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ABSTRACT 

 

The purpose of this thesis is to quantitatively analyze the economic growth effect from 

international trade in the context of developing countries. Although there has been a substantial 

literature regarding the effects of international trade on various economic outcomes, the exact 

effect on economic growth is yet to be clarified. In addition to similar approaches in the 

academic literature, this study will look at the effects of governance, infrastructure and regime 

type among developing countries on this relationship. Using the data from the World 

Development Indicators and other political variables such as fragmentation and regime type, I 

will observe the relationship using a fixed-effects model between international trade and 

economic development in 24 developing countries, chosen among countries with lowest GDP 

and with most available of data, between the years of 1996 to 2006. In line with prior findings, 

my empirical results suggest that trade openness, infrastructure and natural resource endowments 

enhance economic development in the selected countries. In particular, my findings indicate that 

developing countries lacking resources are not expected to benefit from trade liberalization as 

much as countries with more resources. This in turn reflects the well-documented fact that 

complementary policy measures are necessary to supplement trade liberalization in developing 

economies.   
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INTRODUCTION 

International trade is one of the major determinants of a country’s economic performance. 

Despite the existing proliferation of research on this topic, there has yet to be universal 

agreement on the benefits of trade. 	  In light of the recent financial crises, some authors have 

claimed that globalization and export-oriented economic development policies are not challenged 

but taken at face value (Rodriguez, F.& Rodrik, D., 2000). In particular, developing economies 

at a lower level of institutional development have been perceived to be not able to reap the 

benefits of trade liberalization. 

The theories of international trade are continuously evolving. The evidence of the basic 

benefits of trade through specialization originates from a highly influential economist, David 

Ricardo in 1817 (Todaro, M.P. & Smith, S.C., 2006). Since then, the Ricardian comparative 

advantage model has evolved into more complex analytical models. In 1977, Eli Heckscher and 

Bertil Ohlin designed a new model that focuses on the factors of production and how differences 

between two countries’ factors can influence the flow of trade (Todaro, M.P. & Smith, S.C., 

2006). This model demonstrates the first complication of trade: there are ‘winners’ and ‘losers’ 

in trade. This was essential because it opposed the idea that trade was universally beneficial. At 

the end of World War II, the strategy of import substitution (IS) became prominent, as it was 

believed to stimulate industrialization among previously colonized countries (Krueger, A.O., 

1998).  As described by Todaro, M.P. and Smith, S.C. (2006), IS is a strategy in which a 

country’s trade policies “initially substitute domestic production of previously imported simple 

consumer goods (first-stage IS) and then substitute through domestic production for a wider 

range of more sophisticated manufactured item (second-stage IS), all behind the protection of 

high import tariffs and quotas” (Todaro, M.P. & Smith, S.C., 2006).  
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Despite potential short-term benefits, IS has proven to be unsustainable in the long run. For 

instance, Latin American countries that implemented import tariffs on goods and services in the 

late 1960s, experienced severe economic crises situations in the early 1980s. These downturns 

have widely been blamed on inward-oriented development strategies. Behind tariff walls, 

protected IS industries (most of them are State Owned Enterprises) remained inefficient, 

contributing to mounting structural economic distortions (Krueger, A.O., 1998). In addition to 

introducing direct protective tariff measures, several economies also introduced costly direct and 

indirect subsidy schemes to keep inefficient industries operating. This in turn led to a surge of 

public indebtedness (Krueger, A.O., 1998). Furthermore, IS measures themselves are today 

perceived as relatively ineffective, as foreign firms can still benefit by going behind tariff walls 

and taking advantage of liberal tax and investment incentives. Moreover, there is a negative 

impact on primary-product exports (Todaro, M.P. & Smith, S.C., 2006). The exchange rate has 

to be overvalued to encourage importation of cheap capital and intermediate goods. This 

manipulation causes local producers to be less competitive in world markets. Thus, these 

negative outcomes pushed towards promoting exports; the country’s producers could not only 

produce for the domestic market without tariffs but also export their low cost manufactured 

goods. 

As the countries that promoted IS policies began incurring trade deficits and mounting public 

debt levels in combination with low economic growth rates, several economies began to adopt 

more outward-looking policies, e.g. India in the late 1980s (Krueger, A.O., 1998). 

