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O Unilateral reduction of tariffs: Do Riomno

- cheaper imports raises domestic efficiency and
consumer purchasing power

- an article of faith among economists since Ricardo
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Welfare loss from tariits

O Small importing country faces a perfectly elastic world
supply curve S,

O If an import tariff of t is imposed, the welfare loss
consists of lost consumer surplus of (a+b+c+d), where
a = transfer to producers, b = loss due to inefficient
production, c = tariff revenue, and d = deadweight loss
of tariff

O With unilateral trade liberalization, consumers better
off through transfers and reduction in inefficiency |
but producers lose market share
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Multilateral trade liberalization :

- within GATT/WTOeach member country makes tariff
concessions on a quid pro quo basis (reciprocity)

- any concession made to one member Is automatically
extendedto all other members (non-discrimination)

- It works politically :

yt multilateral trade liberalization is a sort of jujitsu
that uses D WO N Q &Eihikédtion to get into foreign
markets to overwhelm domestic lobbies that would
sooner keep home markets closedt x (7he Economist
July 27, 2006)
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Why then In trade negotiations does a government
yt require aw B N MB DfoR HidNthéing partner(s) in
order to do whatis in any eventbestfor its BNT MS Q X

Observation that governments seek reciprocity in trade
agreements often interpreted to mean trade negotiators

are adopting a mercantilist perspective inconsistent
with economic logic

Paul Krugman observes there are three simple rules
(GAT Rhink) about objectives of negotiating countries:

- exports are good
- Imports are bad
-equal increase in imports and exports is good
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O VYV("SGHMIXxDMKHF G®DME@MS H& H R4 X
mercantifist in presuming countries unilaterally like to
tax imports, and enlightened in recognizing this could
be destructive

O vy ("-56HNMa&énxsees the trade policy problem as a
1 QHR N Ri2QRaY% individually, countries have an
Incentive to be protectionist, yet collectively they gain
from free trade

O Think about the case where an importing country can
Influence its terms of trade by imposing an import tariff
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Teams of trade effects of taniffs

O

O

O

O

Home importing country faces an upward-sloping
supply curve, S,

With a tariff t, domestic deadweight loss is d, foreign
deadweight loss is ¢, and tariff revenue is made up of
(a +b), where b Is a terms of trade benefit due to world
price being driven downto P\,

While there are net domestic costs, d, due to the tariff,
an y DWS D Q Ms@klsbSiKiposed on the foreign
country, (b +c)

The foreign country would have a similar incentive to
Impose a tariff on its imports from the home country
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Home country

No Tariff Tariff
strategy

_ No Tariff 0,0 100.-150
Foreign ’

country

Tariff -150, 100 -50,-50
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O Howisitthaty ( " -5 & H ~NR$ turned out mostly right?
Whatis its hidden logic?

() Government policy does not necessarily represent
public interest, but rather well-organized groups such
as exporters and Iimport-competing producers |
explains first two principles ofy ( "-S&HMJ X

(i) In setting exporter interests as a counter-weight to
Import-competing Interests, and by bargaining for
access to each N S G DniaRéts, trade negotiators do
move system closer to free trade
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O Origins of GATTcan be traced to trade policy choices in
1920 s and 1930 s ; notably USSmoot-Hawley Tariff Act

O General Agreement on Tariffs and Trade (GATT)signed
In 1947, the emphasis being on reciprocity and non-
discrimination ;| as opposedto free trade

O Since 1947, through 8 rounds of GATT,average ad
valorem tariffs have fallen from over 40 percent to less
than 4 percent, and membership of GATT/WTas gone
from 23 to 153 countries

O Uruguay Round of GATT,lasted from 1986 to 1994,
ending in formation of World Trade Organization (WTO)
In 1995 | adopted rules of GATT,and unified dispute-
settlement mechanism
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O Rules of GATT/WTQaid out in a series of 39 Articles,
which can be broken into three categories:

() Substantive obligations . Obligation of countries to
concentrate trade policies into form of tariffs, apply
them on a most favored nation (MFN)basis, and honor
any tariff concessions made in negotiations

- tariff commitments are made In the form of
y A HMC HétlialRaxifts not to exceedbound rate

- MFNtreatment means a country cannot discriminate
betweenmember countries with its tariffs
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() Exceptions Countries not held rigidly to GATT
obligations, with various exceptions that can be
Invoked under specific circumstances

(a) Original actions: temporary protection under
safeguard clause, protection of human, animal or plant
life or health, negotiation of preferential trade
agreements, and antidumping duties

(b) Retaliatory action: to prevent abuse, requests for
original actions are tempered by trading partners
being able to retaliate with reciprocal adjustments of
their own, If satisfactory y B NL O D M Ra@eét Nod x

negotiated
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O (i) Dispute settlement. Defines circumstances under
which actions of one country y MT K ErHHELXO @H |
benefits expected by another country

O A nullification or impairment complaint can take two
forms: (a) a wolation complaint where country has
failled Iin its GATT obligations; (b) a non-violation
complaint if country acts in a way to affect negotiated
market access

O Procedure for settling disputes follows three stages:
Investigation, ruling by a panel, and, as a last resort,
authorization for retaliation
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Doha Round began in November2001 in Doha, Qatar

First round of trade negotiations under WTO since
conclusion of Uruguay Round of GATTin 1994

Key to negotiations Is the agricultural sector which
was brought under GATTrules for first time Iin the
Uruguay Round Agreementon Agriculture (URAA)

Key features of URAAwere focus on:

