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Last week (and before)

– So far: determinants of international trade

– Now: behavior of governments: Trade policy

→ Partial equilibrium within sectors

– Trade policy: subsidies and tariffs, NTBs
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History of the WTO

– General Agreement on Tariffs and Trade (GATT, 1948)

– Uruguay round (1986-1994) leads to WTO in 1995

– GATT only goods trade, WTO encompasses GATS (services) and TRIPS (intellectual
property)
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History of the WTO
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Principles of the WTO

“ The trading system should be
– without discrimination— a country should not discriminate between its trading
partners […]; and it should not discriminate between its own and foreign
products, services or nationals;

– freer— barriers coming down through negotiation;
– predictable— foreign companies, investors and governments should be
confident that trade barriers […] should not be raised arbitrarily; tariff rates and
market-opening commitments are “bound” in the WTO;

– more competitive— discouraging “unfair” practices such as export subsidies
and dumping products at below cost to gain market share;

– more beneficial for less developed countries— giving them more time to
adjust, greater flexibility, and special privileges.”
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Principles of the WTO

Most-favoured-nation principle (MFN)
– Tariff reductions for one partner have to be granted for all WTO members
– Exceptions: regional trade agreements, special conditions for devoloping
countries

National treatment
– Foreign and domestic companies have to be treated equally once goods have
crossed the border
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Principles of the WTO

Free trade
– prior and future negotiations should lead to freer trade

Predictability and transparency through binding and enforceable commitments
– rules-based system of the WTO should create environment where firms can
export and invest with predictable trade barriers

– WTO members required to publish trade regulations and relevant barriers
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Principles of the WTO

Fair competition
– competition should be fair, allows for dispute settlement and countervailing
duties/subsidies

Development principle
– rules should contribute to development of the poorest nations
– low development countries are given special treatment in accession process
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T A R I F F S & S U B S I D I E S



Tariffs & subsidies

– Raise competitiveness of domestic firms

– Protection of inefficient but “important” or “infant” industires

– Domestic workers gain, consumers loose

11 / 42



GATT / WTO

– GATT/WTO: reduction/abolition of tariffs and subsidies

– GATT article XIX allows for exceptions: ”safeguards”

– temporarily withdraw concessions due to

→ “unforeseen developments”...

→ “negotiated concessions”...

... which result in sharply increase imports and therefore “cause or threaten
serious injury to domestic producers.”
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Example USA: Safeguards

– Article XIX in national law in the US: Section 201, Trade Act (1974)

→ 1980 – 2011: 31 applications for “escape clause” protection, only 9 successful

– Section 421 eases requirements in response to Chinese accession to WTO in 2001
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Example USA: Safeguards

– Dumping: Foreign company sells same product cheaper abroad than
domestically, or below average costs

→ more than 1200 cases between 1980 and 2011, 548 successful

– in more than 150 cases agreement of both parties and no anti-dumping measures
introduced
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Example USA-EU: Tariffs
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Example USA-EU: Tariffs
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Example USA-EU: Tariffs

5

FORSCHUNGSERGEBNISSE

ifo Schnelldienst  6 / 2018  71. Jahrgang  22. März 2018

sogenannte Quotenzölle existieren. Außerdem sind die 
Produktklassifikationen der beiden Länder nicht bis in 
das letzte Detail vergleichbar. Das ifo Institut (Felber-
mayr et al. 2018) hat eine umfangreiche Zolldatenbank 
angelegt, die für 5 018 sogenannte 6-Steller-Produkte 
für den Handel fast aller Länder untereinander die gel-
tenden präferentiellen oder Meistbegünstigungszölle 
(MFN-Zölle) in Prozent ausweist. 

Von den insgesamt 5 018 betrachteten Produkten 
werden 90% auch tatsächlich zwischen der EU und den 
USA gehandelt. Bei 88% aller Produkte exportieren 

und importieren die EU und die 
USA gleichzeitig voneinander; es 
findet also intraindustrieller Han-
del auf Produktebene statt.

Die Aggregation von auf 
detaillierter Produktgliederung 
vorliegenden Zöllen auf eine ein-
zelne Kennzahl, mit der sich die 
Zollpolitik eines Landes summa-
risch beschreiben ließe, ist aber 
problematisch. Die Schwierigkeit 
besteht darin, dass die Höhe der 
einzelnen Zölle immer auch die 
Nachfrage nach den importier-
ten Gütern beeinflusst. Gewich-
tet man also die Einzelzölle mit 
den Importwerten, so erhält man 
einen Durchschnitt, der die wahre 
Verzerrung des Handels durch 
Zölle sehr stark untertreiben kann, 
denn die höchsten Zölle werden 
tendenziell mit den geringsten 
Gewichten und die niedrigsten 

Zölle mit den höchsten Gewichten verrechnet. Daher 
werden häufig ungewichtete Durchschnitte oder Medi-
anzölle ausgewiesen, wobei dann aber offen bleibt, ob 
und wie stark die verzollten Produkte überhaupt ange-
boten und nachgefragt werden.

