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Ricardo’s Comparative Advantages 9The Principles p off Political Economy: Economyy: 1821!! 9Adam Smith’s absolute advantages: Each country specializes in the good in which it is more productive. productive 9Ricardo’s main intuition: Trade may be welfare enhancing even if one country is more productive in all goods.
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Ricardo’s Comparative Advantages Example: England and Portugal produce wine and cloth Technology: Costs of Production Lc Portugal 9 England 10



Lw 6 20



Lc/Lw 1.5 05 0.5



Lw/Lc 0.66 2



Total Labour 63 120



Production of the Two Goods Autarchy Portugal England Total



Cloth 3.5 6 9.5



Wine 5.25 3 8.25



Specialization Cloth 0 12 12



Wine 10.5 0 10.5



New Trade Theories (almost) never challenged this basic result
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Trade and Growth. What really Happened



World Trade has enormously increased in the past 50 years. Globalization is real (this and the following figures come from the web site of BBC)
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Trade and Growth. What really Happened
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Trade growth has been uneven
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Trade had positive effects on growth
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The Weight of Europe 9 The EU is the world’ world’s biggest trader; its dominance of trade in services is even greater. In particular: ƒ 2/3 of EU27 exports are to other EU27 nations; and up to 3/4 if also considering EFTA nations and Turkey; ƒ After Europe, North America and Asia are the EU27 EU27’’s main markets; ƒ Africa, Latin America and the Middle East are not very important as EU export destinations.
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Composition of the EU EU’’s External Trade 9 Manufactured goods account for almost 90% of EU exports; side,, 2/3 of spending 9 Imports p p g on manufactured ggoods;; 9 EU27 is a big importer of fuel (about 1/5 of total).
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Trade and Growth. What really Happened
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The 49 LDCs have roughly the same population as US, Japan, Germany, France and UK
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But their share in world trade is 6O times smaller
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Trade and Growth. What really Happened



9 The price of many raw materials has been decreasing with trade, whereas the price of manufacturing has increased 9 Many poor countries are heavily dependent on a single product
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Trade and Growth. What really Happened



9 Nigeria and S. Korea are two opposite cases 9 Value of exports in 1980 was the same 9 Nigeria did not diversify: Income stagnated 9 S. Korea diversified and its income increased substantially
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Trade and Growth. What really Happened



9 Rich countries’ protection of internal markets is still substantial 9 What is even more striking is that development aid steadily decreased over time. And the crisis did not help!!
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The Facts: EU’ EU’s Common External Tariff (CET) 9 The average CET rate is about 6%, with wide variation ƒ Agricultural goods are much higher ƒ Within Within--categories variation is enormous ƒ Strong implications for trade negotiations
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Trade and Growth. What really Happened



9 Services are the fastest growing area 9 Rich countries specialized on business and financial services 9 Poor countries on tourism and travel 9 Few exceptions: India 15
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Trade and Growth. What really Happened



9 The proportion of poor people diminished 9



But due to population growth absolute numbers are still increasing
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Africa is more than ever the main concern for poverty reduction strategies.
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The Virtuous Circle of Trade TRADE IMPORTS EXPORTS



Poverty Reduction Development



1. Development of Capital goods Access to foreign markets Know–how Know how Technology



p Accumulation Capital (Human, Financial, goods)



EMPLOYMENT 3. Income Increase



DEVELOPMENT OF PRODUCTIVE CAPACITIES



2. Labour demand



Structural change In composition of the economy
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The Vicious Circle of Trade TRADE IMPORTS EXPORTS



1. Foreign firms enter local markets



REDUCTION OF PRODUCTIVE CAPACITIES



Poverty Trap UNEMPLOYMENT 2. L Layoffs ff



• Local firms cannot compete with foreign firms



3. Decrease in demand for goods and services
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The Vicious Circle 9 Local industries are very vulnerable to foreign competition: deindustrialization has been severe in some LDC LDC´´S (Ghana (Ghana, Zimbawe,, Ecuador) Zimbawe 9 Many LDC´ LDC´s present a trade deficit, therefore, income from e ports are ins exports insufficient fficient to pay pa for imports. imports 9 The consequences are declining capital inflows and an increasing dependence on foreign debt and aid. 9 LDC LDC´´s export mainly commodities



