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Abstract: The purpose of this article is to evaluate if the opening of the Brazilian economy to foreign trade, 
which took place in the late 1980 and early 1990, resulted in improvements of social welfare. First, it high lights 
in a theoretical perspective, the static and dynamic gains from trade liberalization process. In a static terms, is 
discussed the gains related to improved locative and productive efficiency, economies of scale, greater 
opportunities of consumption and on the reduction of rent-seeking. In terms of dynamic gains, it was a technical 
progress induced by the best production techniques and by the replacement of production inputs and capital 
goods as well as that obtained with a large volume of imports of goods and services with greater embedded 
technology. The focal point of the article is the valuation model of well-being produced by trade liberalization. 
The model measures the variations in levels of well-being from variations in the legal fare rate and volume of 
imports. The results indicate significant gains of well being in the Brazilian economy in the second half of the 
1980s and during the 1990s, as nominal tariffs were reduced as a result of trade reform. Although, the model 
does not capture all aspects of trade policy, he points to the occurrence of improvements in levels of well-being 
offered by increased exposure of the Brazilian economy to foreign trade. 
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1. Introduction 
The world economy has undergone important transformations during the decades of 

seventies and eighties. These modifications were marked by liberalizing trade policies. In 

Brazil, actions toward the reform of economic relations occurred belatedly, being most the 

reforms implemented from the 1990s. 

Among the reforms, highlights the tariff and trade implemented at the end of the 

eighties and mainly in the early nineties. In 1988 it was started the first commercial reform in 

the Brazilian economy since the decade of 1960. It basically soughed to eliminate the tariffs 

redundancy that existed in legal tariffs, in addition to reducing non-tariff barriers and the 

special import arrangements.  Other commercial reforms started in 1991. This would be more 

daring and wanted to reduce, within three years,[1]the import tariffs to an average value 

around a third of that prevailing at the end of the eighties. In addition, was conducted a policy 

of elimination of non-tariff barriers and special import arrangements remaining from the 

period of industrialization via import substitution. 

Trade liberalization intended to minimize the existing malfunctions and distortions, 

which were from commercial and industrial protectionist policy hitherto in force. Was a 

redirection of Brazilian trade, which aimed to pressure relief imports? The expected result 

would be: a more efficient allocation of resources; the growth in levels of competition, 
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increasing the contestability of markets; and the growth of productivity of production factors, 

among others.  These improvements occurring effectively, there would be an increase in the 

levels of social welfare.  

This article has two objectives. The first is to describe and discuss the effects of trade 

gains from a commercial opening. The second is to present evidence of improvement of well-

being brought about by trade liberalization. Given these considerations, then follows the 

structure of the article. The second part presents the static and dynamic gains from trade 

opening. In the third section it is elaborated a model whose purpose is to evaluate the effects 

on social welfare arising from the protection on foreign trade. In the fourth part, from the 

model developed in the previous section, the changes in levels of well-being that occurred 

after the opening of Brazilian trade in the years 1990s are evaluated. Finally, in the last 

section, we present the final considerations. 

2. The Trade Gains  
The malfunction of an economic system can be attributed to the existence of domestic 

distortions. Basically, these can be classified as endogenous distortion and distortion imposed 

by policies (exogenous), as points Bhagwati (1971). Endogenous distortions portray 

imperfections such as rigidity in the labor market and the presence of economies of scale.  

Distortions imposed by policies refer to rates and harmful regulations from own Government 

decisions. Trade liberalization is intended to reduce the distortions imposed by trade policies.  

Trade liberalization takes effect on production and efficiency, such as improvement in 

the allocation of resources, the reduction of production costs, better utilization of production 

scale and the so-called efficiency-X (X-efficiency), proposed by Leibenstein (1966). The ffects 

on competition, on consumption and on income cartorial (rent seeking) are known as static 

gains.  Other types of gains could be pointed out (dynamics) such as: the absorption of 

technology and the diversification of intermediate inputs.  