Simultaneously, influential economists at international organizations and in the academia were 

beginning to shift their viewpoints towards more outward-looking policies. For example, the 

OECD stated, “More open and outward-oriented economies consistently outperform countries 

with restrictive trade and investment regimes” (OECD, 1998). However, the effects of exporting 
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primary products and manufactured products have shown different economic results. Developing 

countries that have focused on exporting manufactured products have experienced more success. 

Especially among the Asian Tigers—Hong Kong, Taiwan, South Korea, and Singapore—export 

promotion has shown big success. For example, Taiwan’s exports grew at an annual rate of over 

20percent. Taiwan and South Korea’s export growth contributed over 80percent to their foreign 

exchange earnings (Todaro, M.P. & Smith, S.C., 2006). However, it is important to note that it 

was not through the simple liberalization of trade but through carefully planned intervention by 

the government that they found success. 

Despite continuous research, there is no clear answer as to how trade impacts a country’s 

economy. Thus, the trade optimists and trade pessimists still debate on the benefits and costs of 

trade. Trade pessimists focus on greater protection and more inward-looking strategies and 

greater import substitution because they generally believe that trade hurts developing countries. 

Trade optimists focus on more outward-looking policies because they believe that trade 

liberalization generates rapid growth.  

This debate seems especially prominent among the developing countries. Concurrently, more 

and more research and trade models are leaning towards supporting the implementation of liberal 

trade policies. According to Sachs and Warner (2005), 15.6percent of the world had open trade 

policies in 1960 compared to 47percent in 2000. Despite the general consensus that open trade 

policies lead to economic growth, developing countries have yet to benefit from liberalizing their 

trade policies. Although there are success stories such as the Asian Tigers, which demonstrated 

economic growth through open trade policies, the explanation remains unclear.  

Other than economic factors, one of the reasons why developing countries would not benefit 

economically from open trade policies is a lack of quality government institutions and 

infrastructure. Political institutions and physical infrastructure are especially vulnerable among 
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developing countries due to a lack of resources, government capacity or an unstable political 

regime. There is a lack of research on the impact of government institution and infrastructure on 

the long-term economic effects of trade for developing countries.  

The purpose of this research is to assess the growth effects of trade in developing countries, 

and more specifically, how the political economic variables may influence the relationship 

between more liberal trade policies and economic development. To accomplish this task, 

measurements of economic, political and infrastructure variables were observed over the period 

1996-2006 with constructed panel data in 24 developing countries—those countries among the 

lowest in GDP and with the most available of data.  This paper argues that the quality of 

governance, and availability of resources influence the economic development effects of trade 

liberalization in developing countries.  

This paper is divided in to 4 sections. First, I will discuss previous relevant research to build 

support for the hypothesis that trade openness is not the sole most important factor in economic 

development. The second section describes the data and the econometric methodology that was 

used to analyze the hypothesis. Finally, I provide potential implications of the data results and 

recommend complementary policies.  
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LITERATURE REVIEW 

Although existing researches reflect the challenges of analyzing the relationship between 

trade and economic growth, most still find a positive effect of openness. Results from cross 

country studies such as Dollar (1992), Sachs and Warner (1995), Harrison (1996) and Edwards 

(1998) show that trade liberalization or openness is good for growth. The measurement of 

openness to trade includes policy variables such as the level of tariff protection, the coverage of 

non-tariff barriers, distortions in the exchange rate market, and whether the government 

monopolizes the exports of commodities. The economic performance is measured by income per 

capita or growth rate of GDP.  

A study by Wacziarg and Welch (2008) also supports the positive relationship between trade 

and growth. This study expands on the 1995 Sachs and Warner study by including the new data 

that pertains to the 1990s on economic growth, physical capital investment, and openness. Based 

on new data, their analysis suggests that between 1950 and 1998, countries that liberalized their 

trade regimes experienced average annual growth rate 1.5 percentage points higher than before 

liberalization (Wacziarg, R.&Welch,K., 2003).  

