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Last week

- Globalization is a multidimensional phenomenon.
- There exist different narratives about globalization.
- None of them is false: globalization has a variety of heterogeneous effects.

- A society must trade-off these effects and make its choices according to the preferencesof the population.
- The gravity framework is useful to describe the international movement of goods,services, peoples, etc.
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An article recommendation

- Hyperglobalization rules tended to prioritize the interests big businesses: globalaccess to market, IP protection, arbitration procedures against states rather than freetrade (multinational firms narrative).- Created tensions between U.S. and China (geopolitics narrative).- Recent backlash against these policies to take into account social and environmentaldimensions e.g. Biden’s IRA.- (Forms of) protectionism is not the real issue (such forms existed before such as duringthe post-45 Bretton-Woods era). The biggest risk is geopolitics. 3 / 56

https://t.co/GnO5B1AbsC


Policy topics
- How to reform the institutions of globalization? (24/09)
- Should we sign new trade agreements? (01/10)
- Trade Policy Instruments: Industrial Policies vs. tariffs (01/10)
- Should we keep going with Investor-State Dispute Settlements (ISDS) (08/10)
- How should we make multinational firms accountable? (08/10)
- The green transition in globalization rules: creating a Carbon Border AdjustmentMechanism or a Climate Club? (15/10)
- How to deal with the losers of globalization? (22/10)
- Should we tax the rich and/or provide them tax incentives? (05/11)
- What policy to manage strategic dependencies? (12/11)
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This week

- What is the state of globalization?
- How did we end up here?
- Who trade with whom?
- Reference for this course: Goldberg (2023).
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https://mitpress.mit.edu/9780262048255/the-unequal-effects-of-globalization/


This week
A lot a graphs but a few facts

- Fact 1: Trade is an old phenomenon.
- Fact 2: It has grown rapidly in the post-WW2 era with changes in geography and incomposition.
- Fact 3: ICT and transport technologies drove the rise of global integration. Tradepolicy also played an important role.
- Fact 4: Global Value Chains (GVC) and value-added trade play a key role in today’sglobalization.
- Fact 5: Despite all of this, the world is not flat.
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Globalization in the long run
- Globalization is a very old phenomenon.
- Humans constantly traveled and exchanged goods, ideas, knowledge, money.
- Large body of evidence about trade in ancient Mesopotamia.

- Local trade from 5000 BC (Ubaid era) and long-distance trade from 4100 BC (Uruk era).
- Excess supply in some goods and demand elsewhere generated these practices.
- Ceramics, glass, grain, leather, oils, textiles, etc. where traded.
- Some goods where coming from out of Mesopotamia: copper, ivory, pearls (Indus Valley),gold, silver, metals (Egypt and Minor Asia), etc.

- According to some theories, trade (as well as the development of the State, of accounting,etc.) is associated to the birth and the diffusion of writing (see e.g. Schmandt-Besserat).
- Trade is also associated with the rise of contracts (e.g. loans) between merchants.
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Globalization in the long run

- Around 1BC, luxury goods from Asia appeared at the other end of the continent,moving through the Silk Road
- Spice trade then developed around the 7th century.
- A new era began with the when Europeans explorers reached the Americas. Newgoods where introduced in Europe (e.g. potatoes, tomatoes, coffee, or chocolate) andnew trade, colonization, and slavery routes where set up.
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Long run evidence about globalization
Mesopotamian trade routes
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Long run evidence about globalization
Silk Roads (≈ 0-1500)
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Globalization in the long run
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Long run evidence about globalization
Trade around 1500
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Long run evidence about globalization
Steamship Routes around 1900
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Long run evidence about globalization
Orders of magnitude

- During the period 1950-2011:
- World trade in value has been multiplied by a factor of 290.
- World GDP has been multiplied by a factor of 8.9.
- It corresponds to an annual growth of 11% and 3%.
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- During the period 1950-2011:
- World trade in value has been multiplied by a factor of 290.
- World GDP has been multiplied by a factor of 8.9.
- It corresponds to an annual growth of 11% and 3%.
- Side question: At the country level, can X>GDP?

- Yes, because GDP is a value added concept and exports are not.
- GDP = C + I + G + (X −M).
- If I import a lot, add few value and then re-export I boost my export-to-GDP ratio.
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Long run evidence about globalization
Orders of magnitude

- During the period 1950-2011:
- World trade in value has been multiplied by a factor of 290.
- World GDP has been multiplied by a factor of 8.9.
- It corresponds to an annual growth of 11% and 3%.

- Over this period:
- Change in geography.
- Change in composition.
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Long run evidence about globalization
World exports over GDP
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Long run evidence about globalization
Openness rate: Exports + Imports over GDP
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Long run evidence about globalization
Globalization indexes
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Long run evidence about globalization
Globalization: the multidimensional KOF globalization index
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https://kof.ethz.ch/en/forecasts-and-indicators/indicators/kof-globalisation-index.html


Long run evidence about globalization
Globalization: the multidimensional KOF globalization index

Gygli et al. , 2019
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https://kof.ethz.ch/en/forecasts-and-indicators/indicators/kof-globalisation-index.html


Long run evidence about globalization
The evolving geography of trade
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Recent trends in globalization
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Recent trends in globalization
What do country trade?
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Recent trends in globalization
What do France trade, and with whom? Source: The Atlas of Economic Complexity
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The drivers of the expansion of trade
- Technology

- ICT (telegraph, phone, mobile phones, internet) ease communication around the world- Ease the diffusion of information.
- Transport costs

- Many transport innovations (steamship, canals, planes, containers, etc.)
- Trade costs

- Better access to trade finance, to insurance, less exchange rate volatility.
- Trade policy

- Global organization of trade through GATT and WTO.- Regional integration (EU, NAFTA, Mercosur).- Political choices matter!
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The role of technology
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The role of technology
The introduction of the telegraph in the 19th century: effect on cotton prices
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The role of technology: the case of transport
- Important innovations in terms of transport and transport infrastructures have alwaysfueled trade.