Für einen ersten Überblick zeigt Abbildung 2 ein 
Histogramm der Zölle, die die EU auf Importe aus 
den USA und die USA auf Importe aus der EU anwen-
den. Bei 1 328 aller Produkte (das sind 26% aller Pro-
dukte) erhebt die EU einen Zoll, der zwischen 0% und 
1% liegt; bei 1 246 Produkten (25%) liegt der Zoll genau 

© ifo Institut

Histogramm der Unterschiede in den Außenzöllen der EU und der USA

Die Balken messen die Anzahl der Produkte (HS92, 6-Steller), die zwischen x – 0,5 und x + 0,5 Prozentpunkten 
liegen, wobei x eine ganze Zahl zwischen – 20 und 20 ist.
Quelle: ifo Zolldatenbank; Darstellung des ifo Instituts.
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Tab. 1 
 
EU- versus US-Außenzölle in breiten Warenkategorien 

 Anzahl der 
Produkte 

EU USA 
 Mittelwert Median Mittelwert Median 
1 Beförderungsmittel 132 4,0 2,7 3,0 1,0 
2 Chemische Industrie 759 4,7 5,5 2,9 3,4 
3 Fette & Öle 52 9,5 5,7 3,4 2,6 
4 Holz 79 2,4 1,0 1,5 0,0 
5 Kunstgegenstd. & Antiquitäten 7 0,0 0,0 0,0 0,0 
6 Kunststoffe 189 4,7 6,1 3,6 3,7 
7 Lebende Tiere 194 19,8 12,0 3,1 0,0 
8 Lebensmittel, Getränke & Tabak 181 18,3 16,4 8,3 4,0 
9 Leder 74 2,2 2,0 3,4 2,5 
10 Mechanische Geräte & Elektrotech. 762 1,9 1,7 1,5 0,9 
11 Mineralische Stoffe 151 0,3 0,0 0,3 0,0 
12 Optische Instrumente 230 2,3 2,4 4,6 1,9 
13 Papier & Pappe 149 0,2 0,0 0,1 0,0 
14 Schmuck 52 0,6 0,0 2,2 0,0 
15 Schuhe 55 7,3 4,7 8,0 5,9 
16 Spinnstoffe & Bekleidung 809 7,9 8,0 9,0 8,6 
17 Steine & Glas 138 3,4 3,0 3,5 2,9 
18 Unedle Metalle 587 2,1 1,7 2,0 1,3 
19 Verschiedene Waren 131 2,5 2,7 2,8 1,5 
20 Waffen & Munition. 17 2,5 2,7 1,3 1,1 
21 Waren pflanz. Ursprungs 270 11,5 5,7 2,7 0,9 
Alle 6-Steller Produkte 5018 5,2 3,3 3,5 2,3 
Die Produktkategorien entsprechen den HS-Sektionen. 

Quelle: ifo Zolldatenbank, Darstellung des ifo Instituts. 

 
 

Tab. 1
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Example USA-EU: Tariffs

– Tariffs generally very low

– Focus on NTBs (e.g. in TTIP, CETA, …)
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MO D E L



Assumptions

– Homogeneous goods

– Perfect competition

– Trade in a single industry

– Trade policy from point of view of domestic government

→ no strategic component
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Domestic market — Excess demand
194 PART TWO International Trade Policy

the absence of trade, so the Home import demand curve intercepts the price axis at
.

Figure 9-2 shows how the Foreign export supply curve XS is derived. At Foreign
producers supply , while Foreign consumers demand only , so the amount of the
total supply available for export is . At Foreign producers raise the quantity
they supply to and Foreign consumers lower the amount they demand to , so the
quantity of the total supply available to export rises to . Because the supply
of goods available for export rises as the price rises, the Foreign export supply curve is
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Figure 9-1

Deriving Home’s Import Demand Curve

As the price of the good increases, Home consumers demand less, while Home producers
supply more, so that the demand for imports declines.
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Figure 9-2

Deriving Foreign’s Export Supply Curve

As the price of the good rises, Foreign producers supply more while Foreign consumers 
demand less, so that the supply available for export rises.
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Foreign market — Excess supply

194 PART TWO International Trade Policy
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22 / 42



Equilibrium
CHAPTER 9 The Instruments of Trade Policy 195

upward sloping. At , supply and demand would be equal in the absence of trade, so the
Foreign export supply curve intersects the price axis at .

World equilibrium occurs when Home import demand equals Foreign export supply
(Figure 9-3). At the price where the two curves cross, world supply equals world
demand. At the equilibrium point 1 in Figure 9-3,

By adding and subtracting from both sides, this equation can be rearranged to say that

or, in other words,

Effects of a Tariff
From the point of view of someone shipping goods, a tariff is just like a cost of transporta-
tion. If Home imposes a tax of $2 on every bushel of wheat imported, shippers will be un-
willing to move the wheat unless the price difference between the two markets is at least $2.

