of
raw materials and agricultural products for
manufactured goods - since 1945, the main
component of trade has been the international
exchange of manufactured goods or the components
of manufactured goods (from 40 per cent of world
trade in 1900 to 75 per cent in 2000), while
agriculture’s relative share of world trade has steadily
declined (see Figure B.3).

As a result of radical reductions in communications
costs, services trade is also expanding dramatically.
Whole sectors that were once non-traded (and thus
impervious to foreign competition) — such as banking,
retail, medicine or education - are rapidly transforming
through e-banking, e-commerce, e-medicine or
e-learning into some of the most globally tradable
sectors. Meanwhile, world trade has been growing
even more rapidly than world production - by
7.2 per cent per annum between 1950 and 1980 (with
manufacture goods growing even more rapidly than
primary commodities), whereas world gross domestic
product (GDP) grew by 4.7 per cent over the same
period (WTO International Trade Statistics, 2012) -
underscoring the powerful forces continuing to drive
global economic integration.

A central feature of this second age of globalization is
the rise of multinational corporations and the explosion
of foreign direct investment (FDI). With some notable
exceptions, such as the major oil companies, firms that
engaged in FDI - that is, the ownership and
management of assets in more than one country for
the purposes of production of goods and services —
were relative rarities before 1945. In the post-1945
period, however, FDI has surged, growing more rapidly
than either production or international trade — even
though this growth has been volatile, with dramatic
falls as well as rises over this period.'? By 2009, it was
estimated that there were 82,000 multinationals in
operation, controlling more than 810,000 subsidiaries
worldwide. Upwards of two-thirds of world trade now
takes place within multinational companies or their
suppliers — underlining the growing importance of
global supply chains (UNCTAD, 2010).

A far more significant change is the rise of new
economic powers — both reflecting and driving the on-
going expansion of world trade. If the first age of

Figure B.3: Product shares in world merchandise exports since 1900
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globalization involved de-industrialization in the
periphery and industrialization in the core, the second
age has, in some respects, reversed this pattern. The
1980s and especially the 1990s saw the rapid
industrialization of many developing countries — and a
huge increase in their share of manufactured exports
and foreign investment — while advanced countries
have become increasingly concerned about de-
industrialization as a result of the “off-shoring” and
“outsourcing” of manufacturing capacity and jobs.

Likewise, if the 19t century was marked by the “great
divergence”, we are now experiencing the ‘“great
convergence” — as billions in the developing world
rapidly “catch up” with the advanced West. China, with
its 1.3 billion people, has grown at an average of 9 per
cent a year for the past three decades - largely
without interruption — overtaking Japan as the world’s
second biggest economy and Germany as the world'’s
biggest exporter. India is travelling a similar economic
path, as is much of the rest of Asia, South America and
Africa.

(g) Summary

The industrial revolution marked a major turning point
for the world economy - from the pre-globalization
age to the age of globalization. Indeed, the current rise
of the developing world is in many ways merely a
reflection of the on-going spread of the industrial
revolution — two centuries after it first swept through
Britain — but on a scale and at a pace that easily
dwarfs the “great transformation” of Europe and North
America.!® It is also a process that, in many ways, is
still unfolding. Real per capita income in the West
increased 20-fold between 1820 and 2003, but only
seven-fold in the rest of the world — economic catch up
has a long way to go (Maddison, 2008). Central to this
development — and its continuation — is the unfolding
‘death of distance” and the on-going transport and
communications revolution that lies behind it.

China could not have become the new “workshop of
the world” without the transpacific “conveyer belt”
provided by breakthroughs in containerization after
the 1970s. India could not be a new global services
hub without the invention of fibre optics and
broadband. It is because of these technological forces
that the nature of the global economy is profoundly
changing, and with it the political, social and
institutional structures needed to sustain and
legitimize it. The unprecedented integration and
expansion of the world economy in the decades after
1945 is a testament not just to the enduring power of
underlying technological and market forces but to the
success of the post-war political order that has been
so critical to harnessing and managing these forces.

Two broad questions emerge from this discussion.
First, will the same shaping factors that have given rise
to today’'s global trade system likely continue in the
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immediate and longer-term future? In particular, will
transport and communication costs continue their
dramatic, linear decline as a result of continued
incremental technological improvement or even the
introduction of entirely new technologies? Or will
marginal improvements begin to diminish in the future,
making declining transport and communications costs
a less salient shaping factor for world trade — even
leading to a slowing of trade growth?

