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What?
Global Studies aim at presenting the main challenges facing the
countries, cultures and economies around the world
Multidisciplinary approach: International politics, Sociology,
Economics…

How?
Class schedule
Tuesday 2:30PM-05:15PM - LHC G04 Liang Y Hall
Office hours
Tuesday Morning
Website
http://matthieucrozet.weebly.com - Password = kerguelen

What about you?
What do I expect from you?

The class will be profitable for all of us if… all of us are involved
= Talk / Ask questions / Discuss / Argue / Criticize

Introduction to Global Studies
Course content

Course content
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Lectures

Main textbook

Other textbook

An introduction to
Global Studies

Global Issues, 5th ed.
politics, economics and
culture

Campbell, MacKinnon, Stevens
Richard J. Payne, Pearson

Table of contents
1. International Trade and the WTO system - Weeks 1 and 2
2. Multinational firms - Week 3
3. Population - Week 4
4. Migrations - Week 5
5. Global finance - Week 6
6. Poverty and inequality between nations - Week 7
7. Poverty and inequality within nations - Week 8
8. War and peace - Weeks 9 and 10
9. The European Union - Week 11
10. Readings / Student presentations - Week 12
11. Projects / Student presentations - Week 13

Course content

2

Readings

Required readings - One among the following books

JARED DIAMOND
Collapse

THOMAS PIKETTY
Capital in the XXI century

DANI RODRIK
The globalization paradox

2. Required readings

You will have to set up working groups
Each group will read one among the 4 suggested essays
Each group will have to present the main developments and major conclusions
Presentation: 30-40 minutes with slides including discussion with the class

DARON ACEMOGLU AND JAMES ROBINSON
Why nations fail?

Course content

Homeworks

From time to time, I will ask you to prepare some material for the class
In addition, you will have to:
3

Homeworks

1. Prepare a debate on a topic related to the lecture
2. Produce a written report and present it in class

1. Debates

Imposed topic
Two students debate: present pros and cons arguments
The class discuss, ask questions… and vote

1. Debates

1. Trump's trade policies: Are they possible? Are they desirable?
2. The European commission ordered Ireland to collect $14.5 billion in unpaid
taxes from Apple. Irish government decided to fight this decision. Should
Ireland pay?
3. Is the end of Chinese one-child policy a good decision?
4. Was Merkel's policy towards Syrian refugees judicious?
5. Should we impose a global "Tobin tax"?
6. Should developed nations reinforce foreign aid to developing countries?
7. Should we implement policies to reduce inequalities within nations?
8. Is Putin a danger for world peace and democracy?
9. Should the U.S. renegotiate the Iranian nuclear treaty?
10. Brexit: Should they stay or should they go?

3. Report

3. Report

You will have to set up working groups (4 students)
Each group will write and essay on a given question
Each group will have to present his essay in class and create a debate
Important, the essay has:
To survey the main arguments (with explicit references to important and
serious research)
To exploit data to establish original stylized facts and correlations
supporting the main conclusions

-

Learning objectives: Find and exploit relevant information + Find and exploit
statistical information
Essay:
10 - 20 pages
Presentation: 30-40 minutes with slides including discussion with the class

1. Happiness around the world: Why people in some nations are happier than
others?
2. Democracy around the world: Is democracy gaining grounds? What
determines why democracy prevails in some Nations and fails elsewhere?
3. Military conflicts: How does the geography of violent conflicts evolves?
Does globalization promotes peace or generates tensions and violence?
4. Culture and beliefs: Does globalization tend to homogenize culture and
beliefs around the world?
5. A gendered world: Is globalization a chance or a curse for women / reduce
gender inequalities?
6. Public opinion toward globalization: How people in different countries
perceive globalization? How much do they feel citizens of a global world? Do
they think that globalization is a chance for them?…

Grading

Quizz (2 / random dates)

10 %

Reading Presentation

20 %

Essay Presentation

25 %

Debates

20 %

Final quizz

25 %

Chapter 1
Introduction to Global Studies
International Trade and the WTO system

International Trade and the WTO system

The rise of global trade is both the main
effect and cause of globalization
How trade between nations evolved
during the last decades?
Why international trade expanded so
much?
Are countries really

Road map

1. International trade: Basic facts and perceptions
2. Historical perspective and the causes of
globalization
3. A fragmented world?
4. Impact of a trade policy
5. The WTO

Basic facts: Trade in goods (% of world GDP)

Basic facts: Trade in goods (% of world GDP)
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Basic facts: Trade in goods (% of world GDP)

Basic facts: Trade in goods (% of world GDP)
Ratio export over GDP is smaller for larger countries
But larger for richer countries
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Globalization is for all

Globalization is for all

Trade integration accelerated dramatically from mid - 80's
to 2009
Deepening of trade integration improved along the two
margins:
• Countries engaged into international trade have

increased their level of openness

• More countries have engaged into international

trade

Source: WDI

Globalization is for all
Gabriel Felbermayr and Wilhelm Kohler (2007)
They count the number of active trade lines
104 countries → 104 X 103 = 10,721 country pairs

Globalization is for all
1966:Less than 40% of potential trade relationships were active
2004: Almost 80% of trade relationships were active

Gabriel Felbermayr and Wilhelm Kohler (2007)

So what?

So what?
”Most specifications of empirical growth regressions find that
some indicator of external openness-whether trade ratios or
indices or price distortions or average tariff level-is strongly
associated with per-capita”
Joseph Stiglitz, 1998

What do we expect from such a global change in trade
intensity?
Economic growth?

”. . .Growth is improving the lot of the poor in many countries,
reducing poverty behalf since 1981. Freer trade could accelerate
progress.”
François Bourguignon, Former World Bank Chief Economist

So what?

”Our bottom line is that the nature of the relationship between
trade policy and economic growth remains very much an open
question. The issue is far from having been settled on empirical
grounds. We are in fact skeptical that there is a general,
unambiguous relationship between trade openness and growth
waiting to be discovered. We suspect that the relationship is a
contingent one, dependent on a host of country and external
characteristics”
Francisco Rodriguez and Dani Rodrik

So what?

What do we expect from such a global change in trade
intensity?
Economic growth?
Peace?

