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Abstract. Drawing on classical and modern trade theory and on official statistics for 2000-
2025, this paper examines why the gains from international trade are shared so unevenly among
countries. It compares the trade paths of Germany, China, India and Brazil, identifies challenges
that countries face in world trade and sets out priorities for economic diplomacy at the
multilateral level.

Keywords: international trade, globalization, development, comparative advantage, trade
preferences, digital trade, economic diplomacy.

International trade is the main channel through which globalization works in the 21
century, binding national economies ever more closely together through flows of goods, services,
capital and technology. In this paper, international trade means the exchange of goods and services
between countries and its volume is measured as the sum of exports and imports of goods and
services. In 2025 world trade in goods and services grew by about 7.5 percent to a record 35
trillion USD?. Vet about 831 million people still live in extreme poverty®. The paper therefore asks
why, at a time of record trade, the gains are spread so unevenly and what economic diplomacy can
do to make trade work for development.

Theoretical explanations of the gains from trade have evolved along with trade itself.
Adam Smith tied a nation’s wealth to the division of labour, which is limited by the size of the
market and showed that foreign trade enlarges that market®. David Ricardo demonstrated that
trade benefits even a country that is less efficient than its partner at producing everything,
provided it specializes in the goods in which it has a comparative advantage®. In the twentieth
century, Eli Heckscher and Bertil Ohlin traced specialization to differences in countries’
endowments of labour and capital, Paul Krugman highlighted economies of scale and trade in
similar goods between similar countries and Marc Melitz showed that the gains from opening
markets go mainly to the most productive firms®.
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Modern empirical studies confirm these ideas, albeit with certain caveats. Using data on
countries’ geography, Jeffrey Frankel and David Romer found that trade has a positive impact on
income’. Reviewing two decades of research, D.lrwin concluded that lowering import barriers
speeds Up growth on average, although the effect varies from country to country®. P. Goldberg and
T.Reed found that globalization slowed after the crisis of 2008-2009 but did not go into reverse®.

Classical theory, then, promises gains for a country as a whole, wherecas modern theory
shows that those gains depend on scale, firm productivity and trade costs. Therefore, some
countries use trade more successfully than others.

These differences show up clearly in the experience of Germany, China, India and Brazil
(Figure 1). The four countries were chosen for three reasons. First, they come from four different
regions and are at different levels of development. Second, each is a leading exporter: China is the
world’s largest exporter of goods and Germany the third largest, Brazil is the largest exporter in
South America and India ranks fourth in the world in exports of digitally delivered services®®.

Third, in large economies the indicator is not inflated by re-exports, as it often is in small
open economies. The indicator used here is the ratio of trade to gross domestic product, which
shows how deeply a country is integrated into world trade.

According to World Bank data, Germany’s ratio rose from 59.2 percent in 2000 to 78.5
percent in 2025, a rise that can be explained by the country’s deep integration into European
production chains. After joining the World Trade Organization in 2001, China saw its ratio climb
from 38.1 to 63.6 percent within five years, but by 2025 it had fallen back to 38.0 percent!2. This
does not mean that China trades less. It remains the world’s largest exporter of goods, with 14.4
percent of world exports®3, but its domestic market has been growing faster than its foreign trade.

India’s ratio doubled in twelve years, from 26.9 percent in 2000 to 55.8 percent in 2012
and has since settled at around 46 percent. Brazil remains a relatively closed economy, although
its ratio rose from 22.6 to 35.3 percent**. The downturn of 2009 is visible in all four countries and
that of 2020 in three of them and each time recovery took only a year or two.
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Consequently, there is no single model for participating in globalization and globalization
itself proved to be resilient to two major shocks.
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Figure 1 - Trade in goods and services as a share of gross domestic product, 2000-2025,
percent
Source: World Bank data®®.