The validity of such studies still faces certain challenges. First of all, establishing the 

definition of openness is difficult. There are various ways that one can measure openness and 

there is no consensus on which measurement best describes it. Some common measures have 

been export and import ratio of total GDP and trade-related indicators such as tariffs, quotas 

coverage, black market premia, and etc. Second, establishing causality between more liberal 

trade policies and economic development is difficult (Winters, L.A., et al., 2011). It is easy to 

predict correlation between growth and openness, but whether it is a one-way relationship of 

causation is more difficult to prove. Third, several authors have claimed that in order to 

effectively in enhance economic development, trade policies have to be aligned with other 
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relevant policy fields. For example, Calderon and Poggio’s (2010) findings illustrate that not 

accounting for complementarities between trade openness and structural factors may overstate 

the growth benefits from trade. Therefore, Rodriguez and Rodrik (2001) have criticized the 

studies that point to the direct evidence of growth because of the difficulties associated with such 

measurements.  

In addition to these critics, Hallak and Levinsohn (2004) points out that a key limitation of 

previous studies has been the reliance on macroeconomic data through the application of 

Ordinary Least Squares analysis in order to establish an empirical link between economic growth 

and openness to trade. In this regard, the authors address the limitations of using a typical macro-

evidence regression. Using macroeconomic data often means using country level data, which 

does not sufficiently capture the impact of trade on firms and households because it does not 

account for the state-dependent impact of trade policy. Furthermore, earlier research, such as 

Winter, L.A. et al (2011), and Rodriguez and Rodrik (2000), have omitted variable bias and 

endogeneity problems. Having omitted variable bias means that there are variables not accounted 

for that would affect the relationship between the existing variables, thus creating a statistical 

bias. Endogeneity is caused by the fact that trade policy is strongly codependent with economic 

performance thus making it difficult to establish causality between them. Hallak and Levinsohn 

(2004) argue that when the omitted variables are accounted for, the estimated positive effect of 

trade on growth disappears. For these reasons, they conclude that researches related to trade and 

growth should rather rely on microeconomic data and analysis to ask the question of ‘why’, 

instead of simply asking about the outcome of growth. Winters (2004) recognizes these 

challenges and thus converges qualitative and quantitative evidence to show how trade openness 

leads to growth from different frameworks. Using this dynamic argument, he makes a strong 

case that trade liberalization causes at least temporary growth.  
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There are also studies that demonstrate the irrelevance of trade openness in economic growth. 

For instance, Rodrik et al (2004) analyze the contribution of institutions, geography and trade to 

countries’ income by using the data from Acemoglu et al (2001)—which includes 79 countries—

and an additional 137 countries for which they have alternative instrument of measurement. 

Specifically, they use GDP per capita as a proxy of economic performance, Frankel and Romer’s 

instrument of trade (1999), and Kaufmann et al’s measurement of institutional quality and the 

country’s distance from the equator as the measurement of geography (2002). Their findings 

conclude that institutional quality ‘trumps’ everything else. Once institutions are controlled for, 

geography has weak effects on income but has strong direct effects on institutional quality. 

Moreover, trade openness becomes insignificant when institutions are controlled for. This 

finding is critical for this study because if the effect of institutional quality is critical for 

economic growth, then the polity of the institution should matter. A type of regime is generally 

associated with certain aspects of institutional quality, i.e. autocracy and a lack of accountability 

and oppression. Thus, this study includes the measurement of polity. 

Researchers have yet to reach consensus regarding the economic effects of open trade 

policies in developing countries. Baliamoune-Lutz (2009) looks at the contribution of institutions, 

social cohesion, and trade to development in fragile states in Africa. The results indicate that, 

beyond a certain level, openness to trade may actually be harmful to economic improvement in 

fragile states. Moreover, political reform, more specifically democratization, may be harmful in 

the short run. In contrast, social cohesion has a positive effect once a threshold level is reached.  

Contrary to these findings, Dollar & Kraay (2001) argue that increasing participation in 

international trade positively impacts income and lowers poverty. These benefits are analogous 

among developed and developing countries. They argue that trade is a mechanism that 

developing countries can use in order to catch up with developed countries. Therefore, countries 
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that do not participate in international trade in a globalizing world are not seizing the opportunity 

to take advantage of these benefits.  