So what?

So what?

Peace is a natural effect of trade
Charles de Montesquieu

It is the spirit of trade, which
cannot coexist with war, which will,
sooner or later, take hold of every
people.
Immanuel Kant

What do we expect from such a global change in trade
intensity?
Economic growth?
The Nobel Peace Prize 2012 was awarded to
European Union (EU) "for over six decades
contributed to the advancement of peace and
reconciliation, democracy and human rights in
Europe".

Peace?
Decreasing inequalities between and within countries?

So what?

So what?

Globalization, as defined by rich people like us, is a very nice
thing... you are talking about the Internet, you are talking
about cell phones, you are talking about computers. This
doesn't affect two-thirds of the people of the world.
Jimmy Carter

Where globalization means, as it so often does, that the
rich and powerful now have new means to further enrich
and empower themselves at the cost of the poorer and
weaker, we have a responsibility to protest in the name
of universal freedom.
Nelson Mandela

The process that has come to be called
« globalization » is exposing a deep fault line
between groups who have the skills and the
mobility to flourish in global markets and those
who either don’t have these advantages or
perceive the expansion of unregulated markets
as inimical to social stability and deeply held
norms. The result is severe tension between the
market and social groups such as workers,
pensioners, and environmentalists, with
governments stuck in the middle.
Dani Rodrik, Has globalization gone too far?
1997

Yet what the models of international trade
used by real experts say is that, in general,
agreements that lead to more trade neither
create nor destroy jobs; that they usually
make countries more efficient and richer, but
that the numbers aren’t huge; and that they
can easily produce losers as well as winners.
In principle the overall gains mean that the
winners could compensate the losers, so that
everyone gains.
Paul Krugman

What do people think?
Do you think globalization:
Is good for the economy in your country ?
Creates jobs ?
Raises wages ?
Reduces inequalities within Nations?
Decrease prices ?
Is good for cultural diversity?
Is good for the environment?
Let’s see what other people think

What do people think?

What do people think?

What do people think? - Jobs

What do people think? - Jobs

What do people think? - Jobs

Road map

Is it new?
When globalization started?

1. International trade: Basic facts and perceptions
2. Historical perspective and the causes of
globalization
3. A fragmented world?
4. Impact of a trade policy
5. The WTO

Is it new?

Is it new?
When globalization started?

Merchandise are trade on long distances for centuries
And new trade routes have been continuously opened since Antiquity
The silk road

Peacefully…

The opium wars

or not

Some claim that it is very old

Is it new?
« In earlier times the world’s history had consisted, so to
speak, of a series of unrelated episodes, the origins and
results of each being as widely separated as their
localities, but [now] history becomes an organic whole: the
affairs of Italy and Africa are connected with those of Asia
and of Greece, and all events bear a relationship and
contribute to a single end. »

Is it new?
It is true that the Roman empire consisted on a large integrated region.
With common institutions and dense communication and trade network.
But only for a small part of the world (Mediterranean and Black seas)

Polybius, Πολύϐιος (circa 200 bc -118 b.c.)

Roman roads, 117 AC, wikipedia

Is it new?

Is it new?

When globalization started?

When globalization started?

Some claim that it is very old
Many consider that the (re)discovery of Americas (1492) is a key
event (= the "big bang theory").

Preceded by Zheng He, and followed by Vasco de Gama,
Columbus trips contributed greatly to integrate all the continents
and boost long distance trade

Is it new?
When globalization started?
Some claim that it is very old
Many consider that the (re)discovery of Americas (1492) is a key
event (= the "big bang theory").
But detailed economic analyses (e.g. of price convergence)
suggest that it really started in the XIXth Century
There is no evidence supporting the view that the world economy was globally integrated
prior to 1492 and/or 1498; there is also no evidence supporting the view that these two
dates had the economic impact on the global economy that world historians assign to
them; but there is abundant evidence supporting the view that the 19th century contained
a very big globalization bang. (O'rourke and Williamson, 2002)

Is it new?
By the end of the XIXth Century, all countries are exposed to world
trade

Is it new?

Is it new?

For some products and country pairs, markets are fully integrated
since the end of the XIXth century

What an extraordinary episode in the economic
progress of man that age was which came to an end in
August, 1914!
[…] The inhabitant of London could order by telephone,
sipping his morning tea in bed, the various products of
the whole earth, in such quantity as he might see fit, and
reasonably expect their early delivery upon his
doorstep; he could at the same moment and by the
same means adventure his wealth in the natural
resources and new enterprises of any quarter of the
world, and share, without exertion or even trouble, in
their prospective fruits and advantages…

John Keynes

Is it new?

The first wave of globalization

Fears about globalization are not new either

“Probably at the beginning, China will
buy its machines abroad, but once equipped
- and it goes fast - it will hasten to make
European products and it will turn against us
our own machines. (...) But its advantages are
such that we can not compete. (...) Finally,
and most importantly, it will use the most
u n i q u e a n d m o s t p r o fi t a b l e o f t h e
workforces, it will employ Chinese workers, it
will pay five cents, while we pay ours, in
Europe and America, up to five francs and
more. (…) From a defensive position, it will
promptly move on the offensive (…)”
Paul d’Estournelle de Constant (1898) – French Diplomat
winner of the 1909 Nobel Price for Peace

Trade openness in the late XIXth century is comparable to the one in the 1980

Why did the first wave stopped?
The first World War interrupted trade relationships

Why did the first wave stopped?
Trade collapse during the Great recession

The Great recession stopped the recovery

J. Madsen 2001

Why did the first wave stopped?

