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wGains fromlrade
¢ Traditional static analysis
¢ Economies of scale/ desire for variation
¢ X-efficiency
wTrade wlicy instruments & technigues

¢ How we analyse
¢ Instruments & Techniques

wAnalysis
¢ CGE & Gravity models
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Kosovo with no trading
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Kosovo withtrade

Principal Conclusions:

Achieving higher utility

Trader necessarily job creation
Productivityy @ world prices
Institutions matter

Distribution of benefits(?)

Small country affectedhore
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Source: Gage OECD PFI paper
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2003 Trade % of World " ==

-[? trade proportional to
" thickness of line

Baldwin 2006; If <2% Trade is ignored

What causes so
much trade amongst
those countries with
similar costs of
factors of
production?

Two possible
explanations:
AEconomies of scale
Mesire for variation
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wPrior analysis Is largely static

w X-Inefficiencytechnicalefficiency is not being
achieved due to a lack of competitive pressure
(technology transfer).

wAllocativeinefficiency:a firm should not
employ brain surgeons to dig ditches.

wBoth inefficiencies can be driven out by
competitive pressureg some economists
view such the real benefits of trade.
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Trade Policynstruments & Techniques

w Analysis Tools
¢ Supply & Demand Curves
¢ Welfare

w Thelnstruments
¢ Tariff
¢ Quota / Tariff Rate Quota
¢ Export Subsidy
¢ Others

w The Technigues
¢ Tariff peaks and escalation
¢ Rules of origin
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Supply, Demand & Welfare
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Price

PW '+t
pW= pw*

Small Country Importer
Imposes a Tariff

Supply

Net Welfare Effect?

Demand

Quantity
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| Commercial Policy Instruments |

I I
| Trade Contraction | | Trade Expansion |
I I
I I I I
| Price | | Quantity | | Price | | Quantity |
| | | |
Tariff Import quota ¢Trq) Import subsidy Export quota
or or or or
Export tax VER Export subsidy or VIE
(Voluntary Export Restraint) Export Cl’edit (Voluntary Import Expansion)
or subsidy
Procurement

Red-tape barriers

© Pearson Education (Modified)
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Summary of Instruments
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w Ageneral phrase incorporating a host of
protectionist / legitimate concern instruments/
technigues

w Bigones:
w Border practices

w TBTtechnical barriers to trade &PSSanitary &
PhytoSanitaryissues for public safety, morals,
SYOBANRYYSYOS €1 02dzNJ ai
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The Evidence

Non Tariff Barriers

Sjuapuodsal Jo Juadlad

Source:

Gage OECD PFI paper
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TariffPeaks & Escalation

8703 Passenger cars
8407 Engines

4011P neumatic rubber tires

6205 Men's shirt

5208/9 Woven cotton

5205 Cottonyarn

5203 Cotton carded or combed
5201Cotton not carded or combed

447 Plywood, veneer panels
4408 Veneer/plywood <6mm
4407 Wood sawn

4403 Wood inthe rough

0.0 . . 6.0 8.0

Average* MFN percentage tariff

*Mean of USA, EU, Japan & Canada for sub-headings under this HSC heading in 2000

Source: Gage OECD PFI Paper




| K A Tasffe:&niform and signalling with
scheduled reductions

w Practice:
¢ Uniform tariffs applied to nearly all products
¢ Announce scheduled reductions to the tariff rate

w Advantages of uniform tariff:

Less distortions

Ease to administer

Less prone to lobbying

Less prone to corruption

Possible precursor to broad consumption tax
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w Advantages of signalling:
¢ Allows constituents time to adapt
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Abuseof Rules of Origin
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Source: Gage OECD Blurring Paper
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Economic Analytic Models

wAnNalysis using supply demand curves

wComputable General Equilibrium (CGE)
models

wGravity models
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Why ValueChain Analysis is Important

Welfare analysis of [EU Bananas]

Regulation 404/93 A3
imat Total EU S8
(a‘pprOXIma e) demand QQ ,@e’ R Profits of
laglior, 2% s
N US importers
R

Profits of

_ EU importers

EU internal price

IIIIll| Tariff revenue

NN Deadweight

World price (CIF)

| : | losses
Transport (010 1<) TS A I
i i i EE Producer
& R HHH support
Fo &8 £
S @& C?‘OVQ% &@‘“”Q%«
"o vE &P Source: Cadot 2003
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National Income = National
Y = Income (GNP)

COnsumpthn ZKrugman) C = Consumption
| = Investment
Y=C+I1+G(G ‘KX/' G = Govt Spending
X = Exports
E M = Imports

SP = Private savings

(X¢M) =(Sql) + (T G) T = Taxes

Consider if Kosovo builds a hydro-electric dam and buys a
turbine from GE using GE Capitalée

Is a current account deficit necessarily bad?...
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Computable General

Equilibrium Models use

iInput/output
relationships between
regions and sectors to

build a simulation of the

economies of interest

Microconsistent
benchmark data set
for a single year

;

Replication
check

Exogenous
elasticities

p Calibraton g p

'

Calculation of
counterfactual
equilibrium

|

Policy appraisal basedon a
pairwise comparison between
the counterfactual and the
benchmark equilibrium

Source: Petersen 1997
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Petersen. September 1997.

The model of the Europe Agreements showed only small
benefits for Czechoslovakia, Hungary and Poland, and even
smaller benefit for the EU. Thus it is reasonable to say, that
the model supports the critical voices, claiming that the
Europe Agreementare mainly of political value and that the
economic consequences are smé#lthe purpose of the
agreement was economic gains, then the analysis showed
that aFree Trade Agreement would be preferatbehe
Europe Agreements.
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Tradg = a GNR)" (GNBP¢ (DIST)
Logarithm of the above and add other explanatory variables

In(Tradg)= a + IN(GNE) +cIn(GNBP+ dIn(DIST) +
[other variables & dummies]
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Edward Christie, 2002

Dependent variable: importsif
Variable Coefficient Prob. Multiple
GDP importer 0.87 0.00 -
GDP exporter 1.01 0.00 -
Distance -1.21 0.00 -
English language 0.86 0.00 2.36
EU14 0.80 0.00 2.22
EU Association 0.64 0.00 1.90
CEFTA7 1.03 0.00 2.79
Baltic state 3.75 0.00 42.78

Two considerations: landlocked (-0.27=0.76) & conflict dummies
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Trade Policymaking Loop:
Measuring up & sensing change

Host Country Investment
Attributes/
Opportunities _

Trade

Tax

Exchange rate
Environment

Labour
Other
. hahged Policies - Benchmarks
Policies No Noticed & - Peer reviews
Achieving No as Desired? - Surveys
Measurements: Goals? No NoO
- GDP/capita Linkages/
- CP)(t)r\]/erty reduction Competition Inducing
S er .
Vams'? Catalysts? - FDI/ investment
- Linkage extent & depth - Amount of trade
- Composition of trade

- Productivity
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w Promote an open banking service sector even though it may
not increase manufacturing FDI

w Support liberalisation of broadband internet

w Limit trade rules that discourage fragmentation

w Promote international technical and process standards
w Introduce a coherent innovation policy

w Institute complementary competition policies

w Facilitate trade as timing and costs tighten
[Source:‘Gage OECD EDI in- Manufacturing; 200]
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Extra slides: for WTO background

[to be covered if sufficient time]