These studies show that the effects of trade policies are still unclear and the debate continues 

today. This research intends to shed more light on the subject in order to help further understand 

the underlying mechanisms. Too few studies look at not just the economic outcome of trade 

policies, but also the effects of complementary policies (economic and political) and trade in 

developing countries. Thus, this study investigates how quality of government institutions, 

regime type, quality of infrastructure, access to natural resources, and human capital affect the 

relationship between trade and growth. The results show that trade policy by itself is not 

responsible for economic growth, and complementary policies must be accounted for.   
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DATA AND METHODOLOGY 

The panel data used in this research is comprised of 24 developing countries’ economic and 

political state over the years between 1996 and 2006 inclusively. The list of countries in the 

sample is presented in Table 1. Due to the lack of observations among these countries, only 17 

countries are an effective sample. The developing countries’ sample was chosen by the 

availability of data among those with the lowest GDP per capita. 

 

Variables 

The dependent variable is the log of constant GDP per capita, which is expressed in 2000 U.S. 

Dollars. There are 6 sets of independent variables: trade openness, economic, human capital, 

resources, infrastructure, and political. The data was obtained from the World Bank 

Development Indicators. 

Imports of goods and services represent the value of all goods and other market services 

received from the rest of the world. They include the value of merchandise, freight, insurance, 

transport, travel, royalties, license fees, and other services, such as communication, construction, 

financial, information, business, personal, and government services. They exclude compensation 

of employees and investment income (formerly called factor services) and transfer payments. 

Data are in constant 2000 U.S. dollars. Exports of goods and services represent the value of all 

goods and other market services provided to the rest of the world. They include the value of 

merchandise, freight, insurance, transport, travel, royalties, license fees, and other services, such 

as communication, construction, financial, information, business, personal, and government 

services. They exclude compensation of employees and investment income (formerly called 

factor services) and transfer payments. Following Calderon and Poggio (2010), the openness to 
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trade is measured by the ratio of the sum of import and export and the total GDP. This means 

that the more open the country is to trade, the higher the ratio would be.  

Financial openness is estimated by the same method used in Calderon and Poggio (2010). 

Financial openness is the ratio of the sum of financial assets and liabilities, and cumulative GDP. 

First, the financial assets and liabilities were calculated by summing up stocks of assets and 

liabilities in foreign direct investment, portfolio equity, financial derivatives and debt, which 

have been also taken from the World Development Indicators. Then, they were divided by 

constant GDP to determine the degree of financial openness.  

Human Resource is measured by the gross enrollment ratio. All educational levels were 

combined except for pre-primary schooling. The data can be found in the United Nation’s 

Millenium Development Goals Database. Resource is measured by the relative amount of energy 

production. Energy production refers to forms of primary energy--petroleum (crude oil, natural 

gas liquids, and oil from nonconventional sources), natural gas, solid fuels (coal, lignite, and 

other derived fuels), and combustible renewables and waste--and primary electricity, all 

converted into kt of oil equivalents. 

The consumption of fuel in the transport sector was used as the proxy for infrastructure. The 

logic of this proxy is that there would be more movement and usage of transportation sector 

when there are roads and means of trade. Thus, using consumption of fuel in the transport sector 

as a proxy for infrastructure stems from the assumption that more established infrastructure such 

as roads and ports would lead to more fuel consumption. The measurement of fuel is the sum of 

the consumption of gasoline and consumption of diesel in the transport sector, both in liters. 

These measurements can be found on the World Bank database. As an alternative measurement 

of infrastructure, consumption of electricity was considered.  
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In order to capture the association between different political systems and economic growth, 

the polity score was included in the model. The Polity score is a measurement within the unified 

polity scale that ranges from +10 (strongly democratic) to -10(strongly autocratic) that is 

published by the Integrated Network for Societal Conflict Research.  

In addition, to control for state fragility and its impact on economic development, I included 

the fragment index in the model. The Fragment index, as defined by the Integrated Network for 

Societal Conflict Research, codes the operational existence of a separate polity, or polities, 

comprising substantial territory and population within the recognized borders of the state and 

over which the coded polity exercises no effective authority (effective authority may be 

participatory or coercive).  

The six elements of World Governance Indicators are also included as a control for quality of 

government institution. The data contains 212 countries’ data on the six dimensions of 

governance from 1996 to 2009. I will be using the data of the chosen 24 developing countries. 

