Who wins and who loses from international trade? Discuss. 
 
 
Opening to free trade happens when countries remove barriers to trade, facilitating the flow of exports and imports between the nations. Generally, economists have seen international trade as a way for countries to improve their economic welfare. Although moving from an autarky state to free trade is beneficial for the countries in the aggregate, it naturally generates winners and losers (World Trade Organization, 2008). This essay discusses the distributional effects of trade in the context of the underlying theories and reviews the traditional models, linking the theory with empirical observations. Results derived from different models are evaluated to analyse how opening up to free trade impacts countries and individual groups overall.   


The Ricardian model of international trade provides a reason for countries to move from autarky to mutual trade based on the principle of comparative advantage. Once trading becomes possible, each state will specialise in the production and exports of goods in which it has a comparative advantage, meaning, these goods have a lower opportunity cost of producing compared to other countries. Under this model, both exporting and importing countries’ consumers attain higher utility by consuming more goods at lower prices. David Ricardo argued: trade is beneficial for countries when they open up to free trade, and the countries, engaging in trade, gain at least as much they do in autarky (Deardorff, 2007).  
The Hecksher-Ohlin (HO) model is an economic theory that interprets the patterns of trade, based on relative factor endowments and characteristics of trading countries. The theory emphasises that countries export goods and resources of which they have in abundance, while proportionately importing those which they cannot produce as comparatively efficiently. Therefore, a capital-rich country will export capital-intensive goods and import labourintensive commodities. In contrast, a country endowed with labour will conversely export labour-intensive and import capital-intensive products. The analogous prediction of the HO model is: developed countries that have plenty of skilled workers will export skilled-intensive goods; meanwhile, developing countries with prevailing unskilled workers will export unskilled-intensive goods. Eli Hecksher and Bertil Ohlin claimed that aggregate efficiency increases with the movement to free trade because it allows countries to shift their production resources towards the goods they export and decrease the production of imported goods. Even though the removal of trade barriers is expected to improve economic efficiency and to be overall advantageous for the countries, there are winners and losers from trade due to redistributive effects between factor remunerations (Subasat, 2003). 
The distributive implications of trade are explained by the Stolper-Samuelson theory (SST), which is a foundation theorem in the HO framework. It assumes, as the relative price of a capital-intensive good rises, the real return to the intensively-used capital factor in the production of that product will also increase, whereas the real return to a labour factor will decrease. In other words, the country’s abundant factor wins from an increase in the relative price of exports, but the scarce factor of production loses in absolute terms, thereby making the owner of that deficient factor worse off (Samuelson and Stolper, 1941). As predicted by Wolfgang Stolper and Paul Samuelson, the movement to free trade tends to widen the real wage inequality in advanced economies and, on the contrary, benefit the abundant low-skilled labour in developing countries because, with free trade, there is more demand for their services (Ghazali, 2009). 
The uneven distribution of gains from international trade within the countries can be examined in the light of the Kaldor-Hicks potential compensation principle (Martin, 2018). According to this principle, there is a possibility to redistribute income from winners to losers in such a manner that aggregated gains from trade exceed the total losses: to make all parties at least as better off with trade as they were in autarky equilibrium. Thus, it is feasible to attain an optimal level of free trade consumption and make trade liberalisation beneficial for every involved nation. In order to correct for the distributive effects of trade, the government intervenes by implementing the compensation-redistributive scheme conventionally through lump-sum transfers. Assuming the compensation is provided with the redistribution policy, the countries experience an increase in aggregate national welfare, leaving everyone better off from engagement in free trade (Suranovic, 2010). 
 
