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Ba ckground

¥ WTO- related negotiat ions and disputes
- Kodak-F uji dispute
- GATS: Cross-b order and FDI-based trade in the service sector (Francoi s and
Wooton EJPE 2001; Mat to o and Smarzynsk a 2006, Francois and Woerz 2006)

¥ Services in Europ e

- Services Dire ctiv e: Not well understood, but controv ersial nonethel ess
- Comp etition of the sectors varies widely across memb ers

- Autom obiles: Flam and Nordst rem( 1995, CEPR), Lutz( 2004, RIE)

- Switzerl and and retail distribution

¥ Recent concern that rents from trade preferences for LDCs are

actually going to OEC D imp orters

- Shippi ng: Francois and Wooton (2001, RIE)
- ACP, bananas, AGOA: Oralle aga and Ozden (2005, WBER) & Francois,
Hoekman and Manchin (WB ER, 2006)

Francois and Wooton (2007)

¥ Trade Volume s: Market access in goods sectors and the degree
of comp etition in the trade and distribution sectors.

¥ Gains from Trade: Interac tion between trade in goods and com-
petitiveness of margin services that facilita te int eraction between
producers/e xporters and Pnal consum ers: retail distri bution in
Japan, supermarket concentrat ion in UK, and autos in Europ e.

¥ Opt imum Commerc ial Policy: Interaction with Comp etition

The se are issues issue we traditionally ignore in theoretic al and empir ical work
on inter national trade. Until very recently, services were largely ignored in
the core trade theoretic literature, while social accounting data (SAMs) are
margined to strip these activities out in applie d work.



Results

¥ Results: Trade Volumes in Goods and Market Structure
- Imports are a negative function of increased conc entration in
the service sector

- Upstre am supplie rs are in a Omorally ambiguou sO situat ion. Con-
centrat ed distri but ion systems limit access to customers, but also
keep out imp orts.

- The impact of market power in services on trade in goods is
most pronounced in a zero tari! setting D FT As, customs unions,
LDC preferences. T his appears in the data, not just the theory.

Results

¥ Results: Commercial Policy

- For the imp orter, the optimum tari! is a decreasing function of
market power in the service sectors.

- The optimum tari! may be a subsidy.

- Change s in domestic distribution systems may undo the benebts
(or undo the costs) of tari! reductions.

- Comp etition policy may be a substitute for trade policy.



Results

¥ Results: Empirics

- From gravity equation estimat es, across the OECD import vol-
umes depend on service sector comp etition.

- From split sample estimat es, small, poor count ries are more
strongly a! ected, as exporters, than the overall sample.

- From EU regressions, the Otari! equivalentO of variations in
service sector comp etition is as high as 8% for intra-EU goods
trade.

Mo del Structure

¥ Imports and Domest ic Production of a Hom ogenous Good

¥ Focus is on an Imperfectly Competitive Trade and Distribution
Sector

¥ Int erested in four agents
- consumer s
- (comp etitive) producers
- (Cournot-Nas h) service brms
- gove rnment



Mo del Structure

¥ Linear Import Supply:

imp ort prices cif
Pcif = @m *+ bmOm
landed prices

Pm = Tapss Wherer! (1+ t)

¥ Linear Dom estic Supply

Pd= a4+ byaq

Mo del Structure

¥ Linear Final Demand
p= x" ya(agqy+ dm)

¥ DOUB LE MA RGINS: Probts are Linked to Maximizat ion on Tw o

Margins
|

Ri = pIQm,i + Odi

Tsi = PG (Pm* € Om,i " (Pd+ C) g,



Mo del Structure

¥ QUANTI T IES: Qua ntitie s are a function of both trade policy, and
also com petition in the service sector.
G= A t[rbm(x" " ag) + y(ram" ag)]
an= A '[bg(x" ¢" 7am) + y(ag" Tam)]

a= A [rbm (X" ¢" ag) + by(x" c" am)]

where A = o(ybg+ 7bm (y+ bg)) > O
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Ma rkups

¥ OPTIMUM MA RKUPS depend on the underlying trade policy of
the governm ent:

Hg= o L((x" ag) (¢ 1)+ ¢

Um = o T((x" Tam)(c" 1)+ c)

Observ ation: The optimum mark-up on imports for the dom es-
tic trade and distri bution sectors is a decreasing function of the
under lying imp ort tari! .
Observ ation: The optimum mark-up on dome stic shipments for
the dom estic trade and dist ribut ion sectors is indep endent of the
under lying imp ort tari! .

