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On International Trade, Specialization, and

Policy Pragmatism

A review of Michael Spence’s Article “Adam Smith at 250”

By Prof. Luciano Jannelli

former Chief Economic Advisor, Ministry of Investment (KSA),

Ph.D., Columbia University in New York.

Nobel laureate in economics Professor Michael Spence’s
fascinating article “Adam Smith at 250" delves into what he
calls one of the two “outstanding insights” of Smith's 1776
book “The Wealth of Nations”, namely the concept of
“specialization”. Spence suggests that this insight might be
even more important than the other outstanding insight,
which is the concept of the market as the “invisible hand”
leading to efficient resource allocation.

Spence explains how two major constraints can prevent
specialization from delivering its benefits. First there is the
“extent of the market”, i.e. the lack of sufficiently sizable
demand to sustain a myriad of specialized activities. Second,
specialization may generate a variety of risks, including
disruptive transitions for workers, firms, regions, and
countries. He elaborates on how the first constraint was
overcome after World War Il through globaltradeliberalization.
He then argues that the second constraint kicked in more
recently with parts of the population in advanced economies
suffering from structural trade-induced disruption.

Finally, Spence argues that Al might significantly alter the
nature of specialization by accelerating the transfer and
diffusion of previously specialized knowledge, whilst possibly
raising the relative demand for specific types of capabilities
and knowledge that can be less easily transferred by means
of Al. This would then lead to the devaluation of a large part of
existing human capital, to the advantage of some non-
disruptible — and possibly new - forms of human capital.
These are fascinating but equally challenging research areas,
as we are only at the beginning of a new technological
revolution with far-reaching and complex consequences.

| would suggest that economic value will be extracted not
only from how Al produces (the diffusion of) knowledge, but
also from how that knowledge is applied. Such Al-application
activities must be considered part of the new human capital
Spence mentions, on par with — if not superior to — the Al-
production activities. But let me conclude my reflections by
reverting to Spence’s two “outstanding insights” of the
“Wealth of Nations”, the ‘“invisible hand”- and the
“specialization” insights.

The “invisible hand” insight that the market allows for a
price discovery mechanism that leads to the most efficient
allocation of scarce resources, remains extremely powerful for
policymakers. Spence correctly points out that this
mechanism only works under certain institutional conditions
and is weakened by externalities, informational asymmetries,
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and missing markets. It might be worthwhile to note that the
extraordinary technological innovations of the last decades
are in fact not entirely the consequence of the market's
“invisible hand”. US Government 1960s Apollo and military
expenditure programs, public R&D and universities, together
with private entrepreneurship, played a crucial enabling role
in the development of microelectronics, computing, and the
internet. Whilst Adam Smith himself was aware of the
disruptions that a pure market-driven approach could have
caused, he did not anticipate that state-sponsored
investments (essentially industrial policy) would lead to
innovation. He was, however, aware of the need for public
goods, such as infrastructure. This all tells us that we should
never dogmatically apply economic theory.

Saudi Arabia's pragmatic market approach that allows for
major state investments can create lead markets not only in
Al, but other also other areas, such as energy technology,
logistics, digital infrastructure, tourism, health, and education.
Domestic demand in these areas can help firms learn and
scale before competing internationally. The important caveat
is that such lead markets should remain disciplined by
competition, private-sector participation, openness to global
knowledge, and clear evaluation of outcomes.

As for the “specialization” insight, Spence correctly argues
that international trade has allowed many developing
economies to achieve rapid economic growth. One should add
that aggregate global poverty levels have come down
significantly, surely saving many lives. Less comforting is the fact
that only a small number of developing economies has achieved
high income status. This confirms that pure market-driven
specialization alone is not sufficient, as countries may remain
locked in specific low margin export activities. According to
Spence, resistance to international trade has emerged in
advanced economies in general. This might be true, but only in
the US has it materialized in an aggressive anti-trade policy.

