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The trade policy three-step

1. Devalue currency, establish & maintain realistic exchange rate

2. Replace QRs with tariffs

3. Reduce level and dispersion of tariffs



Why move to freer trade?

1. Domestic producer interests (Grossman-Helpman 1994)

2. Changing production incentives (Baldwin 2010)

3. International institutions (IMF, World Bank, GATT/WTO)

4. Unilateral government undertaking

• Circumstances: role of ideas, economic crises, technocratic reform teams, etc.



Rodrik (2014): “Because of their neglect of ideas, political economy 
models often do a poor job of accounting for policy change.”



1818 H Street, 700 19th Street, 
or Rue de Lausanne 154:

Who Gets Credit for Developing 
Country Trade Reform?



International Institutions



Objective is trade . . . 
• GATT – to promote trade “by entering into reciprocal and mutually 

advantageous arrangements directed to the substantial reduction of tariffs 
and other barriers to trade and to the elimination of discriminatory 
treatment in international commerce” (Preamble). 

• World Bank – “to promote the long-range balanced growth of international 
trade and the maintenance of equilibrium in balances of payments by 
encouraging international investment for the development of the productive 
resources of members” (Articles of Agreement I:3). 

• IMF - “to promote international monetary cooperation . . . to facilitate the 
expansion and balanced growth of international trade, and to contribute 
thereby to the promotion and maintenance of high levels of employment and 
real income and to the development of the productive resources of all 
members” (Articles of Agreement I:1-2).





Who is the world’s most dominant athlete?

• New York Times: “the most dominant athlete in any sport in the 
country”

• Hint: 25 world titles

• Hint: Net worth: $300,000



Alan Francis







GATT’s impact on developing country policy

• Rules
• Article XII – balance of payments justification for QRs
• Article XVIII(b) – QRs for economic development

• Tariff reductions
• Exempt until Uruguay Round

• Accession 
• Insiders-outsiders 



GATT 

• Developing countries operate outside of the GATT system
• Consistently invoked Article XXVIII(b) on BOP

• Tariffs not most important trade barrier with QRs & FX rationing

• Most tariff reductions unilateral

• Yet outsiders wanted to get in
• Accession process - Subramanian and Wei (2007)
• China













Further evidence 

• 2001-2013
• Applied tariffs in developing countries
• From 7.2% to 4.6%
• 50% unilateral
• 38% WTO commitments
• 12% regional



Sources of developing country tariff reduction            
1983-2003                                     2001-2013
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World Bank

• Project lending

• Structural adjustment & trade policy loans (1980-)

• Technical assistance & economic advice



Rise and fall of World Bank lending









SALs and trade policy loans

• Did conditionality work? Can policy be bought?

• General skepticism
• Krueger & Rajapartirana (1999), Nogues (1999), Edwards (1997)

• Without country ownership, policy reform unlikely to succeed
• Failures in Africa

• Loans & reforms are correlated, but no evidence that loans → reforms
• i.e., would the reforms have taken place anyway? Hard to control for selection



• Domestic political-
economy factors influence 
strongly the success or 
failure of reform 
programmes supported by 
adjustment loans. We find 
no evidence that any of 
the variables under the 
World Bank's control 
affect the probability of 
success of an adjustment 
loan. 



Mexico

• Loan one year after policy change

• Amount small relative to reserves 
& trade flows



Michael Bruno (World Bank) 

“We did more for 
Kenya by cutting off 
aid for one year, than 
by giving them aid for 
the previous three 
decades”



Technical advice & expertise

• Contributed to change in intellectual climate
• Huge amount of published research on trade, exports, exchange rates in 

1970s and 1980s

• Transmission of ideas more important than conditional financing
• Gavin & Rodrik (1995), Stern & Ferreira (1997), Clemens & Kremer (2016), 

Ravallion (2016), Knack et al. (2020)

• Training ground for country officials
• Contribution of ex-WB staff to reform in home country



Bela Balassa



Anne Krueger





Turgut Ozal, Turkey





IMF

• Structural adjustment & program lending conditionality (1985-)
• Very weak trade policy conditionality – monitored not enforced
• Replace QRs with tariffs (revenue!)

• Long-term focus on current account openness
• Remove exchange controls
• Unify exchange rates
• Devalue & establish realistic exchange rate





Empirical evidence?

•  Burden of exchange controls on trade
• Wei & Zhang (2007), Eichengreen & Irwin (2010)

• Trade reform conditions & IMF programs
• Wei & Zhang (2010) 

• Lots of evidence that reform → better outcome
• Little evidence that external intervention → reform



Margaret Garritsen de Vries

Academic economists fail to appreciate “how the 
gradual lifting of exchange controls enabled 
world trade and services to increase, and how 
real exchange rate depreciation by developing 
countries helped integrate them into the world 
economy.” 
The IMF “was instrumental in persuading 
countries of the need for non-inflationary 
macroeconomic policies and in pushing 
countries to lift trade restrictions in line with 
their improving external payments situations.”





Ernest Sturc, ETR 

• Recalling Keynes’ toast to “no more competitive devaluations.”

• “Little did I dream that I would spend my life trying to persuade 
countries to devalue!”



Percent of countries with non-unified exchange rates
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Trade policy functions
GATT/WTO World Bank IMF

Surveillance
[* TPRM post 1995]

X X

Policy Advice X X

Policy Research X

Conditional lending X X

[*arrears]

Accession requirements X





Two concluding remarks

• Globalization successes
• Return of geopolitics



1818 H Street, 700 19th Street, or 
Rue de Lausanne 154:

Which Location Gets Credit for Developing Country 
Trade Reform?

Douglas Irwin
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