An analysis of official data makes it possible to identify seven problems that countries face
in global trade. The first is unequal participation of countries in trade. The thirty largest exporters
account for 83.4 percent of world merchandise exports, including China, the United States and
Germany together accounting for 29.4 percent, while all the least developed countries together
account for just 1.21 percent®®. Trade costs for these countries in manufacturing and services are
roughly 50 percent higher than for high-income countries!’. As a result, one third of low- and
middle-income countries grew more slowly than developed countries between 1996 and 2021,
even though falling trade costs accelerated income convergence overall by 20-35 percent®,

The second challenge is commodity dependence. Out of 143 developing countries, 95 earn
more than 60 percent of their export revenue from commodities and the same is true of more than
80 percent of the least developed countries. Even so, Indonesia and Guatemala have brought this
share below the threshold within a decade, which shows that diversification is achievable!®.

The third challenge concerns tariffs: not only how high they are, but how unpredictable
they have become. The share of world trade conducted on most-favoured-nation terms has fallen
from 80 to 72 percent since the start of 2025 and changes in tariff conditions have affected about
11 percent of trade.
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Transport equipment, clothing, footwear and furniture have been affected most. Because
clothing and footwear are the mainstay of exports from countries such as Bangladesh and
Cambodia, the cost of uncertainty is particularly high for them.

The fourth challenge relates to trade preferences. Preferential tariffs apply to 16 percent of
world trade and a further 5 percent is eligible for preferences but does not use them because
complying with rules of origin is too costly?®. Furthermore, preferences are also temporary. The
United Nations Conference on Trade and Development estimates that losing preferences on
graduation from least developed country status could cut exports by 32 percent for Bangladesh, 17
percent for Myanmar and 16 percent for Cambodia®*. Success in using preferences therefore
carries a risk of its own if a country has not become more competitive in the meantime.

The fifth challenge is government support for agriculture. Across 54 countries it averaged
842 billion dollars a year in 2022-2024 and about half of that sum took the form of measures that
distort trade the most. On the positive side, support to producers fell from 20 percent of gross farm
receipts in 2000-2002 to 12.6 percent??.

The sixth challenge concerns services and the digital divide. Exports of digitally delivered
services have reached 5.26 trillion dollars, but 94.3 percent of them come from Europe, Asia and
North America. India, which ranks fourth in the world with exports of 328 billion dollars, shows
that a developing country can secure a firm place in this market?®. There are still no common
international rules for digital trade, however. At the Fourteenth Ministerial Conference of the
World Trade Organization in March 2026, members reached no decision regarding the imposition
of customs duties on electronic transmissions and the issue was referred to the General Council®*.

The seventh challenge is new. Technical regulations now affect roughly two thirds of
world trade, environmental standards and carbon pricing weigh increasingly on competitiveness
and almost two thirds of trade takes place within value chains that are currently being
reorganized®. Goods related to artificial intelligence, the fastest-growing segment, accounted for
42 percent of the growth in world merchandise trade in 2025, yet 62 percent of this trade is
concentrated in Asia and 16 percent in North America®.
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The problems listed cannot be solved by the efforts of a single country, which is why the
role of economic diplomacy, primarily multilateral diplomacy, is growing. In a review of 32
studies, S. Moons and P. van Bergeijk found that embassies, consulates and export promotion
offices have a positive and statistically significant effect on trade and investment?’. Multilateral
economic diplomacy should therefore focus on five priorities. The first is to preserve most-
favoured-nation treatment as the basis for predictable tariffs.

The second is to agree on transition periods for countries graduating from least developed
country status and to simplify rules of origin. The third is to continue reducing trade-distorting
support for agriculture. The fourth is to develop common rules for digital trade. The fifth is to
promote mutual recognition of certificates and to provide technical assistance, both of which
lower the cost to exporters of meeting technical and environmental requirements.

The conducted study allows to formulate the following conclusions. First, both classical
and modern theory confirm that trade promotes development, but the gains depend on trade costs,
the composition of exports and the terms of market access. Second, the comparison of Germany,
China, India and Brazil shows that there is no single model of participation in globalization and
that globalization itself is resilient to shocks. Third, long-standing problems such as tariffs,
preferences, agricultural support and trade in services have been joined by new ones: the digital
divide, technical and environmental requirements and the concentration of trade in high-
technology goods. Fourth, tackling these problems calls for active economic diplomacy at the
multilateral level, because that is where the rules are made that determine whether trade becomes a
source of development for every country.
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