Compared with many other advanced economies, the U.S.
hasrelied less on broad-based compensation and adjustment
mechanisms for workers and regions exposed to trade shocks.
This may at least partly explain why trade-related disruption
has translated more forcefully into protectionist politics there.
Here too, a more pragmatic and less dogmatic domestic US
social policy approach would inflict less harm on the US, and
on the rest of the world. The silver lining is that the US share
of global trade is far smaller than the US share of global GDP,
hence the legitimate hope that international trade and
specialization might resist much better than many fear.
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Abstracts from the Journal of Economic Studies
(June 2026) Volume 18, No. 1

The «Journal of Economic Studies» is a (periodical -
scientific — Refereed) publication that is issued biannually by
the Saudi Economic Association, since 1998. The journal is
concerned with publishing research and scientific reviews
that have not been previously published, covering variety of
economic topics and issues. The Journal of Economic Studies
applies the Open Journal System (OJS), which is an open-
source platform for managing and publishing academic
journals online. This issue of the journal (June 2026) can be
found on the link (https://t.co/IPukK4cT1dD ) The following is
abstracts of the papers:

The Impact of Environmental Factors on Unemployment
Rate through Public Health in the KSA During the period
2023-1995 (In Arabic)

Vivian Nasrualddin; Al-Anoud Shubayla

Abstract: This study aims to clarify the mediating role of
public health—measured by mortality rates—in the
relationship between environmental factors (safely managed
sanitation services, clean fuel usage, and per capita carbon
dioxide emissions) and unemployment rates in Saudi Arabia
from 1995 to 2023. Data were collected from the World Bank
database, and causal mediation analysis was employed as a
modern statistical approach. COVID-19 was treated as a
causal (treatment) variable influencing public health. The
results showed a significant positive effect of COVID-19 on
both mortality and unemployment rates. Additionally, safely
managed sanitation had a significant negative effect on
mortality, while better public health significantly reduced
unemployment. The findings further revealed that public
health played a significant negative mediating role between
environmental factors and unemployment, indicating that
improved public health conditions helped mitigate the
adverse impact of the pandemic on the labor market. This
highlights the importance of investing in environmental and
health infrastructure to reduce the socioeconomic impact of
future health crises. The study concludes that strengthening
public health systems can act as a buffer, minimizing the
economic consequences of environmental stressors and
infectious disease outbreaks such as COVID-19.

The Main Sources of Economic Growth in Kingdom of
Saudi Arabia An Econometric: Study During the period
2023-2000 (In Arabic)

Loualid Guessoum Messaoui; Mohamed Jafar Henni

Abstract: This study aims to identify the main sources of
economic growth in the Kingdom of Saudi Arabia over the
period (2023-2000), It further examines the extent to which
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economic growth responds to changes in these sources in
the long run. The study employs the Autoregressive
Distributed Lag (ARDL) model. The results indicate no
evidence of short-run Granger causality from the explanatory
variables to real GDP per capita. In the long run, the findings
reveal a weak and less-than-proportional response of real
GDP per capita to its main determinants, namely final
consumption expenditure and total exports and imports of
goods and services. Specifically, a %1 increase in final
consumption expenditure leads to a %0.31 increase in real
GDP per capita, while a %1 increase in total exports results in
a %0.15 increase. In contrast, a %1 rise in total imports of goods
and services leads to a %0.09 decline in real GDP per capita.

Determinants and Stability of Money Demand in the
Middle East and North Africa: An Empirical Study
Using Time Series Models During the period —1990
2023 (In Arabic)

