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Ba ckgr ound

¥ WTO- rel ated negotiat ions and disputes
- K odak-F uj i dispute
- GATS: Cross-b order and FDI-based trade in t he servi ce secto r (F rancoi s and
W ooton EJPE 2001; Mat to o and Smarzynsk a 2006, Francois and W oerz 2006)

¥ Serv ices in Europ e
- Servi ces Dire ctiv e: Not well unde rst ood, but controv ersial nonethel ess
- Comp et ition of the secto rs varies widely acr oss m emb ers
- Autom obi les: Fl am and Nordst r¬om( 1995, CEPR), Lutz( 2004, RIE)
- Switzerl and and retail di st ri but ion

¥ Recent conc ern tha t rents fr om trade prefe rences fo r L DC s are
actually going to OEC D imp ort ers
- Shippi ng: Francois and W oot on ( 2001, RIE)
- ACP, bananas, AGO A: Oralle aga and Ozden (2005, WBER) & Francois,
Hoekma n and Manchin (WB ER, 2006)
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Francois and W oot on ( 2007)

¥ T rade Volume s: Ma rket acc ess in go ods secto rs and the degre e
of comp etition in the trade and distribution secto rs.

¥ Gains from T rade : Interac t ion between trade in go ods and com-
pet it iveness of margin servi ces that faci lita te int eraction bet ween
pro duc ers/e xp ort ers and Þnal consum ers: ret ail di stri but ion in
Japan, sup erma rket conc entrat ion in UK, and autos in Europ e.

¥ Opt im um Commerc ial Pol icy : Int eraction wit h Comp etition

The se are issues issue we traditionally igno re in t heoretic al and empir ical work
on inter national trade. Unt il ver y recently , servic es were largely igno red in
the core trade theo retic lit erat ur e, whil e social acc ount ing data (S AMs) are
ma rgined t o strip t hese act iv ities out in applie d work.
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Results

¥ Resul t s: T rade Volumes in Go ods and M arket St ructure

- Imp orts are a negative func t ion of inc reased conc entration in
the serv ice sect or

- Upstre am supplie rs are in a Ómorally ambiguou sÓ situat ion. Con-
centrat ed distri but ion systems limit access to cust omer s, but also
keep out imp orts.

- The impa ct of ma rket power in servi ces on t rade in go ods is
most pron ounced in a zero t ari ! set ting Ð FT As, customs unions,
LDC preferenc es. T his app ears in the data , not just the theo ry.
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Results

¥ Resul t s: Com merci al Polic y

- For the imp orter, t he optimum t ari ! is a decr easing function of
ma rket power in t he servic e secto rs.

- The opt im um ta ri ! may be a subsidy .

- Change s in domestic distribution syst ems may undo the beneÞts
(o r undo t he costs) of t ari ! reduc t ions.

- Comp et ition polic y m ay be a subst itute fo r trade polic y.
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Results

¥ Resul t s: Empi ric s

- From gr avit y equation estimat es, across t he OECD im port vol-
umes depend on servi ce sect or comp et it ion.

- From split sampl e estimat es, sma ll, poor count ries are mo re
st rongly a! ected, as exp ort ers, tha n t he overall sam ple.

- From EU regressions, t he Ótari ! equiv alentÓ of variat ions in
servic e sect or comp etition is as high as 8% fo r intra-EU go ods
trade.
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Mo del Structure

¥ Im port s and Domest ic Pro duc t ion of a Hom ogenous Go od

¥ Focus is on an Im perfe ctly Com petitive T rade and Distribution
Secto r

¥ Int erested in four agents
- consumer s
- (comp et itiv e) pro duce rs
- (Cournot-Nas h) serv ice Þrms
- gove rnment

7



Mo del Structure

¥ Linea r Imp ort Supply:

imp ort pri ces cif

pcif = am + bmqm

landed pric es

pm = τ ápcif wher e τ ! ( 1 + t)

¥ Linea r Dom est ic Supply

pd = ad + bdqd
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Mo del Structure

¥ Linea r F inal De m and

p = x " y á( qd + qm)

¥ DOUB LE MA RG INS : ProÞts are L ink ed to M aximizat ion on Tw o
Ma rgins

Ri = p
!
qm,i + qd,i

"

πs,i = pqi " ( pm + c) qm,i " ( pd + c) qd,i
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Mo del Structure

¥ QUANTI T IES: Qua ntitie s are a function of bot h t rade poli cy, and
also com petition in t he servic e secto r.

qd = A " 1 [τbm ( x " c " ad) + y ( τam " ad)]

qm = A " 1 [bd ( x " c " τam) + y ( ad " τam)]

q = A " 1 [τbm ( x " c " ad) + bd ( x " c " τam)]

where A = σ ( ybd + τbm ( y + bd)) > 0
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Ma rkups

