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This paper compares the different impacts of international trade policies and tariff systems on the 
economic performance of the developed and the developing economies in terms of financial/macroeconomic.

lysis of key economic indicators utilizing a balanced panel data set of 50 countries (25 developed and 
25 developing) in the years 2004 to 2024 examines how essential instruments of trade policy; tariffs, 
exchange rates and trade openness affect them. The analysis examines the effect of significant tools of trade 
policy namely tariffs, exchange rates, and openness to trade on trade. The research utilizes the different panel 
regression models which consider the major macroeconomic variables which include in
rate, population growth, and the real interest rate. The empirical evidence shows that the effects of trade 
policies are very heterogeneous depending on the level of economic development. Trade intensity has been 
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policy are not homogenous and highly dependent on the situation, and hence, homogenized trade policies 
might not be the best. The results offer useful suggestions to policy makers in the designs of trade and 
macroeconomic policies that are favorable to sustainable growth and monetary stability. 
Keywords: International Trade Policies, Tariff Barriers, Economic Growth, Trade Balance, Developed and 
Developing Economies 
 
1. Introduction: The policies of international 
trade and tariff regimes are Bayesian all the way 
concerning the change of economic directions of 
nation states. In an increasingly globalised 
environment, each country is constantly tweaking 
its environments traded to maintain the stability of 
its domestic economy in a way which remains 
competitive on the global stage. The use of trade 
policy instruments, including tariffs, exchange 
rates, and trade levels of trade transparency, 
provide a lever to the main macroeconomic and 
financial variables, including the GDP growth, 
balance of trade, national income and foreign 
direct investment (FDI). To determine the success 
of trade policy reforms, in particular in emerging 
economies, a good understanding of such 
relationships is essential. In the economic 
dynamics perspective, the instruments of trade 
policy not only have immediate impact on 
production, but are also influenced in capital flows 
and the behaviour of investments, and more 
broadly on the economy in the wider perspective. 
Although tariffs can offer short run protection to 
the domestic industries, in other instances, they 
can lead to market distortions, an increase in the 
cost of inputs and lack ineffective long term 
efficiency. Exchange-rate fluctuations play a 
major role in determining the export 
competitiveness, import demand, external account 
balance and trade performance as a whole. 
Likewise, trade openness is a measure of the 
extent to which a country is integrated into the 
global economy and, accordingly, is often linked 

to higher levels of competition, technology 
diffusion, and more inflowing of FDI. 

At the same time, macroeconomic variables such 
as inflation, levels of employment, population 
growth and real interest rates are closely linked 
with the measures of trade policy, and together 
determine economic growth, national income and 
financial stability. Despite the extensive literature 
on international trade and economic growth, much 
of the latest research focuses on single country 
analyses or individual indicators of economic 
growth or even the trade balance. Limited 
attention has been paid to a comparative macro 
level examination of simultaneous influences of 
tariffs, exchange rate fluctuations and trade 
openness on a much broader range of economic 
performance indicators in both developed and 
developing economies. This gap is of particular 
importance when considering the differences in 
the structure of these groups of countries in terms 
of institutional capacity, financial market 
development and industrial makeup as this may 
result in different responses to similar trade 
policies. These considerations yield the following 
important questions: 

1. How do tariffs affect economic growth, trade 
balance, national income and foreign direct 
investment (in developed economies and 
developing economies)?   

2. What is the effect of fluctuations in the 
exchange rates on these indicators of economic 
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performances between varied stages of 
development?   

3. What impact does the trade openness have on 
the economic growth, balance of trade, national 
income? 

Investing in developed and developing 
economies? 

4. What are the effects of macroeconomic factors 
like inflation, employment rates, and population? 

On these outcomes have growth and real interest 
rates an effect? 

The economies of developed countries are 
characterized by stable financial systems, 
diversification of industrial backgrounds and 

Higher involvement into the global economy and 
developing ones are likely to possess. Poor capital 
availability, less institutional frameworks and 
increased constraints contact with external shocks. 
Such disparities create more problems regarding 
whether the similarity in various trade policy tools 
yield different economic results among what 
lessons to be learned out of various differences 
these groups are. In particular, this leads to a final 
guiding question: 

What are the lessons that can be learnt from a 
comparative analysis of trade policies and tariff 
structures to make recommendations to policies 
that would support sustainable economic growth 
and financial stability in both developed and 
developing economies? 

Against this backdrop, the present study makes a 
comparative analysis within the impact of 
international trade policies and tariff structures on 
the performance of the economy from a financial 
perspective. Using panel data of 50 countries (25 

developed; and 25 developing), and using 2004-
2024, the research uses econometric models to 
measure the effect of key variables related to trade 
policy, such as tariffs, exchange rates, trade 
openness, etc., on GDP growth, trade balance, 
national income, and FDI. In order to take into 
account wider economic conditions control 
variables such as inflation, employment rates, 
population growth and real interest rates are taken 
into account. By estimating separate regression 
equations for each dependent variable, the study 
offers a complete insight into the interacting 
relationship of trade policies, tariff and macro-
economic dynamics on varying levels of 
development towards an evidence-based policy 
formulation. 