19



10/23/2012



Trade and Growth: What Went Wrong? 9 Why the global welfare gains promised by old and new trade theory did not materialize? 9 In fact the scope of the theory is well defined. It only asserts that global gains g g will be obtained with trade. 9 The theory says nothing on the distribution of these gains. 9 Ricardo said that the distribution of gains would depend on relative bargaining power. The law of the strongest applies. The theory does not deal with the fairness of the trading system 9 This was clear after WWII, and since then an enormous effort has been made to set up a multilateral framework in which to develop a fair and mutually advantageous trading system 9 The WTO is the (imperfect) result of this effort
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Outline 9 The Main Argument for Free Trade ƒ Ricardo’s Principle of Comparative Advantages



9 Trade, Growth and Poverty: y What reallyy happened pp 9 The WTO as a Tool to Govern Trade ƒ Statute ƒ History ƒ The European « Anomaly »



9 The Doha Round ƒ Promises… ƒ …and Outcomes
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The WTO



9 Location: Geneva, Geneva Switzerland 9 Established: 1 January 1995 9 Current Director General: Pascal Lamy y Uruguay g y Round Negotiations g ((1986(1986-94)) 9 Created by: 9 Membership: 157 Countries (as of October 2012) 9 Last countries to become member: member: Russia (August 2012) 9 Member countries account for over 98% of world trade. trade.
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The WTO – History Year



Place/Name



1947 1949 1951 1956 1960/1



Geneva Annecy Torquay Geneva Dillon Round



1964/7



Kennedy Round



1973/9



Kennedy Round



1986/94 Uruguay Round



Subject j covered Tariffs Tariffs Tariffs Tariffs Tariffs Tariffs/Dumping Tariffs/Framework agreements Tariffs/Rules/Services/ Intelluectual property/ Dispute settlement/ Textile/Agricolture/ …



Countries 23 13 38 26 26 62 102 123
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The WTO – Functions “The World Trade Organization is the only global international organization dealing with the rules of trade between nations. nations At its heart are the WTO agreements, agreements negotiated and signed by the bulk of the world’s trading nations and ratified in their parliaments. The goal is to help producers of goods and services, services exporters, exporters and importers conduct their business.” (WTO Web site) site) 9 Administering trade agreements 9 Acting as a forum for trade negotiations 9 Handling H dli ttrade d di disputes t 9 Monitoring national trade policies 9 Technical assistance and training for developing countries 9 Cooperation with other international organizations
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The WTO – Structure 9Ministerial Conference 9General Council 9Goods Council, Services Council, and Intellectual Property Council il 9Specialized committees, working groups, and working parties ti 9Secretariat 9Crucial feature: Decisions are taken by consensus
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The WTO - Structure
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The WTO -Principles of the Trading System System-9 Most Favored Nation Treatment 9 Freer Trade 9 Predictability 9 Promoting Fair Competition 9 Encouraging Development & Economic Reform
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Europe and the WTO 9 The WTO is the only international forum in which Europe speaks with only one voice 9 Trade policy, together with monetary policy are the only fields in which there was complete p delegation. g But… But 9 The EU trade Commissioner (currently Karel De Gucht Gucht)) has no right to negotiate outside the mandate given by the Council of Heads of State and Government 9 As in most sensible policy choices this mandate is subject to unanimity voting



29



10/23/2012



Outline 9 The Main Argument for Free Trade ƒ Ricardo’s Principle of Comparative Advantages



9 Trade, Growth and Poverty: y What reallyy happened pp 9 The WTO as a Tool to Govern Trade ƒ Statute ƒ History ƒ The European « Anomaly »



