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Abstract

Between the 1940s and 1970s, Spain used a variety of eco-
nomic policies that hindered international trade. Because
the mix of tariffs, quotas, administrative barriers, and
exchange rate regimes varied greatly over time, the quan-
tification of the effect of the various trade policies on
international trade in this period is particularly elusive.
In this paper, we use historical bilateral trade flows and a
structural gravity model to quantify the evolution of Spain’s
border thickness, a summary measure of its barriers to
international trade. We find that Spain’s borders in the
period 1948-75 were thicker than those of any other coun-
try in Western Europe, even after the liberalization of trade
that started in 1959. These comparatively higher impedi-
ments to international trade implied substantial negative
effects on consumer welfare. We estimate that accumulated
welfare costs over the period 1948-75 exceed 20 per cent of
a year’s total consumption.

KEYWORDS
autarky, Franco, international trade, Spain, Stabilization Plan

JEL CLASSIFICATION
F13, F14, F62, N74

Throughout history, countries have conducted trade policy by relying on a variety of tools, includ-
ing the use of tariffs, quotas, administrative regulations, import and export prohibitions, and
exchange rate regimes. When several trade policy tools are used simultaneously, the quantification
of their joint effect on trade flows becomes particularly elusive.

Spain in the years of the Franco regime (1939-75) is a prominent historical example of a country
that applied various trade policy tools to restrict trade; in the early years of this period, trade
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policy had an explicit objective of achieving economic autarky and used a convoluted system of
non-tariff and exchange rate restrictions to achieve this objective. As the views on trade in Spain
evolved over time, trade policy was liberalized and the use of tariffs (instead of quotas) increased,
especially after 1959. Because of the great variety of trade-hindering tools, and among them the
pervasive use of non-tariff measures, it has been difficult thus far to answer the seemingly simple
question of how closed Spain’s economy was for a long stretch of time in the twentieth century.
In this paper, we set out to answer this question for the period 1948-75 for the first time and also
to quantify the welfare costs induced by Spain’s economic isolationism in this period.

To obtain a summary measure of the joint effects of the various trade policy tools used over
time, we estimate the evolution of Spain’s border thickness. This concept, which can be traced
back to the early work on border effects started by McCallum, is defined in its modern form by
Bergstrand et al. as an indicator of a country’s costs of trading internationally relative to the costs
of trading domestically.! We employ a standard empirical gravity model of trade, estimated using
historical bilateral trade flow data starting in 1948, and trace out the evolution of Spain’s border
thickness over time.

The resulting estimate of Spain’s relative border thickness qualitatively matches the historical
record of how trade policies changed over time; borders were extremely thick in the 1940s and
1950s, when an autarky objective was still in place, and they became significantly less thick after
a move to trade liberalization in 1959. The year 1959 is considered a watershed moment in Spain’s
economic history. In that year, the government implemented the so-called Stabilization Plan of
1959, which liberalized various aspects of the economy, including international trade. As shown
by Prados de la Escosura and Sanz, economic growth and labour productivity growth accelerated
after 1959, as numerous restrictions in the Spanish economy were softened or lifted.”

Spanish trade policies are not adequately captured by tariff rates, which are a particularly mis-
leading indicator in the period surrounding the year 1959. As shown in figure 1, according to
the evolution of average tariff rates, Spain’s trade policy would appear to undergo an extreme
liberalization between 1941 and 1959, only to become more restrictive in 1959.

Although border thickness clearly dropped after 1959, the estimates show that barriers to
international trade in Spain remained elevated and exceeded those of other Western European
countries in the remaining years of the Franco regime. Spain’s borders remained thicker than
those of Portugal and Greece, for example, and substantially thicker than those of Italy or France.
On the European continent, only the Communist Bloc members had similarly thick borders.

The prior literature that studied economic policies of this period tended to look at Spain in iso-
lation and celebrated the Stabilization Plan as a significant success for Spain’s economic growth
and welfare. Prior assessments by economic historians range from very enthusiastic takes to
assessments that are overall favourable, but with certain caveats related to slow institutional devel-
opment.’ The favourable verdict is all but forced upon many prior studies because they compare
the economic performance of Spain after the 1960s with the truly dismal economic performance
of Spain prior to the 1959 Stabilization Plan. In contrast, in this article, we add an international
perspective and show that the change after 1959 was not as exceptional as previously thought.

I'McCallum, ‘National borders matter’; Bergstrand et al., ‘Economic integration’. Recent work (Larch et al., ‘A simple
method’) applies the concept of border thickness to study the ex-ante effects of trade liberalization.

2 Prados de la Escosura and Sanz, ‘Spain, 1939-1993".

3 The first group includes Sardd, ‘Banco de Espafia’; Gonzalez, La economia politica; Fuentes Quintana, ‘Plan de Esta-
bilizacién Econdmica’; Varela, ‘Plan de Estabilizacién’. The second group includes Martin-Acefia and Martinez Ruiz,
‘Golden age’; Martinez Ruiz and Pons, ‘1959
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FIGURE 1 Spain’s average tariff rate and trade openness (1900-80). Notes: Spain’s series for average tariff
rates (tariff revenues over imports) is taken from calculations based on fiscal data reported by Tena, ‘Sector
exterior’. Spain’s trade openness indicator (exports plus imports over GDP) is taken from the statistical annex of
Carreras and Tafunell, Between empire and globalisation. The units are percentage points.

Because border thickness is comparable across countries, our methodology allows us to shift the
focus from Spain individually to Spain’s performance relative to other countries, and reveals that
Spain’s liberalization of trade over the 1960s was not out of the ordinary in the context of Western
European countries.

Admittedly, part of the more recent literature has evolved towards a more nuanced view of the
importance of the Stabilization Plan for the ensuing period of rapid economic growth, by stressing
other factors. For example, Calvo-Gonzalez argued that Spain’s increased political stability played
an important role in the take-off in economic growth in the 1950s.* Calvo-Gonzalez later extended
the previous argument, suggesting that political stability was further reinforced by an ‘increas-
ingly predictable economic management’.> He describes the economic reforms of the period as
a conscious move of the Franco regime towards more predictable macroeconomic management,
rather than a passive reaction to economic crises, thus reducing the saliency of the Stabilization
Plan in bringing about a period of economic reform. In line with this interpretation, Martin-Acefia
documents the prior buildup of a modern research unit of the Spanish central bank, which led
to an increase in the availability of economists who could be called upon to design economic
policy measures.® Our quantification of Spain’s border thickness complements this literature by
documenting the persistence of barriers to trade after 1959.

