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LEARNING OBJECTIVES OF CHAPTER 6

The main goals of this chapter are to:

1. Undertake a historical overview of main government policies that have influenced the international trade.

2. Examine the major types of barriers that are currently affecting the  international trade and investment( e.g. tariffs, quotas, Voluntary export Restraints, export subsidies, 

3. Examine the major types of export enhancement measures and their impact on international business.

4.  Present the political and economic arguments for governmental intervention in trade, as well as the counter arguments that suggest that intervention is rarely successful in the long run.

LECTURE OUTLINE FOR CHAPTER 6

A. A BRIEF HISTORICAL OVERVIEW OF COMMERCIAL POLICIES
1. The external policies of any government have a protectionist side and an export enhancement side. Historically ‘the trade policy pendulum’ has moved between free trade and protectionism.

B. TRADE BARRIERS TO INTERNATIONAL TRADE AND INVESTMENT

1. The government intervention for protection of the domestic industry against imports includes a variety of instruments broadly classified into tariff barriers and non-tariff barriers (e.g. quota, anti-dumping, administrative measures).

2. Tariffs tend to be progressively increased in line with the level of processing of products, in other words custom duties for manufactures are generally higher than those for raw materials

3. The effect of a tariff is to raise the cost of imported goods. Gains accrue to the government (from import duties) and to local producers (who are protected from foreign competition. However, subsidies must be paid for by the consumers. 

4. Import Quotas are a direct restriction imposed by an importing country on the quantity of some good that may be imported. A ‘voluntary’ export restraint (VER) is a quota on trade imposed from the exporting country’s side. Both import quotas benefit local producers by limiting import competition, but hurt consumers via higher prices.

5. An administrative policy (e.g. standards, phyto - sanitary measures) is an informal instrument of bureaucratic rule that can be used to restrict imports and promote exports. Such policies benefit local producers, but potentially affect consumers by restricting their access to potentially superior goods.
C. EXPORT ENHANCEMENT MEASURES

1. Export subsidies, in a broad sense are government measures which allow a firm, or an industry, to sell in an export market at a price below the total net private costs of production for that market; or which allow customers in an export market to buy at prices below the costs of supplying that market

2. Financial assistance is used by officially backed financed agencies to promote exports, mainly by providing exporters with insurance against the risk of non-payment by customers for political or commercial reasons

3. Governments use a variety of tax incentives to encourage foreign investment such as: tax holidays, less-carry-forward provisions, double taxation agreements, favourable depreciation provisions etc.

4. Export Processing Zones (EPZs) are special manufacturing areas in which industries receive special incentives (e.g. tax concessions, duty-free imports and exports, financial facilities, low wage rates, subsidised utilities, infrastructure and factory space)

5. There are two basic types of export-related investment measures: incentives to entice investors to increase exports; and requirements which oblige investors to export in order to qualify for benefits offered by the government or to avoid being denied access to the local market. 

6. Counter trade transactions are those transactions, which have as a basic characteristic a linkage, legal or otherwise, between exports and imports of goods and services in addition to, or in place of, financial settlement.

D. AUSTRALIAN GOVERNMENT POLICIES TO PROMOTE EXPORTS

1. The Australian government undertakes various activities in support of Australian exports including: multilateral negotiations under the WTO (e.g. the Cairns Group); Regional initiatives (e.g. APEC); bilateral agreements (e.g. the Australia-New Zealand Closer Economic Relations) 

E. ARGUMENTS FOR AND AGAINST PROTECTION

1. There are various arguments in favour and against intervention by government in international    trade and investment. The general feeling is that business may have more to gain from government measures to open protected markets to imports and foreign direct investment than from government efforts o protect domestic industries from foreign competition.

2. Protection of Australian manufacturing is controversial; but it appears that the Australian governments is committed to reducing the level of protection and make the economy more competitive at the international level.

PRACTICE ACTIVITIES

True-False Questions 

	1. ‘Ad valorem’ customs duties are set in terms of an amount of money per quantity of goods (e.g. $1.50 per tonne).
	       T / F 

	2. Exporters generally prefer tariffs to quota.
	       T / F

	3. Most countries would impose higher import duties on car kits than on complete cars.
	       T / F

	4. Antidumping duties are imposed on subsidised imports causing "material injury" to the domestic economy of an importing country.
	       T / F

	5. Countervailing duties are normally instituted against subsidised foreign goods when the subsidy is injuring( or threatening to injure) a domestic industry
	       T / F

	6.The experience of the European Union shows that production/export subsidies in agriculture will not have any detrimental impact on domestic consumer food prices
	       T / F

	7. Trade related investment measures include both incentives by the host country to entice investors to invest and requirements which oblige investors to export a significant proportion of the production of their project. 
	       T / F

	8. From media reports over the last decade or so one can confidently conclude that in all cases export embargoes are effective.
	       T / F

	9. Import quotas impact negatively on all industrial users of imported goods.
	       T / F

	10. Export subsidies have a negative impact on the local production of countries receiving subsidised supplies.
	       T / F

	11. Production subsidies (without import protection) seem a more sound measure than import tariffs or import quotas. 
	T / F

	12. One argument against protection is the reduction in the standard of living of the nation using import protection.
	T / F


Multiple Choice

1.
In relation to import quotas, which statement is NOT correct?

             a. Import quotas are generally regarded as more restrictive than import tariffs

b. A ‘voluntary’ export restraint(VER) is a quota on exports imposed by the exporting  country’s government 

c. Import quotas potentially benefit consumers via lower prices

d. Import quotas benefit local producers of import-competing goods by limiting competition

2.
In relation to anti-dumping measures, which statement is the most correct?

a. All anti-dumping measures appear as justified.

b. The United States have consistently asked the World Trade Organisation (WTO) to penalise the use of anti-dumping rules by importing countries for protection against foreign competition.

c. Anti-dumping measures are normally introduced by the government of an importing country against subsidised exports causing a material injury to the local industry

d. In the new WTO Round, Japan, South Korea and several big developing countries want to tighten up the WTO’s anti-dumping rules.

3.
In relation to countervailing duties, which statement below is NOT correct?

a. Countervailing duties can be used by an importing country against subsidised exports when a local producer can prove that the subsidy is injuring (or threatening to injure) the domestic industry.

b. According to WTO data the use of countervailing duties is more spread and frequent than that of the anti-dumping measures.

c. As of mid-2000 the United States had most of the WTO countervailing measures in place, followed by Mexico.

d. Some subsidies may not be ‘countervailable’, when the injury to the domestic industry can not be proven.

4.
Which of the following arguments is NOT used in favour of protection through government intervention?

a. The ‘Infant industry ‘argument.

b. The ‘national defence’(‘national sufficiency’)argument 

c. The inefficient allocation of resources

d. The unemployment argument. 
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