2. Literature Review: 

2.1 Trade Policies, Tariffs and General 
Economic Perfection 

A good body of empirical work highlights the 
importance of international trade policies and the 
effects of tariff regimes in smoothing the 
performance of the national macro. In 
heterogeneous countries (Epifani, P. 2003). Trade 
policy tools have an impact on growth, balance of 
trade, national income, foreign direct investment 
through changes in production incentives of 
growth, competitive characteristic and economic 
security (Nicoletti et al., 2025). The cross-country 
panel studies indicate that changes in tariffs can be 
distinguished in terms of their impact on the 
movements of trade and competitiveness; they are 
usually higher in developing and emerging 
economies as compared to similar high 
economies. Tariffs have the ability to disrupt 
global supply chains and raise importation costs, 
reducing quantity of trade, to the disadvantage of 
economy. Large scale examination of trade 
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conflict shows a correlation between the escalation 
in tariffs and fall in the global trade volume and 
GDP growth especially for those economies which 
are highly dependent on trade (Polachek, S. W. 
1980). Altogether, these results highlight the fact 
that direct and indirect macroeconomic effect is 
associated with the presence of trade policies but 
the increase and extent of these effects is 
conditional on the conditions of nation stages of 
development. 

2.2 Tariffs and Economic Growth (GDP): 

The nexus between tariffs and the growth of gross 
domestic product has received a lot of scholarly 
attention in which empirical data has given 
asymmetrical results.A vast amount of literature 
shows that high tariff rates depress economic 
growth by increasing manufacturing costs, 
reducing productivity and disrupting global value 
chains (Criscuolo, C., & Timmis, J. 2017). 
Macroeconomic simulations and panel regressions 
used by Fedea (2025) show that ongoing tariff 
increases lead to substantial losses in GDP growth 
in both advanced and emerging economies. 
Studies on trade disputes further support that the 
application of tariffs by major economies is 
responsible for producing some adverse effects on 
the trajectory of economic growth for trading 
partners in the form of increasing uncertainty and 
declining export performance (Singh, T. 2010). 
Conversely, cross-country studies have found that 
there are short-term gains stemming from 
protective tariffs in developing economies as they 
have been able to import substitution and assist 
domestic industry and industry (Krueger, A. O. 
1984). These divergent findings highlight the 
complex and development-dependent effect of 
tariffs on national economic growth. 

2.3 Tariffs and Trade Balance: 

The tariffs and trade balance is a relationship that 
has been extensively studied in the literature 
(Auboin, M., & Ruta, M. 2011). Khoki (2020) 
shows that trade balances are not only influenced 
by the tariff levels but also by an array of macro- 
economic and structural variables. While tariff 
hikes might initially have negative effects on 
imports, these are often compensated by falling 
exports, counter-measures and currency changes 
(Takagi, S. 1988). Empirical investigations into 
the effect of bilateral trade disputes, notably the 
dispute between the United States and China, 
indicates that tariff policies change trade patterns 
and volumes significantly but do not necessarily 
affect trade balances in the long run in a positive 
manner. Likewise, the Federal Reserve Bank of 
San Francisco - 2025 indicates that tariff shocks, 
along with exchange rate shocks, affect trade 
accounts, and also emphasizes the need to put 
tariff impacts in a more general macro-economic 
context (Khan, M. M. S., Montiel, M. P., & 
Aghevli, B. B. (1991). 

2.4 Exchange Rate Dynamics Economic 
Performance: 

Exchange rate movements have generally been 
seen as key determinants of trade competitiveness, 
economic growth and financial stability 
(McKinnon, R. I., 1988). Empirical studies have 
indicated that export can be enhanced by 
devaluation of the exchange rate competitiveness, 
however, when the exchange rate is excessively 
volatile it may cause inflation and discourage 
investment. Quantitative analyses also show the 
positive correlation between the exchange rate 
stability and economic growth and foreign direct 
investment especially in developing economies 
where the currency fluctuation rate is high (Makki, 
S. S., & Somwaru, A. 2004). There is also a 
indication in studies that indicate the interaction 
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between setting exchange rate policies and tariffs 
in affecting trade outcomes and stabilizing the 
trade policy instruments dependence. 

2.5 Trade Openness and Economic Development: 
The openness to trade has been generally accepted 
as a major contributor to economic growth and 
productivity. Experience in the developed 
economies demonstrates that greater openness 
enhances efficiency and productivity through 
access to bigger markets and improved 
technology. Comparable investigations in 
developing economies also finds that trade 
openness have a positive impact on GDP growth 
and export performance though to different 
degrees (Edwards, S. 1993). Nonetheless, some 
research raises the concern that, without an 
adequate level of institutional capacity and macro-
economic stability, the rise in openness will 
expose developing economies to external shocks 
and volatility in growth consequences . (Prasad, E. 
S., Rogoff, K., Wei, S. J., & Kose, M. A. 2007). 
Also, the benefits of trade openness seem to be 
conditionally universal. 

