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Abstract

Against the background of a possible revival of protectionism, we study a quasi-experimental situation
in Switzerland to estimate the causal effect of free market access on agro-food exports of least-developed
countries. We show that due to this setup our study is not suffering from selection and attrition issues plaguing
existing studies. To estimate the causal effect of a unilateral trade liberalization we implement a difference-
in-differences model based on synthetic control methods. We find that on average agro-food exports of
least-developed countries to Switzerland were about 80% higher due to the introduction of free market
access. In other words, if Switzerland had followed the path of protectionism, least-developed countries’
agro-food exports would have been almost half of what they are under free trade.
© 2017 The Society for Policy Modeling. Published by Elsevier Inc. All rights reserved.
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1.  Introduction

Once again, the specter of protectionism looms large. Policy makers like U.S. President Don-
ald J. Trump call the spirits of protectionism like the sorcerer’s apprentice in Goethe’s “Der
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Zauberlehrling”. In a speech Donald Trump gave during his presidential campaign 2016 he said
that:

Our original Constitution did not even have an income tax. Instead, it had tariffs emphasizing
taxation of foreign, not domestic, production. Yet today, 240 years after the Revolution,
we’ve turned things completely upside down. We tax and regulate and restrict our companies
to death and then we allow foreign countries that cheat to export their goods to us tax-free.
How stupid is this? How could it happen? How stupid is this? (Excerpt from Donald Trump’s
speech on trade given in Monessen, Pennsylvania on June 28, 2016, retrieved on April 4,
2017 from http://time.com/4386335/donald-trump-trade-speech-transcript/).

A new era of protectionism may have dire consequences for all countries but in particular for the
world’s poorest countries. In recent years, trade policy has become a keystone in the development
policy of industrialized nations for promoting economic development in emerging and least-
developed countries (European Commission, 2012). This policy hinges on trade liberalization
causing (substantial) increases in trade, which in turn cause economic growth (see Singh, 2010
for a literature survey; and IMF, 2017 for a policy perspective). For trade policy to be an effective
element in growth policy it is necessary (but not sufficient) that trade liberalization causes trade
to flourish. In other words, it is essential for policy makers to know if, and by how much, cutting
tariffs really causes trade to increase.

However, it is challenging to estimate unbiased effects of trade liberalizations on trade flows
due to the fact that trade partners usually select themselves into free trade agreements (FTAs).
This implies that most studies on the effects of free trade are likely to suffer from selection bias:
unobserved factors that determine the selection into FTAs also affect trade flows. Most studies
rely on variations of economic gravity models to estimate the effects of FTAs on trade flows, often
ignoring selection issues (e.g., Bhattacharyya and Mandal, 2016; Emlinger, Lozza, & Jacquet,
2008; Nahuis, 2004; Winchester, 2009). The potential endogeneity bias of the FTA variable leads
to fragile and ambiguous results for the effects of FTAs on trade flows (see Baier and Bergstrand,
2007). Selection problems have been taken more seriously in the recent literature, which uses
matching methods to estimate unbiased effects (Baier and Bergstrand, 2009, 2010; Magrini,
Montalbano, & Nenci, 2013). A different approach to evaluate FTAs in the literature is to apply
computable equilibrium models, explicitly modeling agent behavior and their market interactions
(e.g., Haddad, Domingues, & Perobelli, 2002). However, these models rely on parameter estimates
for calibration and simulation (see Hertel, Hummels, Ivanic, & Keeney, 2007).

To overcome selection problems, we go beyond the existing literature by studying a quasi-
experiment in Switzerland. In the context of WTO’s Generalized System of Preferences (GSP),
Switzerland offers preferential market access to developing countries (DCs) and least-developed
countries (LDCs). Since April 1, 2007, Switzerland offers LDCs duty- and quota-free (DFQF)
access to the Swiss market for all agricultural and food (agro-food) products. First, and most
important, there is no self-selection into LDC status. Switzerland uses the United Nations (UN)
classification of LDCs based on per capita income, economic vulnerability, and human develop-
ment (see UN, 2016a). It seems not just highly unlikely but almost absurd that poor countries
would hold back their macroeconomic development in order to benefit from DFQF access to the
Swiss market. Thus, conditional on LDC status the allocation of the treatment, i.e. DFQF access
to the Swiss market, can be viewed as random. Second, preferential market access to Switzerland
for DCs has not changed. Thus, the group of DCs provides a natural control group. To estimate the
causal effect of DFQF market access we implement a difference-in-differences (DiD) model based
on synthetic control methods (Abadie and Gardeazabal, 2003; Abadie, Diamond, & Hainmüller,
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