The difference between these two concepts is related to the period that the gains are 

realized. While the interest on the static gains, as put by Moreira e Correa (1996), focuses on 

the analysis of the period of transition from a closed economy to open economy, the dynamic 

gains from trade show association with inter temporal issues. From the dynamic trade analysis 

seeks to interpret specifically how this influences the rates of long-term economic growth.  

 

 

 

Fernando Antônio Ribeiro Soares.,et.al Int. J. Eco. Res., 2013, v4i6, 96 - 112 ISSN: 2229-6158

IJER | NOV - DEC 2013  
Available online@www.ijeronline.com

97



Static gains from trade 

The static gains from trade can be measured from the effects on production and 

efficiency. Within this design, improvement especially in the allocation of resources must be 

treated. With the reduction of trade barriers there will be resource reallocations between firms 

and industries included in the liberalization process1

Krugman (1980) points out that, even in the absence of the traditional reasons for trade 

(comparative advantages derived from models of the Heckscher-Ohlin and Richard), this may 

take place due to the presence of increasing returns to scale, added to the monopolistic 

competition. Therefore, together with product differentiation, each good could be produced by 

a single country or even by a single firm

. The migration of resources among 

productive sectors will produce a more efficient allocation of resources. As a result, there will 

be production of higher levels of social welfare. 

The increase in welfare will occur from the reorientation of production activities 

towards the national comparative advantages. The increased production of intensive goods in 

the production of abundant factors vis-à-vis the reduction of production of goods that, in turn, 

are scarce factors intensive will generate a reduction in production costs. Will have a better 

consideration of opportunity costs in the production of several goods, allowing greater 

efficiency in the allocation of resources. The productive resources economized could be 

shifted to the additional production of goods associated with the national comparative 

advantages, which will result in output growth and social welfare levels growth. 

A particular case of the gains from trade in the best allocation of resources refers to the 

reduction of anti-exportation bias. According to Edwards (1995), while trade liberalization 

provides a decrease in exchange rate overvaluation, by lowering the price of domestic goods 

in relation to the price of foreign goods, also facilitates the import of capital goods and 

imported inputs, reducing production costs. Both factors, according to Balassa (1971), 

contribute to the increased competitiveness of exports, encouraging them, which leads to the 

accumulation of international reserves and expansion of the national product. 

2

Reinforcing the importance of trade, Helpman (1984) confirms that the demand after 

the trade opening is larger than the existing demand in the previous situation. Given the new 

. With the opening of trade, the firm must meet, in 

addition to the domestic demand, the demand from the international market, and, as its 

technology offers increasing returns to scale, their costs will be decreasing, hence the increase 

of well-being and the gains from trade.  

1 As usual, the concept of industry refers to firms that operate in the same productive sector. 
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economic configuration, where foreign demand must also be met, and considering a 

technology with increasing returns, the increase of the quantity produced will result in a 

reduction in the average cost of production, which implies new forms of trade gains.  

The large volume of international trade will force firms to make adjustments towards 

more efficient levels of production with lower unit costs. This will be made possible by the 

expansion of the competition, by more efficient production scale and by increased number of 

markets. Another gains of trade pointed out by Helpman comes from the reduction of 

industries products with diseconomies of scale. In this way, the lower degree of protection 

will enable the Elimination of firms with inefficient production scales, which will be replaced 

by the importation of the same goods at a relative lower price3

It could be noted that the reduction of trade barriers results in a reduction of existing 

distortions in the economy, both in terms of producer’s losses as well as consumers ' losses. 

. This, again, will culminate in 

a more efficient allocation of resources because of the redirection of productive activity, 

whether by comparative advantages or by production scale. Based on these elements, it can be 

determined that the foreign trade will decrease the fragmentation of production and will 

relocates existing resources efficiently, thus allowing the increase of social welfare. 

