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The existing theoretical and empirical
literature focusing on interconnections
between international trade, trade liber-
alisation, and economic development pro-
vides ample evidence pertaining to na-
tions and industries. However, another
dimension of trade liberalisation — the
assessment of the level of national or re-
gional development — needs further re-
search. This article sets out to analyse
theoretical and empirical research works
focusing on a varied spatial effect of ex-
panding international trade on national
economies and identifies factors affecting
regional development. Firstly, it is estab-
lished that expanding international trade
is a more important source of growth for
the regions of developing countries than
for those of developed ones. Secondly, in
terms of the regional impact of liberalisa-
tion, expanding trade has the most posi-
tive effect on border regions and those
associated with lower cost of access to
international markets. Thirdly, the analy-
sis of regions having different industrial
specialisation suggests that expanding
international trade contributes to higher
growth rates in the regions, having glob-
ally competitive national industries.

The conclusions presented in this ar-
ticle can be used for formulating an in-
dustrial policy and a regional develop-
ment policy for both small export-oriented
economies, namely, the Baltic Sea states,
and larger economies having uneven dis-
tribution of production resources.

Key words: international trade, trade
liberalisation, regional development

Introduction

There is a large body of theoreti-
cal and empirical works on the effect
of international trade expansion and
trade liberalisation on national econo-
mic growth. In particular, in the case
of developing and transitional eco-
nomies, trade expansion leads to a
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1.5—2.1% or even 2.9 % increase in economic growth [11; 12]. Moreover, a
long-term effect of trade liberalisation on economic growth in developed
economies has been corroborated. The analysis of over 100 countries sug-
gests that trade expansion leads to a GDP growth of at least 1% [1; 5; 24].
However, despite general results at the national level, little is known about
the nature of these effects, especially at the intra-national (regional) level.

Firstly, theoretical and empirical literature examines the effects of an in-
crease in production efficiency through reallocation of resources between
industries at the constant return to scale. These effects are linked with eco-
nomic growth through specialisation in industries having comparative ad-
vantage. Such effects are described in the classical and neoclassical interna-
tional trade models and tested in a number of empirical research papers [19;
30; 34].

Secondly, production efficiency increases as resources are reallocated
across industries with increasing returns to scale. Such effects are found in
the models of monopolistic competition within new trade theory [27; 29] and
they connect economic growth and an increase in well-being with the increa-
sing number of available types of goods and lower production costs.

Thirdly, production efficiency grows as resources are reallocated across
industries from the least to the most productive firms. This contributes to a
growth in revenues in the most productive firms, which results in an increase
in gross productivity [32].

It seems that the above effects can exert significant influence on the in-
tra-national growth of countries characterised by a small territory, strong ex-
port orientation, and opportunities for relatively cheap costs of resources re-
allocations within the country.

Countries of the Baltic Sea region present a good example. Indeed, on
the one hand, these economies have relatively small territories and the costs
of spatial reallocation of resources within the country are relatively low. On
the other hand, these countries have shown strong export orientation over the
last two decades. According to the World Bank statistics, over the period
from 1995 to 2014, Denmark increased its export quota by 17 % — reaching
53.7%, Estonia by 16.1% — to 83.9%, Lithuania by 44.1% — to 81.2%,
Latvia by 24.9% — to 59.5 %, and Poland by 24.1% - to 47.4 %. Moreover,
this trend is characteristic of the Kaliningrad region — Russia’s exclave in
the Baltic Sea region. According to some estimates, its export quota in-
creased by almost 17 % to reach 50.6 % from 2000 to 2014.

The above effects influence the spatial development of large economies
that are heterogeneous in terms of the distribution of productive forces. Rus-
sia’s economy is one of such cases. Territorial development is affected by
the distance to borders, costs of production, transportation of the final prod-
uct within a country, and agglomeration effects.

