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While freer trade, or “openness” in trade, is
now widely regarded as economically benign,
in the sense that it increases the size of the pie,1

the recent anti-globalization critics have sug-
gested that it issocially malign on several di-
mensions, among them the question of poverty.2

Their contention is that trade accentuates, not
ameliorates, and that it deepens, not diminishes,
poverty in both the rich and the poor countries.
The theoretical and empirical analysis of the
impact of freer trade on poverty in the rich and
in the poor countries is not symmetric, of
course. We focus here only on the latter. In
doing so, we distinguish between two different
strands of argumentation: static and dynamic.

I. Static Arguments

The central effect on poverty is assumed to
come from the effects on real wages of the
unskilled workers, endowed with labor but no
human or financial capital. The natural pre-
sumption following the Stolper-Samuelson ar-
gumentation, would be that, if anything, freer
trade should help in the reduction of poverty in
the poor countries which use their compara-
tive advantage to export labor-intensive goods.
This, in fact, is the central message of Anne
Krueger’s (1983) findings from a multi-country
project on the subject of the effects of trade on
wages and employment in developing countries.

Another approach also suggests that trade is
beneficial for poverty reduction in the develop-
ing countries. Much empirical evidence sug-
gests that inflation hurts the poor in these

countries. It is equally clear that, if a country
wishes to maintain an export-promoting, as dis-
tinct from an import-substituting, strategy (so
that it is generally speaking opting for freer
trade), then it will have to maintain macroeco-
nomic stability. Thus, such macroeconomic sta-
bility must be regarded as endogenous to the
policy choice in favor of freer trade.3 Therefore,
commitment to an outward-oriented trade pol-
icy indirectly assists the poor since they are
vulnerable to inflation.

II. Dynamic Arguments

The more direct and salient analysis of the
problem, however, has been in the growth con-
text. Here, the central argument has proceeded
in two steps: trade promotes growth; and growth
reduces poverty.

In regard to the former, there are ample pre-
cedents for this hypothesis. Thus, Dennis Rob-
ertson (1940) long ago characterized trade as an
“engine of growth.” In regard to the latter, one
could go back to Adam Smith (1776 [1937 p.
81]), who argued that when society is “advanc-
ing to the further acquisition . . . thecondition
of the labouring poor, of the great body of the
people, seems to be the happiest.” In modern
times, the favorable link between growth and
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1 The most prominent skeptic on this question is Dani
Rodrik. We have controverted his arguments, at least to our
satisfaction, in Srinivasan and Bhagwati (2001).

2 The social issues and agenda include the impact on
gender questions, on democracy, on labor rights or stan-
dards, and on culture (see Bhagwati, 2002).

3 We believe that this is the correct causal way to regard
the link between macroeconomic stability and trade perfor-
mance: there are several cases of macroeconomic stability
and absence of a policy of outward orientation, such as the
Communist countries and India, but none of successful
outward orientation and absence of macroeconomic stabil-
ity. For an early statement of this view (and an argument
that one of the reasons why outward orientation is usually
better in overall economic performance than lack of it is due
to the macroeconomic stability that it requires), see Bhag-
wati (1978). We thus reject the argument recently advanced
by Rodrik that it is macroeconomic stability, not outward
orientation, that matters in better performance; not merely
does he ignore the fact that the link has already been
discussed in the literature on trade strategy, but we believe
he also gets causality wrong.
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poverty has been the underpinning of the Indian
planning efforts that began as far back as the
mid-1950’s.4

As one can readily imagine, it is easy to write
down models which refute each of the foregoing
two hypotheses; and in fact there is no dearth of
such models. The real question then, as always
but even more tellingly here, is which models
get at the reality. Here, we would argue that the
empirical evidence is more persuasively in sup-
port of the two propositions we have just stated.
We therefore consider first the theoretical argu-
ments and then the empirical evidence.

A. Theoretical Possibilities

Theoretical models of the effects of trade and
growth, whether in steady state (i.e., long-run) or
out (i.e., short-term), lead to different possibilities.
Thus, in the Harrod-Domar model, if labor re-
mains slack permanently and trade affects only
efficiency in the use of resources, the growth rate
will be permanently enhanced because of the last-
ing decline in the marginal capital–output ratio.
On the other hand, in the Robert Solow (1956)
economy, trade has no permanent effect, and the
steady-state growth is independent of it. For an
analysis of how trade policy works in different
models of exogenous and endogenous growth, see
Srinivasan and Bhagwati (2001).