9 The Doha Round ƒ Promises… ƒ …and Outcomes
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The Doha Round



9? 9 Geneva, July 2008 9 Geneva, July 2006 9 Hong Kong, December 2005 9 Cancún Cancún,, 1010-14 September 2003 9 Doha, 99--13 November 2001 9 Seattle, November 30 – December 3, 1999 9 Geneva, 18-20 Ma May 1998 Gene a 189 Singapore, 99--13 December 1996 9 The Doha Round has been centered on development, to try to give the WTO a new start after the disaster of Seattle in 1999 31
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Why a Development Round? 9 The failure of the Seattle meeting in 1999 can be attributed to two factors ƒ For the first time developing and emerging countries made a common front to block the agenda of rich countries ƒ In I rich i h countries t i an anti ti globalization l b li ti movementt has h shaken h k supportt for f international institutions, and the WTO



9 In the months following Seattle many forecasted the end of WTO 9 The natural way out of the impasse was to launch a round centered on development 9 Symbolic S b li date: d The Th roundd was launched l h d in i the h fall f ll 2001
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Doha Issues 9 Agriculture Agriculture:: Access to rich countries’ markets ƒ Subsidies (domestic and export) ƒ Tariffs and quotas Non--agricultural market access (NAMA) 9 Non ƒ Here high tariffs characterize developing countries (e.g. India) 9 Services ƒ Fastest growing sector ƒ Rich countries pushed for liberalization especially in t l telecommunications, i ti banking, b ki finance fi 9 Development Package: Proposed by the EU ƒ Extension of the Everything but the Arms initiative to other countries ƒ Trade for aid package 33
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The Hong Kong Meeting 9 6 days of negotiations, negotiations the ministers from the 149 WTO Member governments reached a deal on 18 December 2005. 9 General parameters to guide for the development of eventual “f ll modalities”. “full d li i ” 9 Numbers and formula for agriculture and nonnon-agricultural market access (NAMA) were supposed to be formalized by April 2006. 9 Conclusion of the round was forecasted by the end of 2006.
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Low Key Compromise 9Agriculture A i lt ƒ ƒ ƒ ƒ ƒ



Export subsidies cut by 2013 S ill “upon Still “ the h completion l i off the h modalities” d li i ” Domestic subsidies: reduction, no suppression Market access: “sensitive sensitive products products” not determined No agreement on the domestic support to cotton production (e.g. domestic subsidies = 90% total US support pp for cotton))
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Low Key Compromise 9Development Package ƒ 3% reservation in sensitive pproduct lines for developed p countries that face difficulties in providing full unrestricted access in 2008. (e.g., the US can apply this exception to the textile industry, a crucial export for two of the LDCs LDCs,, Bangladesh and Cambodia. Cambodia ƒ Japan’s objection to including rice and leather products in the deal.



9Services: No real deal
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The Geneva Failure, Failure, July 2006 9 Thee US de demanded ded a reduction educ o in tariffss ƒ US tariffs are low ƒ EU agricultural tariffs are high ƒ Emerging countries NAMA are high 9 The EU demanded a reduction in subsidies ƒ EU subsidies are low ƒ US and emerging countries’ subsidies are important 9 Emerging countries argued that they need to do little, given that this is a developing roundd 9 EU and developing countries were in favour of a compromise deal, and offered substantial concessions. 9 The US blocked the deal: No deal is better than a bad deal 9 The blame fell on the rigidity of the US. According to The Economist the deal cut by Pascal Lamy and approved by EU and poor countries would have been a significant though not complete success 9 Potsdam 2007 does not even deserve a slide of its own…
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Conclusion: The Role of Europe 9 Europe has much of the blame for the disappointing outcome ƒ It did not match an offer from the US in October 2005 for a comprehensive ( (even if nott particularly ti l l ambitious) biti ) reduction d ti in i tariffs t iff ƒ It refused to reduce its domestic subsidies, the (in)famous CAP ƒ It refused partial agreements, insisting for a comprehensive, and scarcely realistic deal on all the issues discusses



9 But in July 2006 it was ready to stike a deal and to make significant concessions. concessions 9 The trade talks also showed the institutional difficulties of the EU. y the mandate The Trade Commissioner was heavilyy limited by received; furthermore, countries repeatedly threatened to veto the agreement during the negotiations 9 Finally, i ll the h paradox d off agriculture i l has h stricken i k again: i 5% off the h European workforce set the agenda for the rest of the continent
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