Why did the first wave stopped?
Great depression led to a surge of protectionism and a rapid
contraction of world trade

Rise of protectionism during the Great recession

Smoot-Hawley Tariff act (1930) raised
average U.S. tariffs from 38 to 52 percent
and induced retaliation from most foreign
countries

J. Madsen 2001
Chap. 7: WTO

First and second globalization

Why did the first wave stopped?
Great depression led to a surge of protectionism and a rapid
contraction of world trade

There are many differences between the two waves of
globalization
1. More manufacturing goods

Kindleberger
Chap. 7: WTO

First and second globalization
There are many differences between the two waves of
globalization

1. More manufacturing goods, especially from developing and emerging
countries

First and second globalization
There are many differences between the two waves of
globalization
1. More manufacturing goods
2. More multinational firms

First and second globalization

First and second globalization

There are many differences between the two waves of
globalization

There are many differences between the two waves of
globalization

1. More manufacturing goods

1. More manufacturing goods

2. More multinational firms

2. More multinational firms

3. More trade in services

3. More trade in services
World trade in Services (% of total trade) - WDI
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First and second globalization
There are many differences between the two waves of
globalization
1. More manufacturing goods

Why is it here?
As stated above, many stress the role of technological changes in
the surge of globalization

2. More multinational firms
3. More trade in services

The fact that some (very distant) markets were already greatly
integrated in the late XIXth century contradicts this statement

But how much trade costs decreased in the recent years?… and
why?

Why is it here?

Why is it here?
90% of world trade by volume is carried by ship

90% of world trade by volume is carried by ship
Maritime traffic doubled since 2003 level
In the last decades, maritime transport has known various improvements

• Containers (in the 1960’s)
• Larger and deeper ports and hubs (Hong Kong, Rotterdam…)
• Bigger ships
From 3,000 TEU (Twenty-foot Equivalent Unit) in the 1970s’ to
more than 19,100 today (CSCL Globe, 2006) "CSCL Globe" fait
400 mètres de long et affiche une capacité de 19.100 EVP

Maritime traffic doubled since 2003 level
In the last decades, maritime transport has known various improvements

• Containers (in the 1960’s)
• Larger and deeper ports and hubs (Hong Kong, Rotterdam…)
• Bigger ships
From 3,000 TEU (Twenty-foot Equivalent Unit) in the 1970s’ to
more than 19,100 today (CSCL Globe, 2006) "CSCL Globe" fait
400 mètres de long et affiche une capacité de 19.100 EVP

• But oil price also increased transport prices

Why is it here?

Why is it here?

… But no more than
commodity prices

Air transport still represents a minor share of world trade in volume
… but a much greater one in value

Shipping price have
decline by more than
50% since the 1950’s

WTO

Hummels 2007

Why is it here?

Air transport still represents a minor share of world trade in volume
… but a much greater one in value , and its price clearly declined

WTO

Why is it here?
Air transport still represents a minor share of world trade in volume
… but a much greater one in value , and its price clearly declined,
especially for long distance

WTO

Why is it here?

Why is it here?

Why did air transport prices decrease?

Why did air transport prices decrease?

Limited technological progress

Limited technological progress
Boeing 747 - Deliveries
80

70

60

50

40

30

20

1970

2015

2014

2013

2012

2011

2010

2009

2008

2007

2006

2005

2004

2003

2002

2001

2000

1999

1998

1997

1996

1995

1994

1993

1992

1991

1990

1989

1988

1987

1986

1985

1984

1983

1982

1981

1980

1979

1978

1977

1976

1975

1974

1973

0

1972

2007

1971

10

Why is it here?

Why is it here?

Why did air transport prices decrease?

Why did air transport prices decrease?

Limited technological progress

Technological improvement in Telecoms are massive

But public decisions:
Investment in infrastructures (airports)
Deregulation

Pan Am : 1930-1991

Swiss Air: 1931- 2002

Air Afrique : 1961-2002

TWA: 1925 - 2001
Ryanair : 1985

EasyJet : 1995

Why is it here?

Why is it here?

Why did air transport prices decrease?

Transport time decreased
Technological improvement in Telecoms are massive

Better technology in maritime transportation (esp. for loading and
unloading)
Decrease of relative air freight price
Reduced custom procedures

Hummels (2012) estimates that the average shipping time to the US
decline from 40 to 10 days between 1950 and 1998.
Estimated cost of an additional day of transportation = 0.8% of
merchandise value

WTO

→ the use of faster means of transport is equivalent to reducing tariffs by
24%

Why is it here?
Trade protections clearly decreased

Tariff rates applied (weighted avg) - WDI

Why is it here?
Trade protections clearly decreased

Tariff rates applied (weighted avg) - WDI

Why is it here?
Trade protections clearly decreased

Tariff rates applied (weighted avg) - WDI

Why is it here?
Trade protections clearly decreased

Why is it here?

Transport cost have declined
But not that much (and certainly not enough to explain trade growth)
Large part of this decline is not due to technological changes, but to political
decisions
Trade negotiations have greatly facilitated international trade

Globalization is mainly due to political will… and is reversible

Road map

1. International trade: Basic facts and perceptions
2. Historical perspective and the causes of
globalization
3. A fragmented world?
4. Impact of a trade policy
5. The WTO

Is the world flat?
Many (non-academic) commentators claim that the world is now (almost)
perfectly integrated, essentially as a result of improvements in transport
and communication technologies
They disseminate the idea that borders and distance do not matter
anymore for business and culture
But academic economics are very skeptical

Is the world flat?
It's true that the world:
- Trades more

Is the world flat?

Is the world flat?

It's true that the world:

It's true that the world:

- Trades more

- Trades more

- Travels more

- Travels more
- Have more and more homogeneous consumption structure
and culture

http://www.bbc.co.uk

Is the world flat?

Is the world flat?
Same products are now available all over the world

Is the world flat?
Same products are now available all over the world

Is the world flat?
However, the world remains very fragmented

Head and Mayer (2013) explore in-depth trade data (of goods and services)
and ask a simple question: International trade over GDP is now about
30%, but is this a really big number?

Is the world flat?

Is the world flat?

Imagine an ideal world without trade impediments
Benchmark =

All foreign products are as accessible and desirable than domestic ones
Each country would consume its expenditure share of every other country's
production

Xni

Imports of country n from country i is:

XX

World imports are:

Xn
=
Xi
Xw

Xni =

n i6=n

Dividing by world expenditure, we obtain:
Benchmark =

X Xn
Xw
n

X ✓ X n ◆2
n

Xw

X

(Xn /Xw ) (Xw

n

=1

H

Xn )

X Xn
Xw
n

X ✓ X n ◆2
n

Xw

=1

H

H is the Herfindahl index so 1-H is an indicator of dispersion of incomes
across countries
Creation of new countries (in the 90s) increased the dispersion of incomes
and therefore potential trade
Growth of emerging countries also decreased H and increased potential
trade

Taking GDP as a proxy for incomes, their measure of potential trade grew
from 77% in 1960 to 92% in 2011

Is the world flat?