2.6 Trade Policies and Foreign Direct 
Investment: 

Foreign direct investment is an important channel 
through which trade policies influence the 
outcome of national economies (Makki, S. S., & 
Somwaru, A. 2004). Empirical studies show 
consistently a positive relationship between liberal 
trade regime and stable macro-economic 
environment on the one hand and higher FDI 
inflows on the other hand. Quantitative evidence 
implies that trade openness has statistically 
significant positive impact on FDI while high 
tariffs depress foreign investments by increasing 
uncertainty and by limiting the process of market 
integration. (Liargovas, P. G., & Skandalis, K. S. 

2012) Analysis of regional trade integration 
agencies show that trade policies may not be as 
central in shaping investment patterns and 
economic stability as compared to other factors 
(Grimwade, N. 2020). 

2.7 Contribution of Macroeconomic Factors: 

Macroeconomic variables such as inflation rates, 
levels of employment, population growth, and real 
interest rates play substantive roles in the 
dynamics of the economy and are needed in 
reducing the consequences of trade policies. 
According to empirical evidence, moderate levels 
of inflation may boost growth, whereas inflation at 
very high levels will impede growth and lower 
investment (Paul, S., Kearney, C., & Chowdhury, 
K., 1997). Employment rates have a positive 
correlation with GDP growth and national income 
reflecting labour market efficiency. Population 
growth has conflicting effects on productivity and 
capital accumulation, and real interest rates affect 
investment decision and capital flows (Griffin, K. 
1978). These studies add to the value of 
considering macroeconomic control variables in 
empirical trade models. 

2.8 Comparative Evidence: Developed Vs 
Developing Economies: 

Comparative scholarship is increasingly showing 
that the impact of trade policies is different for 
developed and developing economies. The 
emerging economies are particularly vulnerable to 
tariff shocks, factors which have been associated 
with export-centric growth structures and low 
policy buffers. Further studies on trade 
arrangements and use of retaliatory tariffs indicate 
that developing economies bear greater 
proportional costs in GDP losses in response to 
external trade shocks than the developed 
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economies, where industrial diversification and 
stable financial arrangements are more resilience 
in dealing with external shocks. These 
observations support the claims that the outcomes 
of the trade policy are asymmetrical at different 
stages of the economy's development. 

2.9 Research Gap: 

Despite extensive literature providing a link 
between trade policies and economic performance, 
large gaps still exist. Primary research has mainly 
focused on isolated economic indicators, such as 
growth rates or trade balances, as opposed to 
analysing different dimensions of the 
performance, such as national income and foreign 
direct investment, at the same time. Systematic 
comparative studies between developed and 
developing economies are still lacking, especially 
from a financial perspective. Moreover, a few 
studies bring together several instruments of trade 
policies (i.e. tariffs, exchange rates and trade 
openness) in a unique econometric context, while 
controlling for the major determinants of 
macroeconomic performance. Accordingly, the 
purpose of this research is to fill these gaps by 
performing a comprehensive comparative analysis 
in a sample of 25 developed and 25 developing 
economies in terms of financial and 
macroeconomic implications of international trade 
policies and tariffs, using multi equation panel 
regression models. 

3. RESEARCH METHODOLOGY 

3.1 Research Design:   

The present investigation adopts a quantitative, 
explanatory and comparative research design in 
order to study the impact of the international trade 
policies and the tariff structures on the economic 
performance of developed and developing 

economies. Panel data econometric techniques are 
used to analyse the relation of trade policy 
variable with both macroeconomic and financial 
indicators over a period of time. A comparative 
framework is utilised, however, to establish the 
differences in the magnitude and direction of 
effects between 2 sets of economies. 

3.2 Sample Selecting and Scope of Study:   

The study is based upon a balanced panel of 50 
countries with equal representation of 25 
developing economies and 25 developed 
economies. The countries are ranked on 
internationally recognised criteria that are 
promulgated by, among others, the World Bank 
and the International Monetary Fund (IMF). The 
period of analysis is the past years 2004-2024, but 
this is determined by the availability of data and 
therefore it is possible to capture the long-term 
tendencies, policy shifts and structural 
transformation in the international trade and 
economic performance. 

3.3 Data Sources:   

Secondary data collected by using internationally 
recognised and dependable data repositories serve 
as a starting point to analysis to guarantee 
consistency and comparability through space and 
time. The main information sources are the 
following: World Bank, World Development 
indicators (WDI), International Monetary Fund 
(IMF), United World Trade, Nations Conference 
on Trade and Development (UNCTAD) The 
databases and statistical offices of the 
Organisation for and Organization (WTO) 
Economic Co-Operation and Development 
(OECD). These sources have consistent contents 
and similar data regarding the countries which are 
being examined during the specified time frame 
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The developed economies that were sampled are 
United States, United Kingdom, Canada, 
Germany, France, Italy, Spain, Netherlands, 
Belgium, Switzerland, Austria, Australia, Norway, 
Sweden, Finland, Iceland, Ireland, Greece, Japan, 
South Korea The following countries are 
considered to be (Republic of Korea), Singapore, 
Denmark, New Zealand, Israel, and Hong Kong. 
The developing economies that were found in the 
sample India, China, Indonesia, Vietnam, 
Thailand, Philippines, Bangladesh, Pakistan, Sri 
Lanka, Nepal, Qatar, Bahrain, Iran, Iraq, Brazil, 
Mexico, Peru, Cuba, Turkey, Ukraine, Russia, 
Serbia, United Arab Nigeria, Emirates, and South 
Africa. These nations were chosen so as to have a 
balanced representation of developed and 
developing economic systems in the various 
regions of the world, which allows a comparative 
evaluation of the effect of international trade 
policies and tariff policies on the economy. 

