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Abstract

This study empirically examines the effects of trade liberalization on poverty, a
dynamic area of debate in the international economic literature. The benefits
promised by Free Trade Theory appear to have materialized when examined in the
context of today’s developed economies. Although it has been tested by major crises
from time to time, the free-market system has gained acceptance in today’s world;
as competing systems have collapsed one by one, it has taken their place and
continued to expand its presence. In the literature, alongside views arguing that trade
reduces poverty through the channel of economic growth, there are also approaches
that contend that high-income groups have disproportionately benefited from the
increase in prosperity brought about by globalization, while the poor have been
excluded from the process. Building on these theoretical differences, this study seeks
to answer the following question: “Does trade openness reduce poverty?”. The study
examines data from 31 OECD countries for the 2003—2020 period using panel data
analysis. The results of the panel data analysis indicate a positive relationship
between trade openness and poverty across the OECD as a whole, suggesting that
liberalization increases poverty. The study discusses the asymmetric effects of trade
openness policies on poverty within the framework of geographic and institutional
dynamics.

Oz

Bu ¢aligma, uluslararasi iktisat literatiiriinde dinamik bir tartigma alani olan ticari
serbestlesmenin yoksulluk {izerindeki etkilerini ampirik olarak incelemektedir.
Serbest Ticaret Teorisinin iiretmeyi vaad ettigi yararlar, gliniimiiz gelismis
ekonomileri agisindan incelendiginde gergeklesmis gibi goriinmektedir. Her ne
kadar donemsel olarak biiyiik krizlerle sinansa da serbest piyasa diizeni giiniimiiz
diinyasinda kabul gérmiis ve rakibi olan sistemler birer birer yikilirken onlarin da
yerini almig ve varligimi genisleterek devam ettirmistir. Literatiirde, ticaretin
ekonomik biiyiime kanaliyla yoksullugu azalttigimi savunan goriislerin yani sira,
kiiresellesmenin getirdigi refah artisindan agirlikli olarak yiiksek gelir gruplarinin
faydalandigini ve yoksul kesimlerin siiregten diglandigini ileri siiren yaklasimlar da
mevcuttur. Bu teorik farkliliklardan hareketle g¢alisma, "Ticari agiklik yoksullugu
azaltir m1?" sorusuna yanit aramaktadir. Calismada 31 OECD iilkesinin 2003—2020
donemi verileri panel veri analizi yontemiyle incelenmistir. Panel veri analizi
sonuglari, OECD genelinde ticari agiklik ile yoksulluk arasinda pozitif bir iligki
oldugunu, yani serbestlesmenin yoksullugu artirdigin1 géstermektedir. Calisma, disa
aciklik politikalarinin yoksulluk iizerindeki asimetrik etkilerini cografi ve kurumsal
dinamikler ¢erg¢evesinde tartismaktadir.
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1. Introduction

The theoretical foundations of the international division of labor and specialization have
taken center stage in modern economic thought through Adam Smith’s rational economic
insights. Smith argued that when nations specialize in producing goods they can produce at an
absolutely lower cost and engage in mutual trade, this would optimize total global welfare. This
fundamental approach of the classical school of economics was later developed by David Ricardo
and incorporated into the system as the Theory of Comparative Advantage. According to
Ricardo’s perspective, even if a country does not possess an absolute advantage over other
countries in the production of any given good, by focusing on and specializing in areas where it
can produce relatively more efficiently and productively, it will both increase its own welfare and
provide benefits to its global trading partners.

This theoretical framework laid the foundations for the global financial and economic
architecture, particularly during the post-World War 1l reconstruction period. Global institutions
such as the International Monetary Fund (IMF) and the World Bank, embracing the view that free
trade mechanisms and market capitalism would raise nations’ standards of living, promoted a
wave of financial and trade liberalization on a global scale. The most concrete institutional step
toward removing barriers to trade and lowering tariff walls was taken with the General Agreement
on Tariffs and Trade (GATT), which entered into force in 1947. This agreement later evolved
into a more rigorous and binding institutional framework, adopting the name World Trade
Organization (WTQ), and has since become the most authoritative international body determining
the rules governing global trade flows.

The worldwide acceptance of trade liberalization has accelerated the economic integration
of the global system and led to a significant increase in the volume of world trade. However, over
time, this growth process has become the target of various criticisms. In particular, the deepening
of income inequalities between countries, the ecological damage caused by uncontrolled
production, and the chronic structural problems faced by developing countries in global
competition have seriously called into question the notion that free trade provides absolute
benefits to all actors. Despite all these counterarguments, the mainstream economic view—that
trade liberalization triggers economic growth at the macro level and increases overall welfare—
continues to maintain its dominant influence in policy-making to a large extent.