Although the traditional theory commonly anticipates that trade facilitation will benefit the poor by reducing the wage inequality in developing countries, the opposite effect was observed: underdeveloped countries experienced an increase in inequality when they opened themselves to free trade. This phenomenon was captured by Golberg and Pavcnik (2007) for India after its trade liberalisation policies in 1991. Economists argued that traditional theory contradicting results could have been caused by other factors, such as technological innovations, tariff schedules before and after trade intensification or the timing of trade reforms, because these factors may provide a more reasonable explanation for inequality rise in developing countries (World Trade Report, 2008). 
 International trade is widely viewed as beneficial to consumers as with free trade flows they gain an option to consume goods at lower prices. However, the positive effect of decreased prices on tradeable products is unequally distributed across households. The magnitude of consumer gains in the United States from Chinese imports during 2014-2015 was estimated and the following conclusion was made: poor households spend a larger proportion of their wealth on tradeable goods and services; hence they benefit from a fall in prices more than highincome households (Stumpner and Bai, 2018).  
The impact of trade on employment depends on the extent to which labour markets are correlated with import competition and exporting opportunities. Therefore, domestic firms with export opportunities and competitive advantage will have a growth in revenues and will, sequentially, expand production, creating more jobs. At the same time, firms which encounter competition from cheaper imports might be forced to scale down or exit the market (Caroll and Hur, 2019). This negative effect was observed by Autor et al. (2014), who found that while low-skilled labour suffered from displacement due to import competition, high-skilled workers were significantly more mobile across industries, and were less exposed to import competition. Despite this, Feenstra and Sasahara (2018) estimated that in the period between 1995 and 2011, the growth in the United States’ exports led to the net effect of elevated labour demand after accounting for the negative impacts of intensified imports. Comparison of these two effects reveals: low-wage households may be worse off in terms of employment due to import competition, though they may also benefit from a reduction in prices on tradable goods (Caroll, Hur, 2019). 
Economists have established a positive and statistically significant relationship between trade intensification and economic growth in developed and developing states. An increase in trade ratio to GDP by one percent was estimated to raise earnings per person by 1 or 2 percentage points, which is consistent with the prediction of traditional models. Notwithstanding the positive effects of the movement to free trade, no statistical significance was observed for the least developed group of states such as African countries. Were (2015) argues that the least developed countries can potentially benefit from trade integration, but they should alter their trade patters by enhancing domestic investment and attracting FDI (Were, 2015). The reduction of tariffs causes a considerable fall in international trade tax revenue, which is an important source of finance for governments in less developed countries. Consequently, for trade liberalisation to be effective and welfare-enhancing, it must be accompanied by institutional innovations and sound domestic policies, including fiscal reforms (Pupongsak, 2009).  


Ultimately, both traditional literature and the empirical analysis have shown that trade indeed has redistributive consequences among individual groups. The discussed empirical results align with the theory that trade openness benefits consumers by offering them a more extensive choice of goods at lower prices. Particularly, low-income households are better off from the lower prices of imported tradeable goods and services. In general, the traditional HO model states that trade liberalisation is inequality reducing in underdeveloped countries with most of the low-skilled workers involved in the labour force. However, the empirical observations have shown the opposite results that can be explained by other factors not accounted for in the analysis. Also, the negative effect of intensified trade was found for lowskilled workers in developing countries due to firms facing import competition in an integrated world market. On the one hand, low-income households benefit from a reduction in prices, but, on the other hand, they may lose due to labour displacement.  
Trade liberalisation reforms have shown to promote economic growth in developed and developing countries, which reconciles with the traditional theory. However, no statistically positive effect from trade openness has been observed for the least developed states. According to the compensation principle, it is feasible to attain an optimal free trade level of consumption with government intervention. This will mitigate the distributive consequences and assure that all agents engaged in the trade have an opportunity to benefit from it.  
 