3.4 Variables and Measurement:  

Dependent Variables: Measures of economic 
performance include the following 4 dependent 
variables:   

 Economic Growth - Annual percentage 
growth in GDP.   

 Trade Balance - Net exports as a 
percentage of GDP.   

 National Income Level - Gross National 
Income (GNI) per capita.   

 Foreign Direct Investment (FDI) - Net 
flows of FDI as a percentage of GDP. 

Independent Variables: The key indicators of 
trade policy used in the analysis include the 
following:   

 Tariff rate 

 Exchange Rate - Real Effective Exchange 
Rate (REER).   

 Trade Openness - Total Trade (exports + 
imports) to GDP ratio. 

Control Variables: In order to isolate the effects of 
trade policies to economic performance the 
following macroeconomic controls are included:   

 Inflation - Yearly percentage change in the 
Consumer Price Index (CPI).   

 Employment Rate - Percentage of labour 
force that is employed (or one less the 
unemployment rate)   

 Population Growth - Percentage increase 
in population per annum   

 Real Interest Rate - Nominal interest rate 
after minus inflation. 

3.5 Econometric Model Specifications:   

Panel regression models are calculated for each of 
the dependent variables to quantify the impact of 
trade policies. 

General Model:  

Yit =  α + β1 Tariffit + β2 Exchange Rateit + β3 
Trade Opennessit + β4 Inflationit + β5 
Employment Rateit + β6 Population Growthit + β7 
Real Interest Rateit + μi + λt + εit 

Where: 

Yit = Dependent variable (Economic Growth / 
Trade Balance / National Income / FDI) for 
country i at time t 

α = Constant term 

Tariffit = Tariff rate 

Exchange Rateit = Exchange rate 
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Trade Opennessit = Trade openness 

Inflationit = Inflation rate 

Employment Rateit = Employment rate 

Population Growthit = Population growth 

Real Interest Rateit = Real interest rate 

μi = Country-specific effect 

λt = Time-specific effect 

εit = Error term 

Specific Models: 

Economic Models (GDP) Models 

GDPit= α+β1Tariffit+γControlsit+εit 

GDPit= α+β2Exchange Rateit+γControlsit
+εit 

GDPit= α+β3Trade Opennessit+γControlsit
+εit 

Trade Balance Models: 

TBit= α+β1Tariffit+γControlsit+εit 

TBit= α+β2Exchange Rateit+γControlsit+εit 

TBit= α+β3Trade Opennessit+γControlsit+εit 

National Income Models (GNI) 

GNIit= α+β1Tariffit+γControlsit+εit 

GNIit= α+β2Exchange Rateit+γControlsit+εit 

GNIit= α+β3Trade Opennessit+γControlsit+εit 

Foreign Direct Investment (FDI) Models 

FDIit= α+β1Tariffit+γControlsit+εit 

FDIit= α+β2Exchange Rateit+γControlsit+εit 

FDIit= α+β3Trade Opennessit+γControlsit+εit 

Definitions of Terms: 

i = country 

t = time period 

α = constant term 

β1, β2, β3 = coefficients of trade policy variables 

Controlsit = inflation, employment rate, 
population growth, real interest rate 

εit = error term 

3.6. Estimation Techniques 

To ensure robustness and accuracy, the study 
employs the following econometric techniques: 

 Descriptive Statistics – to summarise the 
characteristics of the data. 

 Correlation Analysis – to examine 
relationships among variables. 

 Panel Regression Models – including 
Pooled Ordinary Least Squares (OLS) 

 Diagnostic Tests – for heteroskedasticity, 
autocorrelation, and multicollinearity. 

 Robust Standard Errors – to correct for 
potential econometric issues. 

Additionally, separate regressions are conducted 
for developed and developing countries to 
facilitate comparative analysis. 