4 Calvo-Gonzalez, ‘American military interests’.
3 Calvo-Gonzélez, Unexpected prosperity.

6 Martin-Acefia, El Servicio de Estudios.
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Because our quantification of border thickness sheds light on the whole period 1948-75, it can be
employed to study questions not directly related to the Stabilization Plan. For instance, economic
historians, for example, Carreras and Tafunell, have argued that an incipient trade liberalization
took place in the early 1950s.” However, using the time series of Spain’s border thickness, it is
apparent that this liberalization, which affected mainly intermediate and capital goods, did not
have a significant impact on the ease of trading goods in general in the period before 1959.

Barriers to trade in the period 1948-75 involved substantial costs for consumer welfare. We
quantify them by leveraging the close connection between empirical gravity models and trade the-
ory; we interpret border thickness as a structural parameter in a theoretical general equilibrium
trade model a la Anderson and van Wincoop.® We then use this model and the methods devel-
oped by Arkolakis et al. to evaluate the welfare costs caused by Spain’s trade policy.” We estimate
that accumulated welfare costs over the period 1948-75 exceeded 20 per cent of a year’s total con-
sumption. Although most of these costs are concentrated before 1959, there are also considerable
welfare costs in the period after the Stabilization Plan. We estimate that consumption could have
been at least 0.4 per cent higher per year in the period 1960-75 if Spain’s border thickness had been
that of comparable countries, like Greece or Portugal, or that of a synthetically constructed coun-
terfactual. These welfare costs are substantial if they are compared with the typical gains from
trade calculated for trade agreements. Their size is around half of Spain’s current welfare gains
from belonging to the European Union, as estimated by Mayer et al., and more than one-eighth
of Spain’s current total welfare gains from trade, as implied by the calculations by Felbermayr et
al., who use methods that are similar to ours.'?

The paper proceeds as follows. In section I, we recount the changes in Spain’s trade policy
over the period 1936-75. In section II, we explain our empirical strategy and describe the data.
In section III, we report the estimates of Spain’s border thickness and contrast their evolution
with Spain’s history of trade policy. In section IV, we compare Spain’s border thickness with that
of other countries, and in section V, we report the welfare effects of trade policy calculated with
general equilibrium simulations. In section VI, we offer our final comments and remarks.

I | A BRIEF HISTORY OF SPAIN’S TRADE POLICY

Trade policy in the period 1939-75 can be divided into two distinct periods: before and after
the Stabilization Plan of July 1959. The years before 1959 are frequently called the ‘economic
autarky’ period of the Franco regime."! In this period, economic policies had an explicit objective
of attaining a self-sufficient economy, and international trade was subjected to strict administra-
tive barriers and quantity restrictions. The Stabilization Plan 0f 1959 had the short-term objectives
of reducing inflation and averting an impending balance of payments crisis but also the long-term
aims of liberalizing international trade and reducing the intervention of the state in the economy
in general. The classical study by Donges calls the shift in the year 1959 a ‘radical swing in Spain’s
development policy towards a rather outward orientation in order to make a more effective use

7 Carreras and Tafunell, Between empire and globalization.

8 Anderson and van Wincoop, ‘Gravity with gravitas’.

9 Arkolakis et al., ‘New trade models’.

10 Mayer et al., ‘Cost of non-Europe’; Felbermayr et al., ‘Welfare consequences’.

I prados de la Escosura and Sanz, ‘Spain, 1939-93’.
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of the opportunities for foreign trade and for foreign capital’.!? In this section, we briefly describe
the main changes in trade policy and exchange rate policy before and after the Stabilization Plan.

In the years of the Spanish civil war (1936-9), international trade on both sides of the war
was heavily intervened upon and imports of armaments were prioritized over imports of civilian
goods. Certain policies and restrictions from this period survived into later periods. For example,
the legal framework that would govern exchange rate policy during the whole Franco regime (‘Ley
Penal y Procesal de Delitos Monetarios’) came into force in November 1938, five months before
the end of the civil war. This law made the private holding of foreign currency illegal; it stipulated
heavy fines and up to three years of prison time for offenders."

Although Spain did not actively participate in the Second World War, the conflict on the
European continent and on the Atlantic limited international trade flows. In the aftermath of
the Second World War, European democracies isolated Spain diplomatically because of its prior
alignment with Axis countries. This diplomatic isolation also entailed important barriers to inter-
national trade with Western Europe. Barriers were sometimes very concrete: in 1946 France closed
its border with Spain to exert diplomatic pressure on the Franco regime. By 1948, this isolation
started to wane, as the French—Spanish border reopened in February and Spain re-established
diplomatic relations with West Germany.'* From this point onward, Spain’s own trade policy
started to play a more important role.

In the period 1948-53, Spain continued to limit international trade, with an explicit objective of
self-sufficiency. Trade in this period was restricted by various quantitative restrictions on imports,
including quotas, licensing, bans, permits, and prior import authorization requirements. At the
same time, exports were discouraged by an intricate system of multiple exchange rates in which
exporters were forced to liquidate foreign currency at an overvalued exchange rate."

In the period 1953-9, quantitative restrictions on trade flows were kept in place, but closer rela-
tions with the United States caused an incipient opening of the financial account. In 1953, Spain
signed the Pact of Madrid with the United States. Closer relations with the United States helped
to consolidate Franco’s regime, and Calvo-Gonzalez argues that the increase in economic confi-
dence helps to explain why economic growth resumed in Spain ahead of significant changes in its
autarkic economic policies.'® As a result of this agreement with the United States, Spain obtained
financial aid and official loans, and in exchange, the United States obtained permission to con-
struct and to utilize air and naval bases on Spanish territory. The inflow of US dollars ameliorated
the lack of foreign currency that restricted the purchase of imports. Because the peseta was not
convertible, the access to US dollars allowed importation from countries that did not have a bilat-
eral clearing mechanism with Spain. In parallel, overvaluation became less of a disincentive for
exports in the second half of the 1950s; according to calculations by Prados de la Escosura et al.
and Serrano Sanz and Asensio Castillo, the exchange rate faced by exporters started converging to

12 Donges, ‘From an autarchic’, p. 34.

13 The book edited by Martin-Acefia and Martinez Ruiz (La economia) analyses economic policy in general during the
Spanish civil war; Serrano Sanz and Asensio Castillo, ‘El ingenierismo cambiario’, and Martinez Ruiz, ‘Guerra civil’,
describe the evolution of exchange rate policy and trade policy during the civil war.