Thus, the empirical evidence of intra-national effects of trade liberalisation
on economic growth can be in the heart of national industrial policies aimed at
decreasing spatial inequalities in the distribution of production forces.
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The article explores key theoretical and empirical findings on the effect
of trade expansion on regional growth in world economy. Based on the ap-
proach proposed by Briilhart [3], the author employs two criteria to classify
theoretical models. The first criterion is the type of market assumed in the
model. Pioneering models of urban systems are based on assumptions about
perfectly competitive markets with exogenous economies of scale at the re-
gional level, whereas new economic geography models acknowledge the
existence of markets with monopolistic competition and endogenous econo-
mies of scale. The second criterion is the distribution of economic activities.
In a number of models, distribution of production forces is assumed to be
equal across the country, whereas some models focus on heterogeneous dis-
tribution of economic forces.

The analysis of theoretical works allows us to identify the factors of dis-
persion and regional growth according to the type of model and space. The
analysis of empirical studies supports theoretical results and allows us to
identify factors affecting regional growth under the effects of international
trade expansion.

Export expansion and regional growth in theoretical papers

J. Henderson [23] has published a pioneering work considering the gen-
eral equilibrium model in connection with international trade and national
economic activity distribution. Following the neoclassical tradition, he de-
veloped a model of economic activity distribution in cities. The model as-
sumes that companies manufacture goods with constant returns to scale,
goods are homogeneous, and workers and goods move freely within a coun-
try. The model assumes economies of scale at the city level that distin-
guishes this model from traditional neoclassical trade models. Return to
scale is external to individual firms and assumes competition. The model
distinguishes between two types of forces affecting the development of cities
associated with international trade expansion. The first type is based on the
assumption that a city is monocentric. Thus, large cities have to bear higher
costs of internal communications. Monocetricity is a force acting in the op-
posite direction to the force based on the assumption about city-level scale
economies. The second type of forces is related to the assumption that cities
differ in their relative use of capital and labour and, therefore, have different
industrial specialisation. In equilibrium, the size of a city increases with the
economy of scale, intensity of production and the size of the city’s major
industry [23, p. 333].

Briilhart [3], analyses Henderson’s model [23] and draws several conclu-
sions.

Firstly, since workers are mobile, real wages are always equalised across
cities. Thus, trade liberalisation affects the size of cities but it does not affect
the redistribution of welfare across cities. Secondly, the Heckscher—Ohlin

72



A. A. Fedyunina &

model and the Rybczynski theorem suggest that trade liberalisation will re-
sult with an increase in the number of cities specialising in capital-intensive
goods, if the country is relatively capital-abundant. Since within Hender-
son’s model [23], capital-intensive cities are larger, trade liberalisation will
increase the size of cities in capital-abundant countries and decrease it in labour-
abundant ones. Therefore, the effect of trade on city development depends on
the relative abundance of factors of production in a country [3, p. 62].

A major argument for constructing models of urban systems involved in
international trade (models based on the assumption about heterogeneous
national space) is the fact that cities bear different costs of access to interna-
tional markets. Naturally, this is an important factor of the economic reality.
The assumption about national space heterogeneity is found, for instance, in
James E. Rauch’s work [38]. In a model based on Ricardo’s international
trade theory, the assumption about a country’s monocentric cities is accom-
panied by the idea of the distinctive structure of internal geography. The au-
thor introduces the existence of trade costs (in the iceberg form) and the lo-
cation of cities along a straight line, perpendicular to the country’s border.
Therefore, it is possible to assume that cities will bear different costs of ac-
cessing foreign markets. According to this model, the population of cities,
wages, and rent will decrease as the distance between a city and the border
(or the seacoast) increases [38, p. 1232]. If trade costs are relatively high,
some cities located closer to foreign markets will specialise in international
trade, while other cities further inland remain autarkic. However, the sizes of
cities involved in international trade will increase monotonically as the dis-
tance to the border (the seacoast) decreases. The size of cities that do not
take part in international trade will be equalised. On the contrary, if trade
costs are low and all cities specialise in international trade, the size of a city
will decrease monotonically as the distance to the border increases. Thus,
changes in the size of a city that takes part in international trade are affected
by costs of access to international markets.

