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ABSTRACT

In this study we investigate the role of the transportation sector in world trade. We build a spatial model that centers on the interaction of the market for (oceanic) transportation services and the market for world trade in goods. The model delivers equilibrium trade flows, as well as equilibrium trade costs (shipping prices). Using detailed data on vessel movements and shipping prices, we document novel facts about shipping patterns; we then flexibly estimate our model. We use this setup to demonstrate that the transportation sector (i) attenuates differences in the comparative advantage across countries; (ii) generates network effects in trade costs; and (iii) dampens the impact of shocks on trade flows. These three mechanisms reveal a new role for geography in international trade that was previously concealed by the frequently-used assumption of exogenous trade costs. Finally, we illustrate how our setup can be used for policy analysis by evaluating the impact of future and existing infrastructure projects (e.g., Northwest Passage, Panama Canal). Additionally, we explore efficiency and optimal policy in this setup. We show that in decentralized transportation markets, search frictions distort the transportation network and the dynamic allocation of carriers over space. We identify the sources of externalities, derive explicit and intuitive conditions for efficiency and show how they translate into efficient pricing rules or optimal taxes and subsidies for the planner who cannot set prices directly. In our empirical analysis, we show that in the case of dry bulk shipping, search frictions are present and lead to substantial welfare loss and misallocation of ships over space. However, optimal policy can eliminate about half of the welfare loss. Interestingly, we find that a centralizing platform cannot perform better; although it eradicates frictions, it exerts market power thus eroding the welfare gains.
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