14 The United Nations reversed their ban on having diplomatic relations with Spain in 1950, lifting the last remnants of
diplomatic isolation.

15 Trade policies in the 1950s are analysed in detail by Martinez Ruiz, ‘Sector exterior’. Prados de la Escosura et al., ‘Eco-
nomic reforms’, and Serrano Sanz, ‘Sector exterior’, calculate the black market exchange rate premium between 1939 and
1975, showing that it was at its highest in the early 1950s.

16 Calvo-Gonzalez, ‘American military interests’.
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its black market value in this period.”” On the other hand, Donges documents a continuously ris-
ing gap between the wholesale prices of imported goods and import unit values between 1948 and
1959, and interprets this finding as evidence of an increasing ‘average degree of protection’.!® Dur-
ing this period, Spain joined multilateral institutions, such as the International Monetary Fund
(IMF), the World Bank, and the Organization for European Economic Cooperation, the institution
that preceded the Organization for Economic Cooperation and Development (OECD).

The Stabilization Plan represented a shift to a more orthodox monetary and fiscal policy. It
eliminated mechanisms that allowed fiscal deficits to be monetized automatically and gave the
central bank a more active role in conducting monetary policy, although the central bank did
not become fully independent from the Treasury. To avert the balance of payments crisis, Spain
obtained bilateral loans from the United States, as well as from other sources - including through
a stand-by agreement with the IMF - and the official exchange rate was devalued by 43 per cent.'

Most importantly for trade, the system of multiple exchange rates was definitely abolished,
and the peseta became convertible, allowing for multilateral trade relationships. Starting in 1960,
quantitative restrictions on several goods were replaced by ad valorem tariffs, which were grad-
ually reduced over the following years. The plan also allowed foreign direct investment and the
participation of foreign capital in Spanish companies.

The years after the Stabilization Plan witnessed a gradual liberalization of trade. Import goods
were classified into four separate regimes: liberalized trade, global trade, bilateral trade, and gov-
ernment trade. Liberalized trade was the only one that did not require import licenses. Global
trade was a category that contained items that would eventually transition to the liberalized trade
regime. Goods in this regime were still subjected to quantitative restrictions, but these restrictions
did not discriminate by country of origin. Bilateral trade also had quantity limits, but these limits
applied individually by country. Finally, government trade referred to goods that were imported
exclusively by the government, such as oil and agricultural goods. On the institutional side, Spain
joined the General Agreement on Tariffs and Trade (GATT) in 1963 and signed a preferential trade
agreement with the European Communities (EC) in 1970.

The liberalization of trade was mainly concentrated in the first half of the 1960s. The fraction
of imports in the liberalized regime rose from 40 per cent in 1960 to 71 per cent in 1966.2° Tar-
iffs, which were set at initial high levels in 1960, were also progressively reduced. Calculations
by Buisan and Gordo show that the average tariff rate nearly halved over the course of the 1960s,
with most of the reduction taking place in the first five years of the decade.?! Despite this liberal-
ization drive, trade policy remained complex, with many exemptions that changed over the years.
Moreover, on occasion, the government used temporary generalized tariff reductions to ward off
inflationary pressures. During this whole period, in addition to tariffs, imports were subjected to
a border tax, which was designed to equate taxes on imports with those of locally produced goods,

17 prados de la Escosura et al., ‘Economic reforms’; Serrano Sanz and Asensio Castillo, ‘El ingenierismo cambiario’.

8 Donges, ‘From an autarchic’, p. 40.

19 Sard4, who actively participated in the design of the stabilization plan, gives a first-hand account of the plan’s main poli-
cies and the problems it intended to solve (Sardd, ‘Banco de Espaiia’). Martin-Aceiia, ‘The Banco de Espafia’ describes the
role of the central bank during this period and Prados de la Escosura et al., ‘Economic reforms,” provide further analysis.
Donges, ‘From an autarchic’, and Donges, La industrializacion en Espafia, provide a detailed account of the industri-
alization process, and Budi-Ors and Pijoan-Mas, ‘Macroeconomic development’, analyse the structural transformation
experienced by Spain over this period using a general equilibrium model.

20 Dehesa et al., ‘Spain’.

21 Buisan and Gordo, “El sector exterior’.



AUTARKY IN FRANCO’S SPAIN THE
ECONOMIC HISTORY REVIEW

but because of the ‘cascading’ nature of these types of taxes, their final incidence is difficult to
measure.

II | EMPIRICAL STRATEGY AND DATA

Because of the variety of tools employed to restrict trade, a quantitative assessment of how closed
Spain was to international trade based solely on tariff rates would be misleading. In fact, prior
to 1959, quotas and administrative regulations rather than tariffs were the norm. In addition,
many of the non-tariff restrictions from that period can be measured only imperfectly, or have
not left a historical record at all. For those that have, combining them into a single indicator
can be extremely challenging. For these reasons, we use the concept of border thickness, which
measures the combined impact on bilateral trade of all possible observable and unobservable fac-
tors that make international trade relatively costlier than domestic trade. Border thickness also
has the advantage that it maps directly into how trade costs are introduced into modern general
equilibrium trade models.

To estimate border thickness, we define a dummy variable b;; that flags trade flows that cross an
international border, and to focus specifically on Spain’s borders, we also construct a dummy vari-
able that indicates whether Spain is either the exporter or the importer. We estimate an equation
of the form:

Xijy = exp <thij + ezbisj + Qi + Pje + .3Tzij> + & )

The dependent variable X;;, denotes gross bilateral trade flows between the exporter i and
importer j (the special case i = j corresponds to domestic trade) in year t. In addition to the border
variables, the specification includes exporter-time fixed effects ¢;, and importer-time fixed effects
¥ ;- These two terms, which are usually called multilateral trade resistance terms in the trade lit-
erature, absorb features that vary at the country-year level, such as GDP, inflation, and population.
Finally, z;; is a vector of gravity variables (distance, common language, contiguity, and colonial
relationship), and ¢;; is an error term in the estimation.

We define border thickness as the semi-elasticity of bilateral trade flows with respect to the
presence of an international border, and the coefficients y, trace out the evolution of this elasticity
over time. Our coefficient of interest, 6,, captures how much thicker Spain’s borders are than those
of the rest of the world, that is, Spain’s relative border thickness. The border variables b; y and bfj
capture the impact on bilateral trade of all possible observable and unobservable factors net of
other covariates in the gravity equation. Therefore, all our measures of border thickness are net
of the impact of the time-invariant geographical and cultural gravity variables, which are also
included in the specification.??