New economic geography models have made a considerable contribution
to the analysis of effects of international trade on national spatial develop-
ment. A pioneering model emphasising the connection between new eco-
nomic geography and urban development models is described in [28]. The
creation of the model was motivated by the need to explain the growth of
metropolises in developing countries, which is partially caused by interna-
tional trade liberalisation at the national level [28, p. 138].

The model proposed by Krugman and Elizondo [28] assumes two re-
gions of the same country, one factor of production, and one industry con-
sisting of horizontally differentiated goods. Generally speaking, this model is
very close to Henderson’s pioneering model [23], since it takes regions as
monocentric cities, where the need for communication is expressed through
the costs that increase monotonically as the city grows. Moreover, such re-
gions are identical in everything, including their access to international mar-
kets. Thus, together with Henderson’s model [23], they can be classified as
models with equal spatial distribution. A distinctive feature of this model is
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that economies of scale are now moved to the microlevel — consumers pre-
fer diversity and bear commuting cost between regions. Consequently, con-
sumers tend to be located closer to the maximum possible number of pro-
ducers (forward linkages). At the same time, seeking lower transport costs,
manufacturers which are now monopolistic competitors, locate their produc-
tion forces as close to consumers as possible (backward linkages). If interna-
tional trade costs are high, both backward and forward linkages affect the
decision on the location of consumers and producers, which leads to the
formation of an agglomeration in one of the two regions. If international
trade costs are low, the development of trade ties with foreign markets
downplays the role of forward and backward linkages. It makes producers
and consumers indifferent to the location in either region. This results in a
more even distribution of population in the regions.

Within the monopolistic competition model, Behrens et al. [2] obtain re-
sults similar to those described by Krugman and Elizondo [28]. The work
considers a world consisting of two identical countries, each inhabited two
symmetrical regions. The countries differ in the levels of interregional trans-
port and international trade costs [2, p. 1279]. In the model constructed by
Behrens et al. [2], two type of forces contribute to the dispersion of eco-
nomic activities instead of exogenous costs on intra-city transportation, as in
Krugman and Elizondo [28]. The first force is based on the assumption that
some workers (farmers) are immobile between regions. The second type of
forces is based on the assumption that mark-up is decreasing at higher local
competition level. Authors show that trade liberalisation with constant inter-
nal transport costs results in internal dispersion. Since dispersion is associ-
ated in this model with higher welfare, the centrifugal impact of trade liber-
alisation on internal economic geographies turns out to be desirable.

Some works based on new economic geography models focus on the ef-
fect of trade liberalisation on the agglomeration (rather than dispersion) of
economic activities. In particular, Fujita, Krugman and Venables [18] extend
Krugman and Elizondo’s model [28] and assume the presence of agglomera-
tion and the absence of dispersion forces at the industry level. One of the key
results is the link between trade liberalisation and concentration of economic
activities of individual sectors. In a similar paper, Paluzie [35] builds a
model of regional development in the case of trade liberalisation and obtains
results that are completely opposite to those of Krugman and Elizondo [28],
since the latter used regional transportation costs instead of non-mobile
farmers as centrifugal forces.

Evidently, assumptions about dispersion forces lead to the discrepancies
in theoretical prediction of models. In Paluzie’s work, the intensity of disper-
sion forces originate in the demand of non-mobile farmers and are decreas-
ing more rapidly than the intensity of agglomeration forces, which, in turn,
determines the effect of trade liberalisation on the agglomeration of eco-
nomic activities. On the contrary, most of the above works [2; 28] make as-
sumptions about the stronger effect of dispersion forces, for instance, in the
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form of exogenous costs of transportation within a city (Krugman and
Elizondo) [28] or in the form of mark-up that decreases with higher competi-
tion (Behrens et al.) [2].

However, the above economic geography models do not reflect a number
of characteristics of the spatial structure of territories, namely they do not
take into account space heterogeneity within countries. One of the first new
economic geography models that took into account space heterogeneity was
proposed by Villar [43]. The model applies Krugman and Elizondo’s ap-
proach [28] to a world that consists of two symmetrical regions (foreign
economies) and a country comprising three regions. In general, all five re-
gions are located along a straight line. Two out of three regions border on the
neighbouring (identical) countries, whereas one region is an inland territory
and it bears similar costs of access to either foreign market. The analysis
shows that if foreign markets are sufficiently large, concentration in the
inland region does not provide equilibrium. There are two alternatives —
concentration at the borders of one of the countries or dispersion of eco-
nomic activities. In other words, foreign markets act as centrifugal forces
pulling the economic activities of the country between them to the borders
[43, p. 377].