() market access; y S@QHEEHB @S HN Mx
(i) disciplines on export subsidies

(i) disciplines on domestic farm policies


http://www.wto.org/index.htm

Wity sio0 sflimwvin IDovan tieel s

O EU has been resistant to reducing tariffs

O US unwilling to reduce farm subsidies

O Emerging economies (EEs) loath to cut tariffs

US wants tariffs slashed

O Impasse.—— EU feels US wants unrealistic cuts in
tariffs with little subsidy reduction

EEs want lower subsidies and
tariffs in rich countries
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Wiy is mﬂimmnunﬂiirrmmmﬂ;

O 96% of VN QKfamers | 1.3 billion | live in
less developedcountries (LDCSs)

O 73% of the poor live in rural areas, with over
1000 million people living off under $1/day

O LDCs very dependent on agriculture for
nousehold income

O International markets important to sustained
iIncome growth of LDCs
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Doha Round labeledy C D U D K NQOILT DMNC

Focus on increasing market access to developed
countries for LDCagricultural exports

Reduce world price distortions due to developed
country farm policies

Previous trade round brought only modest
Impacts on market access, export subsidies, and
farm support
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O Trade distortions underpinned by farm policies
In developedcountries

O EU, Japan and US are major subsidizers of
agriculture

O Most support goesto largest farmers
- largest 25% of USfarms get 89%
- largest 25 % of EUfarms get 70%
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'cusses oF FARMER AND How THEY DIFFER

THANKS Fep THE




Bemefits of trade libexallization S

Effects of Removing all Tariffs and Farm Subsidies (2001 US $ millions

Beneficiary Region
Agricultural Liberalization

Component High-Income Transition Developing World

Economies Economies Economies

High-Income Liberalization

- market access 31,811 1,608 10,376 43,795
- export subsidies 2,554 -488 -1,023 1,043
- farm subsidies 2,450 76 284 2,809

Transition Economies

- market access 847 495 476 1,818

Developing Economies

- market access 3,908 468 1,817 6,193
Total Agricultural
Liberalization 41,59 (0.74) 2,160 11,930(0.21) 55,658

Source: Hertel and Keeney (2006)
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WTO trade talks collapsed in July 2008 at Ministerial
meeting In Geneva

Due to differences on safeguard mechanisms for LDCs
and UScotton subsidies

Many believe US and other developed countries will turn
from multilateralism in the WTOto regionalism

Is this good or bad for trade liberalization?

Canthe WTObe reformed?
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O

Core role of GATTto facilitate negotiation of reciprocal
reductions In tariffs, i.e., public good based on MFN
clause and requirement of reciprocity

GATTalso had limited powers of rule promulgation |
y ANT Matifkss, procedures for dispute settlement,
banning of some NTBssuch as quotas

WTOIs expandedversion of GATT but to date has been
considerably less successful

Why did GATTsucceed and WTQOso far has proven less
successful?

Paul Collier, y 8 Gtie WTOis Deadlocked And What Can Be Done About
* S Kha World Economy29-10(2006): 1423 -1449 .
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O Whywas GATTsuccessful?

(a) History | after World War Il, developed countries saw need

for trade liberalization, and other means of dealing with
unemployment

Coordinated liberalization way round balance of payments
problems from unilateral liberalization

(b) Willing memberd little free-riding | focus on OECD

countries with three key players, US, Japan and EU, made
reciprocity easy, and too large to free-ide

Few LDC members, typically marginalized via y 4 O D BaHd@K
Differential 5 QD @S L (SDIP X i.e., did not participate in
bargains, so concessionsthey got werey CDBNQ @S HUD x
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(Cc) Scope! restricted to manufactured goods, and no attempt to
negotiate agricultural liberalization

As a consequence, GATTwas successful | by formation of WTO,
Intra -OECDmanufacturing trade virtually free of tariff barriers

O GATTio WTO

(a) Going global - trade liberalization agenda now almost all
about LDCs; OECD/LDCs|.DCs/OECDLDCs/LDCs

(b) Going multi-sectoral - negotiations now multi-sectoral !
LDCswant better access to OECDcountries in manufacturing and
agriculture ; OECDcountries want LDCaccess in services, defense
of intellectual property rights, and security for foreign direct
Investment
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O WhyGATTis not a model for WTOsuccess.

(a) History | collapse of USSRsignaled to some LDCs, e.g.,
India, should integrate in world economy - China proving
feasibility

However,the world different in other respects:

- LDCsexpect voice in decisions affecting them, and seeking some
transfer of power from OECD

- voters in OECD expect governments to reduce poverty trade
policies cannot be based purely on self-interest

- expectation by LDCs of transfers from OECD,principle having
been concededin GATTunder SDT

Result | deal acceptable in OECDrisks being unacceptable
among LDCs
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(b) Unwilling memberd free riding - two new groups of
members in WTO

- smaller/poorer LDCs (G90), especially in Africa, who see no
benefit from bargaining for trade liberalization | see only
transfers in their interests

- larger/integrated LDCs (G20), e.g., China, who have an interest
In trade liberalization | but incentives to free +ide

- difficult for G20 to reach deal with OECD if G90 hostile
(c) Notjust manufacturing

Will be harder to get a deal that is inter-sectoral; may require
rules where some governments see no benefit/reduces sovereignty
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WTO needs a y F Q @M@Q F @wtiM xlifferent benefits across
countries | creation of EU was such a bargain, but it did not
require agricultural trade liberalization

O Possible solutions to deadlock in WTO

() Bargains vs. transfers:

Seen as hypocritical that OECDcountries have barriers against
many LDCs,but evenintegrated LDCssee need for some transfers

(a) Core of WTOmust be bargaining | WTOcrucial to G20,
but without reciprocity, will not be offered much

(b) Explicit transfers ! should be an element of non-

reciprocated market access ;| negotiated among OECDmembers
by WTCOsecretariat at start of a trade round:
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