REGRESSION EQUATIONS USED: 

Equation 1: Economic Growth = Tariff + Inflation 
+ Employment Rate + Population Growth +Real 
Interest Rate 
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Equation 2: Economic Growth = Exchange Rate + 
Inflation + Employment Rate + Population 
Growth + Real Interest Rate 

Equation 3: Economic Growth = Trade Openness 
+ Inflation + Employment Rate + Population 
Growth + Real Interest Rate 

Equation 4: Trade Balance = Tariff + Inflation + 
Employment Rate + Population Growth + Real 
Interest Rate 

Equation 5: Trade Balance = Exchange Rate + 
Inflation + Employment Rate + Population 
Growth + Real Interest Rate 

Equation 6: Trade Balance = Trade Openness + 
Inflation + Employment Rate + Population 
Growth + Real Interest Rate 

Equation 7: National Income Level = Tariff + 
Inflation + Employment Rate + Population 
Growth + Real Interest Rate 

Equation 8: National Income Level = Exchange 
Rate + Inflation + Employment Rate + Population 
Growth + Real Interest Rate 

Equation 9: National Income Level = Trade 
Openness + Inflation + Employment Rate + 
Population Growth + Real Interest Rate 

Equation 10: Foreign Direct Investment = Tariff + 
Inflation + Employment Rate + Population 
Growth + Real Interest Rate 

Equation 11: Foreign Direct Investment = 
Exchange Rate + Inflation + Employment Rate + 
Population Growth + Real Interest Rate 

Equation 12: Foreign Direct Investment = Trade 
Openness + Inflation + Employment Rate + 
Population Growth + Real Interest Rate 

3.7 Comparative Analysis 

The present study outlines the differential effect of 
international trade policies by separating the entire 
sample as two strata based on the level of 
economic development. A separate regression 
specification is then calibrated for each subsample 
and estimated coefficients are examined for both 
magnitude and sign. This methodological 
organization is conducive to identifying the 
possible changes in the operative mechanism of 
the trade policy instruments at the various levels 
of development and to assessing at the same time 
the degree of heterogeneity present in policy's 
effects. 

4. RESULTS 

4.1 Descriptive Statistics: 

An initial analysis based on the descriptive 
statistics provides a basic description of the main 
economic and trade-related variables for both 
developed and developing economies. In the 
former group, the average GDP growth rate is 
about 2.04 percent which is suggestive of a mature 
economy. Simultaneously, on average trade 
openness has a value of 106.14 per cent, a sign of 
the wide integration into the global markets. The 
tariff rates of these economies are at low rates, 
averaging 2.01 per cent, and hence conform to the 
liberal trade regimes and developing economies 
have a higher average GDP growth of 4.36 per 
cent along with much higher average tariff rates of 
5.06 per cent and indicate an increased reliance on 
protective trade policies. There are differences in 
macroeconomic conditions between the two 
cohorts; inflation and real. In developed 
economies interest rate is usually relatively stable 
whereas there is an increase in the case of the 
developing economies level of volatility of these 
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variables in emerging economies, indicating an 
increased volatility level of macroeconomic 
uncertainty. These discernible and distinct 
differences at the level of important variables 
provides assistance to the application of a 
comparative analytical approach and context for 
the interpretation of the regression results. 

Table 1: DESCRIPTIVE STATISTICS 

 

Descriptive statistics reveal that there is a 
significant level of cross-country differences in 
indicators of economic performance and trade 
related in the entire sample.  

The real GDP growth is 3.16 percent that ranges 
between -28.8 to 53.4 percent and therefore, 
shows a marked heterogeneity on the results of 
growth, both in terms of national boundaries and 
also in terms of temporal intervals. The average 
percentage of GDP as a measure of degree of trade 
openness is 86 percent, but ranges between 0 and 
443 percent referring to varying degrees of 
integration to global trade networks. Average 
tariff rates are 3.56 percent, the maximum being 
422 percent, therefore indicating the coexistence 
of quite liberal trading regimes, as well as, high 
protectionist regimes. There is also large 

dispersion of external-sector indicators. Likewise, 
the exchange rate shows great variation with an 
average of 1,250 and a maximum of 42,000, 
showing fluctuation in currency value and 
exchange rate regimes. Macroeconomic indicators 
are another indicator of the heterogeneity within 
the sample. Inflation rates range from between -
12.3 percent and 72.3 percent, meaning this 
dataset is both common in deflationary 
environments as well as high inflationary 
environments. The actual interest rate ranges from 
-25.8 percent to 57.6 percent- representing 
significant differences in economic environment 
in monetary and financial situations across the 
countries. Concurrently, the average employment 
rate is 57.4 percent and the average population 
growth is 0.986 percent indicating divergences in 
labour market conditions and population 
dynamics. Collectively, these statistics highlight 
cross-country heterogeneity in economic structure, 
trade policy and macroeconomic stability and 
thereby provide a strong basis for examining the 
link with trade policy variables in determining key 
macroeconomic outcomes. 

4.2. Results of Empirical Models 
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Table 2 shows the result of the regression analysis 
that the exchange rate keeps positive and 
statistically significant existence of affecting 
economic growth (coefficient = 0.0334151, p - 
value = 0,0095), which recommends the existence 
of an association between an increase in the 
exchange rate and economic growth, after holding 
other covariates constant in Column V.  