Secondly, to what extent can we expect future political
shocks to the trading system? And can these shocks
be anticipated and hopefully avoided? One of the
lessons from the last two centuries is that geopolitics
has a decisive impact - for good or ill = on underlying
technological and structural trends. The current
globalization phase began in 1945 with the rise of US
hegemony and the advent of the Bretton Woods
system, and then accelerated with China opening up
to the world in 1979 and with the end of the Cold
War in 1989. What kind of international political
accommodation or system is needed for the future?

2. How has trade changed
in the last 20-30 years?

International trade flows have increased dramatically
over the last three decades. According to WTO trade
statistics, the value of world merchandise exports rose
from US$ 2.03 trillion in 1980 to US$ 18.26 trillion in
2011, which is equivalent to 7.3 per cent growth per
year on average in current dollar terms. Commercial
services trade recorded even faster growth over the
same period, advancing from US$ 367 billion in 1980
to US$ 4.17 trillion in 2011, or 8.2 per cent per year.
When considered in volume terms (i.e. accounting for
changes in prices and exchange rates), world
merchandise trade recorded a more than four-fold
increase between 1980 and 2011.

Many factors may have contributed to this remarkable
expansion of trade but the fact that it coincided with a
significant reduction in trade barriers is inescapable.
Trade barriers include all costs of getting a good to the
final consumer other than the cost of producing the
good itself: transportation costs (both freight costs
and time costs), policy barriers (tariffs and non-tariff
barriers) and internal trade and transaction costs
(including domestic information costs, contract
enforcement costs, legal and regulatory costs, local
distribution, customs clearance procedures,
administrative red tape, etc.).

Policy barriers can be broadly divided into tariffs (ad-
valorem and specific) and non-tariff measures (NTMs).
Although tariffs are still the most widely used policy
instrument to restrict trade, their relative importance
has been declining. Trade opening, whether unilateral,
the result of agreements negotiated under the
auspices of the World Trade Organization, or the
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consequence of preferential trade agreements (PTAs),
has greatly reduced the average level of applied tariffs
(WTR, 2011). As an example, consider the fact that the
average tariff imposed by developed economies in
2010-11 on all imports was around 5.0 per cent, while
the average rate on non-agricultural products was just
2.5 per cent, based on data from the WTO's Integrated
Database.

Conversely, the use of NTMs has increased both in
terms of the number of products covered and the
number of countries utilizing them (WTR, 2012). Non-
tariff measures, such as technical barriers to trade (TBT)
and sanitary and phytosanitary (SPS) measures, taxes
and subsidies, are often used by governments to achieve
legitimate public policy objectives such as the protection
of domestic consumers from injury or disease. On the
other hand, NTMs may also be used by countries to
manipulate the terms of trade or to protect domestic
producers from foreign competition. The fact remains
that NTMs used to pursue public policy objectives can
also be misused for protectionist purposes.

The theoretical and empirical literature documenting
the positive impact of traditional forms of trade
liberalization is extensive. Nevertheless, other types of
trade costs, such as domestic trade costs, still present
significant barriers to trade. Anderson and Van
Wincoop (2004), for instance, show that for developed
countries, the overall impact of trade costs can be
decomposed as follows: 21 per cent transportation
costs (including both directly measured freight costs
and a 9 per cent tax equivalent of the time value of
goods in ftransit), 44 per cent border-related trade
barriers and 55 per cent retail and wholesale
distribution costs.'* Hoekman and Nicita (2011) find
that while traditional trade policies continue to be
important in developing countries as well as for some

sectors in high-income countries (agriculture in
particular), non-tariff measures and domestic trade
costs are also of great importance. Finally, Rubin and
Tal (2008) suggest transportation costs represent a
greater barrier to trade than policy-induced obstacles,
such as tariffs. At a price of US$ 100 per barrel of oll,
they estimate transportation costs to be equivalent to
an average tariff of 9 per cent, nearly double the
WTO's estimate of the average applied tariff.