 
Word Count: 1490 
 
 
 
 
 
 
 
 
 
 
 
 
           Bibliography 
1. Autor, David H., David Dorn, Gordon H Hanson, and Jae Song. 2014. “Trade 
Adjustment: Worker-level Evidence.” The Quarterly Journal of Economics, 129(4): 
1799–1860 [Online] Available at: https:// doi.org/10.1093/qje/qju026 
2. Caroll, R. D., Hur, S. (2019) ‘The Winners and Losers from Trade’, Economic 
Commentary [Online] Available at: https://www.clevelandfed.org/en/newsroom-andevents/publications/economic-commentary/2019-economic-commentaries/ec-201915winners-and-losers-from-trade.aspx 
3. Deardorff, V. A. (2007) ‘The Ricardian Model’, Princeton Encyclopedia of the World 
Economy [Online] Available at: http://www-
personal.umich.edu/~alandear/courses/441/handouts/Deardorff-RicardianModel.pdf 
4. Feenstra, Robert C., and Akira Sasahara. 2018. “The ‘China Shock,’ Exports and US 
Employment: A Global Input– Output Analysis.” Review of International Economics, 
26(5): 1053–1083 [Online] Available at: https://doi.org/10.1111/roie.12370 
5. Gasiorek, M., Garrett, M. J., Serwicka, I. (2019) ‘Winners and Losers from International Trade: What do we know and what are the implications for policy?’ 
Briefing Paper 33 [Online] Available at: https://blogs.sussex.ac.uk/uktpo/publications/winners-and-losers-from-internationaltrade-what-do-we-know-and-what-are-the-implications-for-policy/ 
6. Ghazali, M. (2009). Trade openness and wage inequality between skilled and unskilled workers in Tunisia. Économie Internationale, 117(1), 63-97 [Online] 
Available at: https://www.cairn.info/revue-economie-internationale-2009-1-page-
63.htm. 
7. Lawler, K. and Seddighi, H. (2001) ‘International Economics: Theories, Themes and Debates’, London: Financial Times 
8. Martin, S. (2018) ‘The Kaldor-Hicks Potential Compensation Principle and the Constant Marginal Utility of Income’ [Online] Available at: 
https://editorialexpress.com/cgi-
bin/conference/download.cgi?db_name=IIOC2018&paper_id=209 
9. Pavcnik, N., Golberg, K. P. (2007) ‘Distributional Effects of Globalization in 
Developing Countries’, National Bureau of Economic Research, Working Paper 
12885 [Online] Available at: http://www.nber.org/papers/w12885 
10. Pupongsak, S. (2009) ‘The Effect of Trade Liberalisation on Taxation and Government Revenue’ [Online] Available at: https://etheses.bham.ac.uk/id/eprint/837/1/Pupongsak10PhD.pdf 
11. Stumpner, S., Bai, L. (2018) ‘Estimating US Consumer Gains from Chinese Imports’, 
AER: Insights 2019, 1(2): 209–224 [Online] Available at: 
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3152455 
12. Subasat, T. (2003) ‘What Does the Heckscher-Ohlin Model Contribute to International Trade Theory? A Critical Assessment’, Review of Radical Political 
Economics, Volume 35, No. 2, [Online] Available at: 
https://journals.sagepub.com/doi/10.1177/0486613403035002003 
13. Suranovic, S. (2010) ‘International Trade and Policy’, Publisher: Saylor Foundation, 
ISBN 13: 9781936126446 [Online] Available at: https://open.umn.edu/opentextbooks/textbooks/international-trade-theory-and-policy 
14. Stolper, F. W., Samuelson, A. P. (1941) ‘Protection and Real Wages’, The Review of 
Economic Studies, Volume 9, Issue 1, November 1941, Pages 58–73,  [Online] 
Available at: https://academic.oup.com/restud/article/9/1/58/1588589 
15. Were, M. (2015) ‘Differential effects of trade on economic growth and investment: A cross-country empirical investigation’, Journal of African Trade, Volume 2, Issue 1-2, pp. 71-85 [Online] Available at: https://doi.org/10.1016/j.joat.2015.08.002 
16. World Trade Organization  (2008) 'World Trade Report 2008 Trade in a Globalising World' [Online] Available at: 
https://www.wto.org/english/res_e/publications_e/publications_e.htm 
 
Powered by TCPDF (www.tcpdf.org)

1 
 
1 
 
1 
 
Feedback comments
This essay is on the winners and losers from trade. 
There is much to like about this essay. It is clearly written and easy to read. It discusses a lot of recent literature, in a well-organised way, at a level which is appropriate to this course. 
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