Additionally, shows the regression results the 
positive and highly significant impact of trade 
openness on economic growth (the coefficient is 
equal to 0.00539855 and the p-value is equal to 
0.0012), which means that higher integration to 
the international trade is related to economic 
growth, keeping constant other factors in Column 
III whereas in Column VI, the regression analysis 
proves that the trade openness shows a positive 
and apiece highly significant impact on economic 
growth (coefficient = 0.00539855, p-value = 
0.0007), which means that more integration into 
international trade is coupled with higher 
economic growth when some other covariates are 
kept fixed. 

Table 2 shows the result of the regression analysis 
that the exchange rate keeps positive and 
statistically significant existence of affecting 
economic growth (coefficient = 0.0334151, p - 
value = 0,0095), which recommends the existence 
of an association between an increase in the 
exchange rate and economic growth, after holding 
other covariates constant in Column V.  

Additionally, shows the regression results the 
positive and highly significant impact of trade 
openness on economic growth (the coefficient is 

equal to 0.00539855 and the p-value is equal to 
0.0012), which means that higher integration to 
the international trade is related to economic 
growth, keeping constant other factors in Column 
III whereas in Column VI, the regression analysis 
proves that the trade openness shows a positive 
and apiece highly significant impact on economic 
growth (coefficient = 0.00539855, p-value = 
0.0007), which means that more integration into 
international trade is coupled with higher 
economic growth when some other covariates are 
kept fixed.  

Table 3: Impact of macroeconomic variables on 
trade balance: Developed Economies 

 

Table 3 shows that the regression analysis reflects 
that the trade openness shows positive and highly 
significant effect on the balance of trade 
(coefficient = 400968000, p < 0.0001) in Column 
VI. Thus, higher participation in international 
trade is linked to improvement in balance of trade, 
even after the other determinants of trade were 
taken into account.  

Table 4: Impact of macroeconomic variables on 
national income level: Developed Economies 



 
 
 
URAJ  (E-ISSN: 2584-2838)         https://unirajournal.com 
 

© Corresponding Author:  Ankit Akanksha, Nishtha Shrivastava, Karn Rawal, Harsh Gulati   12 

 

Table 4 shows the results of the regression 
analysis show the existence of a positive and 
significantly influence of the exchange rate on 
national income (coefficient = 0.0371032, p- value 
= 0.0533), which implies that an increase in the 
exchange rate is linked to a small increase in 
national income (in the presence of other 
variables) in Column V.  

Additionally, it shows the regression results 
indicate that the level of trade openness has a 
positive and statistically significant effect on 
national income (coefficient = 0.00837805, p 
value = 0.0166) in Column III and Column VI 
(coefficient = 0.00837805, p-value = 0.0031), i.e., 
the wider the integration of international trade, the 
higher the level of national income in the presence 
of other variables. 

Table 5: Impact of macroeconomic variables on 
foreign direct investment: Developed 
Economies 

 

Table 5 shows the regression analysis in which the 
value of the tariff variable is showing a positive 
coefficient (129581000) in Column I but this 
relationship does not reach statistical significance 
(p = 0.9828). As a result, differences in tariff 
levels would seem not to have any significant 
impact on foreign direct investment (FDI) when 
all other covariates are held constant. 

Additionally, this table shows that the exchange 
rate coefficient is negative and statistically 
significant (−579532000, p=0.0368) in Column V 
which implies that a positive relationship between 
exchange rates and FDI holds true where other 
variables remain constant.  

It shows the link between trade openness and FDI 
has been associated with a negative and 
statistically significant coefficient (−77688400, 
p=0.0240), implying that increased trade 
integration is accompanied by a decrease in FDI 
when the values of other variables are kept 
constant in Column VI. 

DEVELOPING COUNTRIES 
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Table 6: Impact of macroeconomic variables on 
economic growth: Developing Economies 

 

Table 6 shows the results of this regression 
analysis show that the exchange rate variable has a 
positive and statistically significant (0.000108649, 
p-value = 0.0180) coefficient, which shows that an 
increase in the exchange rate is associated with 
high economic growth when other factors are kept 
constant in Column V. 

Table 7: Impact of macroeconomic variables on 
Trade Balance: Developing Economies 

 

Table 7 shows the results of the regression show 
that the exchange rate has a negative and 
statistically significant effect on the balance of 

trade (coefficient = −1398940, p-value = 0.0357) 
that suggests the increase in the exchange rate 
results in the reduction of the balance of trade 
while keeping other factors constant in Column V. 

Additionally, it shows the outcome of the 
regression result that trade openness has a 
negative and statistically significant effect on the 
trading balance (coefficient = −152034000, p-
value = 0.0441) leading us to conclude that 
increased alignment in international trade is linked 
to a declining trade balance by holding other 
factors constant in Column VI. 

Table 8: Impact of macroeconomic variables on 
National Income Level: Developing Economies 

 

Table 8 shows the results of the regression 
analysis that the exchange rate has a positive and 
statistically significant effect on national income 
(b = 0.000137677, p = 0.0270) in Column II along 
with Column V and thus imply that an increase in 
the exchange rate is positively correlated with an 
increase in the national income, holding other 
variables constant. 