Despite having a history spanning approximately two and a half centuries, it is not possible
to speak of the existence of a truly barrier-free and flawless free trade regime in today’s world.
Particularly since the 2008 Global Financial Crisis, we have been experiencing a period in which
multilateral free trade agreements have been suspended, protectionist reflexes have risen,
economic embargoes have been imposed, and trade barriers have resurfaced due to political
tensions. Along with this global transformation, the optimistic assumptions that international
specialization and free-market mechanisms will bring prosperity to every society without
exception are being questioned more loudly today than ever before.

Many recent studies show that free trade regimes have further widened the wealth gap
between wealthy core countries and poor peripheral countries. While countries that completed
their industrialization process early continue to maintain their advantages in global trade, less
developed or developing countries remain trapped in the role of producers and sellers of low-
value-added, labor-intensive goods. This asymmetric division of labor places less developed
countries at a disadvantage in international trade. Consequently, transitioning to a production
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model characterized by higher value-added and a high level of industrial complexity is not merely
a goal for these countries; it also necessitates a painful process requiring multidimensional
structural transformations, such as educational reform, infrastructure investments, institutional
democratization, and the accumulation of human capital.

When analyzing the global economic landscape, there is growing concern that the income
and welfare gap between industrialized countries and peripheral economies may widen further in
the future, and that less developed societies may be condemned to a chronic cycle of poverty.
Poverty is one of the most fundamental structural problems facing the global economy today that
must be addressed. This situation has paved the way for growing interest in recent years in
academic research focusing on the causes and consequences of poverty. Implementing a
sustainable economic development model, reducing inequities in income distribution, and
ensuring that the bottom tier of society also benefits from the potential welfare gains that free
trade promises in theory are recognized as critical issues that must be addressed.

The persistence of poverty over the past decades has led economists to examine potential
variables that could offer solutions to this structural problem. The economic parameters used in
these analyses vary depending on the researchers’ focus and the structural characteristics of the
region where the study is conducted. The weight and mechanisms of these variables also vary
depending on the unique economic environments of low- and middle-income regions. An accurate
assessment of poverty is of critical importance for determining the scope of the problem,
designing effective policies, and monitoring the outcomes of these policies.

However, measuring poverty is a process as complex as defining the concept theoretically.
Although there is general consensus among researchers in this field regarding their motivations
and basic approaches, significant methodological differences exist concerning methodology, the
quality of data sets, and perceptions of poverty. The accurate identification and documentation of
individuals living in poverty, the design of targeted programs and interventions to address
poverty, the monitoring of the effectiveness of implemented projects and policies, and, ultimately,
the development of sustainable solutions are possible only if the level of poverty is accurately
measured using rational and objective methods.

The most significant transformative impact of international trade on the poor generally
occurs indirectly—through the channel of economic growth—rather than through direct
mechanisms. This indirect transmission mechanism has the potential to produce outcomes that
are far more dominant and lasting in the long term than the direct effects of trade (Frankel and
Romer, 1999). Productivity gains spurred by openness to the outside world can facilitate the
creation of new employment opportunities, stimulate investment, encourage investment in human
capital, and provide the poor with easier access to complementary production inputs that will
enhance their productive capacity. However, the question of to what extent the poor—who
constitute the lowest-income segment of society—actually have access to these potential
economic gains and new market opportunities created by foreign trade is the most critical
structural factor determining the true extent and sustainability of trade liberalization’s role in
alleviating poverty.

However, recent evidence suggests that the growth effects of trade openness may vary
across countries. Ulger (2025), examining 21 Sub-Saharan African countries over the 1975-2023
period, found no statistically significant effect of trade openness on economic growth at the panel
level.
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Although the liberalization and expansion of foreign trade in terms of volume hold the
potential to bring about significant increases in well-being for the poor in general (Dollar and
Kraay, 2004; Winters et al., 2004), the fact that this macroeconomic transformation does not
always produce positive results under all circumstances should not be overlooked (Harrison and
Hanson, 1999; Goldberg and Pavcnik, 2004). Radical changes in global trade flows or in
countries’ foreign trade patterns can alter the risks and uncertainties that the poor must contend
with in their daily lives. Such rapid transformations triggered by trade shocks can erode
mechanisms of social stability and lead to various forms of socioeconomic devastation,
particularly among the most vulnerable segments of society. Furthermore, ecological and
environmental damage resulting from trade activities also disproportionately affects the poor. For
this reason, it is essential to simultaneously implement complementary policies to minimize the
negative effects of free trade and facilitate social transition processes. However, designing and
implementing such adjustment and compensation policies entails high costs for developing
countries, which further exacerbates existing potential challenges (Brooks, 2003: 5).

