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ABSTRACT

While a reduction in import barriers in a partial equilibrium may be thought to lead to an increase
in imports and a reduction in trade surplus, the general equilibrium effect can go in the opposite direction.
We study how trade reforms affect current accounts by embedding a modified Heckscher-Ohlin structure
and an endogenous discount factor into an intertemporal model of current account. We show that trade
liberalizations in a developing country would generally lead to capital outflow. In contrast, trade liberalizations
in a developed country would result in capital inflow. Thus, efficient trade reforms can contribute
to global current account imbalances, but these imbalances do not need policy "corrections"
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Table 1: Episodes of Trade Reforms (1990-2010)

Country Name Period
Tariff Change

Imports Change
(Simple Average) (Weighted Average)

Albania* 2001-2002 -3.21 -2.93 8.01
Algeria* 2001-2003 -3.44 -3.19 3.8

Bangladesh* 2003-2005 -4.21 0.86 3.01
Bangladesh 2006-2007 -0.72 -8.62 3.51

Belize 1999-2001 -9.18 -0.48 6.31
Bhutan 2005-2007 -0.24 -5.01 4.27
Brazil* 1989-1993 -30.01 -18.9 3.63
Brazil* 1998-2001 -1.76 -5.52 4.56

Cambodia* 2003-2005 -2.14 -5.54 4.35
Canada* 1995-1997 -3.3 -2.34 3.4
China* 1992-1997 -24.57 -16.35 4.86
China* 2001-2003 -4.52 -7.63 6.88

Georgia* 2002-2004 -3.1 -1.33 4.02
Guyana 1999-2001 -9.73 -3.59 6.14
India* 2004-2008 -16.86 -16.55 4.93

Indonesia* 1989-1990 -3.48 0.36 3.55
Indonesia* 1995-1996 -2.99 -3.16 15.57
Indonesia* 1999-2001 -4.3 -1.74 3.03

Kenya* 2004-2006 -4.11 -3.44 3.1
Kyrgyz Republic* 2002-2003 -3.33 -2.52 7.92

Lebanon 2000-2001 -8.72 -8.69 4.01
Lesotho 2006-2007 0.05 -3.04 5.22
Malawi* 1996-1998 -6.67 -4.37 6.23

Mauritius* 1995-1997 -0.99 -4.91 3.19
Mauritius* 2005-2006 -2.96 -3.5 7.05
Morocco* 2006-2009 -6.13 -4.61 5.19
Nigeria* 2001-2002 3.9 -3.02 8.15
Pakistan 2001-2003 -3.01 -3.43 3.85

Paraguay* 2004-2006 -1.91 -5.21 5.6
Peru* 2006-2008 -4.11 -4.04 7.23

Philippines 1989-1990 -8.68 -7.66 3.02
Seychelles* 2005-2006 -3.64 -0.45 4.13
St Lucia* 2000-2001 -9.76 -4.25 4.16

Syrian Arab Republic 2009-2010 0 -4.03 4.61
Thailand* 1993-1995 -22.66 -21.7 6.39
Thailand* 2003-2005 -3.46 -4.15 6.94
Tunisia* 2002-2008 -12.4 -10.46 3.36

Zimbabwe 1996-2003 -25.1 -22.45 8.67

Note: * denotes countries for which data on current account and capital intensity are also available.



 
 
 

Table 2: Changes in Current Account and Changes in Trade Policy, 1990-2010 
 

Dependent variable = (CA/GDP)

(1) (2)
-Intensity -61.69* -139.77*

(30.26) (63.12)
-0.08*
(0.04)

Constant -0.82* -1.93**
(0.43) (0.77)

# of Observations 28 13
* indicates significant at 10% level, ** 5% level, *** 1% level

 
 

Table 3:  Summary of Parameters Used in the Calibrations 
(In the text)



Table 4:  Steady States Before and After a Tariff Reduction

Variable

(1)

Benchmark (No Credit Constraint) With Credit Constraint

tariff=0.15

(2)

tariff=0.1

(3)

tariff=0.05

(4)

tariff=0.15

(5)

tariff=0.1

(6)

tariff=0.05

(7)
rc 0.0351 0.0324 0.0298 0.0351 0.0342 0.0336

r1 0.0351 0.0324 0.0298 0.0351 0.0357 0.0370

r2 0.0351 0.0324 0.0298 0.0351 0.0331 0.0312

w1 28.0 29.17 30.41 28.0 27.80 27.31

w2 28.0 29.17 30.41 28.0 27.80 27.31

p1 3.59 3.59 3.59 3.59 3.59 3.59

p2 0.32 0.31 0.29 0.32 0.31 0.29

p 1.07 1.05 1.02 1.07 1.05 1.02

c 8.36 8.46 8.48 8.36 8.29 8.16

d 12.54 13.05 13.41 12.55 12.54 12.37

b 0 3.85 7.58 0.00 1.31 2.081

k 179.32 192.57 201.49 179.81 178.23 172.17

I 4.48 4.81 5.04 4.50 4.46 4.30

k1 75.65 87.89 104.18 75.52 74.86 72.31

k2 103.67 104.68 97.32 104.29 103.38 99.86

l1 0.192 0.198 0.207 0.192 0.195 0.199

l2 0.056 0.050 0.041 0.056 0.053 0.049

x1 2.24 2.40 2.62 2.24 2.26 2.26

x2 16.22 15.80 14.14 16.32 15.93 15.20

d1 1.87 1.91 1.92 1.87 1.83 1.77

d2 20.97 22.33 23.48 21.00 21.45 21.65

nx1 1.32 1.78 2.53 1.30 1.53 1.78

nx2 -1.52 -2.00 -2.73 -1.50 -1.69 -1.89

ca 0 0 0 0 0 0

sx 0.10 0.13 0.19 0.098 0.118 0.141

sm -0.12 -0.15 -0.20 -0.11 -0.13 -0.15

B/gdp 0.0% 28.6% 56.0% 0.0% 10.1% 16.6%

(sx-sm)/gdp 21.5% 28.1% 38.9% 21.1% 24.8% 29.2%

gdp 12.350 12.841 13.210 12.366 12.379 12.258

c 8.356 8.457 8.476 8.358 8.289 8.164 

c/y 67.7% 65.9% 64.2% 67.6% 67.0% 66.6%

i/py 33.8% 35.7% 37.2% 33.9% 34.3% 34.3%



  

 
 

Figure 2: Scatter Plot of Delta CA/GDP vs Delta k-intensity (from t-1 to t+1):
Major Trade Policy Changes around the World (1990-2010)
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