Despite the analysis provided in the article, Villar [43] does not give a
clear answer to the question whether resulting spatial distribution of eco-
nomic activities is equal across space. This question has been addressed in
other works. For instance, [4] and [9] describe a world consisting of three
countries. Unlike models suggesting an even spatial distribution of economic
activities, these models lead to the following important conclusion. As a re-
sult of trade liberalisation, an increase in demand for an economy’s exports
is affect by competition from international firms. Therefore, economic ac-
tivities are relocated to border regions. Agglomeration is natural and steady
equilibrium. However, it usually arises in a region closest to a foreign mar-
ket [9, p. 274].

Thus, the analysis of the results of urban system models and new eco-
nomic geography models show that, trade liberalization leads to relocation of
economic activities to border regions. However, there is no clear answer to
the question what factors determine relocation. In particular, a certain spatial
equilibria in a country after trade liberalization is affected by the production
structure and the level of costs associated with interregional and interna-
tional trade (see table 1).

The above approaches also differ in their characteristics of redistribution
effects. In neoclassical models, real wages are equalised across regions, thus,
there is no connection to regional inequality. This holds for internal equilib-
rium in new economic geography models, where mobile assets do not con-
centrate in a single agglomeration and real wages are equalised across re-
gions. In the case of equilibrium and complete agglomeration, the residents
of a region have a higher income than the residents of other regions. Thus,
trade liberalisation can contribute to an increase in regional welfare with an
easier access to foreign markets at the same time leading to a reduction in
the welfare of other regions with non-mobile residents [3, p. 67].
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Empirical studies of the effects
of trade liberalization on regional growth

When answering the question about the connection between trade expan-
sion and regional growth, it is important to analyse the results of empirical
studies. There are numerous papers that focus on the effects of trade expan-
sion on regional inequality. Some works use the data from only one country,
mainly, Mexico, or a BRICS country — Brazil, India, or China. Studies fo-
cusing on Mexico [7; 8; 16; 20—22; 42] identify a positive link between a
growth in regional disparities (spatial divergence) and an increase in trade
openness. In particular, papers stress the heterogeneous effect of the coun-
try’s accession to NAFTA on different regions in Mexico. However, this ef-
fect corresponds to the results of neoclassical trade models, in particular the
Stopper—Samuelson theorem [7]. Regions with a stronger orientation to-
wards foreign markets experienced a relative increase in wages and a de-
crease in the skill premium as compared to the regions oriented primarily
towards the domestic market [7, p. 92]. The authors [42] believe that trade
liberalisation and economic integration did not only reduce regional dispari-
ties but also contributed to spatial economic polarisation. The greatest posi-
tive effect was identified in the regions which have a border with North
America. Similar empirical results were obtained in the case of China. Some
publications [17; 25; 44] argue that international trade expansion contributed
to the economic growth of border (coastal) regions.

An interesting results are obtained for Brazil [6; 10; 31]. Most of empiri-
cal papers emphasise a decrease in regional disparities. For instance, expand-
ing export activities across Brazilian regions contributed to a decrease in
poverty and inequality [6, p. 832]. This can be partially explained by trade
structure in Brazil. One of the papers examines the impact of export expan-
sion on regional disparities in Brazil and India and argues that Brazilian ex-
ports have more agricultural products (than manufactured goods) compared
to India, whereas agricultural regions have higher living standards. Thus,
export expansion contributed to the growth of Brazilian agricultural regions
and, thus, regional convergence. The opposite situation were observed in
India — an increase in the export of manufactured goods were followed by
spatial divergence — [10].