Trade globalization can serve as a theoretical lever for reducing absolute and extreme
poverty, particularly in developing countries. According to the Stolper-Samuelson (1941)
theorem, one of the cornerstones of international economics, in developing countries where
unskilled labor is abundant and capital is relatively scarce, trade liberalization will increase the
demand for unskilled labor, thereby raising the earnings (real wages) of unskilled workers and
contributing directly to poverty reduction (Goldberg and Pavcnik, 2007). Based on this theoretical
inference, it is argued that the poor in developing countries will derive the highest marginal
benefit from the liberalization of foreign trade. However, for an export-oriented trade strategy to
succeed in reducing poverty, countries must firmly establish macroeconomic stability,
particularly price stability. The literature emphasizes that the steadfast maintenance of low
inflation levels is an indispensable prerequisite for this strategy (Bhagwati and Srinivasan, 2002:
180). This is because the poor are considered far more vulnerable to the devastating effects of
inflationary shocks than other segments of society. In this context, it is believed that an export-
oriented trade strategy that curbs inflation could have a supportive effect on the poor.

However, in contemporary economic literature, there are also strong theoretical and
empirical arguments that challenge these optimistic assumptions and reveal the other side of the
coin (Winters et al., 2004). Due to structural rigidities observed in the labor markets of developing
countries, the globalization of trade does not generate a short-term increase in welfare for the
poor. The difficulty of labor transition from traditional sectors, which are shrinking as a result of
trade liberalization, to newly emerging global sectors prevents poor workers from accessing the
new gains arising from trade; this structural bottleneck leads to an increase in both unemployment
and poverty rates in the short term.

Contrary to the linear predictions of the Stolper-Samuelson theorem (1941), trade openness
does not increase demand for unskilled labor in developing countries; on the contrary, it reduces
it. Firms exposed to global competition are forced to adopt higher levels of technology, which
increases the demand for skilled and qualified workers in the market rather than unskilled
workers. As a result, unemployment and poverty are rising among unskilled workers.

The radical reduction of customs tariffs during trade liberalization processes is reducing
government revenues. This significant revenue shortfall in public finances leads to cuts in
government spending and reductions in education and health budgets; this, in turn, has the
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potential to cripple public support programs and transfer payments aimed at preventing poverty,
thereby harming the poor (Winters, 2002: 1352).

Ultimately, these diametrically opposed and contradictory scientific findings in the
literature demonstrate that the relationship between international trade and poverty is far from
linear; rather, it is highly complex, fragile, and varies depending on a country’s institutional and
structural context. Therefore, properly positioning this asymmetric relationship within economic
policies necessitates the conduct of multidimensional and flexible empirical analyses.

Developing countries that pursue trade liberalization without first establishing the
necessary infrastructure for global competition face serious bottlenecks in their industrialization
processes and run the risk of seeing their nascent industries disappear under the pressure of global
competition. This situation reinforces the power of advanced economies—which are capable of
producing high-value-added and complex products—within the global system, while
simultaneously paving the way for a negative correlation between free trade and social welfare.
Building on this theoretical dilemma, the primary objective of this study is to empirically
challenge the mainstream thesis that free trade provides absolute benefits for all actors, from the
perspective of poverty.

Poverty is one of the most intractable and multidimensional structural problems facing
contemporary macroeconomic policies. Historically defined solely in terms of “insufficient
income,” the concept of poverty is now associated with the phenomenon of “deprivation,” which
encompasses the lack of access to education, health care, and basic rights. Although the literature
assumes that trade liberalization will reduce poverty through indirect transmission mechanisms
such as economic growth and income growth, the deepening poverty problems on a global scale
have made it necessary to question this promise of prosperity. In this context, this study aims to
contribute to the literature by examining both the positive and negative distributional effects of
free trade.

The differing conclusions reached in the existing empirical literature regarding the
relationship between trade openness and poverty suggest that this relationship may vary across
country groups and according to economic and institutional conditions. This study aims to
contribute to this debate by examining the relationship using a sample of 31 OECD countries. The
primary reason for focusing on OECD countries is to assess the relationship between trade
openness and poverty within a group consisting predominantly of high-income economies. Given
the heterogeneous findings reported across different country contexts, examining this relationship
in OECD countries is particularly relevant. What distinguishes this study from existing empirical
research is that it examines the effect of trade openness on poverty in the context of OECD
countries while controlling for per capita income, inflation, and governance quality. In this
respect, the study provides empirical evidence on the trade openness—poverty relationship in
OECD countries and contributes to the broader literature documenting heterogeneous findings
across different country and economic contexts.

During the research design process, various constraints were encountered stemming from
a lack of conceptual consensus regarding both the degree of trade liberalization and the
measurement of poverty. Although the literature offers comprehensive alternatives for measuring
trade openness—such as Dollar and Kraay’s tariff-focused classification or the Sachs and Warner
Index—these methods have been criticized for leading to data loss. Therefore, this study uses the
ratio of total imports and exports to GDP, which ensures long-term and broad-based data
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standardization. Regarding poverty, since multi-component structural indices impose narrow time
and country constraints, income-based poverty measures were preferred to expand the dataset.
Seven of the 38 OECD member countries were excluded from the study due to chronic data gaps,
and the analysis was conducted using data from 31 countries. To preserve the integrity of the data
series, the analysis period was limited to an 18-year span from 2003 to 2020.

