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Distance Isn’t Dead
“Trade Costs” by James E. Anderson and Eric van Wincoop, in Journal of Economic Literature

(Sept. 2004), 2014 Broadway, Ste. 305, Nashville, Tenn. 37203.

It’s easy to assume, in our age of instant
communication, that goods travel around
the world with nearly the speed and ease of
e-mails. But they don’t. They need to be
shipped, jump trade barriers, cross borders,
and be distributed in a recipient country.
According to Anderson and van Wincoop,
economists at Boston College and the Uni-
versity of Virginia, respectively, the picture
that emerges from recent research points to
surprisingly high costs for international
trade. In the industrialized countries, these
costs amount to roughly the equivalent of a
170 percent tax. In developing countries, the
costs may be more than twice that.

Imagine a doll that costs $1 to manufacture.
The authors calculate that it costs an addi-
tional 21 percent to transport it to a cus-
tomer country. That makes $1.21. Then tack
onto that 44 percent for “border-related
trade barriers”—partly tariffs, but mostly lan-
guage, security, and currency exchange
costs. That boosts the cost to $1.74. Finally,
add 55 percent more for the wholesale and re-
tail distribution costs involved in getting the
doll into the hands of a child. That brings
the final cost (excluding profits and non-
trade costs, such as merchandising) to $2.70.

Anderson and van Wincoop are mostly con-
cerned with the surprisingly difficult mea-

As a dewy-eyed neoliberal economist in
the early 1990s, DeLong was an enthusias-
tic proponent of encouraging governments
in the developing world to lift controls that
prevented capital from flowing to and from
their countries. The logic seemed impecca-
ble: Foreign investment had helped the
United States and other “developing” coun-
tries in earlier times, and now it would help
today’s developing countries.

“Working at the U.S. Treasury [as deputy
assistant secretary] in 1993, I naively projected
that after NAFTA, there would be a net capi-
tal flow of some $10 to $20 billion a year to
Mexico for decades to come.” New capital did
indeed go to Mexico, as did new export indus-
tries and other benefits, but more capital left
the country than entered it—a pattern that has
been repeated in many other developing coun-
tries. Ironically, the United States is by far the
biggest magnet for this money, much of it from
investors seeking safety. Overall, the developing
world is sending some $90 billion annually to
the United States. 

At the same time, the predicted increase in
investment by the world’s richer countries
never fully materialized, thanks in part to the
hair-raising financial crises in Mexico (1995),
East Asia (1997), and Russia (1998). As those
crises illustrate, greater international capital
mobility has left poorer nations more vulnera-
ble to the sudden and devastating withdrawal
of capital when sentiment shifts. And it has in-
creased international economic inequality. 

For all his regrets, DeLong, who now teach-
es at the University of California, Berkeley, still
favors only “the most minor of controls to curb
the most speculative of capital flows.” Under
the old system, governments in the developing
world controlled investment in their countries.
Not only did they do a bad job, but the oppor-
tunity to manipulate the rules inevitably led to
political corruption. That seems decisive to
DeLong: “In the end, we may have to tolerate
the equality-lessening reverse flow of capital,
in order to promote the equality-increasing
and wealth-increasing diminution of corrup-
tion in less developed countries.” 
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On the 10th day of every month, Wall
Street anxiously awaits the release of the Uni-
versity of Michigan’s Index of Consumer Sen-
timent, a key measure of what Americans think
about the state of the economy—and how in-
clined they might be to open their wallets. In
a campaign year, political candidates are also
keenly interested in the news from Ann Arbor.
What’s rarely appreciated is that the index is
not a purely economic indicator. Political feel-
ings play a significant role in how people re-

spond to the University of Michigan pollsters.
Shortly before the 1992 presidential elec-

tion, for example, 49 percent of Republicans said
they believed the economy would improve
during the next year, while only 19 percent of
Democrats did. A month after the election, Re-
publican sentiment was about the same, but
Democrats’ confidence in the economic fu-
ture shot up to 62 percent.

Using a variety of statistical techniques, De

Boef and Kellstedt, who are political scientists
at Pennsylvania State University and Texas
A&M University, respectively, zoom in for a
closer look at what shapes consumer confi-
dence. They estimate that about 75 percent of
the index is actually determined by economic
factors, with the rest being influenced by poli-
tics and other perhaps “irrational” factors.

Over the long term, according to De Boef and
Kellstedt, consumer sentiment does track
changes in actual economic conditions, but in

the short term it’s subject to
strong influence by shocks
such as the Enron scandal
(whose effects faded after
four months) and, more sig-
nificantly, by changes in
public opinion about the
president’s ability to man-
age the economy. Examin-
ing the period from 1981 to
2000, the authors conclude,
“For every five percentage
point gain in [the presi-
dent’s] economic approval
r a t i n g s . . . consumer senti-
ment goes up an average of
one point.”
What about media cover-

age of the economy? Only when the sources
cited in news stories are “nonpolitical” does
there appear to be any effect, and even then
it’s indirect. Such stories seem to influence
the public’s approval ratings of the presi-
dent, not its view of the economy itself. And
presidents may as well forget about “talking
up” the economy. According to De Boef and
Kellstedt, such happy talk has no impact on
consumer confidence at all. 
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surement problems involved in estimating the
costs of world trade. They even calculate the
“time value” of money lost while goods are in
transit (one day by air or 20 days, on average, by
sea). So, though American stores overflow
these days with incredibly cheap leather jack-
ets from China and CD players that cost less

than dinner out, the price tags still reflect a
hefty array of hidden costs. It may take a long
time to figure out exactly how much “drag” the
world economy suffers as a result, but it’s al-
ready clear that the enthusiastic talk of a “fric-
tionless economy” and the “death of distance”
is extremely premature.

“I see y o u r consumer confidence remains undeterred.”