Perhaps the most significant fact about world trade
since 1980 is that it has grown much faster than world
output for most of this period. This is illustrated by
Figure B.4, which shows five-year average annual
growth rates for the volume of world merchandise
trade (i.e. the average of exports and imports) and
world real GDP growth, together with implied
elasticities of trade with respect to global GDP.'®

Trade and GDP growth are represented by vertical
bars in Figure B.4 and are measured against the left
axis. Elasticity is shown as a solid line and is measured
against the right axis. During the early 1980s, global
output and trade grew at nearly the same rate, around
3 per cent per year. Output as measured by GDP
increased at a slightly faster pace of 3.2 per cent
between 1980 and 1985, while the growth of
merchandise exports in volume terms averaged
2.9 per cent per year, implying an elasticity of close to
1 (0.92 to be precise). However, since 1985 world
trade has grown nearly twice as fast as output. Trade
growth averaged 5.6 per cent per year between 1985
and 2011. Compared to the 3.1 per cent average rate
for global GDP for the same period, we see that world
trade grew about 1.8 times as fast as output.

Many factors may have contributed to the faster
growth of trade relative to GDP over the past three

Figure B.4: World merchandise trade volume and real GDP, 1980-2011
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decades. The end of the Cold War provided a “peace
dividend” in developed economies, which allowed them
to reduce military expenditures and boost investment
in other areas. The development of the internet and
the digital economy also appears to have boosted
trade, possibly to unsustainable levels as witnessed by
the subsequent bursting of asset bubbles around the
world. Finally, large developing economies such as
China and India embraced economic reform and
initiated a process of catch-up growth in which trade
has played an important role.

The fact that trade grew faster than GDP may also be
partly explained by the spread of supply chains, which
are characterized by the unbundling of production
processes across countries,'® and partly by
measurement issues. Goods are increasingly made in
two or more sequential stages, with firms relying more
and more on imported material inputs and offshored
administrative tasks. However, since world trade is
measured in gross terms, the value of intermediate
goods may be counted more than once when goods
cross borders at different stages of production,
whereas intermediate goods are only counted once in
GDP statistics.

As a result, the growth of world trade in recent decades
may be somewhat inflated compared to output. For
example, a television produced entirely in Japan and
exported to the United States in 1980 might have
contributed US$ 500 to both world GDP and world
trade, whereas today components from Japan worth
US$ 400 are more likely to be combined with US$ 100
of value added in assembly in China, which would (all
other things being equal) raise world GDP by the same
US$ 500 while increasing world trade by US$ 900 (i.e.
US$ 400 of components exported from Japan to China,
plus US$ 500 for the finished television exported from
China to the United States).

The measure of trade elasticity shown in Figure B.4
rose to 1.50 in the late 1980s and peaked at 2.32 in
the first half of the 1990s, but it has declined in every
half decade since then. It fell to 1.96 in the late 1990s,
to 1.71 in the early 2000s and finally to 1.66 between
2005 and 2011 (which is admittedly slightly longer
than a half-decade).'” Average trade and GDP growth
rates in the latest six-year period have undoubtedly
been influenced by the financial crisis and its aftermath
but it is difficult to gauge the extent to which these
events altered the elasticity of trade. World export
volumes contracted much more than world GDP in
2009 (-12.5 per cent for trade and -2.4 per cent for
GDP, which implies an elasticity of 5.2)."® Trade also
rebounded much more than GDP during the recovery
of 2010 (13.8 per cent for trade, 3.8 per cent for GDP,
which implies a 3.7 multiple of trade over output).

It is possible that the ratio of trade growth to GDP
growth could move closer to 2 again as the impact of
the financial crisis recedes. However, this seems
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unlikely since many of the factors that drove trade
growth over recent decades (the end of the Cold War,
the rise of China, the World Wide Web, etc.) have
already been exploited.

Sections B.2(a) through B.2(f) present numerous
charts and tables showing the evolution of global trade
patterns. The time periods covered by these charts
and tables are dictated by data availability, so although
every effort has been made to present developments
over a 20 to 30 year period, it has sometimes been
necessary to use a shorter interval. It is important to
note that some of the tendencies identified below may
have reached their high-water marks before the
financial crisis and trade collapse of 2008-09. As a
result, direct extrapolations of current trends are
unlikely to be very informative. Although the focus of
the Reportis on long-run developments, the magnitude
of the trade collapse was so great that it casts a
shadow over many of the statistics, especially period
averages and levels in the latest periods. As a result,
the influence of this pivotal event should always be
kept in mind when consulting these tables and charts.

(@) Who are the main players
in international trade?

Next to the faster rate of trade growth relative to GDP
growth, perhaps the most important change in trade
patterns in recent years has been the increased share
of developing economies in world trade and the
corresponding decline in the share of developed
economies. Section B.2(a) examines this issue in some
detail, identifying countries that have advanced and
receded in world trade rankings over the last 30 years
or so. It also examines the evolution of trade within and
between developed and developing economies (see
definitions in Box B.1) over time, and considers
whether a small number of large countries are
responsible for a disproportionate amount of trade.