2. The Relationship Between Openness to the Outside World and Poverty

There are many different views on the relationship between trade openness and poverty.
Research shows that the effect of trade openness on poverty can be evaluated within the
framework of three different models. These models include the views that trade openness reduces
poverty, increases poverty, or that there is a more complex relationship between trade openness
and poverty. Many studies have demonstrated that trade openness promotes economic growth and
reduces poverty at the global level. Similarly, numerous studies argue that trade openness plays a
positive role in combating poverty. Advocates of international free trade emphasize that the
globalization process, which gained momentum starting in the 1980s, has increased economic
equality and contributed to the reduction of poverty. Oyewale and Amusat (2013), on the other
hand, have noted that globalization, along with the spread of economic integration, has raised
living standards worldwide. However, many developing countries—particularly in Africa, Asia,
and Latin America—have been negatively affected by the globalization process due to rising
poverty and income inequality. On the other hand, there are also views arguing that globalization
has made some countries even poorer. Researchers such as Chen and Ravallion (2007), Ravallion
(2006), Abbott (2003), and Twyford (2003) have shown that poverty levels remain high despite
economic globalization. In particular, Chen and Ravallion (2007) have questioned the potential
of globalization to reduce poverty in developing countries.

In his study analyzing long-term poverty and trade openness data for many countries,
Ravallion (2006) was unable to identify a significant correlation between these two variables. The
empirical findings have raised doubts about whether an increase in international trade openness
will definitively reduce poverty. The study revealed that it is difficult to prove a strong
relationship between poverty reduction and trade openness in less developed countries. One of
the main reasons for this is the existing political policies in these countries that weaken the link
between trade liberalization and poverty. In contrast, trade liberalization has been shown to reduce
poverty in developed countries. Abbott (2003) reached similar conclusions and argued that the
global trading system is structured to the detriment of the poor. Poor countries are generally
subject to higher trade tariffs than rich countries, and this situation demonstrates that the policies
of developed countries make it more difficult for less developed countries to escape poverty.
Twyford (2003), on the other hand, emphasized that poverty is influenced not only by trade
liberalization but also by a range of factors, including the initial distribution of income and wealth,
the goods produced, purchased, and consumed by the poor, and the competitive strength of
domestic producers in global trade.

In their study conducted in the Tunisian context, Bibi and Chatti (2005) used a dynamic
CGE microsimulation model to show that trade liberalization may slow the reduction of poverty
in the short term but has the potential to reduce poverty in the long term. Similarly, in their study
conducted in Nepal, Cockburn (2002) found that the contraction of the initially highly protected
agricultural sector following trade liberalization could lead to an increase in rural poverty.
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Overall, these empirical findings suggest that trade liberalization may have negative effects on
poverty in the short term but may yield positive effects in terms of poverty reduction in the long
term.

Hameed and Nazir (2009) examined the effects of economic globalization on poverty and
inequality. The findings revealed that globalization has made resource use more efficient,
improved living standards, and had positive effects on economic development, but at the same
time, it has increased poverty levels. The study recommended the development of policies aimed
at improving the living conditions of the poor and investments in sectors that create job
opportunities.

According to MacDonald and Majeed (2010), there is a positive relationship between trade
openness and poverty. This relationship is particularly pronounced in countries with low levels
of financial intermediation. Furthermore, there is a positive relationship between the ratio of FDI
inflows to GDP—which is considered an indicator of financial globalization—and poverty.
However, in countries with high levels of financial intermediation, increases in the ratio of FDI
inflows to GDP and in trade openness reduce poverty levels.

The relationship between globalization and poverty is complex and uncertain. Many studies
have reached differing conclusions, suggesting that the effects of free trade on poverty may only
become apparent in the long term, that it may have complex effects on the relationships between
economic growth, poverty, and inequality, and that it may limit potential economic growth by
deepening income inequality. In fact, some studies have found no significant relationship between
economic integration and poverty.

2.1. Dataset

In this study, the relationship between openness and poverty was examined for 31 OECD
countries between 2003 and 2020. A panel data approach was used in the study. The countries
included in the analysis are, in order: Austria, Belgium, Canada, Colombia, Costa Rica, the Czech
Republic, Denmark, Estonia, Finland, France, Germany, Greece, Hungary, Iceland, Ireland,
Israel, Italy, Latvia, Lithuania, Luxembourg, the Netherlands, Norway, Poland, Portugal,
Slovakia, Slovenia, Spain, Sweden, Switzerland, the United Kingdom, and the United States. The
countries and the analysis period were determined based on the availability of data used in the
study. The study uses the percentage of the population living on less than $6.85 per person per
day as the poverty indicator and dependent variable (Le Goff and Singh, 2014; Pradhan and
Mahesh, 2014; Gentilcore, 2017; Durongkaveroj, 2024), and trade, GDP per capita (Inpgdp),
inflation (inf), and governance quality (govquality) as independent variables. The data were
compiled from the World Bank’s WDI and WGI databases.