 



 
 
 
URAJ  (E-ISSN: 2584-2838)         https://unirajournal.com 
 

© Corresponding Author:  Ankit Akanksha, Nishtha Shrivastava, Karn Rawal, Harsh Gulati   14 

Table 9: Impact of macroeconomic variables on 
Foreign Direct Investment: Developing 
Economies 

 

Table 9 shows the regression results indicate that 
trade openness has a positive and statistically 
significant impact on foreign direct investment 
(FDI) (coefficient = 74813700, p-value = 0.0169), 
suggesting that greater integration into 
international trade is associated with higher FDI 
inflows, holding other factors constant in Column 
VI.  

5. DISCUSSION  

The empirical evidence found here suggests 
substantial heterogeneity between the developed 
and developing economies in which channels for 
macroeconomic and trade related variables 
determine economic outcome. In developed 
countries, most of the variables of trade policy, 
such as tariffs and exchange rates, have 
statistically insignificant impacts on economic 
growth and trade balance, national income and 
foreign direct investment. This observation 

suggests that in the context of advanced countries, 
there is less reliance on trade policy intervention 
and more on structural considerations such as 
technological development or institutional 
stability. On the opposite side of the coin, 
developing economies show stronger and 
statistically significant trade variable and 
macroeconomic indicator relationships. Tariffs 
and exchange rates and the level of openness to 
trade often have discernible influence on 
economic growth, on the balance of trade and on 
foreign direct investment, suggesting a more 
pronounced role for external sector dynamics in 
influencing performance in an economy. 
Furthermore, regular positive relationships 
between population growth and economic growth 
are found in developing countries, showing the 
contribution of the expanding labour market and 
domestic demand to economic activity.  

The proximity of robust and non-robust regression 
results also provides another point for the 
importance of estimation methodology in the 
interpretation of empirical relationships. In several 
cases, variables that were found to be significant 
in non-robust models are not significant when 
robust standard errors are used. This pattern is 
especially pronounced in the developed world 
where the observed effect of tariffs, exchange 
rates and other macroeconomic variables is 
diminished in strong estimations which would 
seem to suggest that previous results may have 
been distorted by heteroskedasticity. On the other 
hand, the importance of population growth, 
unemployment, exchange rates, and real interest 
rates remains relevant even when using robust 
estimation methods, which suggests a relatively 
stable impact on economic performance. All in all, 
these results have shed considerable light on the 
idea that developing countries are highly sensitive 



 
 
 
URAJ  (E-ISSN: 2584-2838)         https://unirajournal.com 
 

© Corresponding Author:  Ankit Akanksha, Nishtha Shrivastava, Karn Rawal, Harsh Gulati   15 

to changes in trade and macroeconomic policy and 
robust estimation approaches are essential for 
valid empirical analyses. 

6. CONCLUSION  

The present study has focused on analysing the 
comparative impacts on the economic 
performance of various factors, especially in terms 
of international trade policies and tariffs with 
regards to the financial perspective through the 
contrasting cases, which have been identified as 
the developed and developing countries. Panel 
data, both from 25 developed and 25 developing 
countries, have been used for the years between 
2004 and 2024 and various econometric models to 
study the impact of tariffs, exchange rates, and 
trade openness on various economic variables. 
The models took account of inflation rate, 
employment rate, population growth and real 
interest rates. The empirical evidence shows that 
the impacts of trade policies are not uniform and 
symmetric with respect to levels of economic 
development. In advanced economies statistically 
significant trade policy effects are normally not 
found for tariffs and exchange rates in regulating 
economic growth and foreign direct investment. 
Tariffs and the exchange rate do not play as 
significant a role in governing economic 
performance and foreign direct investment as 
other macroeconomic and financial issues such as 
the real interest rate and demographics. On the 
contrary, trade openness is shown to be an 
important factor affecting both economic growth 
and the balance of trade, highlighting the 
importance of integration, market efficiency, and 
institutional quality for developed nations. For 
developing nations, tariffs and other factors 
associated with trade policy have greater weight. 
Tariffs are shown to have a significant positive 
effect on both economic growth and trade balance, 