The 6 dimensions are: 1) Voice and Accountability (VA); 2) Political Stability and Absence of 

Violence/Terrorism (PV); 3) Government Effectiveness (GE); 4) Regulatory Quality (RQ); 5) 

Rule of Law (RL); 6) Control of Corruption (CC). Each measurement ranges from -2.5 to 2.5 

with standard deviations. Each of the six dimensions was added up to estimate the cumulative 

governance indicator. Also, since the data is available by 2-year increment,  missing observations 

were interpolated.  

 

Methodology 
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 This paper uses a data set of 24 countries over a 10-year span and uses fixed effects, an 

estimation method appropriate for panel data. By using the country fixed effects method, this 

study controls for unobserved country-specific differences that do not change over time. The 

regression equation was derived from the formal model as follows:  

yit = β0 + Xitβ +Ziγ + αi +µit   (1)        

Where yit is the log of GDP per capita for given country i, and year t. Xitβ describes 

time-variant variables such as the GDP growth, financial openness, human capital, resource 

availability, infrastructure, and governance. Ziγ describes time-invariant variables such as 

fragmentation, and geography. αi describes the unobserved individual effects such as countries’ 

history and µit  is the error term. For fixed effects, assume that αi is not independent of Xit and 

Zi and in order to eliminate the unobserved effects, differencing is applied (Woolridge, 2002). In 

addition, the Hausman test was applied in order to determine that fixed effects is more 

appropriate than random effects. 
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EMPIRICAL ASSESSMENT 

Descriptive Statistics 

Table 1 shows the average of each variable for the chosen 24 developing countries. In my 

sample GDP per capita ranges from $195.25 in Constant 2000 U.S. Dollar to $1879.60 in 

Constant 2000 U.S. Dollar. This range reflects the selection of Least Developed Countries. The 

country with the lowest GDP per capita is Sierra Leone and Algeria has the highest GDP per 

capita. The average GDP per capita among these countries is $655.49. Average openness to trade 

ranges from 0.34 in India and Rwanda to 1.28 in Honduras with an average of 0.64. This wide 

range shows a substantial variance in trade openness. The Resource variable and Infrastructure 

have 6 missing observations which greatly affects the number of observations (N), decreasing it 

from 24 countries to 18 countries. The lowest average enrollment ratio is 29.81 in Burkina Faso 

and the highest average enrollment ratio is 71.05 in Algeria. The country with the most 

production of natural resources is China with 1,252,852 Kiloton (kt) of oil. Morocco produces 

the least amount with 677.91 kt. The polity of the government among these countries varies from 

“very” autocratic (-7.00) to “very” democratic (9.00), providing a wide variance in the sample.  

 

Correlation 

 Table 2 shows correlation between variables among the 24 developing countries between 

years 1996 and 2006 inclusively. Openness to trade actually shows negative correlation with 

GDP per capita and GDP growth. However, the correlation results may not reflect the final 

results of the regression analysis. For example, figure 1 shows the scatterplot of openness and 

GDP per capita. It looks generally as if there are three groups of observations that are showing an 

upward trend for all of them.  
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The correlations between GDP per capita and human capital or infrastructure show general 

positive relationship. However, correlations between GDP per capita and polity or governance 

are not as clear. The correlation between GDP per capita and governance seem almost 

nonexistent but between GDP per capita and polity, it seems like there is an initial negative 

relationship increases but it pivots into a positive relationship after a certain point around zero.  
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Baseline Regression 

 Table 3 presents the basic regression analysis using the fixed effects method. From 

column (1) to (4), it represents the four different models that were included in this baseline 

regression. All four models’ dependent variable is the GDP per capita in constant 2000 US 

Dollars. The independent models included in these four models are GDP growth, trade openness, 

human capital, resources, infrastructure, fragment, polity and governance. 

The first column shows a significant positive relationship between GDP growth, trade 

openness and GDP per capita with statistical significance at the 1percent level. This means that 

when there is 1 percentage point increase of import and export per GDP, we can predict the GDP 

per capita to increase by 33.78percent.  

Column (2) demonstrates that human capital and trade openness are good predictors of 

economic growth. The coefficient of human capital tells us that, holding all variables constant, 

increase in enrollment ratio by 1-percentage point would lead to a 0.46percent increase in GDP 

per capita. This finding is similar to that of Miller (2000), which shows that human capital has 

significant effect on output. 