Is the world flat?
They also compute a benchmark trade for each bins of distance between
countries and compute the share of predicted and observed trade that
occurs at a given distance

Is the world flat?
In a flat world, less than 20% of trade should travel less than 5000 km. In real world, trade
between countries at less than 5000 km accounts for 60% of the total
Countries trade too much with neighboring countries, and not enough with distant ones

The law of gravity

The law of gravity

The law of gravity
Disdier and Head (2006) conduct a meta analysis of gravity equations

Impact of distance did not declined (Berthelon and Freund, 2004)

Examine 1467 distance effects estimated in 103 papers.
Finding = the estimated negative impact of distance on trade rose around the
middle of the XXth century.

Exporting is for the few
In all countries, the proportion of exporting firms is extremely small

Bernard, Eaton, Jensen
and Kortum
U.S. plant - 2012

Exporting is for the few
In all countries, the proportion of exporting firms is extremely small

Mayer and Ottaviano

Exporting is for the few
In all countries, the proportion of exporting firms is extremely small

Dan Lu

Exporting is for the few
In all countries, exporters export a small proportion of their output

Bernard, Eaton, Jensen
and Kortum
U.S. plant - 2012

Exporting is for the few
In all countries, the proportion of exporting firms is extremely small

Exporting is for the few
In all countries, most exporters export small amounts

Mayer and Ottaviano

Dan Lu

Exporting is for the few
In all countries, most exporters export small amounts

Mayer and Ottaviano

Exporting is for the few
As a consequence, a very small number of firms handle very large share of
countries' exports

Manova and Zhang
China

Exporting is for the few
As a consequence, a very small number of firms handle very large share of
countries' exports

Freund and Pierola
34 developing countries

The sources of fragmentation
Borders still matter

U.S. - Mexico border

The sources of fragmentation
Borders still matter

Borders still matter
- custom procedures

Figure 2. Average Days Required for Customs Clearance by Sea
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- custom procedures
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The sources of fragmentation
Borders still matter

- custom procedures
- norms (SPS and TBT)
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- norms (SPS and TBT)
- legal systems
- social networks

The sources of fragmentation
Borders still matter

- custom procedures
- norms (SPS and TBT)
- legal systems
- social networks
- culture and language

The sources of fragmentation

The sources of fragmentation
Borders still matter

France

Bulgaria

Finland

Indonesia

Iran

France
Ukraine

Mexico

Spain

UK

- custom procedures
- norms (SPS and TBT)
- legal systems
- social networks
- culture and language: Even the most standardized
products need to be adapted

Germany

U.S.

The sources of fragmentation
Borders still matter

France

The sources of fragmentation

- custom procedures
- norms (SPS and TBT)
- legal systems
- social networks
- culture and language: Even the most standardized
products need to be adapted

U.S.

Borders still matter

- custom procedures
- norms (SPS and TBT)
- legal systems
- social networks
- culture and language: Even the most standardized
products need to be adapted
- exchange rates

The sources of fragmentation
- custom procedures
- norms (SPS and TBT)
- legal systems
- social networks
- culture and language: Even the most standardized
products need to be adapted

The sources of fragmentation
Borders still matter

- custom procedures
- norms (SPS and TBT)
- legal systems
- social networks
- culture and language: Even the most standardized
products need to be adapted
- exchange rates
- Economic development and consumers' preferences

One week grocery in Germany and Chad
h"p:///ww.menzelphoto.com/hungryplanet/

The sources of fragmentation
Borders still matter

- custom procedures
- norms (SPS and TBT)
- legal systems
- social networks
- culture and language: Even the most standardized
products need to be adapted
- exchange rates
- Economic development

Concluding remarks
Globalisation is a fact: It is deep, it involves all countries, it is growing (until recently at
least)
However

It is not new and
it already
stopped once in
the past

It is reversible

Head and Mayer (2013)

It is mainly the
consequence of
political decisions,
not technological
change

Governments are responsible
for the possible negative
social and environmental
consequences

It is still very
incomplete

Road map

Trade policy
What is the impact of a trade protection and why do we need to negotiate free trade?

1. International trade: Basic facts and perceptions
2. Historical perspective and the causes of
globalization
3. A fragmented world?
4. Impact of a trade policy
5. The WTO

Trade policy

Trade policy - Demand curve
How many cups of coffee should I buy?

Consider a good (say cup of coffee)
Consumption of this good provide some utility to the consumer
(happiness)
But the "utility" (= satisfaction procured by the consumption) of each cup
decreases with the number of cups already consumed

Marginal Utility
The marginal utility shows
how much extra joy a
consumer gets from
having one more cup of
coffee starting from any
given number of cups
already consumed

Marginal utility
Quantity

Trade policy - Demand curve

Trade policy - Demand curve

How many cups of coffee should I buy?

Marginal Utility, Price

Imagine the price of a
cup if p
If marginal utility is larger
than p (say mu'), it is wise
to buy one more cup
If marginal utility is
smaller than p (say mu''),
the consumption of the
cup costs more than the
value of the satisfaction is
provides

How many cups of coffee should I buy?

Marginal Utility, Price
Finally the quantity is set
so that the price equals
marginal utility

mu'

mu'

p

p

mu''

mu''
Marginal utility
c'

c''

Marginal utility
Quantity

c'

c''

Quantity

Trade policy - Demand curve

Trade policy - Demand curve

The marginal utility
represent the "willingness
to pay"

This means that for the
last unit consumed, the
"willingness to pay" just
equals the price, but it is
higher for all prior units.

For the first unit
consumed the marginal
utility is mu1. The "gain"
for the consumer is then
(mu1-p)

Marginal Utility, Price

Marginal Utility, Price
The total consumer
surplus is measured by
the area between the
price and the marginal
utility curve

mu1
mu2
p

For the second unit , it is (mu2-p)

Consumer surplus

p

Marginal utility
1 2

c

Marginal utility
Quantity

c

Quantity

Trade policy - Supply curve
How many cups of coffee should producers offer?