11



Ma rkups

¥ VOLUMES depend on the underlying trade policy of the govern-
ment:

d .

S = A"2{(y+ b (Bibn (" )" Y (e + Bnag)] < O
dapm - d’gm d%qgm
— ="A 0, , 0
do Gm < do? " dodr g

Observ ation : Internat ional trade volumes are inversely related to the degree
of concentration in the domestic trade and distribution sector, or alter nativ ely
the degree of market power exercised in the dome stic distribution sector.

Observ ation :The negative impact of market power on trade volume s is greatest
in a zero tari! context, and its marginal impact falls with increased levels of
imp ort protec tion or concentrat ion. Hence, the largest impact of imp erfect
comp etit ion in the service sectors will be observed in zero-ta ri! count ries, free-
trade areas, customs unions, and under non-reciprocal trade preferences.
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W elfare and Tari! s

¥ Welfare is a combinat ion of producer surplus, consumer surplus,
upst ream probts, and service sector probts. The Opt imum Tari!
is then found from the Pbrst-o rder conditions for welfare maxi miza-
tion.

W= nms+ mg+ CS+ TR
™= [(y+ by) E] '[B+ C+ D]
$

#
2bm bgy (c" x" ag) + bi(c" x) " y?aq
bay? (o (a¢" am) " ad)

By (o 1) (x" ¢ " oam)

(ambm (0" 2) (y+ by) + obm (ba(c" X) " yaq) " bgamy)

moO W
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Tari! s, Conc entration,
and W elfare

\"s

14

Conc entrat ion and the Optimum Tari!

¥ CONCENTRA TI ON reduces gover nment room for menauver in
exercising optimum tari! policy.

dr
do

G = (2bm (y + bg) + yby) (bgbm (X" ©) + y (aghbm + amby)) > 0
(y + by) E?

= "Gbg(x" c" am) + y(ag" am)] < 0
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Conc entrat ion _
and the Optimum Tari!

t *=100(! *-1)
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The Opt imum Tari!

¥ Observ ation

The optimum imp ort tari! is a decreasing function of the degree
of market power exercised in the dom estic trade and distri but ion
sectors, and with a dome stic service monop oly or cartel, the op-
timum tari! may actually be a subsidy.

¥ Observ ation

The re is scop e for either the privat e service secto r (through markups)
or the government (t hrough tari! s) to exercise market power in
inter national trade, wit h the optimum tari! imply ing direct sub-
stitution.
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Market Access And Exporter Surplus

¥ Exporter Surplus

(X" c" Tam) bg+ (ag" 7Tam)y
20 ((y+ 7bm) bg+ 7bmy)

PS=

¥ Tari! Reductions

dPs _ , (bg+ y) ((yag+ (X" ¢) by) bm + amybd)

dr 20 ((y+ 7hm) by + Thmy)?
d?PS _ (bg+ y) ((yag+ (x" c)bg) bm + amybd)
drdo 202 ((y + 7bm) by + Thmy)?
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Market Access and Exporter Surplus

¥ Observ ation:

The market-acc ess benebts of tari! reductions in export markets
are inversely related to the degree of market power exercised by
the dome stic trade and distribution sector in the export market.

¥ Corollary:
The benebts of past market access conc essions can be o! set by
future increases in the degree of market power exercised by the
domestic trade and distri bution sector in the export market.

This is Ko dak-Fuji!!!
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Empir ics

¥ Gravit y Mo del: standa rd treatment of bilateral trade, with dista nce, langua ge,
common borders, tari! s, and such on the right hand side.