Another important effect on production, particularly on the efficiency of firms, is the 

so-called efficiency-X originally addressed by Leibenstein (1966). Leibenstein notes as the 

main component of X-efficiency the internal motivation of the firm, strongly associated with 

the behavior of its managers: "managers determine not only their own productivity, but 

productivity of all units of the Organization" [Leibenstein (1966, 397)]. Thus, the behavior of 

managers will determine the efficiency of the company. However, if the economic 

environment in which the firm is embedded is relatively closed to foreign trade, there will be 

no incentives for their managers to seek higher levels of productivity and organization in the 

factory.  

The emergence of inefficiencies within a firm due to lack of motivational efficiency 

has its origin in the absence of competition. Within a little questionable market, managers will 

obtain a high profitability with lower stress levels. When there is a reduction of trade barriers, 

the production of inefficiencies could be reversed. Companies, as a result of increased levels 

of competition, will have to adapt their organizations to produce efficiently, which involves 

improvements in the General Administration, the Organization of plant production systems, 

etc.  

2 Of course this is a result of monopolistic competition in the short term. 
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As a result, there will be increase in productive efficiency and, given the ability to acquire 

more goods at lower prices, this will increase consumer surplus. These two factors will 

therefore result in the growth in levels of social welfare. 

 Yet, there are other trade gains related to better consumption opportunities that may 

be established. Assuming that individuals have preference of diversifying (different types of 

goods), it therefore means that the foreign trade will provide a greater diversity of goods, 

which will result in new welfare gains associated with greater consumer satisfaction. The 

result therefore, of an increase in the volume of trade on the levels of consumer welfare, as 

put Baldwin and Caves (1997), can be divided into two groups. The first group is associated 

with the utility gains from the opportunity to consume a greater variety of goods. The second 

is related to the gains got from consuming a greater variety of goods at lower prices compared 

to those that would be offered in an autarkic economy with high degree of protection. 

The final factor in relation to the static gains, according to Krueger (1974), is 

associated with the reduction of rent-seeking. Cartorial income can be generally defined as 

unproductive activities that arise when an economy has high levels of protection to its 

productive sectors. Among these activities are smuggling, import under invoicing, lobbies, 

obtaining import licensing and the competition for special import arrangements. 

Rent-seeking arises due to the existence of obstacles to imports. When the barriers to 

imports are reduced, it is also reduced the space for unproductive expenditure of resources in 

the capture of rents, as the demand for alternative mechanisms (Regulation) mitigate risks of 

taxation on imports is also decreased4

3 Also will tend to eliminate potential inefficient production-scale firms. 
4 It must be considered that the rent seeking occurs both in an attempt to reduce imports, but also thinking on 
import competitors, sectors in the search for prevention of imports. 

. As a result, the reduction in inefficient allocation of 

resources produced by rent-seeking, improving the use of available resources, will also 

increase social welfare. 

Dynamic gains from trade 

The dynamic gains from trade are related to technological progress, and the studies of 

Schumpeter as pioneer this area. The increase in technical progress, according to Grossman 

and Helpman (1989, 1991a, 1991b, and 1995), may take the form of improvements in 

production techniques or the replacement of some other goods of higher quality. In addition, 

the technical progress can be determined as the acquisition of new inputs, capital goods, 

manufacturing techniques or as the acquisition of ability and knowledge required to produce 

these new goods or techniques with a greater technological content. 
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Assuming a great international exposure of an economy, there will be an expansion of 

technological absorption by the national productive sectors. The increased contact with the 

outside world, provided by higher trade flows, extends the offer of technology. As public 

goods, imports enable access to new ideas, knowledge and innovations. Because of this, the 

availability of technology is expanded, which in turn extends the production possibility set.  

Trade liberalization will provide new business opportunities through the expansion of 

markets and increase competition with imported products. According to Grossman and 

Helpman (1995), these two factors will result in changes in technology absorption rates, 

which, according to Frenkel and Trauth (1997), will lead to a positive effect of trade 

integration on economic growth rates. 

The increase in the country's relations with the world economy allows for greater 

absorption of knowledge, fact that will generate a transmission channel. It must be considered 

that the increase in technological absorption would be hampered or even abandoned in a 

autarkic or relatively closed system.  