Marginal cost is the cost of offering one more unit

While in real world, the marginal cost often declines with the scale of
production, we assume here that firms have decreasing returns to scale (the
marginal cost curve is positively sloped)

Trade policy - Supply curve
How many cups of coffee should producers offer?
If marginal cost is lower
than the price (say mc'), it
is profitable to produce
one extra unit
If marginal cost is higher
than the price (say mc''),
the last unit produced is
not profitable

The optimal quantity is
the one which equalizes
the price to marginal cost

Marginal cost, price

mc''
p
mc'

q'

q''

Quantity

Trade policy - Supply curve

Trade policy - Supply curve

The marginal cost is the cost of producing the last unit
But the cost of
producing the first unit
is lower, mc1
The profit generated by
this unit is (p-mc1)

The profit generated
by the second unit is
(p-mc2), etc

The marginal cost is the cost of producing the last unit

The total profit, or
"producer surplus" is
the area comprised
between the marginal
cost and the price lines

Marginal cost, Price

p

Marginal cost, Price

Producer surplus

p

mc2
mc1
1 2

q

Quantity

q

Quantity

Trade policy

Trade policy

Let's put together the supply and demand curves

Let's put together the supply and demand curves

Price

Demand and supply and market clearing
condition will jointly determine the
equilibrium price and quantity on this
market (p* and q*)

Price

p

But the great advantage of international
trade is that countries don't need to clear
their own markets: they don't need to
consume exactly what they have
produced

p*

q

Quantity

q*

Quantity

Trade policy

Trade policy
Imagine that the price on world market is
lower than p*, say p'

Imagine that the price on world market is
lower than p*, say p'

Price

Price
Consumers want to consume more of
the good (c') while producers will
produce less of it (z')

p*

Consumers want to consume more of
the good (c') while producers will
produce less of it (z')

p*

The country must import the quantity
(c'-z')
p'

Imports

p'

z'

c'

Quantity

z'

c'

Quantity

Trade policy

Trade policy
What about the exporting county?
This country exports because the world
price is higher than the domestic
equilibrium price

If world price increase
Price

Price

Volume of imports decreases

p*

Exports

p'
p''
p*

p'

z'

z''

c''

c'

Quantity

c'

z'

Quantity

Impact of a tariff
What a tariff is?
A tax paid by home consumers on imported goods

Impact of a tariff
A tariff increases the price paid by consumers
➜ They consume less ➜ wold demand decreases ➜ world price decreases
Price

Home supply

Since the good is homogeneous, it has a unique price on
each market

Consumers loose A'+B'+C'+D'
Producers gain A'

If tariff increases the price of imports, it must also increase
the price of domestic production
But it should not increase the price on the foreign market
Tariff introduces a wedge between domestic and border
prices

Tariff revenue C+E
Net loss = B+D-E

p'
T

pFE

A'

C'

B'

D'

E'

p'-T

Home demand
z*

z'

c'

c*

Quantity

Impact of a tariff

Road map

For a large country, an import tariff may decrease the import prices
= increase the Terms of Trade
Net loss = B+D-E could be negative (= net welfare gain)

But the gain is uncertain and, more importantly, it hurts the foreign
country
Foreign government is likely to retaliate = Prisoners' dilemma until
countries cooperate

1. International trade: Basic facts and perceptions
2. Historical perspective and the causes of
globalization
3. A fragmented world?
4. Impact of a trade policy
5. The WTO

The WTO

The WTO

Roberto Carvalho de Azevêdo
Created in 1995

164 members
Located in Geneva

Director General since 2013

The WTO

WTO: History
Great depression led to a surge of protectionism and a rapid
contraction of world trade
At the end of WW2 = willingness to have a better regulation of
the world economy
Aims = prevent world crises by a better coordination of macro
policies + prevent wars by fostering economic interdependence
between countries
⇨ Bretton Woods’ agreements

Non-Participating countries: Greenland, South-Sudan, Somalia, Eritrea, Turkmenistan,
North Korea

WTO: History

WTO: History

Bretton Woods’ agreements

1945 : Roosevelt proposes an additional international organization in
charge of international trade issues
Havana Conference (1948) proposes a treaty creating the
International Trade Organisation

Gold Exchange Standard
IMF
World Bank

The US congress refused to ratify the treaty… The ITO never born

But something subsisted:
In 1947, 23 countries preparing the Havana conference defined a
set of temporary rules for further negotiation
It was the General Agreement on Tariffs and Trade = GATT
Harry Dexter White and John Maynard Keynes
Harry Dexter White (à gauche) et John Maynard Keynes

WTO: History
GATT was just an agreement, but not an international organization

⇨ Officially there was no “GATT members ”
but just “contracting parties"

The GATT persists today
It is still the WTO’s principal rule-book for trade in goods.

WTO: History

Rounds

Year

# of countries

Decisions

Geneva

1947

23

4500 tariff cuts

Annecy

1949

33

Some additional
tariff cuts

Torquay

1951

34

55 000 tariff cuts

Dillon

1960-61

34

Adjustments due to
the creation of the
EU

Kennedy

1964-67

48

Linear tariff cut of
35% (20% for
agriculture)

WTO: History

WTO: History

Rounds

Year

# of countries Decisions

Tokyo

1973-79

99

Several specific agreements (on
dumping, subsidies, public
procurement…)
Reduction of 4.7% of the tariffs for
developed countries

Uruguay

1986-94

128

Additional 38% tariff cut
End of the “multi fibre
agreement” (phasing out until 1995)
GATS (services)
Creation of the WTO

Baldwin, 2016

The WTO Mandate
Marrakesh Agreement Establishing the World Trade
Organization

Article I
Establishment of the Organization
The World Trade Organization (hereinafter referred to as “the WTO”) is hereby
established.

The WTO Mandate
Article II
Scope of the WTO (Extract)
1.
The WTO shall provide the common institutional framework for the
conduct of trade relations among its Members in matters related to the
agreements and associated legal instruments included in the Annexes to this
Agreement.