As is now standard in the trade literature, we employ a Poisson pseudo-maximum likelihood
(PPML) estimator, which allows us to properly account for trade values that are zero in some
bilateral relationships, and to deal with heteroskedasticity, a typical feature of estimations using
trade data.”’

22 Border thickness is an average of inward and outward costs of trade. In the appendix we show that inward and outward
border thickness cannot be identified separately in the presence of inward and outward multilateral resistance terms.

23 Santos-Silva and Tenreyro, “The log of gravity’.
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When presenting results, we first transform the estimated coefficients for Spain’s relative border
thickness into their marginal effect on international trade flows. For the exponential specification
in Equation (1), the formula is:

100 x — 100 X [exp (et) - 1] . Q@
E [Xij[’bij = 1B, =0]

where the notation 6, refers to the point estimates obtained, one for each year in the sample. The
transformation re-expresses Spain’s relative border thickness parameter as a percent deviation
from a comparison group (in this case, all trade flows not involving Spain). By construction, the
range of possible values of these deviations includes all numbers that are greater or equal to —100.
At the lower extreme of this interval, a value of —100 implies that Spain’s borders are impenetrable
and that trade flows crossing Spain’s borders are 100 per cent less than those of the comparison
group (and therefore equal to zero). At —50, Spain’s borders allow 50 per cent less international
trade to pass than the comparison group, at 0 — exactly the same as the comparison group, and so
on. Positive values imply thinner borders and higher trade flows than the comparison group.

Our approach is in the spirit of the influential trade cost measure computed by Jacks et al.
to study globalization over long time horizons, but it differs from it in a way that is important for
our question at hand.”* Among the similarities, both approaches use the same family of economic
models to map data into trade costs. The main difference is that in our approach border effects are,
by construction, net of bilateral factors that ease or hinder trade and remain constant over time,
such as distance, and the existence of colonial ties. This is convenient because it allows for a direct
comparison across countries, focusing on the level of the indicator, and not only on the variation.
Moreover, because border effects are obtained through an estimation, and not a calibration, they
can be used for econometric inference; it is possible to calculate and report confidence bands for
the estimated border thickness and hypotheses, such as whether border effects faced by a given
country were higher in one period or another, can be directly tested using standard ¢-tests.

Our methodology identifies border thickness as the transformation of the time-varying coeffi-
cient of Spain’s border dummy variable &,. It can be argued that this coefficient captures too much
because it is affected by any factor that produces variation in Spain’s international trade flows
relative to its domestic trade flows, regardless of the nature of this factor. Factors that are not trade-
related but which make trading internationally with a certain destination more difficult will also
show up as increased border thickness. Because our specification includes multilateral resistance
terms (i.e., exporter-time and importer-time fixed effects), the confounding factors would need to
affect domestic and international trade flows differently and vary at the bilateral level, and not at
the country level, to have an effect. At the same time, these confounding factors cannot be con-
stant in time because they would otherwise be captured by the standard gravity variables which
vary bilaterally and are included in our specification. In appendix C we repeat our estimation,
replacing the standard gravity variables with bilateral fixed effects, and observe that the evolution
of Spain’s border thickness is identical to our baseline specification. This suggests that the gravity
variables do a good job in capturing the time-invariant bilateral factors. Therefore, the only way
in which extraneous factors could affect the border thickness measure is if they have a different
impact on domestic and international trade and vary both at the bilateral level and through time.

24 Jacks et al., “Trade costs, 1870-2000; eisdem, ‘First wave of globalization’; eisdem, ‘Trade booms, trade busts’.
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Furthermore, in our analysis we study not only Spain’s evolution in isolation but also in relation
to other countries. This is an additional safeguard because certain types of time-variation at the
bilateral level may cancel out.

Despite these arguments, the fact remains that our measure of border thickness is an indirect
measure of policies during 1948-75. This has the desirable consequence that it captures the overall
effect of various dissimilar policies that are difficult to quantify, and also the advantage of being
exogenous by construction. This flexibility comes at the cost that we cannot dispel the concern that
some of the variation is tied to factors unrelated to government policy, and which we would prefer
to exclude. Therefore, a reasonable interpretation of the border thickness summary measure, and
the one we have implicitly adopted in this study, is that it describes barriers to trade during the
Franco regime, whether they were ultimately caused by the Franco regime’s policies or not.

Our data on trade flows are from version 4 of the TRADHIST database.”” This database compiles
historical bilateral trade flows of goods over our period of interest taken from various sources. For
our period of study, most of the data in the TRADHIST database is originally from the Direction of
Trade Statistics (DOTS) database from the IMF. Trade flows are gross, expressed in nominal terms,
and measured in the same currency (British pounds). As is usual in trade regressions, we estimate
all our regressions using nominal trade data. The presence of country-time fixed effects accounts
for differential inflation between countries. We construct domestic trade flows for each country
as the difference between nominal GDP (also from the TRADHIST database) and nominal total
exports.’ We also use distance, common language, contiguity, and colonial relationship from
this same database. Data are yearly. Because of the anomalous Second World War years, and the
scarcity of data before 1948 in the database, we use 1948 as the first year for the estimation. We
extend the time frame for estimation beyond the end of Franco regime and include the years
1976-85. Although these later years are not the focus of our analysis, they are useful to construct
counterfactual exercises, as we explain in section V.

Our final dataset contains 791 622 observations on bilateral trade flows, including domestic
flows. As is usual with bilateral trade data, a large fraction of these trade flows (almost 58 per
cent) are zero. Spain appears as the origin country (the exporter) in 0.84 per cent of the observa-
tions and as the destination country (the importer) also in 0.84 per cent of the cases. We analysed
the provenance of the data for Spain in TRADHIST over the period 1948-85. For flows where Spain
is the exporter, roughly 90 per cent of the data are sourced originally from the DOTS database, 8
per cent from a historical series produced by economic historian Antonio Tena and the remainder
from other sources. When Spain is the importer, 74 per cent of the observations are from DOTS,
24 per cent from Tena and the remainder from other sources. For the whole dataset, the source of
most of the data (96 per cent of the observations) is the DOTS database from the IMF.