There are many definitions and measures of poverty, but the most commonly used indicator
is the poverty rate index, which measures the percentage of the population living on per capita
consumption or income below a specific poverty line. This is a measure of absolute poverty.
Another commonly used measure is the poverty gap, which measures the average distance below
the poverty line as a ratio of the poverty line. In the model, the percentage of the population living
on less than $6.85 per day (2017 PPP) was used as the dependent variable. There are two main
categories of trade openness measures in the literature. Spilimbergo et al. (1999) distinguish
between openness measures based on tariff data and trade policy and those based on trade data.
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Calderon et al. (2005) make a similar distinction between policy or legal measures and outcome-
based or actual openness measures. This study focuses on the impact of actual trade liberalization
on poverty; therefore, rather than a measure of liberalization policies, a measure of effective trade
openness (the sum of exports and imports as a share of GDP) has been included in the model as
the independent variable. Total income per capita (GDP per capita) to ensure economic control;
growth in the consumer price index (inflation) to manage macroeconomic instability; and the
World Governance Indicators (WGI) published by the World Bank; the average values of the
Voice and Accountability, Political Stability and Nonviolence, Government Effectiveness,
Regulatory Quality, Rule of Law, and Control of Corruption indices have been included in the
model as a single variable.

The equation for the panel data model developed to analyze the 31 OECD countries and
the period from 2003 to 2020 is shown below.

poverty;. = by + bytrade; + byInpgdp; ; + bsinf;+ + bygovquality; , + u;, (D)

In the model, i represents the countries, t represents the time dimension, and u represents
the error term. To determine the extent to which poverty is affected by the variables under study,
this study seeks to answer the following research questions.

H;: There is no relationship between trade openness and poverty in the 31 countries.
H,: There is no relationship between GDP per capita and poverty in the 31 countries.
Hj: There is no relationship between inflation and poverty in the 31 countries.

H,: There is no relationship between the quality of governance and poverty in the 31
countries.

2.2. Method

There are three basic data analysis methods used in econometric analysis: time series, cross-
section, and the panel data method, which combines time series and cross-section data (Gujarati,
2004: 25). Panel data analysis is based on the principle of analyzing the groups under study by
combining them over a specific time period. This method is frequently preferred, particularly in
panel regression models that examine the determinants of trade flows. The mathematical
representation of panel data analysis is expressed as follows:

Yit=ait+ﬁitXit+ul't l=1,,N, t=1,,T (2)

In the equation, ‘Y’ represents the dependent variable, ‘X’ represents k independent
variables, ‘a’ represents the constant parameter, ‘8’ represents the slope parameters, and ‘u’
represents the error term. Here, the ‘i’ subscripts denote units such as individuals, firms, cities, or
countries, while the ‘t” subscripts denote time periods such as days, months, or years. The fact
that the variables, parameters, and error term in the equation include both ‘i’ and ‘t’ subscripts
indicates that the model is a panel data model.

To determine which model is appropriate in panel data analysis, it is assessed whether
parameters vary by unit and over time. If all observations are assumed to be homogeneous without
considering unit and time effects, the pooled model is preferred. However, if unit or time effects
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are present and the observations are not homogeneous, the fixed-effects model or the random-
effects model is used (Hsiao, 2003: 17; Baltagi, 2005: 12).

The fixed-effects model accounts for heterogeneity across series by introducing a different
constant term for each cross-section. In other words, this model assumes that the slope coefficients
(B) remain constant, but that the constant terms vary across cross-sections. If the variation occurs
only along the time or cross-sectional dimension, such models are called “One-Way Fixed Effects
Models.” However, if the variation occurs along both the time and cross-sectional dimensions,
such models are referred to as “Two-Way Fixed Effects Models.” In the fixed-effects model, the
cross-sectional effect of the constant term can be eliminated by removing the time dimension
from the model in order to eliminate or reduce certain issues (Baltagi, 2005).

In panel data analysis, issues such as heteroskedasticity, autocorrelation, and
intercorrelation among units can negatively affect the reliability and accuracy of the model.
Therefore, when such issues arise, it is important to use robust estimators to enhance the reliability
of the results. The Driscoll-Kraay estimator is an effective estimation method that can be used to
overcome these issues. It was developed as an alternative to the Parks-Kmenta or PCSE methods,
which provide consistent covariance matrix estimators only for large T (time period) values and
large cross-sectional sizes. The Driscoll-Kraay estimator yields consistent results even under
variable variance conditions with large T and N (units) values and produces standard errors that
are robust to various forms of spatial and temporal correlations.

2.3. Empirical Findings

Table 1 presents the descriptive statistics for the variables. The number of observations for
all variables is 558. However, because observations for some years are missing for the “poverty”
variable, which serves as a poverty indicator, the number of observations for this variable was
determined to be 539.