When firms make investments in research and development (R& D), part of the 

investment is internalized. However, the other part of the knowledge generated is owned 

exclusively by its producers. An over turn device of knowledge to the society including to 

other countries. As there is no full appropriation of knowledge generated by the technological 

research, none owned part will become a public good. The production of this public good, 

which is the technological progress, will cross the borders of countries by means of 

commercial integration, leading to the dissemination of knowledge. With the expansion of the 

worldwide technology stream, there will be the creation of positive externalities which 

encourage an increase in the stock of knowledge and learning levels of countries, especially 

the least developed countries in technology. This will result in an increase in productivity 

levels and therefore higher levels of long-term product. 

The possibility of acquiring capital goods, raw materials and production systems with 

higher technological content is another opportunity from the commercial integration. The 

increased openness of trade allows the import of goods and services required for a more 

efficient production process and higher quality. Therefore, there will be a reduction of 

production costs. The final result is an increase in production efficiency.  

The increased external competition is another factor that will result in dynamic gains 

from trade flows growth. The competition derived from imported products will tend to 

decrease the market for domestic producers, by pressing the local businessmen to become 

innovators. Otherwise, keeping the little entrepreneurial attitude, their firms, at the limit, will 
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be expelled from the market. The international competition, in this way, will lead the local 

producers to expand their investments in R& D, increasing the number of innovations, also 

increasing the quality and variety of goods produced. Furthermore, the acceleration of 

technological innovation will result in the production of new goods and new capital inputs. 

 Adding this to the increase in the supply of imported inputs, will be made possible the 

qualitative growth of the production factors and inputs available. As observed by Grossman 

and Helpman (1995) and Frenkel and Trauth (1997), there will be growth of productivity rates 

and, consequently, of product and rates of social welfare. 

 3. Level of protection and effects on welfare 

Trade liberalization, undertaken in the years 1990, positively influenced the allocation 

of resources in the Brazilian economy. This relocation has tended to shift productive 

resources toward national comparative advantages5

),....,,( 21 nzzzz =

. Producing more goods that use 

intensively abundant production factors in the economy and, at the same time, reducing the 

production of good intensive in scarce factors of production, will have lower production costs 

and greater efficiency in the allocation of resources. The strength of competition will shift the 

productive resources available to produce additional quantities of goods in which the country 

has comparative advantages. Once again, the final result will be increased levels of product 

and social welfare.  

Given the theoretical discussion of the effects of trade on social well-being, it is 

important to the construction of how to make this measurement, which will start from the 

work of Kemp (1962). As shown by Kemp, in free trade, it can be produced the same as that 

produced in the autarky, but at lower costs. Defining the notations, the following vectors are 

established:  consumption vector ; production vector  )...,( 21 nzzzz = ;    

vector of prices of internal goods )...,( 21 npppp = ; input vector, )...,( 21 saaaa = ; price vector 

of inputs, )...,( 21 swwww = . 

The variables in the autarky are indicated by superscript 0, while the variables under 

free trade are specified by the superscript. In the autarky, that is, in the absence of foreign 

trade: 

                                                                000 =− zz                                                             (1) 

5 In this respect see Soares (2000 and 2002) 
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Below free trade equilibrium, it is only necessary that the value of imports equals to 

the value of exports or, in other words, that the amount consumed should be equal to the 

amount produced: 

                         0)''(' =−zzp                                                                             (2) 

Then, under the traditional assumptions of perfect competition and free trade, get: 

0)'()'(' =−−− aawzzp                                              (3) 

From the above equation, given the conditions, production level shall be determined at 

the point of production of free trade )';'( az . In this way, awzp '' − , will have a maximum at 

)';'( az .  Explaining this relationship, at free trade prices the amount of goods and inputs that 

maximize the difference between the value of production and production costs is that 

determined by free trade competitive quantity being this result superior to the other product 

combinations and input, including and particularly superior to combinations of autarchy, as 

mentioned by Kemp. Establishing this conclusion: 
00 '''''' awzpawzp −≥−                                             (4) 