III | THE EVOLUTION OF SPAIN’S BORDER THICKNESS

We show our baseline estimates of Spain’s relative border thickness in figure 2. We transform the
coefficients obtained from the estimation of the specification in Equation (1) into marginal effects

25 Fouquin and Hugot, “Two centuries’.

26 Using gross production instead of GDP would be a more theory-consistent way of constructing domestic trade flows, but
there are no good internationally comparable sources for gross production for our period of analysis. Moreover, Campos
et al., ‘Domestic trade’, show that the presence of country and time fixed effects in gravity equations makes the distinction
between GDP and gross output less relevant in practical applications.
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FIGURE 2 Spain’s relative border thickness. Notes: The figure plots the estimated relative thickness of
Spain’s borders measured as the percent deviation of Spain’s border effect from the border effect of a typical
country. The estimation uses the specification in Equation (1). Marginal effects are constructed from estimates ,
using the transformation 100 x [exp(8,)—1]. Note that thicker borders imply more negative values. The 95 per
cent confidence interval for these marginal effects is calculated using the delta method. The averages shown are
arithmetic averages of marginal effects over years belonging to three different time periods: 1948-52, 1953-9, and
1960-75.

measured in percentage deviations, as in Equation (2). Over the whole period, Spain was more
closed than the average country, although its relative border thickness decreased over time, from
70 per cent thicker than average in 1948 to 40 per cent thicker in 1985.

In the period 1948-59, we find the largest values of Spain’s borders relative thickness, hovering
around 70 per cent. In particular, a statistical test comparing the mean of the yearly estimates
does not reject equality between the periods 1948-52 and 1953-9 (the null hypothesis of equality
is rejected with a p-value p = 0.316). The lower overvaluation of the peseta and the arrival of US
funds after 1953 do not seem to have had an important effect on Spain’s relative border thickness.
This result is in line with findings by Martinez Ruiz, who reports that Spanish authorities rejected
between 75 per cent and 85 per cent of import requests each year in the period 1951-8, indicating
that the authorities did not relax controls on imports in that period.?’

The year-by-year evolution of border thickness during this period aligns well with the historical
record. After the end of diplomatic isolation in 1948, Spain’s ability to trade internationally initially
improved. However, the low level of international reserves and the lack of capital inflows seem to
have led authorities to progressively restrict trade until the arrival of funds from the United States
in 1953. In the remaining years before the Stabilization Plan, reserves again started to dwindle. To

27 Martinez Ruiz, ‘Sector exterior’.
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FIGURE 3 Spain’s relative border thickness compared to selected countries. Notes: The figure plots the
estimated relative thickness of the borders of selected countries. Relative thickness is measured as the percent
deviation from the border effect of the world excluding the countries shown. The estimation uses the
specification in Equation (1) augmented by introducing country-specific border dummy variables for France,
Greece, Italy, and Portugal. Marginal effects are obtained from estimates &, for each country using the
transformation 100 X [exp(ét) — 1]. The 95 per cent confidence interval (CI) for marginal effects is shown only for
Spain. It has been calculated using the delta method.

prevent a balance of payments crisis, it is foreseeable that authorities would have increased their
efforts to limit imports again.

After the Stabilization Plan, average relative border thickness dropped by roughly 10 percentage
points, reaching an average of around 58 per cent. The difference in averages before and after the
Stabilization Plan is significant in the statistical sense (the null hypothesis of equality is rejected
with a p-value p = 3.53 X 107°). After the initial drop, we find very little variation during the period.
Again, the plot in figure 2 aligns well with historical events. Spain’s relative border thickness
decreases mostly during the first half of the 1960s decade, the years in which imports were pri-
marily liberalized. After the agreement with the EC in 1970, border thickness starts falling again,
albeit at a slower pace.

The last years in our sample, after 1975, show an initial increase of Spain’s border thickness,
coinciding with the second international oil crisis (1977-8), followed by a reduction culminating
in the year prior to Spain’s entry into the EC (1986).

IV | INTERNATIONAL COMPARISON

Figure 3 shows Spain’s relative border thickness next to that of selected continental European
countries. We focus on France, Greece, Italy, and Portugal. These countries provide an interesting
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range of variation with common grounds; they are relatively close to Spain in geography, culture,
and - with the exception of Greece — also language. At the same time, they are different along
dimensions such as participation in the Second World War and government form. We construct
country-specific border variables for these countries, as we did for Spain, and add them to the
baseline regression. The interpretation of the coefficient of interest is now slightly different. For
each country, it measures the relative border thickness with respect to the rest of the world, but
the definition of rest of the world now excludes these five countries. Because trade by these five
countries is small relative to the world, the world aggregate is mostly unchanged, and the point
estimates for Spain are virtually identical to those obtained before.

As discussed in the section describing the methodology, the only way in which extraneous fac-
tors could affect the border thickness measure is if they vary both at the bilateral level and through
time. The international comparison in this section provides an additional safeguard because at
least certain types of time-variation at the bilateral level will cancel out. Moreover, the fact that
the excluded group of countries changes between figures while the time-variation of Spain’s bor-
der thickness remains qualitatively similar suggests that the comparison between countries does
not present major problems, at least in the European context.

The comparison to Greece, Italy, and Portugal also helps in accounting for the change in the
importance of services over time. Our calculation of domestic trade as the difference between GDP
and exports may be sensitive to the size of the service sector because exports only comprise goods,
whereas GDP also includes services, including tourism. Because tourism increased in importance
in Western European countries in the 1960s, taking Spain in isolation may overstate the thickness
of borders after the 1960s, precisely in the period after the Stabilization Plan. Greece, Italy, and
Portugal are good benchmarks for the increase in service trade because, together with Spain, they
were the main recipients of these increased tourism flows.

Spain in the period 1948-75 is clearly an anomaly, with thicker borders in the whole period than
the comparison group. Italy and France are qualitatively different from the other countries. They
transition towards positive values in the 1950s and 1960s, indicating less trade restrictions than
the world average. This early liberalization of international trade in Italy and France in the 1950s
and 1960s is consistent with the history of these two countries. They joined the European Coal and
Steel Community (ECSC) as initial signatories of the Treaty of Paris in 1951 and participated in the
evolution of this community towards the European Economic Community. Portugal and Greece,
on the other hand, are more similar to Spain, although their borders are less thick, especially
before the 10 percentage point change of Spain in the early 1960s.

To gauge how closed Spain is in comparison with a larger group of European countries, we
compare its relative border thickness to that of different European country groups. We divide all
European countries in the sample into three groups: Northwestern Europe, Southern Europe, and
Eastern Europe. The last group exclusively contains countries in the Communist bloc.?® For the
purpose of this comparison, we do not include Spain in Southern Europe. Figure 4 shows that
Spain was substantially more closed than the average Western and Southern European country
and that it was most similar to the average communist country.