Column (4) demonstrates that a country’s infrastructure, resources, trade openness, GDP 

growth, and governance determine economic growth, in the order of decreasing magnitude. The 

coefficient of infrastructure is significant at the 5percent level and it reveals that, ceteris paribus, 

1 liter increase in fuel consumption at the transport sector leads to a 313.22percent increase in 

GDP per capita. The coefficient of resources is statistically significant at the 1percent level and it 

shows that, ceteris paribus, 1 kt of increase in oil production leads to 47.43percent increase in 

GDP per capita. The coefficient of trade openness predicts that, ceteris paribus, 1 percentage 

point increase in import and export would lead to 22.54percent increase in GDP per capita. 
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However, when interpreting the results of this analysis, it is important to consider that the 

number of observation and sample size of countries decreases drastically due to the lack of data 

for columns (3) and (4). Also, it is interesting that for all four models, infrastructure has the 

biggest magnitude with statistical significance.  
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Table 3: Basline Regression Fixed Effects 
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Complementarities 

 Table 4 summarizes the results of fixed effects regression analysis on models that include 

interaction variables. The variable of interest, openness to trade, was interacted with four 

controlling variables—human capital, resources, infrastructure and governance—to test the 

significance of complementary policies. Regression model (5) predicts that human capital does 

not have a significant relationship with trade openness or GDP growth. The coefficient of human 

capital and openness*HC are not significant, but the coefficient of trade openness is significant 

at the 5 percent level. The coefficient of openness*HC is negative while openness and human 

capital coefficients are positive. This predicts that as human capital accumulates, the effect of 

trade openness on economic growth decreases.  

 Interestingly, in model (6), the relationship between production of resources and trade is 

positive and significant at the 1percent level. However, the sign of trade openness is negative and 

significant at the 1percent level. This means that among developing countries, trade openness has 

adverse effects on countries with less resource while positive effects for countries with more 

resource. Column (7) shows that the interaction variable between openness and infrastructure is 

not significant but it is positive. The coefficient of trade openness is not significant and positive 

while the coefficient of infrastructure is also not significant, but keeps its positive sign. The 

positive coefficient of the interaction variable might be interpreted such that economies require 

an appropriate infrastructure to reap in the positive effects of trade openness.  

 In the last model (8), the interaction between governance and openness is positive and 

significant at the 1percent level. The coefficient of trade openness is positive and significant at 

the 1percent level and the coefficient of governance is negative and significant at the 5percent 

level. This predicts that the better the governance, the higher the economic benefits of trade. This 
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is broadly in line with Calderon and Poggio (2010), and Rodrik et al (2004) who establish a 

similar result.  
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Table 4: Complementarities Regression Fixed Effects 
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DISCUSSION AND CONCLUDING REMARKS 

 This study used fixed effects regression to examine the economic effects of openness to 

trade among 24 developing countries between 1996 and 2006. Several other variables were 

included to determine their influence in the relationship. They include financial openness, human 

capital, production of resources, infrastructure, polity, fragmentation, and quality of governance. 

This study expands previous researches in two ways; first, this study examines the effects of 

trade in developing countries; second, this study includes measurements of governance and 

polity. Therefore, this study expands the previous researches to shed a light on the relationship 

between development and trade.  

 There are several limitations to this study. First of all, the sample size is limited. There 

are only 24 countries that were chosen but only 17 countries were effective samples in analysis. 

Second, the countries that were in the sample were all developing countries. Therefore, he results 

of this study are not generalizable to countries with high GDP per capita or industrialized 

countries. Third, only 10 years between 1996 and 2006 were observed. Therefore, these findings 

are not telling of economic statuses during times of crisis or prior to 1996. Lastly, there was a 

lack of data for many of these countries. To account for this, 24 countries with the most available 

data were chosen but data still remains to be scant among developing countries.  

 There are five main findings from this study: First, the results of this study have found 

that generally, openness to trade leads to economic growth. This follows various results of 

previous studies that have examined the economic effects of openness. Calderon, C. & Poggio, V. 