Replacing (1) and (2) to (4), it is obtained, the equation that compares the consumption 

in free trade and consumption in the autarky: 

                                                        00 '''''' awzpawzp −≥−                                              (5)  

 

It is then laid down that at least the same standard of autarky consumption would be 

allowed in a free trade situation. Thus, we can conclude that from free trade Pareto 

improvement would be obtained, where the same previous level of production of the 

municipality can be produced in free trade with lower costs of production, positively 

impacting the consumption pattern of the society. Another benefit brought by trade is the 

increased levels of competition, which by combating domestic productive sectors 

characterized by concentrated market structures, would bring gains both locative and 

productive efficiency. 

The productive inefficiency occurs due to suboptimal production on the part of firms 

and low incentives for reducing costs or increasing productivity or quality. The locative 

inefficiency, in turn, stems from the ability of the firm protected in fixing prices above those 

that would be obtained in a scenario of greater competition, reason that results in 

extraordinary profit from market power.  

With the reduction of trade barriers the inefficiencies can be reversed or at least 

mitigated. The increase in import raises the contestability of the market. The result of the 
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higher levels of competition is the reduction of the power of monopoly, at least of the sectors 

of producers of tradable goods and the reduction of locative inefficiencies. Similarly, the 

increased competition forces firms installed to reduce costs and increase quality levels.  

Thus we will also have a reduction of productive inefficiencies.  

It is clear, then, that the reduction of trade barriers makes possible a reduction of 

distortions in the economy, a fact that reduces the losses of both producers and consumers. 

The result is the improvement in locative and productive efficiency. Especially with respect to 

locative efficiency, the central object of this article, given the ability to acquire more goods at 

lower prices, will have an increase in consumer surplus with a positive impact on the levels of 

social welfare. This argument is the traditional way to show how the gains from trade can 

cause elevations of well-being. In the present paper we elaborate an alternative way, based on 

Kenen (1998), to measure the gains of well-being. 

Based on Kenen, who in turn used the work of Johnson (1960), the following measure 

was drafted for the changes in welfare levels arising from changes in the level of protection, 

in particular of changes in the value of the import tariff6: 

)*(
2
1 000 tPMW ×××−=  (6) 

where W is the welfare function, M is the quantum, t  is the ad-valorem import and  P* 

external prices, considered constants. In addition, the variables denoted by the superscript 

zero identify the situation prior to trade liberalization7

With the commercial reform 

, while the variables marked by 

superscript line designates the situation after the liberalization. 

'0 tt → and '0 MM → , such that: 

)'*'(
2
1' tPMW ×××−=  (7) 

By deducting the equation (6) from the equation (7):  

)'()'(*
2
1' 000 ttMMPWWdW −×−××−=−=  (8) 

Simplifying the equation (8), will have the variation in levels of well-being resulting 

from trade liberalization:  

6 It is a small open economy, which, therefore, does not affect the terms of international trade. 
7 Not necessarily at the time prior to the process of trade liberalization the economy was autarkic, but, just, with 
a low degree of openness.  
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              dtdMP
2
1dW ×××−= *  (9) 

Analyzing the signals of equation (9), it could be noted that trade liberalization results 

in a reduction of import tax ad valorem, that is, '0 tt > .  In addition, as a result of trade 

liberalization, it is expected an increase in the quantum imported because of decreasing level 

of protection, which implies the condition below: 

                           '0 tt →     such that '0 tt > and 0dtdM <  (10) 

As a result of the condition (10), '0 MM < . The changes in the rate of import and in 

quantum imported translate in both conditions below:  

0' 0 <−= ttdt  (11) 

0' 0 >−= MMdM  (12) 

Making use of conditions (11) and (12) in equation (9), the qualitative effect of trade 

liberalization on the levels of social welfare will be obtained:  

                            0* >×××−= dtdMP
2
1dW  (13) 

In this way, are determined, qualitatively, the gains associated with increased levels of 

social welfare from a larger volume of imports as a result of a process of opening of foreign 

trade. Despite the existing restrictions, the construction of this measure provides us with 

important subsidies to determine some effects of trade liberalization on the Brazilian 

economy, which will be made quantitatively in the next section. It does not measure the total 

variation in the levels of well-being, but qualifies the opening, indicating whether the effects 

were positive or not.  

