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The Distributional Impacts of Trade

Trade and poverty reduction go hand in hand

Over the past 30 years, trade has helped to dramatically
reduce poverty and increase shared prosperity
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While trade is still seen positively in many parts of the world,
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protectionist rhetoric and measures are on the rise. Among The Covid nostra crme and the pandemic
. tarting a business in a slum
other things this reflects: Economist ;,v@,iﬂ,,ﬁ.ﬂg .
* Concerns with the slow pace of adjustment after trade reforms. Goodbye globalisation
¢ Questions about fragility of global value chains in the context of the The dangerotts lure of self-eufficincy

COVID-19 pandemic.

Despite these challenges, the importance of trade is now

more central than before

* Trade plays a crucial role in providing access to food, medical supplies
and in the production and distribution of vaccines.

* Trade will be vital for sustaining the recovery and limiting negative
impacts on jobs and poverty.
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Generates new findings
through five country
analyses of how trade has
impacted the poor
depending on type of trade
shock, labor market
characteristics and the
policy environment.

Sy WBRSS. LS Advances our
By understanding of how trade
shocks affect consumers
and workers through new
data and tools.

Provides an overview of
complementary policies
and approaches for trade
to support poverty
reduction and shared
prosperity

Integrates new approaches
to improve the
distributional focus in WB
client engagements on
trade
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1. Data and Tools
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Measuring effects of international trade polic‘ =

This report highlights theoretical and empirical innovations
in analyzing the distributional impacts of trade across

* different time frames (ex-post and ex-ante)
* space (national and subnational)
* covering granularity of reforms

* and different welfare outcomes.
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1. Data and Tools

Extending the Gender Disaggregated Labor Dat; ba
70 countries

In Ethiopia: the greatest gender pay
gaps are in the Western regions, mostly
driven by disparities in non-tradeable
sectors.

Pay Gap
m56.56 - 61.93
@47.49 - 56.56
045.74 - 47.49
[137.68-45.74
INo data

Available Subnational Variables
Region at 1 Digit

Region at 2 Digits
Region at 3 Digits
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2. New findings

Building on findings from the emerging literatup@,
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Benefits of trade may not reach some regions and population groups due to
policy distortions and other sector or place specific factors.

Localized impacts differ over time depending on the speed of adjustment.
Channels of adjustment differ across countries — primarily through
employment in developed countries; wages and informal employment in
developing countries.

Trade costs reductions often do not translate into lower consumer prices

due to market structure or poor logistics.
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2. New findings

... to address gaps through case studies 5 o7 SN e

What specific components of adjustment costs could lead
to persistent income impacts?

Brazil, South Africa

What are the main adjustment mechanisms in emerging
economies?

Bangladesh, South Africa

What are the effects on welfare from emerging
economies of rising exports to rich countries?

Mexico, Bangladesh

What are the effects of future trade policy reforms at
national and sub-national levels?

Sri Lanka




Labor mobility and linkages between
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Brazil Policy Shock Mexico Policy Shock

Trade liberalization resulted in
reallocation of workers towards
manufacturing sector.

But

Workers in the same area benefitted
disproportionately from new
opportunities and higher wages.

Why?

Prohibitively high moving costs
discouraged workers in remote
regions to change locations.

Higher exports since NAFTA show
positive effect on employment and
wages in the tradeable sector.

But

Impacts on poverty and income
inequality are minimal, especially in
non-tradeable sectors.

Why?

New job opportunities reduced out-
migration leading to a surplus of
unskilled workers and a drop in
remittances.

@ WORLD BANKGROUP



Without complementary policies, trade

liberalization can perpetuates |spa§t|e{%

2. KEY

INSIGHT
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Policy Shock

Following trade liberalization, surge in
export demand from OECD countries.

Effect

High labor mobility led to lower real
wages. Sub-districts exposed to export
shocks experienced less informality.

Why?

Relatively low migration barriers meant
that workers shifted to sectors with
new export opportunities.