Provide and manage trade agreements

2.
The agreements and associated legal instruments included in Annexes 1,
(either multilateral or plurilateral) and
2 and 3 (hereinafter referred to as “Multilateral Trade Agreements”) are integral
companion
tools for the conduct of trade
parts of this Agreement, binding on all Members.

policies

3.
The agreements and associated legal instruments included in Annex 4
(hereinafter referred to as “Plurilateral Trade Agreements”) are also part of this
Agreement for those Members that have accepted them, and are binding on
those Members. The Plurilateral Trade Agreements do not create either
obligations or rights for Members that have not accepted them.

The WTO Mandate

The WTO principles

Article III
Functions of the WTO (Extract)
1.
The WTO shall facilitate the implementation, administration and
operation, and further the objectives, of this Agreement and of the Multilateral
Administrate the multilateral trade agreements
Trade Agreements, and shall also provide the framework for the
+ theand
plurilateral
implementation, administration
operation ofones
the Plurilateral Trade
Agreements.
2.
The WTO shall provide the forum for negotiations among its Members
concerning their multilateral trade relations in matters dealt with under the
Create ainnegotiation
for all
concerns
agreements
the Annexes to forum
this Agreement.
Thetrade-related
WTO may also provide
a
forum for +
further
negotiations
among its Members
concerning
their multilateral
organize
negotiations
for future
agreements
trade relations, and a framework for the implementation of the results of such
negotiations, as may be decided by the Ministerial Conference.
3.
The WTO shall administer the Understanding on Rules and Procedures
Governing the Settlement
Disputes (hereinafter
to as the “Dispute
Manage ofconflicts
betweenreferred
members
Settlement Understanding” or “DSU”) in Annex 2 to this Agreement.

GATT/WTO
The WTO agreements are lengthy and complex because they are legal texts
covering a wide range of activities. They deal with: agriculture, textiles and
clothing, banking, telecommunications, government purchases, industrial
standards and product safety, food sanitation regulations, intellectual property,
and much more. But a number of simple, fundamental principles run
throughout all of these documents. These principles are the foundation of the
multilateral trading system

The WTO principles

The WTO principles
1. Trade policy commitments = types of agreements
There are there layers of legal obligations:

1. Trade policy commitments
2. Tariffs are the only permissible form of protection
3. non-discrimination
4. reciprocity
5. enforcement obligations
6. transparency
7. safety valves

i. Multilateral set of obligations: provisions that bind all members
upon accession. All members have to respect these obligations:
GATT = general agreement on tariff and trade
GATS = general agreement on trade in services
TRIPS = trade-related intellectual property rights
ii. Plurilateral set of obligation: Provisions that bind only those
WTO members which have signed the corresponding agreements:
Trade in civil aircrafts and Public procurement
iii. Obligations included in protocols of accession.

The WTO principles

The WTO principles
3. Non-discrimination (1)
1.Most-favoured-nation (MFN) treatment= treating other people equally

2. Protection through tariffs only
Because tariffs and less discursive and more transparent instruments
of protection, WTO members cannot use quotas or NTBs to restrict
trade in goods. Subsidies are also disciplined.
tariff quotas can be used, but they cannot be prohibitive.

Article 1 of the General Agreement on Tariffs and Trade (GATT)
Article 2 of the General Agreement on Trade in Services (GATS)
Article 3 of the Agreement on Trade-Related Aspects of Intellectual Property
Rights (TRIPS)
Grant someone a special favor (such as a lower customs duty rate for one of
their products) and you have to do the same for all other WTO members.

Exceptions (under strict conditions):
Regional trade agreements (reciprocal)
Preferential trade agreements (unilateral)
Specific barriers raised against products that are considered to be traded
unfairly from specific countries (anti-dumping)

The WTO principles
3. Non-discrimination (2)
2. National treatment: Treating foreigners and locals equally
Article 3 of GATT
Article 17 of GATS
Article 3 of TRIPS
Imported and locally-produced goods should be treated equally — at least after
the foreign goods have entered the market. The same should apply to foreign
and domestic services, and to foreign and local trademarks, copyrights and
patents. National treatment only applies once a product, service or item of
intellectual property has entered the market. Therefore, charging customs duty
on an import is not a violation of national treatment.
e.g. The product and market regulation should not discrimiate against foreign
producers

The WTO principles
Examples
Japan Alcoholic beverage, 1996
Japanese Liquor Tax Law that established a system of internal taxes applicable
to all liquors at different tax rates depending on which category they fell within.
The tax law at issue taxed shochu at a lower rate than the other products.
Foreign producers (e.g. of Vodka) complained. The key issue of the discussion
was whether Vodka and Shochu are the same kind of products or not (are they
substitutable products or not?)
U.S. clean air act 1995
The U.S. clean air act imposed producers of gasoline to improve their products
to reduce the quantity of polluting components. The regulation imposed a
complex rule of improvement of the gazoline. But, for U.S. producers, the
required improvement was based on the their 1990 levels. For foreign firms,
since this level cannot be observed and certified, they had to use the 1990 U.S.
average.
The regulation was not the same for domestic and foreign producers.

The WTO principles

The WTO principles

4. Reciprocity
The MFN principle may induce free-rinding behavior = accept the advantage
given by NPF, but never give concessions.
WTO encourages reciprocity = offer concessions against comparable
concessions from partners.
For new members, it means that joining countries are expected to reduce their
own trade protection in exchange of better access to the incumbent members'
markets

5. Enforcement of policy commitments
If a country observes that actions taken by a foreign government impairs
negotiated market access commitments or discipline of the WTO, it may
invoke WTO dispute settlement procedure.

The WTO principles
5. Enforcement of policy commitments

The WTO principles
6. Transparency

When a case is raised to the WTO dispute settlement body, a panel of independent
experts is established. It is charged to determine whether a contested measure violates
the WTO rules and what could be the appropriate response.

Transparency on trade policies is a legal obligation:

This dispute settlement body is often seen as a form of supranational power since it
judges (and eventually contests) the validity of domestic decisions

GATT: Article X
GATS: Article III
TRIPS: Article 63

However:
It focuses only on the compliance with WTO agreements, signed freely by each
countries
Private agents cannot stand before the WTO dispute settlement body (= a private
firm cannot, alone, contest a decision made by a foreign government)
It precludes the use of unilateral retaliation, which would be much more favorable
to bigger countries

-

Trade policies and trade-related regulations must be notified to the WTO, who
publish them and exploit them to prepare them country-specific reports

The WTO principles

Can Trump trump the WTO?