Extending the analysis concerning the construction of the measurement models of 

welfare, Feenstra (1995) proposes a model with the following measure of determining the 

effects of trade policies on levels of social welfare: 

       ∑ ∑ +−−+−=
i i

iiiiiiii dpCdqDYdCppdB *])[(*)(  

                           ∑ ∑ −+−+
i i

iiiiiiiyii dYyqdyny )]([])([ φφφ                                                   (14) 

(

1

4

) 

The first term on the right hand side of the equation represents how trade policy is 

impacting the volume of imports and consequently the levels of welfare; the second term is 

the effect on the terms of trade, both on exports ( ii DY − ) as on imports; the third reflects the 
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potential growth in levels of welfare due to intensification of economies of scale; and, the last 

term, demonstrates the change in corporate earnings caused by changes in the products. 

Simplifying the above equation, it will be disregarded, the effects on levels of welfare 

from changes in domestic product and profit. Only the effects of trade policies on the import 

volume and the terms of trade will be kept. Such simplification, taking into account the 

application of a tariff ad valorem (τ ) on a single commodity, assuming that the prices of 

other goods are kept constant, has as a result8

          

: 

τττ d
*dpC

d
dC*)pp(

d
dB

−−=  (15) 

where C represents the volume of imports and p and p* are domestic and international prices 

of the goods in question considering scalars.  

Taking 0p as the initial price level, the free trade price, the above equation will be 

integrated to tariff levels between 0 and t moments. So, it is retrieved from the expression for 

the change in levels of welfare resulting from the imposition of an ad valorem tariff on 

imports9

∫∫ −−=∆
tt

d
d

dpCd
d
dCppB

00

**)( τ
τ

τ
τ

: 

 (16a)   

∫ −+−=∆
t

Cppd
d
dCppB

0

00 *)()( τ
τ

 

  

(16b)   

Once again simplifying theoretical model proposed by Feenstra, assuming now that 

trade policy influences only the amount imported, and assuming a linear demand curve, the 

variation in levels of welfare can be written as follows:  

                                                     ))(( 100 CCpp
2
1B −−=∆     (17) 

where C1 are imports at domestic prices, t)1pp += (*  

Still according to Feenstra (1995), the measurement of welfare cost of protectionism 

requires changes in imports estimation resulting from tariffs, as well as the domestic price 

change of the imported goods. Considering the international price constant, as usual, then the 

change in the domestic price is exactly the tariff rate. According to Hufbauer and Elliott 

8 The subscripts were eliminated. 
9 Obviously this article reverses the Feenstra analysis to consider, rather than the introduction of protectionism, a 
reduction in the degree of protection.  
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(1994), another mechanism of welfare can be obtained to indicate the effects of trade 

liberalization. 

Bringing together the proposed measure by Feenstra to Kenen, and even considering 

the possibility of its use in evaluation of foreign trade policies cited by Hufbauer and Elliott, 

you can get another welfare measure to indicate the effects of trade liberalization on the 

Brazilian economy:  

dtdM*P
2
1dW ×××−=   (18) 

or, simply,  

dtdM
2
1dW ××−=  (19) 

where M refers to the value of imports. 

 

The expression for the total variation in levels of welfare resulting from changes in the 

tariff levels is presented below:  

])dtdM([
2
1dW

n

1t
tt

n

1t
t ∑∑

==

×−=   where t = 1.2, ..., n 

  

(20) 

This measure will determine how the changes in the imported value, arising from 

changes in nominal tariff rates, impacted the levels of welfare10

 

. 