South
Africa

Policy Shock

Post-apartheid shift to greater
openness through tariff
liberalization via WTO and EU FTA.

Effect

Trade reforms led to diversification
and export growth but also caused
greater income disparities,

disadvantaging former homelands.

Why?

Apartheid-era housing and labor
policies created a long-lasting
barrier for workers to move across
regions, sectors and occupations.
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2. KEY

INSIGHT  of workers

Informal sector can act as a buffer in case of negat
trade shocks; while export galns |ﬂ¢€554 1

Bangladesh

Policy Shock

Following trade liberalization,
surge in export demand from
OECD countries.

Effect

Informality decreased
significantly and rising exports
drew women into the formal
sector.

Analysis

Effect is not limited to the
export sector but across
sectors, often also reducing
the men-women wage gap

Policy Shock

Trade liberalization resulted in
reallocation of workers towards
manufacturing sector.

Effect

Higher exports increased the number
of workers in formal employment, but
increased informality in non-tradeable
sector.

Analysis

Employment growth in manufacturing
and services sectors accounts for the
increase in number of workers in
formal employment
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2. KEY

INSIGHT

By leveraging new techniques for data analysis,

Sri Lanka

Policy Shock

Analysis of reform scenarios based on FTAs with
China and India, implementation of trade

facilitation reforms and para-tariff liberalization.

Analysis
Positive impact on GDP

Less poverty, but greater wage inequality and
higher economic activity in urban areas

Recommendation

Addressing labor mobility and providing social
protection for displaced workers
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policymakers can develop targeted complementary
policies before a shock hitsf G

Sri Lanka’s western urban areas see the highest potential

gains in employment under full trade liberalization
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3. Policies and Implementatlon

National Policy Agenda

Pillar 1: Reduce Pillar 2: Reduce trade Pillar 3: Speed up labor
distortions costs. market adjustment

Actions: Actions: Actions:
- Strengthen the * Increase capacity and * Provide training and
investment framework quality of ports and roads relocation support to
* Facilitate linkages to * Improve access to finance, address constraints to
smaller firms especially in agricultural mobility
o pdless value chains * Strengthen
competitive behavior * Simplify and harmonize unemployment
trade documents and insurance
procedures
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Spreading the gains of trade more widely is a springhoard for poverty reduction

The right policies can make trade more inclusive, by:
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Fostering amore . Making trade easier, less costly, Helping workers to build
business-friendly environment and less cumbersome new skills and find new jobs




3. Policies and Implementation

How the World Bank can help
U

Support preparation, sequencing Integrate distributional

and consultation considerations in multilateral agenda

Actions: Actions:

* Use new data and tools to * Address WTO issues with strong
predict likely distributional distributional implications.
impacts of reforms. * Tackle trade barriers in

* Take a gradual approach to agriculture and state subsidies in
liberalization and announce manufacturing.
reforms early. * Improve coordination on trade-

* Engage private sector to related issues (competition, labor
better understand de facto standards, taxation).
barriers.

@ WORLD BANKGROUP



4. Focus on distributional |mpacts

Developing a client-focused program based ,.; pro}ié%t%

Applying CGE-GIDD model| panswesmes Integration into country diagnostics

to AfCFTA negotiations Studying the impacts of trade on

Analysis on distributional local labor markets as inputs for

impacts of agreement is : CEMs, SCDs in Bangladesh, Egypt and
supporting negotiations and e Argentina.

implementation in 21 Builds on Exports to Jobs South Asia

African countries. flagship.

Use of Household Impact of Tariffs New work on trade facilitation in Bratzil,
model to inform discussions with Philippines and South Africa assessing how
Ethiopian, Nigerian and Pakistani a reduction in the average time to release
government on welfare impact of imported goods has impacted on consumer
import restrictions. prices, family purchase capacity and poverty.
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Thank you.

https://www.worldbank.org/en/topic/trade/p
ublication/distributional-impacts-of-trade-
empirical-innovations-analytical-tools-and-
policy-responses
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