Table 1. Descriptive Statistics

Variable Number of Observations Mean Standard Deviation Min. Max.

poverty 539 3.916 8.039 0.000 58.000
trade 558 103.508 57.571 22.627 382.348
Inpgdp 558 10.281 0.702 8.329 11.630
inf 558 2.169 2.206 -4.448 15.402
govquality 558 82.252 12.818 36.176  99.756

According to the data in Table 1, the poverty indicator—which represents the proportion
of the population with a daily income below $6.85 relative to the total population—ranged from
a minimum of 0 to a maximum of 58%. The sample mean for the proportion of the poor relative
to the total population was 3.916%. The trade indicator, which represents trade openness, ranged
froma low of 22.627% to a high of 382.348%. The average trade openness across the sample was
103.508%. The Inpgdp indicator, which represents income in the model, ranged from a low of
8.329 to a high of 11.630. The average income for the sample was 10.281. The lowest inflation
rate in the sample was -4.448%, while the highest was 15.402%. The highest and lowest values
for the govquality variable, which represents governance quality, were 36.176 and 99.756,
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respectively. The variable with the highest standard deviation in the sample is the trade openness
indicator.

Table 2. Correlation Matrix Among Variables

Variables poverty trade Inpgdp inf govquality
poverty 1

trade -0.2288 1

Inpgdp -0.6669 0.1922 1

inf 0.3586 -0.0526 -0.3412 1

govquality -0.7284 0.2505 0.8224 -0.2364 1

An examination of the correlation matrix in Table 2 reveals a negative relationship between
the dependent variable—the poverty indicator—and trade openness, per capita income, and
quality of governance, and a positive relationship with inflation. The variable with the highest
correlation with poverty is the quality of governance, followed by per capita income.

Table 3. F-Tests for the Fixed Effects Model

F-Tests Test Statistic P- Values
F, 119.31™ 0.0000
F, 176.11" 0.0000
F, 0.269 0.2696

Note: F; Hoi: No individual or time effects, F» Hoz: No individual effects, Fs Hos: No time effects, ***
p<0.01, ** p<0.05.

Table 3 presents the results of the F-test conducted to select the appropriate model.
According to these results:

Hy1: The null hypothesis that there are no individual or time effects has been rejected. In
this case, it is accepted that at least one of the individual or time effects is present in the model.

Hy,: The null hypothesis that there are no individual effects has also been rejected. This
confirms the presence of individual effects in the model.

Hys: The null hypothesis that there are no time effects cannot be rejected. Accordingly,
time effects are not significant in the model.

According to the results of the F-tests, it appears that time effects are not significant in the
model, but individual effects are significant. For this reason, a one-way fixed-effects model
(individual fixed effects) was chosen for the analysis.

Table 4. Results of Tests for Heteroscedasticity, Autocorrelation, and Cross-Sectional Dependence

Tests Test Statistic p-values
Juhl-Sosa-Escudero Test 150.72™* 0.000
Baltagi-Li Test 209.19" 0.000
Pesaran CD Test 498" 0.000

The test results for the basic assumptions are presented in Table 4. The analyses and
findings are summarized below.
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The Juhl-Sosa-Escudero test was conducted to investigate the presence of the
heteroscedasticity problem. According to the test results, the null hypothesis (that variances are
constant) was rejected. This indicates the presence of a heteroskedasticity problem in the model.
When heteroskedasticity is present, the variance of the error terms is not constant. In the presence
of heteroskedasticity, the reliability of the estimates is low.

The Baltagi-Li test was conducted to detect autocorrelation. According to the test results,
the null hypothesis (HO: no first-order autocorrelation) was rejected. This indicates that the error
terms exhibit serial dependence (autocorrelation) among themselves. Since the presence of
autocorrelation, particularly in panel data, points to the existence of time-dependent structures, a
model selection approach that is robust to autocorrelation is required.

The Pesaran CD test was used to test for cross-sectional dependence. Based on the test
results, the null hypothesis (there is no cross-sectional dependence) was rejected. This result
indicates that the error terms across units (e.g., countries or companies) are not independent.

The issues mentioned above can lead to incorrect calculations of the standard errors of the
estimates and, consequently, to an incorrect evaluation of the model. Therefore, an appropriate
estimation method must be used to address these identified issues. In this case, the Driscoll-Kraay
Estimator—a method robust to issues of heteroskedasticity and autocorrelation—was chosen for
the analysis. However, before proceeding with the analysis, the presence of multicollinearity
among the independent variables was examined using the VIF test, and the results are presented
in Table 5.

Table 5. VIF Test Results

Variables VIF 1/VIF
Inpgdp 3.33 0.300
govquality 3.20 0.312
inf 1.14 0.877
trade 1.07 0.936

According to the results presented in Table 5, the variable with the highest VVIF value is per
capita income. This is followed by the governance quality indicator. However, the VIF values for
all variables are less than 10. In this case, the model does not exhibit the multicollinearity problem
identified by Gujarati and Porter (2009).