4. The impacts of Brazilian trade liberalization on the levels of welfare 

Built to measure the variation in levels of social welfare, seen in equations 19 and 20, 

will seek to determine the behavior of this variable for the Brazilian economy in the period 

following trade liberalization. In other words, we try to determine whether after the opening 

of the country to trade flows, there has been an increase in social welfare, as provided for in 

the theory. The period used to perform the test, presented in tables 1 and 2, covers the years 

from 1986 to 1997.  

 

 

10 Since the measure was based on legal procedures, it does not consider the effects of non-tariff barriers and the 
special import regimes, leading, respectively, overestimation and underestimation of the welfare gains that can 
somehow be compensated. 
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Table 1: Variations in levels of welfare: base year = 1986 (1986 – 1997)                                                                                                 
(US $ million) 

  1986 1987/1986 1988/1986 1989/1986 1990/1986 1991/1986 
DW - 1.51 28.89 333.30 631.92 909.61 
DM 14,044 1,007 561 4,219 6,617 6,997 
Dt 0.513 -0.003 -0.103 -0.158 -0.191 -0.260 

  
  1992/1986 1993/1986 1994/1986 1995/1986 1996/1986 1997/1986 

DW 992.78 1,950 .89 3,550 .03 6,952 .07 7, 674.74 9,318 .69 
DM 6,510 11,212 19,035 35, 928 39, 257 47, 303 
Dt -0.305 -0.348 -0.373 -0.387 -0.391 -0.394 

 Source: Prepared by the authors from data of the Foreign Trade Department of the Ministry of development, industry and 
foreign trade in Azevedo, André Philip z. and Marcelo S. Portugal. 1998. Brazilian trade liberalization and demand instability 
of imports. New economy 8: 37-63 and World Development Indicators.1998. Washington: World Bank. 
Note: dW is the variation in levels of welfare; dM is the variation in the amount imported; and dt is the variation in the degree 
of nominal protection.  
  Based on Table 1, it could be noted that in the second half of the 1980s and principally 

during the 1990s, as nominal tariffs were being reduced as a result of commercial reform, 

there was continuous welfare gain for the year of 1986. By calculating the gains accumulated 

in the series (dW), is obtained an amount of $ 32,344 billion, and only for the period after the 

liberalization, that is, from 1991, the amount was $ 31,348 billion. 

In table 2, it is measured the variations in levels of welfare with the base year as 1991. 

After the presentation of the data, the interpretation is done in two periods: the period prior to 

trade liberalization (1986-1990) and the period following trade liberalization (1992-1997).  

Table 2: Variations in the levels of welfare: year base = 1991 (1986-1997) 
 (US $ million) 

  1991/1986      1987/1991 1988/1991 1989/1991 1990/1991 1991 
DW 909.61 769.72 505.23 141.68 13.11 - 
DM 6, 997 5,990 6,436 2,778 380 21, 041 
Dt -0.26 -0.257 -0.157 -0.102 -0.069 25.3 

  
  1991/1992 1993/1991 1994/1991 1995/1991 1996/1991 1997/1991 

DW -10.96 185.46 680.15 1,837 .12 2,113 .03 2, 700.50 
DM -487 4,215 12, 038 28, 931 32, 260 40, 306 
Dt -0.045 -0.088 -0.113 -0.127 -0.131 -0.134 

 Source: Prepared by the authors from data of the Foreign Trade Department of the Ministry of development, industry and 
foreign trade in Azevedo, André Philip z. and Marcelo S. Portugal 1998. trade liberalization and instability of demand for 
imports. New economy 8: 37-63 and World Development Indicators.1998. Washington: World Bank. 
Note: dW is the variation in levels of welfare; dM is the variation in the amount imported; and dt is the variation in the degree 
of nominal protection.  
  For the period prior to the open trade, it can be observed that the year 1991 showed 

gains in welfare in relation to others. As tariff barriers were reduced, over the Decade, these 

gains, of the year 1991, in relation to the others showed a declining trend. In other words, as 

tariff barriers were reduced over the years 1980, less were the 1991 health gains compared to 
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other years, or, with similar reasoning, the smaller the trade barriers, the greater were the 

welfare gains.  