- e.g. Steamship, canals, maritime chronometer, etc.- Steamship reduced sailing time by one-half and might be responsible of half of the tradeboom observed at the end of the 19th century.
- The invention of containers in key to understand the development of world trade.

- Estimation of +700% of trade over 20 years (Bernhofen et al., 2016).- Way larger effect than trade agreements.- Effect on non-container goods.
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The role of technology: the case of transport
Pascali, 2017

35 / 56



The role of technology: the case of transport
Containerization
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The role of technology: the case of transport
Bernhofen et al. (2016)
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The role of trade policy
- Trade policy consists in the set of tools a government can use to open (or close) itscountry to trade

- More on this in a few classes.
- After WWII, institutions have developed to coordinate trade policies: the GATT andthen the WTO but also regional trade agreements such as NAFTA or the EU.
- Countries have access to a varieties of tools such as tariffs (taxes on imports), exportsubsidy, export taxes, non-tariff barriers (norms for instance).
- View among economist that the reduction of trade barriers cannot be the only driverof trade expansion, in particular recent ones.
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The role of trade policy
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The role of trade policy

Clemens and Williamson (2001)
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The role of trade policy
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The role of trade policy

- Goldberg (2023) argues that reducing trade barriers matter a lot to boost trade.
- If tariffs decrease slowly in developed countries in the recent periods, the decrease ismore important in developing countries.
- GVC magnify the impact of tariffs (because many frontiers need to be passed for onegood to be made). Then it should magnify the elasticity of trade to tariffs: small tariffchange can have big effects.
- Non-trade barriers decreased a lot with standardization efforts of internationalinstitutions and regional agreements.

42 / 56



The fragmentation of production processes: Global Value Chains(GVCs)

- Trade is more and more fragmented. What does it mean?

- The production of a given good is more and more fragmented between firms andcountries.
- Firms are looking for the best opportunities to produce: parts and components arethen moving across the globe.
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The fragmentation of production processes: Global Value Chains(GVCs)
Share of World Exports that flow through at least two borders
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The fragmentation of production processes: Global Value Chains(GVCs)
Trade in value added

- Exports and imports do not measure the value added by the exporter.
- Studies suggest that the Chinese manufacturer of the Iphone only adds ≈ 3% of thevalue of the factory gate price (≈ 200$).
- The rest come from the value of inputs imported from other countries.
- However it still counts as 200$ of exports from China to the U.S, increasing artificiallyChina’s trade.
- The OECD now tries to measure trade in value-added.
- Note that intermediate services add a lot a value added: distribution, transport,finance and insurance, business services, communication and information.
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The fragmentation of production processes: Global Value Chains(GVCs)
Trade in value added (Johnson and Noguera, 2017)
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The fragmentation of production processes: Global Value Chains(GVCs)
Trade in value added
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Is the World flat?

- Clearly no !
- Borders do reduce the movement of goods, services, people, ideas, etc.
- In a flat world everybody should spend the same share of its GDP on a given country’sgood.

- Is it true?
- The elasticity of trade to distance helps us to think about this question.

- By how much (in %) trade increases when distance decreases by 1%?
- Naive gravity equation: Xij =

Xi Xj
d . What is the elasticity here?

- Answer: -1
- Today (very refined) estimations of distance elasticity ≈ −1

- What about the Bronze Age (-2000 BCE)? ≈-1.9.
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Is the World flat?
Germany in 2006
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Is the World flat?
Germany in 1976
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How Much More Integration Could There Be?
The links between globalization, sovereignty and politics (Rodrik, 2000)

- International economic integration remains particularly limited.
- e.g. U.S.-Canada Borders have an important depressing effect on trade despite no tariff,no serious trade barrier, same languages, etc.
- Investment portofolio still favors investors home countries (home bias).
- Restriction on the free mobility of labor.
- etc.

−→ Different political and legal systems introduce transaction costs.
- e.g. enforcement of contracts across borders is made more complicated.
- International law provides only limited protection against incomplete contracts.
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How Much More Integration Could There Be?
The links between globalization, sovereignty and politics (Rodrik, 2000)

- Perfectly integrated global economy.
- National jurisdictions do not interfere with arbitrage in market for goods, services, orcapital. Transaction costs are minor. This implies federalism in a global scale, and then aloss of sovereignty for states.
- Or, nations-states can be maintained, but to ensure that national jurisdiction do not get inthe way of economic transactions (facilitating trade and capital mobility). Politics isexercised over a much narrower domain.

- National policy-making institutions (central bank, fiscal authorities, etc.) are insulated frompolitical participation.
- If we sacrifice an integrated global economy (Bretton Woods compromise)

- Countries are allowed to maintain restriction on capital mobility.
- Trade policy has some margins.
- Countries can follow their paths of development.
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