() Leading exporters and importers by level
of development

Figure B.b illustrates the increased share of developing
economies in world merchandise exports between
1980 and 2011, as well as the corresponding reduction
in the share of developed countries. Developing
economies, whose exports represented just 34 per cent
of world trade in 1980, saw their share rise to
47 per cent, or nearly half of the total, by 2011. At the
same time, the share of developed economies dropped
sharply from 66 per cent to B3 per cent. A striking
difference between the two periods is the predominance
of oil exporters among developing economies in 1980,
in contrast to the more important role played by Asian
developing economies in 2011.

China's 1 per cent share in world exports in 1980
made it only the tenth-largest exporter among
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Box B.1: Definitions of developed and developing economies

The terms “developed” and “developing and emerging” countries are loosely based on the United Nations
Millennium Development Goals (MDG) classification. Our developed countries group includes the following:
all 27 members of the European Union (including newly acceded members that are regarded as “transition
economies” under the MDG classification), other non-EU western European countries and territories
(including Switzerland, Norway, Iceland, etc.), the United States, Canada, Japan, Australia and New Zealand.
All other countries are termed “developing and emerging economies” although the word emerging is
sometimes dropped in the interest of brevity. The developing group basically corresponds to the MDG
developing economies group plus the Commonwealth of Independent States (CIS).

Our choice of country groups has certain advantages and disadvantages. Since both the “developed” and
“developing and emerging” country groups are fixed, they can be used to analyse trends in trade and output
over time. This sort of investigation would be problematic if per capita income were used as the main criterion
for determining level of development, since group membership would be constantly changing. On the other
hand, under our definitions some countries are presumed to be developed (Greece, Malta, Poland) despite
the fact that they may be considerably poorer than some high-income developing economies (Singapore, the
United Arab Emirates). An income-based grouping may be preferable for certain analyses (e.g. for examining
a cross-section of countries at a point in time) but for the moment we will continue to use our classification
while bearing in mind its inherent limitations.

Grouping countries according to level of development poses specific challenges for trade policy-makers. For
instance, WTO agreements allow preferential treatment for developing and least-developed economies in
certain contexts. The definitions of “developed” and “developing” used in this publication should not be
interpreted as implying anything about any country’s rights and obligations under WTO agreements, and
should only be seen as indicative of a country’s status. For further discussion, see Section E.

Figure B.b: Shares of selected economies in world merchandise exports by level of development,
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developing economies, but by 2011 its share had risen
to 11 per cent, making it the largest developing
exporter, and indeed the largest exporter in the world
when individual EU member states are counted
separately (see Table B.3). The Republic of Korea,
India and Thailand were not even represented in the
top ten developing exporters in 1980, but by 2011
their shares had risen to 3 per cent, 2 per cent and 1
per cent, respectively.

The European Union, the United States and Japan all
recorded declines in their shares in world exports
between 1980 and 2011. The European Union saw its
share fall from 37 per cent to 30 per cent, while the
share of the United States slipped from 11 per cent to 8
per cent and Japan’s share dropped from 6 per cent to 5
per cent. It should be noted that the European Union
here refers to the 15-country membership prior to the
2004 enlargement, including intra-EU15 trade. It is
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Figure B.6: Shares of selected economies in world merchandise imports by level of development,

1980-2011
(percentage)

1980

China, 1% Other developing
and emerging
economies, 15%

Taipei, Chinese, 1%

Korea, Republic of, 1%
Mexico, 1%

Irag, 1%

European Union (15),2
41%

Nigeria, 1%
Brazil, 1%
South Africa, 1%
Singapore, 1%
Saudi Arabia,
Kingdom of, 1%

Former
Soviet Union, 3%

Other developed
economies, 11%

Developed
economies, 71%

United States,
Japan, 7% 190
2 Includes intra-EU trade.
Source: WTO Secretariat.
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impossible to calculate the share of the current 27
country membership in 1980 since some members did
not exist at that time (Czech Republic, Slovak Republic,
Slovenia and the Baltic states) but the enlarged trade
bloc’s share in 2011 was 34 per cent, which is still less
than the 1980 share of the 156 country membership.