Generally speaking, the effects of trade pol-
icy on growth must proceed through links
between trade and the two “ fundamentals” : ac-
cumulation and innovation (in the use and pro-
ductivity of resources). There are several
reasons to think that trade will affect both fa-
vorably. Thus, the increased variety of inputs
available from trade will enable an economy to
get around constraints placed on access to such
variety under protection, when absence of scale
economies can reduce the available variety from
domestic production alone. Then again, high
protection is likely to constrain the marginal

efficiency of capital by confining sales to do-
mestic markets compared to open economies
where the world defines the market, thereby
reducing the rate of investment.5

As for the effect of growth on poverty, again
different models are possible. If labor is in
elastic supply to the growing areas, as in the
Arthur Lewis models, then growth will pull
more of the reserve army of labor into gainful
employment. If growth is modeled in a way
such that it does not affect a segmented pool of
the poor, as in tribal areas that are not linked to
the mainstream or in inner cities which are
structurally delinked from the main city where
growth is occurring, then growth will pass the
poor by. Growth may even immiserize the poor
further as when the poor are working tiny plots
of land to produce farm products whose prices
fall because of the larger farms implementing
the Green Revolution.

B. Trade, Growth, and Poverty:
Empirical Evidence

Regarding trade and growth, the best evi-
dence is to be found in the detailed country
studies pioneered by the OECD project directed
by Ian Little et al. (1970) and the National
Bureau of Economic Research (NBER) project
directed by Bhagwati and Krueger. The re-
cent reliance on cross-country regressions, by
contrast, produces mixed evidence in both di-
rections: for example, Jeffrey D. Sachs and
Andrew Warner (1995) and Jeffrey Frankel and
David Romer (1999) are on the positive side,
and Anne Harrison (1996)6 and Francisco
Rodriguez and Rodrik (1999) are skeptical, the
latter even leaning to being opposed. However,
as we have argued in Srinivasan and Bhagwati
(2001), in riposte to the criticisms from Rodrik,
the cross-country regressions are a poor way to
approach this question. The choice of period, of
the sample, and of proxies, will often imply
many effective degrees of freedom where one
might almost get what one wants if one tries
hard enough!4 The link between growth and poverty reduction can be

found in the writings of many of India’s leaders such as
Jawaharlal Nehru. But the precise argument that rapid
growth was the principal (though not an exclusive) way of
targeting poverty among the bottom three deciles, and as-
suring them a “minimum” standard of living, was a result of
the work by one of us (Bhagwati) in 1961–1962 in the
Indian Planning Commission (see Bhagwati, 1988, 2000a).

5 This argument, explaining the contrasting rates of ac-
cumulation and hence growth rates in East Asia and in
India, is developed at length in Bhagwati (2000b).

6 Harrison has a detailed tabulation of, and useful com-
mentary on, the empirical studies up to 1996.
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Nonetheless, it is interesting that practically no
country that has been close to autarkic has man-
aged to sustain a high growth performance over a
sustained period. Furthermore, the work of David
Dollar and Aart Kraay (2002) notes that, if
one classifies countries into globalizers and non-
globalizers by reference to their relative perfor-
mance in raising the trade share in GNP during
1977–1997, the former group has shown higher
growth rates. Failure, like success, has many fa-
thers, and no one cause will ever explain big
outcomes like growth. Nonetheless, the many rea-
sons why autarky would put a country behind
make these empirical observations quite salient.7

The evidence on growth and poverty is best
approached through focus on the two countries:
China and India. The vast majority of the
world’s poor live in the rural areas of these two
countries. Both countries achieved significant
reductions in poverty during 1980–2000 when
they grew rapidly. According to World Bank
(2000 table 4-2) estimates, real GDP grew at an
annual average rate of 10 percent in China and
6 percent in India during these two decades. No
country in the world had as rapid growth as
China, and fewer than ten countries exceeded
the Indian growth rate. The effect on reduction
in poverty in both countries was dramatic,
entirely in keeping with the “Bhagwati hypoth-
esis” of the early 1960’ s that growth is a
principal driver of poverty reduction. Thus, ac-
cording to the Asian Development Bank (2000
table 3-1) estimates, the incidence of poverty in
China, by standard measures, declined from 28
percent in 1978 to 9 percent in 1998. By the
Government of India’s (2000 table 5) estimates,
poverty incidence fell from 51 percent in 1977–
1978 to 27 percent in 1999–2000.8

It is also relevant that these were also the de-
cades in which both China and India increased
their integration into the world economy. In fact,
in the previous three decades (1950–1980) India’s
autarkic policies alongside other damaging poli-
cies (such as extreme interventionism and controls
and proliferation of an inefficient public sector in
economic activity well beyond utilities)9 were as-
sociated with an annual growth rate of only 3.5
percent, with the natural consequence that the
incidence of poverty fluctuated around 55 percent
with no declining trend.