The international comparison sheds a less favourable light on Spain’s liberalization process
than the picture that emerges from a pure time-series comparison. In the comparison with other
countries, the reduction of trade costs after the Stabilization Plan of 1959 is dwarfed by the per-
sistent gaps relative to other countries in Southern Europe and Northwestern Europe. In fact,
the evidence shows that the opening to international trade in the 1960s is not specific to Spain

28 The list of countries in each group is shown in the appendix.
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FIGURE 4 Spain’s relative border thickness in the European context. Notes: The figure plots the estimated
relative thickness of the borders of Spain and the average relative border thickness of selected regions in Europe.
Relative thickness is measured as the percent deviation from the border effect of the world excluding Europe. The
estimation uses the specification in Equation (1) augmented by introducing region-specific border dummy
variables for North-Western Europe, Southern Europe, and Eastern Europe. Spain is not included in any of these
groups. Marginal effects are obtained from estimates 6, for each country or country group using the
transformation 100 x [exp(,) — 1]. The 95 per cent confidence interval for marginal effects is shown only for
Spain. It has been calculated using the delta method.

but seems to be a widespread phenomenon across European countries.”” From the perspective of
international trade, the Stabilization Plan, which is often heralded in Spanish history as a major
and unique liberalization event when the comparison is made with the country’s own past, is bet-
ter described as a set of policies that was scarcely able to maintain a similar pace of liberalization
as the rest of the Western Europe.

V | QUANTIFICATION OF TRADE AND WELFARE EFFECTS

The estimates in the previous section give only the partial equilibrium effect of Spain’s border
thickness on international trade flows. In this section we quantify the welfare costs of Spain’s
thick borders using a standard static structural gravity model and expressing it in terms of forgone
consumption of a representative consumer in general equilibrium.

We use a version of the Armington model, as described by Anderson and van Wincoop.*’
Because the model is a standard theoretical tool used by trade economists, we give only a brief

29 As stated by an anonymous referee, in fact, many other countries also implemented stabilization and liberalization
plans, so Spain was also not unique in this regard.

30 Anderson and van Wincoop, ‘Gravity with gravitas’.
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description of the model in this section and relegate the specification of the full model to the
appendix.’! In the model, consumers care about the goods produced in different locations. They
are willing to substitute between goods according to a constant elasticity of substitution o > 1.
Different goods are produced in each country using only one factor (labour), which is immobile
across borders. The technology has constant returns to scale in all countries, but countries poten-
tially differ in their labour productivity. The price of labour is the (average) wage rate w;, which
is also allowed to differ by country. Transporting goods from an origin country i to a destination
country j is costly. The resource cost of transportation is modelled by an iceberg trade cost param-
eter 7;;. The sensitivity of trade flows to trade costs is called the ‘trade elasticity’, and in this model,
it is uniquely determined by consumers’ substitution elasticity:
dIn X;;

€=——=0—1>0. (3)
dTU

This elasticity measures the magnitude of the partial equilibrium (ceteris paribus) reduction in
trade flows induced by an exogenous change in trade costs, as predicted by the model. Obtaining
the general equilibrium effect is more involved because a change of trade costs (anywhere in the
world) will modify relative prices and wages in all countries, which will in turn affect equilibrium
trade flows. We solve for the general equilibrium effect from a change of trade costs from { 7;;}
to counterfactual values {T{j} using a standard procedure that involves three separate steps.*” In
the first step, we solve the system of equations that implicitly determines the endogenous change
in equilibrium wages in response to a change in trade costs. This system does not have a closed
form solution and must be solved numerically. In the second step, we use changes in trade costs
together with the changes in wages calculated in the first step to derive new equilibrium trade

flows. In the third step we calculate the impact on welfare (denoted by V):
1

Vl l/ T
J JJ

L =(Z) 4

Vj </1jj >
where 4;; is the share of expenditure spent on domestic goods in the data and /1}]. is this same
share, as calculated from the model in response to the exogenous change in trade costs. This is
the well-known Arkolakis, Costinot, and Rodriguez-Clare (ACR) formula, which can be derived
for many structural gravity models, including ours, as shown in the appendix. In the last step,
once general equilibrium trade flows are known, welfare is completely determined by information
contained solely in a country’s endogenous change in trade openness and in the trade elasticity.

Because the model is static, we solve it separately for each date ¢. We calibrate the trade elasticity
to a standard value of ¢ = 4 and construct counterfactual sequences of changes in trade costs as:

1

(&) -eolir-o)m)

3 The Armington model is not only standard but also generic in the sense that it is isomorphic to a whole class of widely
used structural gravity models. The handbook chapter by Head and Mayer, ‘Gravity equations’, contains a detailed account
of models within this class.

32 See the appendix for a more detailed version of the procedure.
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where {8,} is the sequence of relative trade thickness parameters estimated for Spain and {0}
is a counterfactual sequence of relative trade thickness parameters.

In the standard static general equilibrium model, border thickness affects welfare only through
itseffect in limiting consumer choice. Recent research shows that the dynamic effects of barriers to
trade could be larger than those from static models because high trade costs may slow technology
adoption and lead to welfare losses that are an order of magnitude larger than those of static
trade models.> In the case of Spain, we suspect that dynamic effects are likely to differ before and
after the Stabilization Plan. Prados de 1a Escosura and Sanz and Prados de la Escosura and Rosés,
among others, document that the pace of capital accumulation and growth accelerated after 1959
and tie this change to the change in the institutional framework after the Stabilization Plan.>* It is
therefore likely that the inefficiencies which give rise to large dynamic gains from trade are more
significant in the period before 1959, which would make the autarky period more costly in terms
of welfare relative to the results from the static model.

The model assumes prices are flexible, also in labour markets, which may not be realistic for
Spain in this period. However, as calculated by Garcia Perea and Gémez Salvador, the unemploy-
ment rate in Spain before the mid-1970s was relatively low, implying that wages were not too far
above their equilibrium values.*> An advantage of the structural gravity framework is that we do
not have to take a stance on the organization of production, or labour markets. The welfare effects
in the model are the same as in an endowment economy. This is an instance of what Anderson
calls the modularity of gravity, that is, the separation of distribution (via trade) from the produc-
tion side.*® Heid and Larch study the presence of minimum wages and unemployment within a
gravity framework and find that welfare effects of trade liberalization in such a setting are mag-
nified.”” Therefore, we expect that adding labour market frictions to our setting would raise the
negative effect of Spain closedness, such that our results can be considered to be conservative.

To quantitatively compare Spain’s border thickness with that of other countries, we specify
several benchmarks that we then use as model counterfactuals in the general equilibrium exercise.
In addition to our comparison countries Greece, Portugal, Italy, and France, we also use a data-
driven methodology to construct synthetic benchmarks for the comparison.