suggesting that tariffs can play a temporary 
supportive role. The dynamics of exchange rates 
are also found to be an important factor in 
determining the economic results of developing 
economies, which influence the economic growth, 
the balance of trade, and foreign direct 
investments. While economic growth arises due to 
the openness of trade, the contribution is modest 
because of the impediments that exist within the 
economy. The findings reveal the importance of 
macroeconomic stability in in-group determination 
irrespective of the group. There are also 
significant influences of inflation and real interest 
rates on the country’s GDP and FDI flows, 
particularly in developing nations. Population 
growth and employment rate can influence 
economic growth; however, the extent of 
influence varies among models and groups of 
countries. All these results indicate that trade 
policies should not be considered in isolation but 
should also take into account the larger economic 
and financial factors. In a comparative 
perspective, the paper concludes that in developed 
countries, the stability of the economy and 
monetary policy, together with trade openness, 
matters much than developing countries which 
depend heavily on the use of trade instruments and 
exchange rate policies. This disparity shows the 
importance of context-specific trade policies, 
instead of trade policies that fit everyone. This can 
be achieved through adopting a multi-dimensional 
approach that takes into consideration a range of 
performance measures simultaneously and through 
using the three key trade policies within one 
econometric model. This work attempts to address 
some of the limitations that were identified in 
earlier studies due to the fact that they have only 
been limited to one measure, one country, or one 
instrument of policy. Consequences of the policy 
are enormous. With regard to developed nations, a 
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policy aimed at promoting financial stability and 
facilitating international trade appears to work 
better than the imposition of tariffs. In the case of 
developing countries, a combination of strategies 
involving tariff policies, stability of exchange 
market participants, and macroeconomic policies 
would be needed not only to sustain economic 
growth but also to enhance foreign investment. 
Generally, the research indicates that international 
trade policies should be complemented by sound 
macroeconomic policies. However, apart from the 
contributions made, there are some limitations 
inherent within this research work; the limitation 
being the fact that only limited data was 
considered, there exists a possible endogenous 
relationship between policy decision on trade and 
economic performance, and the use of institutional 
and political factors was not included. Future 
studies could build upon this study by further 
refining the analysis conducted, employing 
dynamic panel data estimation technique and 
measures of institution quality and trade, 
providing more insights into the connection 
between trade policies and economic performance. 
Overall, this research provides ample empirical 
proof that the impact of international trade policies 
and tariffs is not uniform for both advanced and 
developing countries. Through illuminating the 
relationship between tools of trade policy and 
macroeconomic variables, this research not only 
enriches our understanding of global trade 
dynamics but also offers useful guidance for 
policymakers who aim to formulate relevant trade 
and finance policies in today’s interconnected 
world. 

References  

1) Auboin, M., & Ruta, M. (2011). The 

relationship between exchange rates and 

international trade: a review of economic 

literature. 

2) Criscuolo, C., & Timmis, J. (2017). The 

relationship between global value chains 

and productivity. International productivity 

moni-tor, 32, 61-83. 

3) Edwards, S. (1993). Openness, trade 

liberalization, and growth in developing 

countries. Journal of economic 

Literature, 31(3), 1358-1393. 

4) Epifani, P. (2003). Trade liberalization, 

firm performance, and labor market 

outcomes in the developing world: what 

can we learn from micro-level data? 

5) Grimwade, N. (2020). International trade: 

New patterns of trade, production and 

investment. Taylor & Francis. 

6) Khan, M. M. S., Montiel, M. P., & 

Aghevli, B. B. (1991). Exchange rate 

policy in developing countries: some 

analytical issues. International monetary 

fund. 

7) Krueger, A. O. (1984). Trade policies in 

developing countries. Handbook of 

international economics, 1, 519-569. 

8) Liargovas, P. G., & Skandalis, K. S. 

(2012). Foreign direct investment and trade 

openness: The case of developing 

economies. Social indicators 

research, 106(2), 323-331. 



 
 
 
URAJ  (E-ISSN: 2584-2838)         https://unirajournal.com 
 

© Corresponding Author:  Ankit Akanksha, Nishtha Shrivastava, Karn Rawal, Harsh Gulati   17 

9) Makki, S. S., & Somwaru, A. (2004). 

Impact of foreign direct investment and 

trade on economic growth: Evidence from 

developing countries. American journal of 

agricultural economics, 86(3), 795-801. 

10) Makki, S. S., & Somwaru, A. (2004). 

Impact of foreign direct investment and 

trade on economic growth: Evidence from 

developing countries. American journal of 

agricultural economics, 86(3), 795-801. 

11) McKinnon, R. I. (1988). Monetary and 

exchange rate policies for international 

financial stability: a proposal. Journal of 

Economic Perspectives, 2(1), 83-103. 

12) Nicoletti, G., Golub, S. S., Hajkova, D., 

Mirza, D., & Yoo, K. Y. (2003). Policies 

and international integration: influences on 

trade and foreign direct investment. 

13) Paul, S., Kearney, C., & Chowdhury, K. 

(1997). Inflation and economic growth: a 

multi-country empirical analysis. Applied 

Economics, 29(10), 1387-1401. 

14) Polachek, S. W. (1980). Conflict and 

trade. Journal of conflict resolution, 24(1), 

55-78. 

15) Prasad, E. S., Rogoff, K., Wei, S. J., & 

Kose, M. A. (2007). Financial 

globalization, growth and volatility in 

developing countries. In Globalization and 

poverty (pp. 457-516). University of 

Chicago Press. 

16) Singh, T. (2010). Does international trade 

cause economic growth? A survey. The 

World Economy, 33(11), 1517-1564. 

17) Takagi, S. (1988). Trade Policy and 

Macroeconomic Balance in the World 

Economy. 

 

18)  

19)  

Impact of International Trade Policies and Tariffs on 

Economic Growth and Trade Balance of Developed 

and Developing Countries © 2026 by Ankit 

Akanksha, Nishtha Shrivastava, Karn Rawal, Harsh 

Gulati is licensed under CC BY 4.0. 