Obviously, the experience of the two giant
economies of China and India in achieving
faster growth and reduction in poverty through
greater integration into the world economy,
treating such integration as an opportunity
rather than as a threat, is salutory. According
to Dollar (2001), other economies such as
Vietnam and Uganda have had similar experi-
ences. Indeed, Dollar (2001 p. 17) argues that
the only developing countries that have regis-
tered significant declines in poverty are those
that also have integrated faster into the world
economy on the dimensions of trade and direct
investment. The opponents of trade who allege
that it accentuates or bypasses poverty are there-
fore not credible.10

REFERENCES

Asian Development Bank. Asian development
outlook. Manila, Phillippines: Asian Devel-
opment Bank, 2000.

Bhagwati, Jagdish. Foreign trade regimes and
economic development: Anatomy and conse-
quences of exchange contrast regimes. Cam-
bridge, MA: Ballinger, 1978.

. “Poverty and Public Policy,” 1987
Vikram Sarabhai Lecture. World Develop-
ment, May 1988, 16(5), pp. 539–55.7 Rodrik has suggested that such associations prove little,

since growth may have led to trade, rather than the other
way around. The sophisticated in-depth country studies at
the OECD and the NBER, however, suggest that trade did
matter causally. There are also good reasons to believe that
the outward-orientation of the Far Eastern strategy, which
led to the Asian miracle, was critical in the story, as devel-
oped in Bhagwati (2000b).

8 A commonly used indicator of poverty is the head-
count ratio (i.e., the proportion of the population with
monthly consumption expenditure or income per head be-
low a poverty-line expenditure. Angus Deaton (2001) finds
that this ratio registered a significant decline in 1999–2000
compared to 1977–1978.

9 The full range of inefficient policies, going well beyond
the lack of outward orientation in trade and direct foreign
investment, was discussed in the early work of Bhagwati
and Padma Desai (1970) and Bhagwati and Srinivasan
(1975). An overview is provided also in Bhagwati (1993)
and Srinivasan (2000), among several contributions to the
analysis of Indian economic policy failings.

10 We have not considered here the management of trade
liberalization to get to freer trade. A valuable analysis of this
problem, to ensure that the poor are not harmed, is provided
by Neil McCulloch et al. (2001).

182 AEA PAPERS AND PROCEEDINGS MAY 2002



. “Convocation Address.” Unpublished
lecture, Panjab University, Chandigarh, In-
dia, 2000a [available online: �http://www.
columbia.edu/�jb38�].

. “The East Asian Miracle that Did Hap-
pen: Understanding East Asia in Compara-
tive Perspective,” in Jagdish Bhagwati, The
wind of the hundred days: How Washington
mismanaged globalization. Cambridge, MA:
MIT Press, 2000b, pp. 27–49.

. “Globalization and Appropriate Gov-
ernance.” Unpublished Jubilee 2000 Lecture,
WIDER, United Nations University, Helsinki,
Finland, 2002.

Bhagwati, Jagdish and Desai, Padma. India:
Planning for industrialization. Oxford, U.K.:
Oxford University Press, 1970.

Bhagwati, Jagdish and Srinivasan, T. N. Foreign
trade regimes and economic development:
India. New York: Columbia University
Press, 1975.

Deaton, Angus. “Adjusted Indian Poverty Esti-
mates for 1999–2000.” Mimeo, Department
Princeton University, 2001.

Dollar, David. “Globalization, Inequality and
Poverty Since 1980.” Background paper,
World Bank, Washington, DC, 2001 [avail-
able online: �http://www.worldbank.org/
research/global�].

Dollar, David and Kraay, Aart. “Spreading the
Wealth.” Foreign Affairs, January–February
2002, 81(1), pp. 1–13.

Frankel, Jeffrey and Romer, David. “Does Trade
Cause Growth?” American Economic Re-
view, June 1999, 89(3), pp. 379–99.

