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The slowdown in productivity growth is one of the most promi-
nent features of the world economy in recent years. Despite
measurement concerns, there is a growing consensus that pro-
ductivity growth has slowed down markedly in both developed
and developing economies, especially since the global financial
crisis (Figure 1). Moreover, recent data also suggest that produc-
tivity growth across OECD countries was lower in the decade
leading up to 2016 than in any other decade from 1950. How-
ever, there is much less unanimity on the reasons behind slower
productivity growth. Both cyclical and structural factors have
been suggested as the main underlying drivers of this trend.
Many authors have argued that the pace of technological prog-
ress has declined and that the incremental innovations observed
in recent decades have had a lower impact on productivity than
the radical innovations of the late 19" and early 20" century
(Gordon, 2012). Others have highlighted the role of weak demand
and lower capital investment, as legacies of the global financial
crisis. More structural factors such as demography, education and
inequality have also been proposed as key drivers for the lower
productivity growth (OECD, 2015). In addition, following a
microeconomic approach, the technological divergence between

Figure 1
Growth of labour productivity in the world economy,
1995 -2016
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Source: Author’s elaboration based on The Conference Board Total Economy
Database, http://www.conference-board.org/data/economydatabase/.

Summary

Productivity growth has slowed down markedly since the
global financial crisis. Many factors have been proposed
as underlying forces behind this phenomenon, including
a slower pace of technological progress and the role of
weak demand and lower capital investment. However,
one factor that has received relatively less attention is
the slowdown in international trade. By exploiting the
firm heterogeneity dimension, recent advances in the
literature on international trade offer interesting insights
to understand the relationship between the weaknesses in
globaltrade and the deceleration in productivity growth. In
particular, it shows how trade, investment and technology
decisions at firm level interact with each other and affects
aggregate productivity growth. This also illustrates the
self-propagating forces of the current situation of the
world economy.

frontier and laggard firms and the larger prevalence of “zombie”
firms have also been proposed as relevant causes (Andrews et al.,
2015; McGowan et al, 2017).

Against this backdrop, one factor that has received relatively
less attention is the slowdown in international trade. In recent
years, the downward shift in world trade growth has been sig-
nificant. In the two decades prior to the global financial crisis,
the average growth of the volume of world trade was about 7 per
cent, but it slowed down to below 3 per cent between 2012 and
2016 (United Nations, 2017). Recent theoretical and empirical
advances in the literature on international trade offer interesting
insights to understand the relationship between the weaknesses
in global trade and the deceleration in productivity growth.

Traditional trade theories were primarily focused on com-
parative advantages and aggregate trade patterns while “new
trade” models explained mostly intra-industry trade. In the last
fifteen years, however, the analysis of international trade has
changed radically. Recent advances include firm heterogeneity as
a key dimension in understanding how economies respond to
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international trade, shifting the focus of analysis from country
and industry levels towards firm level. A key contribution to this
was the seminal model by Melitz (2003), which shows how firm
heterogeneity, even within narrowly defined industries, affects
aggregate outcomes, including productivity growth, when trade
barriers diminish or transportation costs fall. In particular,
high-productivity exporting firms survive and expand, while
low-productivity non-exporting firms shrink or exit the industry.
Along this process, there are significant within-industry pro-
ductivity gains through different mechanisms. For instance, the
increase in firm’s operational scale in foreign markets raises the
return to complementary productivity-enhancing investments in
technology and innovation. Also, surviving and expanding firms
tend to specialize by adjusting the extensive margins of products
and destinations (Melitz and Redding, 2015). As a result, this
reallocation of resources associated with international trade
endogenously raises aggregate productivity.

Against this backdrop, the slowdown in international trade
flows is constraining productivity growth. In particular, subdued
export growth limits the benefits derived from economies of
scale and the acquisition of knowledge associated with a closer
interaction with international markets. Recent empirical evi-
dence largely supports this causal link in numerous developed
and developing country cases (e.g. Lileeva, 2008; De Loecker,
2007). In brief, new exporting firms become more productive
once they start exporting, for example through the introduction
of new production techniques, inputs and product designs as a
result from a learning process.