7. Safety valves
The WTO allows some flexibility and recognizes that countries may need to restrict
trade in specific circumstances
3 types of provision allow for the use of trade measures:

- To
-

attaint non-economic outcomes: i.e. policies to protect public health
(countries may block imports of beaf meat potentially affected by "mad cows"
diseases), or diplomatic sanctions.
To preserve "fair competition". Members can governments have the right to
protect industries that are seriously injured by import competition.
Countries may have the opportunity to give their industries the time needed
to adapt to sudden changes in import induced competition. This contributes
to preserve fair competition in the future
Countries may also counter unfair competition. They can impose
countervailing duties to imports that have been subsidized and antidumping duties on imports that have been dumped

-

Donald Trump’s said he could impose 45% tariff on imports from China and Japan
and 35% on Mexican
Is that possible?

It seems not:
Binding coverage is 100%
for the U.SA.
For non-agricultural
products:
Average Bound = 3.27%
Average MFN = 3.24%

Can Trump trump the WTO?

Can Trump trump the WTO?
Donald J. Trump's 7 Point Plan To Rebuild the American
Economy by Fighting for Free Trade

Donald Trump’s said he could impose 45% tariff on imports from China and Japan
and 35% on Mexican

The official campaign
website is more subtle

1. Withdraw from the Trans-Pacific Partnership, which has not yet been ratified.
2. Appoint tough and smart trade negotiators to fight on behalf of American workers.
3. Direct the Secretary of Commerce to identify every violation of trade agreements a foreign
country is currently using to harm our workers, and also direct all appropriate agencies to use
every tool under American and international law to end these abuses.
4. Tell NAFTA partners that we intend to immediately renegotiate the terms of that agreement to
get a better deal for our workers. If they don’t agree to a renegotiation, we will submit notice that
the U.S. intends to withdraw from the deal. Eliminate Mexico’s one-side backdoor tariff through the
VAT and end sweatshops in Mexico that undercut U.S. workers.
5. Instruct the Treasury Secretary to label China a currency manipulator.
6. Instruct the U.S. Trade Representative to bring trade cases against China, both in this country and
at the WTO. China's unfair subsidy behavior is prohibited by the terms of its entrance to the WTO.
7. Use every lawful presidential power to remedy trade disputes if China does not stop its illegal
activities, including its theft of American trade secrets - including the application of tariffs consistent
with Section 201 and 301 of the Trade Act of 1974 and Section 232 of the Trade Expansion Act of
1962.

Can Trump trump the WTO?
Donald J. Trump's 7 Point Plan To Rebuild the American
Economy by Fighting for Free Trade

1. Withdraw from the Trans-Pacific Partnership, which has not yet been ratified.
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Can Trump trump the WTO?
Donald J. Trump's 7 Point Plan To Rebuild the American
Economy by Fighting for Free Trade
2. Appoint tough and smart trade negotiators to fight on behalf of American
workers.
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Can Trump trump the WTO?

Can Trump trump the WTO?

Donald J. Trump's 7 Point Plan To Rebuild the American
Economy by Fighting for Free Trade
3. Direct the Secretary of Commerce to identify every violation of trade agreements a foreign
country is currently using to harm our workers, and also direct all appropriate agencies to use
every tool under American and international law to end these abuses.
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Donald J. Trump's 7 Point Plan To Rebuild the American
Economy by Fighting for Free Trade
4. Tell NAFTA partners that we intend to immediately renegotiate the terms of that agreement to
get a better deal for our workers. If they don’t agree to a renegotiation, we will submit notice that
the U.S. intends to withdraw from the deal. Eliminate Mexico’s one-side backdoor tariff through the
VAT and end sweatshops in Mexico that undercut U.S. workers.
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Can Trump trump the WTO?

Uruguay Round

Donald J. Trump's 7 Point Plan To Rebuild the American
Economy by Fighting for Free Trade
5. Instruct the Treasury Secretary to label China a currency manipulator.
6. Instruct the U.S. Trade Representative to bring trade cases against China, both in this
country and at the WTO. China's unfair subsidy behavior is prohibited by the terms of
its entrance to the WTO.
7. Use every lawful presidential power to remedy trade disputes if China does not stop
its illegal activities, including its theft of American trade secrets - including the
application of tariffs consistent with Section 201 and 301 of the Trade Act of 1974 and
Section 232 of the Trade Expansion Act of 1962.

??
ne
ill be do
ything w
r
e
v
e
t
a
and
mean th
s t C hina
in
a
g
Seems to
a
s
n
ncer
trade co
measures
to raise
feguard
a
s
r
o
f
call

The Uruguay round, started in 1986 in Punta del Este (Uruguay) and ended in
Marrakech in 1994.
Very large agreement that extended the GATT and founded the WTO, with
the introduction of new rules

Uruguay Round

Uruguay Round
(i) Tarifs reduction

(i) Tarifs
(ii) Agricultural policies
(ii) Termination of MFA
(iii) General Agreement on Trade in Services (GATS)
(iv) Trade-Related Investment Measures (TRIMs)
(v) Trade-Related Intellectual Property (TRIPs)
(vi) Strengthening of dispute settlement mechanism

Advanced economies pledged to lower their tarifs by 40% on
average
➜ They dropped from 6.3% to 3.9%

Fieleke, 1995

Uruguay Round

Uruguay Round
(ii) Agricultural policies
A) The principle of tariffication did not apply to agricultural products under the
GATT. The Uruguay Round agreement urged countries to convert all quantitative
restrictions into import tariffs for agricultural products + impose tariff cuts:
Developed countries have to reduce tariffs by 36% on average
Developing countries have to reduce tariffs by 24% on average
Least developed countries are exempt from tariff reduction
B) It also limited the use of export subsidies for agricultural products (for "Amber"
and "Blue" boxes, gathering domestic supports more of less directly linked linked
to the production).
C) Sharp decrease of export subsidies

Fieleke, 1995

Uruguay Round

Uruguay Round
(iii) GATS
General agreement on trade in services. Extends the GATT principles to crossborder exchanges of services

(iii) MFA
Multifiber arrangement was a vast system of quotas on the imports of textile
products from developing to developed nation.
UR impose a phasing out of the quotas before January 2005.

