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(WERE £ )

Does Import and Export Product Diversification Improve Terms of Trade
—Evidence from Agricultural Trade
HU Yue TIAN Zhihong

Abstract. Product diversification is an important way to gain benefits from interna-
tional trade and has significant impacts on terms of trade. Under the new framework of
trade theory, this paper examined the impacts of import and export diversification on the
terms of trade of agricultural products by using the agricultural trade data of 106 countries
from 1996 to 2017. The results show that the impacts of export diversification on the terms
of trade in agriculture vary from country to country. For developing countries, export diver-
sification can reduce the risk of price fluctuation caused by market concentration, and
plays a positive role in improving terms of trade. For developed countries, export diversifi-
cation is under a relatively saturated state. Specialized production and trade structure can
strengthen their competitive advantages, which in turn improve their capacity of earning
from agricultural trade. Unlike exports, due to the effects of the structure of agricultural
imports and the rise in commodity prices, import diversification has not shown an improve-
ment in terms of trade. It is also found that trade protection policies, such as import
tariffs,, will worsen the terms of trade in agriculture, while technological progress and cap-
ital accumulation are key factors to exert beneficial influences.

Keywords: Terms of Trade; Export and Import Diversification; Product Category;

Gains from Trade
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