(2010) have found that there is a robust link from trade to growth, along with Wacziarg, R. & 

Welch, K. H. (2003), Harrison, A (1996) and Edwards, S. (1998). Although there were concerns 

about whether this relationship was true for developing countries, this study suggests that it is 

true, which supports the findings of Dollar, D. & Kraay, A. (2001).  
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 Second, infrastructure has the biggest effect on growth. All eight regression models show 

that infrastructure has the biggest coefficient, therefore the highest magnitude on GDP per capita. 

However, there is no threshold of infrastructure that would make trade more beneficial. It seems 

that development in infrastructure would be the fastest way to economic growth.  

 Third, production of resources was found to have positive effect on economic growth. 

This finding seems to rejects the theory of resource curse that having resources would lead to the 

problems of Dutch Disease and resource trap. However, this study does not look into the 

relationship between resources and economic stability and so it cannot confirm the rejection of 

resource trap.  

 Fourth, there is a significant relationship between resources and trade openness. The 

relationship shows that trade is more beneficial for countries with resources. This may be 

because there are more exports for countries with resources and would help to generate profit. 

Nonetheless, it entails that there is a threshold for production of resources to make trade 

beneficial for growth.  

 Fifth, having good governance helps to reap in the benefits of growth. The last regression 

model shows that the better the governance, the more economic growth through trade. This study 

did not look into the individual indicators of governance to see what element of good governance 

matters the most. This would be an interesting question for future studies.  

 As a result of these findings, trade liberalization for least developed countries seems to be 

beneficial to enhance economic development. However, the process of liberalization has to be 

embedded in a broader and integrated economic development policy framework. Insofar my 

findings support the claim that in order to reap the benefits of globalization, developing countries 

have to reach a certain degree of physical infrastructure such as roads, rails, ports and airports 
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conducive to greater economic openness, i.e. reduction in transaction costs (Calderon, C. & 

Poggio, V., 2010). In addition, countries with small and/or non-existent resource endowments, 

such as oil, are expected to benefit less from opening to international trade. This fact points to 

the importance of renewable energy sources and the promotion of green growth strategies in 

order to enhance the growth enhancing effect of trade liberalization due to a reduction of 

resource imports and substantial efficiency gains. Lastly, and not very surprisingly, governments 

and foreign donors can motivate developing countries to implement policies that reflect good 

governance by indicating the economic benefits from good governance.  

 This study was conducted to shed a light on the ongoing debate in whether trade 

openness is economically beneficial among developing countries. 24 developing countries in the 

sample were observed between 1996 and 2006 inclusively on variables including trade openness, 

human capital, financial openness, resources, infrastructure, fragmentation, polity and 

governance. The results have shown that open trade has positive predicted effect on economic 

growth. However, with better governance and more resources, can help developing countries to 

grow even faster.  
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Appendix 

Table 5: Additional Descriptive Statistics  
Variable Obs Mean Std. Dev. Min Max 
GDP per 
Capita 

264 655.49 493.71 148.52 2,127.54 

Fragment 165 0.12 0.52 0.00 3.00 
Polity 247 2.06 5.33 -7.00 9.00 
Human Capital 156 55.44 12.59 28.91 86.69 
Trade 
Openness 

222 0.65 0.27 0.22 1.45 

Resources 198 127,357.40 299,243.60 571.00 1,718,431.00 
Fin Openness 258 1.13 0.57 0.24 3.13 
Infrastructure 198 0.06 0.03 0.02 0.13 
Governance 256 -3.60 2.38 -8.96 0.65 
GDP Growth 264 4.80 4.51 -16.74 33.63 
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Figure 1: Correlation between Openness and GDP 

 

Source: own illustration based on WDI 2011  

Figure 2: Correlation between Human Capital and GDP per Capita 

 

Source: own illustration based on WDI 2011 and United Nation’s Millenium Development Goals 

Database 
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Figure 3: Correlation between Infrastructure and GDP per Capita 

	   	  

Source: own illustration based on WDI 2011  

	  

Figure 4: Correlation between Resources and GDP per Capita 

	  	  

Source: own illustration based on WDI 2011  
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Figure 5: Correlation between Governance and GDP per Capita 

	   	  	  

Source: own illustration based on WDI 2011 World Bank Governance Indicators 

Figure 6: Correlation between Polity and GDP per Capita 

 

Source: own illustration based on WDI 2011 and Integrated Network for Societal Conflict 
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