Similar trends can be observed on the import side,
which is illustrated by Figure B.6. The rise in the share
of developing and emerging economies in world
imports was nearly as dramatic as the rise on the
export side (from 29 per cent in 1980 to 42 per cent in
2011) although the final share was smaller. China’s
share in world imports was slightly less than its share
in world exports in 2011 (10 per cent rather than
11 per cent) but India's share in imports was larger
(8 per cent compared with 2 per cent).

The United States’ contribution to world imports
actually increased slightly, from 12 per cent in 1980 to
13 per cent in 2011 despite an overall reduction in the
share of developed economies from 71 per cent to
58 per cent. Japan saw some slippage in its import
share from 7 per cent to 6 per cent, while the European
Union’s share dropped from 41 per cent to 30 per cent
during the same period. As with exports, the share in
2011 only refers to the 15 pre-enlargement countries.

Increased exports contributed to higher GDP growth
in developing economies between 1980 and 2011,
while rising incomes supported expanded imports. To
illustrate the parallel development of trade and output
in developing countries, shares of developed and
developing economies in world GDP are shown in
Figure B.7, both at purchasing power parity (PPP) and
at current prices. The share of developing economies

in GDP at PPP rose from 31 per cent in 1980 to
52 per cent in 2011. Equivalent shares at current
exchange rates were smaller, 24 per cent in 1980 and
39 per cent in 2011. The fact that the share of
developing economies in world imports in 2011
remained well below the 50 per cent share of these
economies in world GDP at PPP may be explained by
the fact that the ability to purchase goods and services
from other countries depends more on the dollar value

Figure B.7: Shares of developed and
developing economies in world GDP,
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Source: IMF World Economic Outlook database, October 2012.
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Table B.3: Leading merchandise exporters, 1980-2011

(US$ billion and percentage)

2011 1980

Value Rank ins 'J,i'er Rank ins 'J,i':d
World 18,255.2 = 100.00 = 100.00
China 1,898.4 1 10.40 30 0.89
United States 1,480.4 2 8.11 1 11.09
Germany? 1,472.3 3 8.06 2 9.48
Japan 822.6 4 4.51 3 6.41
Netherlands 661.0 B 3.62 9 3.64
France 596.1 6 3.27 4 5.70
Korea, Republic of 555.2 7 3.04 32 0.86
Italy 523.2 8 2.87 7 3.84
Russian Federation 522.0 © 2.86 - -
Belgium® 476.7 10 2.61 1 3.17
United Kingdom 473.2 1 2.59 5 5.41
Hong Kong, China 455.6 12 2.50 22 1.00

Domestic exports 16.8 = 0.09 - 0.67

Re-exports 438.8 = 2.40 - 0.33
Canada 452.4 13 2.48 10 3.33
Singapore 409.5 14 2.24 26 0.95

Domestic exports 223.9 = 1.23 -

Re-exports 186.6 = 1.02 - 0.33
Saudi Arabia, Kingdom of 364.7 15 2.00 6 5.36
Mexico 349.6 16 1.91 31 0.89
Spain 308.7 17 1.69 21 1.02
Taipei, Chinese 308.3 18 1.69 24 0.98
India 304.6 19 1.67 45 0.42
United Arab Emirates 285.0 20 1.56 17 1.08
Australia 270.4 21 1.48 18 1.08
Brazil 256.0 29 1.40 23 0.99
Switzerland 234.4 23 1.28 13 1.46
Thailand 228.8 24 1.256 48 0.32
Malaysia 227.0 25 1.24 39 0.64
Indonesia 200.6 26 1.10 20 1.08
Poland 187.4 27 1.03 34 0.84
Sweden 187.2 28 1.03 12 1.62
Austria 178.0 29 0.97 33 0.86
Czech Republic 162.3 30 0.89 - -
Norway 169.3 3i 0.87 29 0.91
Turkey 134.9 32 0.74 67 0.14
Iran 181.5 33! 0.72 40 0.61
Ireland 126.9 34 0.70 46 0.41
Nigeria 116.0 5] 0.64 156 1.28
Qatar 114.3 36 0.63 50 0.28
Denmark 113.3 37 0.62 35 0.82
Hungary 112.2 38 0.61 44 0.42
Kuwait, the State of 103.5 39 0.57 25 0.97
Viet Nam 96.9 40 0.563 124 0.02
Memo

European Union® 6,038.60 - 33.08 - 37.06

intra-trade 3,905.71 - 21.40 - 22.55
extra-trade 2,132.89 - 11.68 - 14.51

Source: WTO Secretariat.

2 Germany refers to West Germany in 1980.
b Belgium refers to Belgium-