A simple aggregate analysis at country level illustrates the
relationship between exports and productivity growth. Figure 2
displays labour productivity growth and export growth for a
sample of developed and emerging economies during 2003-2007
and 2013-2015. The data illustrates a positive correlation between
export and labour productivity growth within countries, confirm-
ing the literature findings. In addition, the most recent period
between 2013 and 2015 is characterized by lower “combinations”
of productivity and export growth in most developed countries
and emerging economies. For example, labour productivity and
export growth in the United States decelerated from an average of
1.9 and 7.2 per cent, respectively, in 2003-2007 to an average of
only 0.3 and 2.6 per cent, respectively, in 2013-2015.

In addition, the more protectionist stance in the international
trade environment observed recently, including not only a slowing
pace of trade liberalization but also rising protectionist measures,
also restrains productivity growth'. In fact, trade liberalization is
associated with productivity gains with different intra-industry
channels at work. For instance, mechanisms at play include gains
from larger economies of scale, gains from resource reallocation
associated with higher competition, and gains from exporters
innovating for a larger market. These mechanisms have been
identified in many country experiences, such as the Canada-US
Free Trade Agreement and other liberalization experiences in
developing countries (Melitz and Trefler, 2012, Alvarez and Ver-
gara; 2010, Bustos, 2011, Amiti and Konings, 2007). However, it
is important to consider that trade liberalization commonly also
entails a significant exit of firms and displacement of workers,

b) Emerging economies

Figure 2
Growth of labour productivity and growth of exports, 2003-2007 and 2013-2015
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The Doha Round of multilateral trade negotiations has not progressed in
supporting trade flows in recent years and the effects of Regional Trade
Agreements, such as the Trans-Pacific Partnership, remain uncertain. In addition,
there has been a visible rise of trade-restrictive measures -mainly as non-tariff
barriers- across both developed and developing countries since the financial
crisis (United Nations, 2017).

April 2017



and that the reallocation of resources is usually very difficult, as
experienced in some Latin American and African countries in
the 1980s.

In addition to the previous links between trade and productiv-
ity, trade dynamics is also intimately connected to investment
behaviour. Hence, taking into account the complementarities
between exporting and investment decisions at firm level unveils
an additional restraint to productivity growth. In fact, recent
research shows that, ultimately, firms take the choice of entering
or expanding their operations in foreign markets together with
investment, technology adoption, product-mix and R&D and
innovation decisions. As a result, firm productivity growth is
an endogenous outcome of a number of choices which are taken
jointly with trade participation.

For example, Aw and others (2011) shows that productivity
growth for electronic producers in Taiwan evolves endogenously
to firm’s decisions to export and invest in R&D. Also, the results
show that a firm’s export and R&D decisions affect each other
and that both decisions affect productivity growth. In the case
of Argentina, Bustos (2011) finds that trade integration gener-
ates higher revenues and thus stimulates the adoption of new
technologies and technology upgrades. Meanwhile, Bloom and
others (2011) show that import competition from China has
led to increases in R&D, patenting and productivity in more
technologically-advanced European firms.

A simple aggregate country-level analysis also illustrates the
links between investment and productivity growth. Figure 3
depicts the growth of labour productivity and of private invest-
ment for developed countries and emerging economies during
2003-2007 and 2013-2015. Noticeably, there is a positive cor-
relation between labour productivity and private investment
growth within countries. In addition, between 2013 and 2015
most developed countries and emerging economies have seen sig-
nificantly lower growth of productivity and investment than in
the period before the financial crisis. For instance, labour produc-
tivity and private investment growth in Brazil declined from an
average of 1.2 and 6.7 per cent, respectively, in 2003-2007 to an
average of minus 0.6 and 3.2 per cent, respectively, in 2013-2015.

In sum, the recent advances in the literature of international
trade in the context of heterogeneous firms offer interesting
insights to understand the current trends for productivity and
trade growth. In particular, it shows how trade, investment
and technology decisions interact with each other and affects
productivity growth, which also illustrates some of the self-
propagating forces of the current situation of the world economy
(United Nations, 2017). Looking ahead, the risk of an even more
protectionist stance in the international trade environment will
exacerbate the challenges in reviving trade flows, investment and,
ultimately, productivity growth in the world economy.

Figure 3
Growth of labour productivity and growth of private investment, 2003-2007 and 2013-2015
Percentage
a) Developed countries b) Emerging economies
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Source: UN/DESA, based on data from United Nations Statistics Division National Accounts and CEIC Data.
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