The empirical evidence of a linkage between regional growth and trade
expansion is abundant in cross-national research. In one of his recent works,
Briilhart reviews eleven such studies, with nine publications using urban pri-
macy as a dependant variable. Without focusing on the changes in city sizes
and urbanisation problems, we consider only those publications that use vari-
ables expressing the relative changes in regional gross product. Table 2 presents
the findings of relevant empirical cross-national studies.
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It can be concluded that export expansion (increase in trade openness)
has different effects on spatial distribution of economic activity between re-
gions — either decreasing or increasing. Some of the authors [14; 15; 39]
consider the dependence of regional disparities on changes in external trade
openness for groups of countries and identify factors that affect the equilib-
rium. The highest increase in regional disparities and trade openness is ob-
served in countries with higher internal transaction costs and a low level of
income. However, some works present opposite results. In particular, some
works employ trade openness as a control variable in the regional inequality
regression and find that trade openness does not affect changes in regional
inequality and is statistically insignificant. Results of some other papers ar-
gue that the result depends on the sample of countries [36].

Conclusions

Empirical results suggest that trade liberalisation has a long-term and
statistically significant effect on the increase in a country’s gross domestic
product. The latter is accompanied by a higher efficiency and reallocation of
resources across industries and within space. To identify such effects is im-
portant per se, although it does not allow us to describe the factors which
affect resources reallocation.

In this paper we provided an overview of the results of recent theoretical
and empirical literature. According to the results of the models of urban sys-
tems and new economic geography, trade expansion does affect relocation of
economic activities within the country. However, theoretical models do not
provide a clear answer to the question, how exactly resources are reallocated
across countries. In particular, the effects in new economic geography mod-
els, based on the assumption of homogeneous economic space, depend on
assumptions about dispersion forces. However, it is more important to dis-
tinguish factors that allow us to identify what type of regions grow higher
under trade liberalization. An overview of empirical studies on the effects of
trade liberalization and regional growth allows us to determine these factors.
Spatial relocation of resources under trade expansion is affected by the fac-
tors that reflect the costs of international trade and the structure of produc-
tion. International trade expansion contributes to the growth of certain terri-
tories within a country.

Firstly, these are the regions of the developing and transitional econo-
mies (as opposed to the regions of developed countries), because trade ex-
pansion for them becomes an important source of economic growth per se.
Empirical results regarding a positive impact of trade expansion on eco-
nomic growth are found for Central and Eastern European countries and for
rapidly growing economies of Brazil, China, and India.

Secondly, these are border regions that allow for lower costs of entry to
foreign markets; simultaneously, border regions are more attractive for ex-
port-oriented industries and foreign investors. This conclusion was empiri-
cally supported in empirical studies of Mexico and China.
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Thirdly, industrial specialisation is also an important factor. In particular,
according to the results for India and China, higher growth rates under trade
expansion are associated with regions specialising in the industries with
comparative advantage.

The effects of trade expansion on regional growth have important conse-
quences for national and regional industrial and investment policies in the
countries where international trade ensures a huge contribution to the na-
tional economy. A decrease in regional disparities in socioeconomic growth
and redistribution of productive forces requires a set of measures aimed at a
decrease in internal transportation and transaction costs as well as other costs
associated with entry to foreign markets. Moreover, it is important to in-
crease investment attractiveness and improve institutional environment, es-
pecially on inland territories. This will become an additional factor in reduc-
ing regional disparities. It might, at least partially, compensate the conse-
quences of reallocation of productive forces from inland to border regions
and territories with relatively lower costs of access to foreign markets.

These recommendations are of special importance for the economies
characterised by uneven endowment of production factors and different in-
dustrial specialisations within the country, such as Russia’s economy. On the
one hand, our policy recommendations fit for the industrially developed ter-
ritories of the Volga and Ural regions and Siberia, which have a higher ex-
port potential. However, the competitive advantage of these territories in in-
ternational trade is not clearly visible due to higher costs associated with the
distance to major export markets. On the other hand, our policy-
recommendations is specific for the North-western and inland Central re-
gions of Russia, which do not have (or have lost) their production factors
and cannot attract new financial and human capital due to high transport
costs and low level of the growth of institutional environment.
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