It is important to stress that, even prior to the open trade developed in Collor´s 

Government, liberalizing measures had already been adopted. In 1988, still in Sarney´s 

Government, according to Pinheiro and Almeida (1994) and Soares (2000 and 2002), the 

Customs Policy Committee (CPC) embarked on commercial reform whose main objective 

was to eliminate the tariff redundancy. It resulted in a small reduction of the basic import 

tariff, as well as in the Elimination of some non-tariff barriers and special import 

arrangements.  

In the period following trade liberalization, could perceive a welfare gain of the ears of 

the series of 1991, except of the year 199211 [12].   This brings an important evidence of the 

impact of trade liberalization on the Brazilian economy, because, as were legal tariffs being 

reduced, occurred, according to the measure proposed in this article, a growing increases in 

levels of welfare.  

Again, evaluating the accumulated variations (dW), we have that in the years leading 

up to the trade liberalization there was loss of welfare in relation to the year of 1991 in the 

amount of $ 2.3 billion. The opposite occurred for the years after 1991. When the commercial 

reform began, exactly in 1991, produced a cumulative gain of US $ 7.5 billion.  

Considering the data obtained from the proposed model, it could be said that, despite 

of the fact that this measure does not capture all the factors relating to commercial policy12

  

, it 

represents a reasonable proxy of welfare improvements associated to consumption 

opportunities and  locative efficiency. The data presented pointed to a positive results of trade 

liberalization on the economy as can be observed in table 3. 

Table 3: Relative variation in levels of welfare -gross domestic product: Base year = 
1986 (1991-1997) (%)                                                                                                                                                              

1991 1992 1993 1994 1995 1996 1997 
dW/GDP 0.25 0.25 0.45 0.63 0.97 1.03 1.16 

 Source: Elaborated by the authors. 
 The results presented in table 3 corroborates to the thesis of welfare after trade 

liberalization. According to the calculations performed based on the year 1986,it is 

perceivable that the gains in the early years of trade liberalization (1991 and 1992) in relation 

to the base year were of the order of 0.25% of the Brazilian GDP; for the years 1993 and 1994 

11 In that year there were product contraction, which caused compression of imports and negative impacts on the 
levels of well-being. 
 
12 Economies of scale and product differentiation, for example. 
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were, respectively, 0.63 and 0.45% of GDP; and for the remaining years, 1995, 1996 and 

1997, respectively, 0.97 and 1.03, 1.16% of GDP. 

4. Final considerations 
The purpose of this article was to analyze the impacts of trade liberalization on the 

Brazilian economy. Particularly, tried to assess whether the increased openness to foreign 

trade resulted in improvements of social welfare. 

Within the scope of the article, first stood out, theoretically, the static and dynamic 

gains from trade liberalization process. In static terms, discussed the gains related to improved 

locative and productive efficiency, economies of scale, the large and more diversified 

opportunities of consumption and on the reduction of rent-seeking. In terms of dynamic gains, 

analyzed the technical progress induced by the best production techniques and by the 

replacement of production inputs and capital goods, as well as that obtained with a large 

volume of imports of goods and services with a high embedded technology. 

 A model of variation in levels of welfare from Johnson (1960), Kemp (1962), 

Feenstra (1995) and Kenen (1998) was built. Basically the model measures the variations in 

levels of welfare from the variations in the legal fare rate and the volume of imports.  

The application of the model pointed to a significant welfare gains in the Brazilian 

economy in the second half of the 1980s and principally during the 1990s, as nominal tariffs 

were being reduced as a result of the trade reform.  The period following trade liberalization 

showed a gain of welfare in each year of the series, when compared with the year 1991, 

except the year 1992. In conclusion, it can be affirmed that, although the model does not 

capture all aspects of trade policy, it indicates the occurrence of improvements in levels of 

welfare offered by increased exposure of the Brazilian economy to foreign trade. 
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