-

From Ossa's Slides

Non-discrimination through the MFN principle: All foreign firms should face
the same regulations
Transparency: Information on all regulations concerning services markets
have to be rapidly and widely disseminated
Domestic regulations (which apply to all firms, including domestic ones)
should not be "administered in a reasonable, objective and impartial
manner"
Firms having a statuts of national monopoly cannot compete on foreign
markets

Touchy issue because it impacts market regulations + sensitive sectors (public
services - health, education, etc., and cultural services)

Uruguay Round

Uruguay Round
(iv) TRIPS

(iv) TRIM
Aims at "facilitating investment across international frontiers".
Covers goods only, not services
It is not and agreement on the regulation of foreign investments.
Its is mainly a complement to the GATT, aiming to clarify the status of
multinational entreprises.
It focuses on investment measures that infringe GATT principle of nondiscrimination, e.g. local content requirements (i.e. regulations imposing to
foreign producers a minimum level of local inputs)

TRIPS requires member states to provide strong protection for
intellectual property rights

Highly controversial because it links a non-trade issue to the
WTO and is mainly to the advantage of multinational
corporations in developed countries at the expense of
technology adoption in developing countries + serious issues
related to access to innovative pharmaceutical products

Doha Round

After Seattle fiasco, a new round is launched at Doha in Nov. 2001
The Doha Development Round objectives :

- Addressing development concerns of developing countries
- Redressing the imbalance between developed and developing

countries in commitments and outcomes from the Uruguay Round
results and their implementation.

The Round was to be concluded by Jan.1 2005…

Doha Round
Mandate: Coverage
1. Market access in:
Agriculture
Non-Agricultural manufactures (NAMA = Non-agricultural market access )
Services
2. Implementation and Rules = make the WTO rules more favorable to
small countries and developing countries + help developing countries
to implement the decisions
3. Agreement on Trade Related Aspects of Intellectual Property Rights
(TRIPS)
4. Singapore Issues:
Trade Facilitation / Government procurement
Trade and investment / Trade and competition
6. Trade and Environment Issues

Doha Round
Mandate: Coverage
1. Market access in:
Agriculture
Non-Agricultural manufactures (NAMA = Non-agricultural market access )
Services
2. Implementation and Rules = make the WTO rules more favorable to
small countries and developing countries + help developing countries
to implement the decisions
3. Agreement on Trade Related Aspects of Intellectual Property Rights
(TRIPS)
4. Singapore Issues:
Trade Facilitation / Government procurement
Trade and investment / Trade and competition
6. Trade and Environment Issues

Doha Round
Meetings

Doha, 200
Cancún, 2003
Geneva, 200
Paris, 2005
Hong Kong, 2005
Geneva, 2006
Potsdam, 2007
Geneva, 2008

Negotiations collapsed over a different between United States and India (and China). The
latter asked for a more favorable special safeguard mechanism for agricultural goods
Bali, 2013 = "Doha Light"
Trade facilitation / Export facilites given to least developed countries / Reduction of
agricultural subsidies

Doha Round

Some debates

Trade facilitation agreement is the first global agreement signed since
the creation of the WTO

The Trade Facilitation Agreement (TFA) sets forth a series of measures aiming to ease the
moving goods across borders, by adopting simpler and faster custom procedures, inspired
by the best practices from around the world.
The Agreement states that assistance and support should be provided to help countries
achieve that capacity.

- Anti-Dumping and market economy status
- Intellectual property Rights and geographical indications

Anti-dumping

If a company exports a product at a price lower than the price it
normally charges on its own home marker, it is said to be
"dumping" the product. The WTO anti-dumping agreement
allows importing countries to act against dumping, e.g. by
charging extra import duty on the particular product from the
particular exporting country

Anti-dumping

If a company exports a product at a price lower than the price it
normally charges on its own home marker, it is said to be "dumping"
the product. The WTO anti-dumping agreement allows importing
countries to act against dumping, e.g. by charging extra import duty
on the particular product from the particular exporting country

Anti-dumping

Anti-dumping

A difficulty is to estimate the price "normally charged"… especially
for countries that are not market economies and where prices are not
market prices.
For non-market economies, the "normal" price estimation is based on
the observation of export prices by "comparable" market economies
export prices
When China joined the WTO in 2001, it agreed to a 15-year period
during which other members would be allowed to consider this
country as a non-market economy. The transitional period ends on
December 11, 2016.
Bellora & Jean, 2016

Intellectual property rights - the case of agri-food products
Intellectual property Rights is a crucial and complex problem

Very important for developed nations who are seeking
garanties for their R&D investments that procure them
competitive advantages
Important for developing countries who need to access to
advanced technologies

Intellectual property rights - the case of agri-food products
The case of "Geographical Indications" is an example of the
the international conflicts over IPR

The WTO - TRIPS agreement defines "geographical
indications" as indications that identify a good as "originating
in the territory of a Member, or a region or locality in that
territory, where a given quality, reputation or other
characteristic of the good is essentially attributable to its
geographic origin.

Intellectual property rights - the case of agri-food products
But there is a fundamental difference between European and
US philosophy
The EU defines products based on "terroirs", i.e. all producers
in a specific region and using strictly defined procedures can
produce a specific agri-food products and use the
corresponding geographical indication
In the U.S. the naming is generally considered to be a matter of
intellectual property right. The name, even when it evokes a
city or a region, can be use as a trademark by a firm… and
other producers do not have the right to use it.

Intellectual property rights - the case of agri-food products
Parma is an old Italian city famous for its cheese
and ham
Parma is a brand own by
Maple Leaf

Intellectual property rights - the case of agri-food products

Parma

Intellectual property rights - the case of agri-food products
Champagne is a French region

Wisconsin "parmesan"

… far away from California

Intellectual property rights - the case of agri-food products

Grenoble

Californian "noix de grenoble"