In the presence of heteroskedasticity, autocorrelation, and cross-sectional dependence,
standard errors must be adjusted to obtain accurate estimates without altering the parameter
estimates. The flexible error estimation method developed by Driscoll and Kraay (1998) can
provide consistent estimates even when such issues are present. Table 6 presents the results for
the Driscoll-Kraay standard error estimator for the one-way fixed-effects model. According to the
results in Table 6, the model’s R? value is 0.59. In other words, approximately 60% of the variation
in the poverty indicator is explained by the independent variables in the model. Among the
independent variables in the model, trade openness, per capita income, and quality of governance
are significant at the 1% level, while inflation is significant at the 10% level. While there is a
positive relationship between poverty and trade openness and inflation, there is a negative
relationship between poverty and per capita income and quality of governance. According to the
results, a 1% increase in per capita income reduces the poverty rate by approximately 0.18
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percentage points. Similarly, a 1-unit increase in the index representing governance quality
reduces the poverty rate by 0.205 percentage points. A 1-unit increase in the inflation rate
increases poverty by 0.086 percentage points, while a 1-unit increase in trade openness increases
poverty by 0.031 percentage points.

Table 6. Results of the Driscoll-Kraay Estimator

poverty Coefficient Standard Error
trade 0.031™" 0.006
Inpgdp -18.154™ 3.038

inf 0.086" 0.048
govquality -0.205™* 0.041
Constant Term 38.051™" 8.039
Number of Observations 539

Number of Countries 31

F-Test 23.25™"

R? 0.59

Note: *** p<0.01, ** p<0.05, * p<0.10.

3. Conclusions and Recommendations

According to World Bank data, approximately 3.5 billion people have a daily income of
less than $6.85, accounting for 44% of the world's population. A substantial proportion of these
people live on less than $2 per day and experience extreme poverty. It is projected that this rate—
which has remained largely unchanged since the 1990s—will increase due to economic
stagnation, the challenges experienced during the pandemic, and population growth. Although
living on less than $2 a day may seem unimaginable, this has unfortunately become a reality in
today's world. Poverty, which has become one of the social and economic problems facing both
developed and developing countries, is a concept that is difficult to define and has many
dimensions. Since the 1990s, the increase in academic research and policy discourse in the field
of development has significantly contributed to the expansion of the definition of poverty.
Discussions regarding the definition of poverty are primarily shaped by two distinct yet
interconnected perspectives. The first group, which adopts a more philosophical perspective,
examines the meaning of poverty at a deeper level. In this context, the distinction between
means—such as income—and ends—such as life expectancy or the degree of freedom to make
choices—is explored. The second group, on the other hand, focuses more on examining different
approaches to measuring poverty and addresses the issue from a methodological perspective. In
this context, while poverty calculations are typically based on establishing a minimum income
level and identifying the population falling below it, research in recent years has focused on
investigating the relationship between poverty and a wide range of economic and social variables.
The focus of this study, however, is on investigating the relationship between trade openness and
poverty.

Understanding of the relationship between international trade and poverty reduction has
changed significantly over time, and these changes have been shaped by ideological approaches
as well as the influence of various intellectual disciplines. There are numerous studies
demonstrating the income-boosting effects of free trade. If poverty is defined solely as living
below a certain minimum income level, it is possible to speak of an indirect positive effect
whereby an increase in trade leads to higher income and, consequently, a reduction in poverty
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(Dollar and Kraay, 2002; Fischer, 2003; Oyewale and Amusat, 2013; Okungbowa and Eburajolo,
2014; Ozcan and Kar, 2016). However, the number of studies claiming that globalization policies
pursued over many years have produced outcomes favoring developed countries and that the
welfare and income gap between developed countries and less developed or developing countries
is widening is growing day by day. In particular, many developing countries in Africa, Asia, and
Latin America have been negatively affected by the globalization process due to rising poverty
and income inequality (Abbott, 2003; Twyford, 2003; Ravallion, 2006; Chen and Ravallion,
2007; Perera et al., 2017).

Discussions on the potential harms of protectionism mostly emphasize the inefficient
allocation of resources. In addition, any form of protectionist measure leads to income transfers
among various segments of the population and, consequently, to inequity in income distribution.
This is because protectionism generally benefits producers while harming consumers.
Furthermore, protectionism forces consumers to purchase lower-quality goods at higher prices.
For this and many similar reasons, the prevailing view is that free trade benefits everyone.
However, in certain specific cases, protectionism may be beneficial and even necessary. In
particular, it is impossible for countries that are lagging behind in terms of industrialization to
establish and expand their domestic industries without protectionism. Nascent industries that are
forced to face global competition before they are ready will be unable to withstand its destructive
effects and will disappear. This, in turn, will lead to numerous economic problems—maost notably
unemployment—for countries on the path to industrialization.