Our synthetic benchmarks are based in the methodology of the synthetic control method.*®
The synthetic control method is used to estimate the effect of a certain treatment on an outcome
of interest by constructing a control from untreated units in a data-driven procedure. The key
idea behind the synthetic control method is that using a combination of units may be a better
approximation to a counterfactual than using any of the potential control units alone.

Our motivation for constructing synthetic benchmarks differs from what is usually the objective
with synthetic controls. In causal inference, synthetic controls are commonly used to approximate
an unobserved untreated counterfactual for a treated unit. When used in this way, the obtained
counterfactual becomes an input for an estimation of a causal effect. In our case, we construct the
synthetic benchmarks to use them as an alternate scenario in a theoretical general equilibrium
model, but they are always used after the estimation of the parameters of interest. Our synthetic

3 See Buera and Oberfield, ‘Global diffusion of ideas’; Perla et al., ‘Equilibrium technology diffusion’.
34 prados de la Escosura and Sanz, ‘Spain, 1939-1993’; Prados de la Escosura and Rosés, ‘The sources’.
35 Garcia Perea and Gomez Salvador, ‘Series historicas de empleo’.

36 Anderson, ‘The gravity model’.

37Heid and Larch, ‘Gravity with unemployment’.

38 See Abadie and Gardeazabal, “The economic costs’; Abadie et al., ‘Synthetic control methods’.
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benchmarks have a relatively modest purpose; we use them to design comparative statics exercises
in a more agnostic way.

Selecting the weights based on observations before the treatment occurs is neither possible nor
desirable in our case. It is not possible because observations for trade are missing for many coun-
tries in our dataset in the years before 1948. It is not desirable because, even if data were available,
they would be contaminated by the fact that they belong to the completely anomalous years of
the Second World War. In fact, the years before the World War were also anomalous because
of the occurrence of Great Depression and the related disintegration of global trade networks.
For this reason, we use the 10-year period after the period of analysis to calibrate our synthetic
benchmarks.*’

It would be unreasonable to claim that the fact that Spain was governed by Franco had no
influence on observable variables in the 10 years following his death, and we do not make such a
claim. We therefore do not interpret our synthetic benchmarks as true counterfactuals that track
the evolution of an alternate version of Spain in which the Franco regime did not exist. Instead,
we interpret the synthetically constructed benchmarks simply as examples of possible trajecto-
ries that lead to the border thickness of Spain at the end of the sample period. The alternative
would be to use a particular country as a comparison, but this does not seem like a fair compari-
son, in general. For example, France or Italy exhibit much lower border thickness during 1948-75
and after, and it is unreasonable to assume that Spain could reach the levels of these countries
rapidly, as this would imply an opening to international trade unseen in the data. The synthetic
benchmarks are a more believable trajectory to compare with because they are constructed as
convex combinations of the actual trajectories of other countries and converge to Spain’s border
thickness.

We construct synthetic counterfactuals for Spain as weighted averages of relative border thick-
ness estimated for a pool of J countries (called donor countries). Let 8 j: be the relative border
thickness for countries j = 1,...,J in the donor pool. For given time-invariant country-specific
weights w; that satisfy

the synthetic benchmark for Spain is defined as the weighted average:

J
6 = wibj. ™
=

To choose the weights in an optimal way, we focus on K different country characteristics. For each
country j = 1,...,J in the donor pool, we denote the set of these characteristics of interest by the
K X 1vector Zj with typical element Z; ;. The target for these characteristics is the analogous K X
1 vector for Spain, which we denote by Z*, with typical element Z f{ The importance of matching
the different characteristics is governed by the K X 1 vector v of importance weights, with typical
element v, > 0. These importance weights are normalized to sum to one. The optimal J X 1 vector
of weights w is chosen to minimize the discrepancy between the characteristics of Spain and the

39 In the appendix we compute weights based on the period 1925-35 and give further arguments as to why they are not a
useful alternative.
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weighted average of donor countries (taking v as given):

2

K J
w* (V) = arg mlgnkz1 vk<ZISc — 21 ijkj> . (8)
= Jj=

The solution to this problem depends on v. To select v, we use a data-driven criterion and choose
v to minimize the mean squared prediction error of estimated relative border thickness over the
first 10 years after the death of Franco (1976-85):

2

1985 7
. 1 A s
V' =argmin -5 2 <6t - 21 w’ v) Gjt> . 9

t=1976 j=

The final counterfactual is then constructed according to Equation (5) using the weights in the
vector w*(v).

We construct two synthetic benchmarks. They differ in the variables used as the characteristics
of interest. The synthetic benchmark should be close to the average estimated relative border
thickness in the period 1975-85. For the first benchmark we select as a criterion the degree of
trade openness (the sum of exports and imports over GDP) in all 10 years ranging from 1975 to
1985. We calculate trade openness using homogeneous data from the World Bank’s development
indicators. For this first benchmark, the vectors Zj and Z8 contain K = 11 characteristics. Our first
synthetic benchmark is composed of Portugal (34.8 per cent), Mexico (27.2 per cent), Greece (23.3
per cent), Bulgaria (11.8 per cent), Denmark (1.5 per cent), and the Netherlands (1.4 per cent).

Spain underwent a process of structural transformation in the twentieth century. As docu-
mented by Prados de la Escosura and Sdnchez Alonso and Budi-Ors and Pijoan-Mas, employment
in the agricultural sector decreased and moved into the manufacturing sector.*’ Average labour
productivity increased in all sectors, including agriculture, which witnessed an increase in mech-
anization and, as argued by Prados de la Escosura and Rosés, changes in total factor productivity
contributed a large share of labour productivity growth.*! For our second benchmark, our aim is
to obtain a synthetic benchmark that holds fixed the level of structural transformation reached at
the end of the sample period. The choice of criteria is constrained by the availability of indicators
that are comparable across countries. Our additional criteria are labour productivity, the percent-
age of rural population, cereal crop yield, and an indicator for agricultural mechanization (the
number of tractors per arable land surface), all averaged over 1975-85. The exact definition and
an indication of the source for these variables are in the appendix. For this second benchmark,
the vectors Z; and Z° contain K = 15 characteristics. The second synthetic benchmark increases
the weight of Latin American countries and reduces the weights of Portugal and Greece. It is a
mixture of Mexico (36.9 per cent), Uruguay (35.4 per cent), Portugal (12.2 per cent), Greece (7.2
per cent), Belgium (7.2 per cent), and Brazil (1.0 per cent).