Government of India. Economic survey, 1999–
2000. New Delhi, India: Government Print-
ing Office, 2000.

Harrison, Anne. “Openness and Growth: A
Time-Series, Cross-Country Analysis for De-
veloping Countries.” Journal of Development
Economics, March 1996, 48(2), pp. 419–47.

Krueger, Anne. Trade and employment in devel-
oping countries, 3. Synthesis and conclu-

sions. Chicago: University of Chicago Press,
1983.

Little, I. M. D.; Scitovsky, Tibor and Scott,
Maurice. Industry and trade in some develop-
ing countries. Oxford, U.K.: Oxford Univer-
sity Press, 1970.

McCulloch, Neil; Winters, L. Alan and Cirera,
Xavier. Trade liberalization and poverty: A
handbook. London: Center for Economic
Policy Research, 2001.

Robertson, Dennis. Essays in monetary theory.
London: King, 1940.

Rodriguez, Francisco and Rodrik, Dani. “Trade
Policy and Economic Growth: A Skeptic’s
Guide to Cross-National Evidence.” National
Bureau of Economic Research (Cambridge,
MA) Working Paper No. W7081, April 1999.

Sachs, Jeffrey D. and Warner, Andrew. “Eco-
nomic Reform and the Process of Global
Integration.” Brookings Papers on Economic
Activity, 1995, (1), pp. 1–95.

Smith, Adam. An inquiry into the nature and
causes of the wealth of nations. London:
W. Strahan and T. Cadell, 1776; reprinted
(with an Introduction, Notes, Marginal
Summary, and an Enlarged Index by Edwin
Cannan, ed.) New York: Modern Library,
1937.

Solow, Robert. “A Contribution to the Theory of
Economic Growth.” Quarterly Journal of
Economics, February 1956, 70(1), pp. 65–94.

Srinivasan, T. N. Eight lectures on India’s eco-
nomic reforms. New Delhi, India: Oxford
University Press, 2000.

Srinivasan, T. N. and Bhagwati, Jagdish. “Out-
ward Orientation and Development: Are Re-
visionists Right?” in Deepak Lal and Richard
Shape, eds., Trade, development and political
economy: Essays in honour of Anne Krueger.
London: Palgrave, 2001; expanded version
available online at �http://www.columbia.
edu/�jb38�.

World Bank. World development indicators.
Washington, DC: World Bank, 2000.

183VOL. 92 NO. 2 FEUDS OVER FREE TRADE



This article has been cited by:

1. Agapi Lambrini Somwaru. 2013. Does trade liberalization and its associated increased economic
activity affect permanently the value and pattern of trade flows?. Applied Economics 45:23,
3263-3277. [CrossRef]

2. Louis O. OsujiTrade Policies and Development of Technology in Africa 1178-1193. [CrossRef]

3. Fernando R. Tesón. 2012. WHY FREE TRADE IS REQUIRED BY JUSTICE. Social Philosophy
and Policy 29:01, 126-153. [CrossRef]

4. Patrik Gustavsson Tingvall, Christer Ljungwall. 2011. Is China different? A meta-analysis of
export-led growth. Economics Letters . [CrossRef]

5. Adugna Lemi. 2011. Trade Liberalization and Change in Poverty Status in Rural Ethiopia: What
are the Links?. International Economic Journal 1-25. [CrossRef]

6. Alan Green, Harry de Gorter. 2011. Analyzing the System of Preferential Tariffs for Least
Developed Countries. Review of International Economics 19:3, 436-448. [CrossRef]

7. Xiaodong Lu, Guowei Cai. 2011. Effective factor endowments, trade openness and income
distribution in China. Frontiers of Economics in China 6:2, 188-210. [CrossRef]

8. Pierluigi Montalbano. 2011. Trade Openness and Developing Countries’ Vulnerability: Concepts,
Misconceptions and Directions for Research. World Development . [CrossRef]

9. M. Maertens, L. Colen, J. F. M. Swinnen. 2011. Globalisation and poverty in Senegal: a worst case
scenario?. European Review of Agricultural Economics 38:1, 31-54. [CrossRef]

10. Prema-Chandra Athukorala. 2011. Trade Liberalisation and The Poverty of Nations: A Review
Article. Journal of Development Studies 47:3, 533-543. [CrossRef]