¥ OPTIMUM MA RKUPS dep end on the unde rly ing trade polic y of
the gov ernm ent:

µd = σ" 1 (( x " ad) ( σ " 1) + c)

µm = σ" 1 (( x " τam) ( σ " 1) + c)

Observ at ion : The optimum m ark-up on imp orts fo r the dom es-
tic trade and distri but ion secto rs is a decr easing function of the
under lyi ng imp ort ta ri! .
Observ at ion : The optimum mark-up on dome stic shipm ent s fo r
the dom est ic t rade and dist ribut ion secto rs is indep endent of the
under lyi ng imp ort ta ri! .
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Ma rkups

¥ VOLUMES dep end on the under lying trade polic y of the gove rn-
ment:

dqm

dτ
= A " 2 [( y + bd) ( bdbm ( c " x) " y ( bdam + bmad))] < 0

dqm

dσ
= " A " 1qm < 0,

d2qm

dσ2
,

d2qm

dσdτ
> 0

Observ ation : Int ernat ional t rade vol um es are inv ersely relat ed t o t he degr ee
of concentration in the domestic t rade and dist ri but ion secto r, or alter nativ ely
the degre e of ma rket power exerc ised in the dome st ic distribution secto r.

Observ ation :The negat ive im pact of ma rket power on t rade volume s is greatest
in a zero t ari ! context, and it s marginal impa ct fa lls with inc reased levels of
imp ort protec t ion or conc entrat ion. Hence , the large st impact of imp erfe ct
comp etit ion in the servic e sect ors will be obser ved in zero-ta ri! count ries, fr ee-
trade areas, cust oms unions, and unde r non- recip ro cal trade preferenc es.
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W elfare and T ari ! s

¥ W elfare is a combinat ion of produce r surplus, consumer sur plus,
upst ream proÞts , and serv ice secto r proÞts. The Opt im um T ari !
is then found from the Þrst-o rder condi t ions fo r welfa re maxi m iza-
tion.

W = πs + πd + CS + T R

τ# = [( y + bd) E ]" 1 [B + C + D ]

B = 2bm
#
bdy ( c " x " ad) + b2

d ( c " x) " y2ad
$

C = bdy2 ( σ ( ad " am) " ad)
D = b2

dy (( σ " 1) ( x " c) " σam)
E = ( ambm ( σ " 2) ( y + bd) + σbm ( bd ( c " x) " yad) " bdamy)
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T ari ! s, Conc entration,
and W elfare
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Conc entrat ion and t he O ptimum T ari !

¥ CONCENTRA TI ON reduce s gover nment ro om fo r menauver in
exercising opt im um t ari ! polic y.

dτ#

dσ
= " G [bd ( x " c " am) + y ( ad " am)] < 0

G =
( 2bm ( y + bd) + ybd) ( bdbm ( x " c) + y ( adbm + ambd))

( y + bd) E 2 > 0
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Conc entrat ion
and the Optimum T ari!
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The Opt imum T ari !

¥ Observ at ion

The optimum imp ort t ari ! is a decreasing function of the degr ee
of m ark et power exercised in the dom est ic trade and distri but ion
sect ors, and with a dome stic servic e m onop oly or cartel , t he op-
timum t ari ! m ay act uall y be a subsid y.

¥ Observ at ion

The re is scop e fo r either the pri vat e servic e secto r (through markups )
or the gov ernm ent (t hr ough t ari ! s) to exercise m ark et power in
inter national t rade, wit h the opt im um ta ri ! imply ing dire ct sub-
st it ution.
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Ma rk et Ac cess And Ex porter Sur plus

¥ Ex porter Sur plus

P S =
( x " c " τam) bd + ( ad " τam) y

2σ (( y + τbm) bd + τbmy)

¥ T ari ! Reduc t ions

dP S

dτ
= "

( bd + y) (( yad + ( x " c) bd) bm + amybd)

2σ (( y + τbm) bd + τbmy) 2 < 0

d2P S

dτdσ
=

( bd + y) (( yad + ( x " c) bd) bm + amybd)

2σ2 (( y + τbm) bd + τbmy) 2 > 0
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Ma rk et Ac cess and Exp orter Surplus

¥ Observ at ion :

The mark et-acc ess beneÞt s of ta ri ! reductions in exp ort m ark ets
are inv ersely related t o the degr ee of ma rket power exercised by
the dome st ic trade and dist ribution secto r in t he export ma rket .

¥ Corol lary:
The beneÞts of past m arket acce ss conc essions can be o! set by
future inc reases in the degree of mark et power exer cised by the
domestic t rade and distri but ion sect or in the exp ort ma rk et.