The two synthetic benchmarks align well with the evolution of Spain’s relative border thick-
ness in the post-Franco period, as is apparent from figure 5. They differ in the period before the
Stabilization Plan of 1959, but are very close to each other after 1960.

In table 1, we report the average welfare loss stemming from Spain’s border thickness over var-
ious periods of interest and according to different benchmarks used for comparison. The welfare

40 prados de la Escosura and Sanchez Alonso, ‘Dos siglos’; Budi-Ors and Pijoan-Mas, ‘Macroeconomic development’.

4 Prados de la Escosura and Rosés, ‘Accounting for growth’.
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FIGURE 5 Synthetic Spain: relative border thickness. Notes: The figure plots the estimated relative
thickness of the borders of Spain and of two synthetic benchmarks for Spain. Relative thickness is measured as
the percent deviation from the border effect of the world excluding Europe and the Americas. The estimation
uses the specification in Equation (1) augmented by introducing region-specific border dummy variables for each
country in Europe and on the American continent.

TABLE 1 Welfare cost of Spain’s relative border thickness.

Total
1948-52 1953-9 1960-75 1976-85 1948-75

Greece -0.8 -1.2 —-0.4 -0.2 —19.2
Portugal —2.2 -1.7 -11 -0.3 —40.8
Ttaly -39 -3.3 —-4.3 —=5.5 —111.8
France -3.3 -2.3 -2.1 —2.6 —66.3
Synthetic Spain [1] -1.4 -1.3 -0.5 0.0 —23.9
Synthetic Spain [2] -3.6 -2.3 -0.4 -0.0 —41.0

Note: The table shows Spain’s welfare loss owing to its relative border thickness, using different countries as a comparison. Results
compare Spain’s welfare with that it would have had if Spain’s border thickness had been set at the level of another country or
synthetic benchmark. Negative numbers indicate that Spain’s actual welfare is lower than in the counterfactual case. We express
welfare losses as percentage points of a full year’s consumption. The first four columns show yearly averages for each period of
interest, and the last column reports the cumulative welfare loss over the years 1948-75.

costs are expressed in consumption equivalent terms. Results vary depending on which country
is used as a benchmark. The cumulative welfare cost over the period 1948-75 ranges from 19.2 per
cent, if Greece is used as a benchmark, to 111.8 per cent, if the comparison is made with Italy. The
synthetic benchmarks, which converge to Spain’s relative border thickness in the period 1976-85
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by design, are on the lower part of this range. Nevertheless, they point to cumulative losses of
welfare of between a quarter and two-fifths of a full year of consumption.

As expected from the difference of the border thickness estimates depicted in figure 5, the
largest disagreement between computations using the synthetic benchmarks is in the first
period.*” Through the lens of the model, the average yearly welfare cost in the period 1948-52
ranges between 1.4 per cent and an extremely high 3.6 per cent of consumption, depending on
the synthetic benchmark that is used. For the period after the Stabilization Plan, the calculations
using both synthetic benchmarks roughly coincide, and amount to between 0.4 per cent and 0.5
per cent of consumption. These numbers imply that the slow opening of the economy in the 16
years following the Stabilization Plan had a welfare cost of between 0.4% X 16 = 6.4% and 0.5% X
16 = 8.0% of consumption.

To put the welfare costs into perspective, it is useful to compare them with the welfare gains
or losses from trade estimated for Spain in more recent times using similar models. Mayer et al.
estimate that the welfare gains for Spain of belonging to the European Union amount to between
0.9 per cent and 1.3 per cent of consumption or real income in a static trade model similar to ours
whereas Felbermayr et al. estimate that the collapse of the European single market would amount
to a welfare loss of 2.6 per cent for Spain.** Felbermayr et al. use the ACR formula with a trade
elasticity e = 5 and report that a move to complete autarky in the year 2008 would have reduced
Spain’s welfare by 3.1 per cent.** Redoing their calculation for a trade elasticity ¢ = 4, as the one
we use, raises the welfare loss to 3.9 per cent. These are large welfare losses calculated for large
changes in trade policy. On the other end of the range of estimates, and focusing on less extreme
changes in policy, Felbermayr et al. calculate that current membership in GATT/World Trade
Organization (WTO) increases Spain’s welfare by 0.4 per cent, and Baier et al. estimate that the
positive impact on welfare of signing the Transatlantic Trade and Investment Partnership (TTIP)
would have been around 0.1 per cent for Spain.*> Compared with these costs, the welfare cost of
the Spain’s closed economy during the Franco regime were substantial.

VI | CONCLUDING REMARKS

Our estimates based on historical trade flows imply a clear pattern of a reduction of Spain’s bor-
der thickness over the period 1948-75, in particular after the move from quotas to tariffs and the
convertibility of the peseta in 1959. However, Spain’s borders remained thicker than those of any
other country in Western Europe for the whole period and the relatively high impediments to
international trade implied non-negligible negative effects on consumer welfare. Our quantifica-
tion of Spain’s border thickness agrees with the historical evolution of economic and trade policy
in the 1950s and 1960s. It confirms the generally negative views espoused by economic historians
on economic policies in the early years of this period, and suggests that the incipient trade liber-
alization for certain goods in the 1950s did not spill over into aggregate trade in any significant
way.

42 As highlighted by an anonymous referee, while there is a reduction of the welfare loss with respect to Greece and
Portugal over 1960-85, this is not the case with regard to France and Italy. The divergence increases over time since the
early 1950s, which supports the rejection of the ‘uniqueness’ of Spain’s liberalization experience after 1959.

4 Mayer et al., ‘Cost of non-Europe’; Felbermayr et al., ‘Undoing Europe’.
44 Felbermayr et al., “Welfare consequences’.

45 Felbermayr et al., ‘On the heterogeneous’, and Baier et al., ‘On the widely differing’.
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Our results highlight a negative aspect of economic policy after 1959 that had previously
received less attention. Our estimates show that the Stabilization Plan and subsequent reforms
in the 1960s and 1970s did little to reduce the distance to Spain’s European peers, particularly
those under democratic regimes, such as Italy and France. By putting the focus on consumption,
as done by the welfare criterion in standard trade models such as the Armington model, we quan-
tify the costs in terms of consumer welfare. We conclude that the trade policy, which restricted
consumer choice over the whole period, led to a considerable loss of consumer welfare, and we
estimate that accumulated welfare costs over the period 1948-75 exceeded 20 per cent of a year’s
total consumption.
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