11. Tommaso Nannicini, Andreas Billmeier. 2011. Economies in Transition: How Important Is Trade
Openness for Growth?*. Oxford Bulletin of Economics and Statistics no-no. [CrossRef]

12. Pablo Alvarez, Jason Barton, Kathy Baylis, Marybel Soto-GomezChapter 7 Trade and poverty:
changes in farming and community in NAFTA'S first decade 17, 205-236. [CrossRef]

13. Maria de Boyrie, Roger Johns. 2011. The effects of trade agreements on the growth of major
Latin American economies. The Journal of International Trade & Economic Development 1-22.
[CrossRef]

14. Vandana ChaudhryDisability and the Neoliberal Indian State: The Perils of Community
Participation 6, 265-281. [CrossRef]

15. Chao-Hsi Huang, Kai-Fang Teng, Pan-Long Tsai. 2010. Inward and outward foreign direct
investment and poverty: East Asia vs. Latin America. Review of World Economics 146:4, 763-779.
[CrossRef]

16. Jun Yang, Jikun Huang, Scott Rozelle, Will Martin. 2010. Where is the balance? Implications
of adopting Special Products and Sensitive Products in Doha negotiations for world and China's
agriculture. China Economic Review . [CrossRef]

17. Kaliappa Kalirajan, Kanhaiya Singh. 2010. Economic liberalisation strategies and poverty
reduction across Indian states. Asian-Pacific Economic Literature 24:1, 26-42. [CrossRef]

18. Richard Kneller, C. W. Morgan, Sunti Kanchanahatakij. 2008. Trade Liberalisation and Economic
Growth. The World Economy 31:6, 701-719. [CrossRef]

19. David Sapsford, Supriya Garikipati. 2006. Trade Liberalisation, Economic Development and
Poverty Alleviation. The World Economy 29:11, 1571-1579. [CrossRef]

20. Eddy LEE, Marco VIVARELLI. 2006. Impacto social de la globalización en los países en
desarrollo. Revista Internacional del Trabajo 125:3, 187-206. [CrossRef]

http://dx.doi.org/10.1080/00036846.2012.703312
http://dx.doi.org/10.4018/978-1-4666-0882-5.ch608
http://dx.doi.org/10.1017/S0265052511000112
http://dx.doi.org/10.1016/j.econlet.2011.11.028
http://dx.doi.org/10.1080/10168737.2011.616520
http://dx.doi.org/10.1111/j.1467-9396.2011.00957.x
http://dx.doi.org/10.1007/s11459-011-0128-2
http://dx.doi.org/10.1016/j.worlddev.2011.02.009
http://dx.doi.org/10.1093/erae/jbq053
http://dx.doi.org/10.1080/00220388.2010.490079
http://dx.doi.org/10.1111/j.1468-0084.2010.00626.x
http://dx.doi.org/10.1108/S1057-1922(2011)0000017010
http://dx.doi.org/10.1080/09638199.2011.578753
http://dx.doi.org/10.1108/S1479-3547(2011)0000006014
http://dx.doi.org/10.1007/s10290-010-0069-3
http://dx.doi.org/10.1016/j.chieco.2010.06.009
http://dx.doi.org/10.1111/j.1467-8411.2010.01248.x
http://dx.doi.org/10.1111/j.1467-9701.2008.01101.x
http://dx.doi.org/10.1111/j.1467-9701.2006.00855.x
http://dx.doi.org/10.1111/j.1564-913X.2006.tb00292.x


21. Eddy LEE, et Marco VIVARELLI. 2006. Les conséquences sociales de la mondialisation dans les
pays en développement. Revue internationale du Travail 145:3, 191-210. [CrossRef]

22. Eddy LEE, Marco VIVARELLI. 2006. The social impact of globalization in the developing
countries. International Labour Review 145:3, 167-184. [CrossRef]

23. Jean-Jacques Hallaert. 2006. A History of Empirical Literature on the Relationship Between Trade
and Growth. Mondes en développement 135:3, 63. [CrossRef]

http://dx.doi.org/10.1111/j.1564-913X.2006.tb00498.x
http://dx.doi.org/10.1111/j.1564-913X.2006.tb00016.x
http://dx.doi.org/10.3917/med.135.0063

	Trade and Poverty in the Poor Countries
	I. Static Arguments
	II. Dynamic Arguments
	A. Theoretical Possibilities
	B. Trade, Growth, and Poverty: Empirical Evidence

	REFERENCES