From a theoretical perspective, the limited benefits of protectionism pale in comparison to
the practical approach of free trade, which resolves everything—from the efficient allocation of
resources to employment—through market mechanisms. However, some evidence from empirical
analyses suggests that in economies with weak initial conditions and structural problems, trade
liberalization may not have significant short-term effects on poverty and inequality but could lead
to negative outcomes in the long run.

In this study, the variables of income, quality of governance, and inflation were added to
the model developed to explain the relationship between poverty and free trade. The analysis,
conducted using 18 years of data from 31 countries, concluded that free trade increases poverty.
The effects of the control variables in the analysis—income, inflation, and governance quality
indicators—on poverty are consistent with the literature. In this context, the analysis in this study
supports the view that free trade has negative effects on poverty. However, a striking finding here
is that the vast majority of the countries included in the analysis belong to the high-income group.
The relevant literature indicates that the poverty-increasing effect of free trade is more likely to
be observed in developing or least developed countries, while the opposite results are expected in
developed countries. The findings of this study actually reflect the reality that poverty is now a
problem for developed countries as well in today’s world. In particular, the economic momentum
achieved by China and, subsequently, South Korea has shaken the dominance of the developed
economies that once ruled global markets 50 years ago. Contrary to 250 years of free-market
rhetoric, they have resorted to a wide variety of methods to halt this counteroffensive coming
from the other side of the world, including suspending some major trade agreements. In light of
these developments, the period examined in the empirical analysis of this study coincides
precisely with this time—a period that also included a major economic crisis. The positive
correlation between trade liberalization and poverty observed in high-income countries during
this period helps explain why even the countries that most strongly advocate for free trade have
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adopted anti-free trade stances. Furthermore, the analysis shows that as income and the quality of
governance increase, poverty decreases; however, as inflation rises, poverty also increases.

Poverty is a multidimensional phenomenon; therefore, the fight against poverty must also
be multidimensional. In addition to macroeconomic policies such as economic growth and equity
in income distribution, social policies that enable the public to access their most basic rights—
such as housing, education, and health care—must also be implemented. It is anticipated that
debates regarding the relationship between globalization and poverty will continue for some time.
Numerous studies have shown that this relationship must be examined from various perspectives.
Furthermore, since different countries vary in terms of their experiences with integration into the
global economy, their cultural and demographic structures, and their levels of economic
development, it is not entirely possible to isolate the specific impact of globalization on poverty.
Furthermore, many indicators related to poverty remain inaccessible. The available indicators are
limited to specific countries and time periods. In this context, studies on poverty must be
conducted in a more comprehensive and multidimensional manner, both at the country level and
across groups of countries.

The empirical findings from this study show that the fight against poverty cannot be left
solely to one-dimensional market dynamics. In particular, the fact that trade liberalization has a
poverty-increasing effect—even in high-income countries—makes it imperative to reevaluate
global trade policies. In this regard, the following policy recommendations can be made:

The findings have shown that full integration into international competition increases
poverty. Therefore, policymakers should adopt “strategic foreign trade” policies rather than
completely opening borders. Local sectors that have become vulnerable to global competition
should be protected to a certain extent, or Transition Period Protection Measures should be
implemented to facilitate the transition of the workforce in these sectors to high-value-added
areas. Infant industries should be supported with government incentives until they become
resilient to global competition.

Free trade leads to the elimination of sectors with low competitive strength and,
consequently, to poverty caused by unemployment. To mitigate this destructive effect, retraining
and skills development programs should be implemented for those who have lost their jobs or
suffered income losses due to trade liberalization. Education policies must be updated to cultivate
the qualified workforce needed by new-generation industries that produce technology and R&D.

The study’s findings confirm that inflation is one of the most fundamental factors fueling
poverty. Since the poor lack access to financial tools to protect themselves against price increases,
ensuring price stability is the most vital policy for combating poverty. Central banks and fiscal
authorities must not compromise on strict and resolute macroeconomic stability policies that keep
inflation at single-digit and predictable levels while promoting economic growth.

The results of the analysis demonstrate that poverty decreases as the quality of governance
improves. To ensure that national income generated by free trade and economic growth is
distributed fairly to the broader public, transparency, the rule of law, the fight against corruption,
and institutional accountability must be strengthened. Strong governance is one of the key factors
that help absorb the asymmetric shocks created by globalization.

Poverty is not merely a lack of income; it is a lack of access to health care, education, and
housing. To mitigate the devastating impact of global economic fluctuations on the poor, it is
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essential for governments to adopt inclusive growth strategies. Fundamental human rights such
as health care, education, and housing should not be left to the mercy of the market but must be
supported by strong, free, and accessible social safety nets. Resources must be channeled to low-
income groups through progressive tax systems that address inequities in income distribution.
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