Mardin Mahsum Faraj

Abstract: This study aims to analyze the determinants of
the money demand function and assess its stability in the
economies of the Middle East and North Africa (MENA)
region during the period 2023-1990. The research adopts the
Dynamic Ordinary Least Squares (DOLS) methodology for
each country individually, Furthermore, the CUSUM and
CUSUMSQ structural stability tests were employed to
evaluate the stability of the money demand function and to
trace its evolution over time. The findings reveal a statistically
significant positive relationship between real GDP and
money demand, although the magnitude of this effect varies
between oil-exporting and non-oil economies. The results
also indicate a negative relationship between interest rates
and money demand, although this effect appears weaker in
countries with underdeveloped banking systems. As for the
exchange rate, the impact is mixed—positive in countries
with monetary stability, and negative in those experiencing
severe currency fluctuations. Moreover, the stability tests
confirm the presence of structural shifts in the money
demand function across several countries, reflecting their
exposure to economic and political shocks. These findings
underscore the importance of adopting flexible and forward-
looking monetary policies that can adapt to both internal
and external shocks. It is also essential that such policies be
designed in alignment with each country’s institutional and
economic characteristics. While economies with more
advanced financial systems may rely on conventional
monetary tools, those with underdeveloped financial
markets should focus on enhancing financial inclusion and
developing alternative instruments to improve the
effectiveness of monetary policy.
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The Impact of Structural Change on Carbon Dioxide Emissions:
Further Investigation for GCC Countries

Hamrouni Daghbagi ; Kahouli Zohra

Abstract: Structural change plays a crucial role in GCC countries, influencing
economic development and impacting CO2 emissions and pollution levels.
Efforts to diversify the economy aim to reduce dependence on oil and gas. This
includes promoting renewable energy, investing in infrastructure, and
developing service sectors such as education, health, tourism, and trade. These
changes often enhance energy efficiency, leading to lower emissions. The main
objective of this study is to analyze the impact of structural change and other
variables, including energy consumption, economic growth (GDP), population,
and globalization, on CO2 emissions in GCC countries from 2003 to 2021. We
employed the PMG-ARDL approach using panel data to investigate these
relationships. Our findings reveal that, in the long term, CO2 emissions in the
GCC countries are significantly affected by economic growth (GDP), population
growth, energy consumption, and globalization. In contrast, structural change
significantly contributes to reducing these emissions. These results have
important implications for policy-making in GCC countries, suggesting that
sustainable development strategies should focus on integrating environmental
considerations, particularly by promoting structural changes that enhance
energy efficiency and reduce emissions.

Assessing the Impact of Economic Shocks on the Exchange Rate of the
Egyptian Pound During the period 2022-1977

Fayez Abdelhady A. Mahmoud

Abstract: This study analyzes how economic shocks affect Egypt's
exchange rate (2022-1977), focusing on external debt, reserves, and inflation.
Using VAR models and World Bank data, the findings reveal That Exchange
rate shocks and their determinants (reserves, inflation, debt) exhibit
prolonged impacts that fade slowly. The exchange rate is most vulnerable to
its own shocks, followed by reserves (the strongest external influence),
domestic inflation, imported inflation, and external debt. Domestic inflation
shocks are more damaging and persistent than imported ones.
Recommendations include adopting dependence, and bolstering foreign
reserves to enhance resilience to external shocks. The study underscores the
need for structural reforms to stabilize Egypt’'s exchange rate amid economic
turbulence.

The Impact of Banking Development on Economic Growth: Empirical
Evidence from Egypt during the period 2023-1990

Elsayed M. A. Elseraty; Nesma Mohamed M. Hussein; Mahmoud Gamal Zakzouk

Abstract: Thisstudy investigatesthe impact of banking sector development
on economic growth in Egypt from 1990 to 2023. Using the Autoregressive
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Distributed Lag (ARDL) model, the research
assesses the long-term effects of advances in
the banking sector on economic
performance. Additionally, the study
incorporates the Error Correction Model
(ECM) to capture short-term dynamics and
relationships. Thefindings reveal a significant
positive impact of banking development on
economic growth in the long run, while also
indicating that short-term results are largely
consistent with the long-term outcomes.
These insights highlight policy measures to
maximize the growth impact of banking
developmentin Egypt.Keyrecommendations
include strengthening private-sector
participation, encouraging foreign bank
entry, and adopting international standards
for supervision and risk management.
Enhancing customer protection, raising
public awareness of banking services, and
investing in human capital through training
and professional certifications are also
emphasized. Additionally, promoting trade
openness, boosting export competitiveness,
and controlling inflation are identified as
crucial to reinforcing the banking-growth
relationship.
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