¥ Comp etition inde xes: from the OECD we have two comp etition indexes: overall
comp etit ion in trade and distribution, and barriers to entry.

¥ Dat aset: 22 OECD countries as imp orters and 69 countries and regions as
exporter s to the OECD (incl uding intra-OEC D trade).

¥ Single year: Trade and related data are for 2001. We do not have more
than a single observation on each count ry-level index value, and cannot include
imp orter dummies/Px ed el ects. We do have exporter dummies.
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Empir ics

¥ Estima ting Equat ion:

Om,ij = @t a1In(GDPj) + azDistjj 4, azIn(nj) + asLh NG;jj
+ a5%ORDERi,j + ag In( 1 ndex; )&+ az In(Indexj) In(7j)

0 .
+ag IN(PCIj) In(Index;) In(7;) + «agiDj+ aigNAF TAj;

|
+ a1t EEAj; + &

ag IS our basic comp etition index
a7 capture s our interaction
ag control s for exporter income el ects
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Empir ics

Table 2
Ro bust Regressi ons: Gravit y Equat ion of Bil ate ral Trad e
mo del 1 mo del 2
general index inde x of
of comp etition entry barrie rs
ap: Distjj -1.057 -1.046
-(28.51)*** -(28.11)***
az: In(7j) -1.836 -1.994
-(3.30)*** -(3.60)***
ae: In( I ndex;) -0.300 -0.242
-(7.73)x> -(7.80)***
a7 [In(Index;) In( 7 )] 4527 8.020
(2.00) (2.24)*
ag: [IN(PCIi) In(Tndex;) n(7;)] -0.778 -1.185
-(1.46) -(2.77)***
variable s 78 78
observations 1701 1633
df 1622 1554
F: Ho(ap= ... = a11 = 0), Pr>F 328.86, 0.0 318.59, 0.0
R? from OLS regression 0.878 0.877
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Empir Ics
Table 3
Ro bu st Re gressi on Esti mat es
Com petition Coe! cient with Split Sam ples
mo del 1 mo del 2
general index inde x of
of comp etition entry barriers
Exporter is poor -0.339 -0.328
-(3.72)*** -(4.43)***
Rest of Sample -0.271 -0.193
-(6.46)*** -(5.78)***
A Large imp orter and a small exporter -0.366 -0.269
-(4.65)*** -(4.48)***
Rest of Sample -0.286 -0.239
-(6.93)*** -(6.77)*+*
Large imp orter, small & 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 large
importer ,
exporter is importer is poor
poor other large other exporter other

-0.05 —

-0.1 1

-0.2 +—

-0.25 +—

estimated coefficient

-0.3 +—

Model1 |

-0.35
M Model 2

-0.4

Empir ics
Table 4

Trad e-cost Equ ivale nts for Intra -EU Trade for Changes in
Comp etition in Memb er States, %

24

move to most

move to average comp etit ive

EU regime EU regime
Austria -3.4 -7.5
Denm 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 -04 -4.4
Ireland 3.0 -0.9
Italy -1.7 -5.8
Netherl ands 3.0 -0.9
Portuga | -0.6 -4.7
Spain -0.4 -4.4
Sweden 1.9 2.1
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EU

percent

Tari! Equiv alents from Split
Sample Regr essions

Intr a-EU tariff equiv  alents

move to EU a verage

8 B mo ve to most competitiv. e EU
regime

& & & & ~ & IS & N & > N &
& AN & & & & &S & N &
PR SR SR NC NG & & TS
Q 9 2 N
& &
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Conc lusions and Sum mary

¥ Service Sector Lib eralization and Goods Trade Liberalization are
Link ed

¥ Results on LDC Trade Preference Rent Sharing Make Sense

¥ In the EU Contex t, Services Are a Major Barrier to the Single
Market in Goods

¥ Future work

optimum corruption in the customs service

decom position of rent sharing in trade quota regimes
international com petit ion policy wit h margin Prms

implic ations of services-related FDI wit hout deregulat ion
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