This is Ko dak -Fuj i!!!
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Empir ics

¥ Gravit y Mo del : standa rd t reat ment of bi late ral t rade, with dista nce, langua ge,
common borders, ta ri! s, and such on t he ri ght hand side.

¥ Comp et it ion inde xes: fr om the O EC D we have two comp etition indexe s: overall
comp etit ion in trade and distribution, and barrie rs to ent ry.

¥ Dat aset : 22 OECD count ries as imp orters and 69 count ries and regions as
exporter s t o t he OECD (incl uding intra-OEC D trade).

¥ Single year: T rade and relat ed data are fo r 2001. W e do not have mo re
tha n a single observ ation on each count ry- level index value , and cannot include
imp orter dummies/Þx ed e! ect s. W e do hav e exp ort er dummies.
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Empir ics

¥ Estima ting Equat ion :

qm,i,j = α0 + α1 ln( GD Pj ) + α2D ist i,j + α3 ln( τi,j ) + α4LA N Gi,j
+ α5B ORD E Ri,j + α6 ln( I ndexj ) + α7

%
ln( I ndexj ) ln( τi,j )

&

+ α8
%
ln( P CI i ) ln( I ndexj ) ln( τi,j )

&
+

'

i
α9,i D i + α10 N AF T A i,j

+ α11 E E A i,j + εi,j

α6 is our basic comp et it ion index
α7 capture s our int eraction
α8 control s fo r exp ort er income e! ect s
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Empir ics
T ab le 2
Ro bu st Re gressi on s: G ravit y Eq uat io n of Bil ate ral T rad e

mo del 1 mo del 2
gene ral index inde x of

of comp etition entry barrie rs
α2: D ist i,j -1.057 -1.046

-(28.51)*** -(28.11)***
α3: ln( τi,j ) -1.836 -1.994

-(3.30)*** -(3.60)***
α6: ln( I ndexj ) -0.300 -0.242

-(7.73)*** -(7.80)***
α7: [ln( I ndexj ) ln( τi,j ) ] 4.527 8.020

(1.00) (2.24)**
α8: [ln( P CI i ) ln( I ndexj ) ln( τi,j ) ] -0.778 -1.185

-(1.46)   -(2.77)***
variable s 78 78
obser vat ions 1701 1633
df 1622 1554
F : H 0( α0 = ... = α11 = 0), P r > F 328.86, 0.0 318.59, 0.0
R2 from OLS regression 0.878 0.877
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Empir ics
T ab le 3
Ro bu st Re gressi on Esti mat es
Com p eti ti on Co e! cie nt w ith Spli t Sam pl es

mo del 1 mo del 2
gene ral index inde x of

of comp etition entry barrie rs

Ex porter is poor -0.339 -0.328
-(3.72)*** -(4.43)***

Rest of Sample -0.271 -0.193
-(6.46)*** -(5.78)***

A L arge imp orter and a sma ll exp orter -0.366 -0.269
-(4.65)*** -(4.48)***

Rest of Sample -0.286 -0.239
-(6.93)*** -(6.77)***

La rge imp ort er, sma ll & poor exporter -0.327 -0.299
-(2.46)*** -(2.75)***

Rest of Sample -0.279 -0.208
-(7.00)*** -(6.43)***
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Split Sample Regr essions
Marginal effect of competition
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Empir ics
T ab le 4
T rad e-c ost Equ ivale nt s fo r In tra -EU T rade fo r C hang es in
C omp eti ti on in M emb er St at es, %

move to most
move to average comp etit ive

EU regime EU regi m e

Austria -3.4 -7.5
De nm ark -1.3 -5.3
Finland -1.5 -5.6
France -4.2 -8.4
Germany 3.9 0.0
Great Britain -0.4 -4.4
Greece -0.4 -4.4
Irel and 3.0 -0.9
It aly -1.7 -5.8
Netherl ands 3.0 -0.9
Portuga l -0.6 -4.7
Spa in -0.4 -4.4
Sweden 1.9 -2.1

25



EU T ari! Equiv alents from Split
Sample Regr essions

Intr a-EU tariff equiv alents
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Conc lusions and Sum mary

¥ Serv ice Sect or Lib erali zation and Go ods T rade L ib erali zation are
Link ed

¥ Resul t s on L D C T rade Prefere nce Rent Sharing Ma ke Sense

¥ In the EU Contex t , Servic es Ar e a Maj or Ba rr ier t o the Single
Ma rk et in Go ods

¥ Fut ur e work
- opt im um corruption in the cust oms servic e
- decom posit ion of rent sharing in t rade quota regi m es
- international com petit ion poli cy wit h margi n Þrms
- implic ations of serv ices-re lat ed FDI wit hout deregulat ion
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