Figure 9-4 illustrates the effects of a specific tariff of t per unit of wheat (shown as t in
the figure). In the absence of a tariff, the price of wheat would be equalized at in both
Home and Foreign, as seen at point 1 in the middle panel, which illustrates the world mar-
ket. With the tariff in place, however, shippers are not willing to move wheat from Foreign
to Home unless the Home price exceeds the Foreign price by at least t. If no wheat is being
shipped, however, there will be an excess demand for wheat in Home and an excess supply
in Foreign. Thus the price in Home will rise and that in Foreign will fall until the price
difference is t.

Introducing a tariff, then, drives a wedge between the prices in the two markets. The
tariff raises the price in Home to and lowers the price in Foreign to . In
Home, producers supply more at the higher price, while consumers demand less, so that
fewer imports are demanded (as you can see in the move from point 1 to point 2 on the
MD curve). In Foreign, the lower price leads to reduced supply and increased demand, and
thus a smaller export supply (as seen in the move from point 1 to point 3 on the XS curve).
Thus the volume of wheat traded declines from , the free trade volume, to , theQTQW

PT
* = PT - tPT

PW

World demand = World supply.

Home demand + Foreign demand = Home supply + Foreign supply

Home demand - Home supply = Foreign supply - Foreign demand.

PW

PA
* 1export supply = zero at PA

*2
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*
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Quantity, Q
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* MD
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QW

1

Figure 9-3

World Equilibrium

The equilibrium world price is where
Home import demand (MD curve)
equals Foreign export supply 
(XS curve).
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Introduction of tariff
196 PART TWO International Trade Policy

volume with a tariff. At the trade volume , Home import demand equals Foreign export
supply when .

The increase in the price in Home, from to , is less than the amount of the tariff,
because part of the tariff is reflected in a decline in Foreign’s export price and thus is not
passed on to Home consumers. This is the normal result of a tariff and of any trade policy
that limits imports. The size of this effect on the exporters’ price, however, is often very
small in practice. When a small country imposes a tariff, its share of the world market for
the goods it imports is usually minor to begin with, so that its import reduction has very
little effect on the world (foreign export) price.

The effects of a tariff in the “small country” case where a country cannot affect
foreign export prices are illustrated in Figure 9-5. In this case, a tariff raises the price of
the imported good in the country imposing the tariff by the full amount of the tariff, from

to . Production of the imported good rises from to , while consumption of
the good falls from to . As a result of the tariff, then, imports fall in the country
imposing the tariff.

Measuring the Amount of Protection
A tariff on an imported good raises the price received by domestic producers of that good.
This effect is often the tariff’s principal objective—to protect domestic producers from the
low prices that would result from import competition. In analyzing trade policy in practice, it
is important to ask how much protection a tariff or other trade policy actually provides. The
answer is usually expressed as a percentage of the price that would prevail under free trade.
An import quota on sugar could, for example, raise the price received by U.S. sugar producers
by 35 percent.

Measuring protection would seem to be straightforward in the case of a tariff: If the
tariff is an ad valorem tax proportional to the value of the imports, the tariff rate itself
should measure the amount of protection; if the tariff is specific, dividing the tariff by the
price net of the tariff gives us the ad valorem equivalent.
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Figure 9-4

Effects of a Tariff

A tariff raises the price in Home while lowering the price in Foreign. The volume traded thus declines.
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Small economy

CHAPTER 9 The Instruments of Trade Policy 197
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PW  + t
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Figure 9-5

A Tariff in a Small Country

When a country is small, a tariff it
imposes cannot lower the foreign
price of the good it imports. As a
result, the price of the import rises
from to and the quan-
tity of imports demanded falls
from to .D2 - S2D1 - S1

PW + tPW

However, there are two problems with trying to calculate the rate of protection this
simply. First, if the small country assumption is not a good approximation, part of the
effect of a tariff will be to lower foreign export prices rather than to raise domestic prices.
This effect of trade policies on foreign export prices is sometimes significant.

The second problem is that tariffs may have very different effects on different stages of
production of a good. A simple example illustrates this point.

Suppose that an automobile sells on the world market for $8,000 and that the parts out
of which that automobile is made sell for $6,000. Let’s compare two countries: one that
wants to develop an auto assembly industry and one that already has an assembly industry
and wants to develop a parts industry.

To encourage a domestic auto industry, the first country places a 25 percent tariff
on imported autos, allowing domestic assemblers to charge $10,000 instead of $8,000. In
this case it would be wrong to say that the assemblers receive only 25 percent protection.
Before the tariff, domestic assembly would take place only if it could be done for $2,000
(the difference between the $8,000 price of a completed automobile and the $6,000 cost of
parts) or less; now it will take place even if it costs as much as $4,000 (the difference
between the $10,000 price and the cost of parts). That is, the 25 percent tariff rate provides
assemblers with an effective rate of protection of 100 percent.

Now suppose that the second country, to encourage domestic production of parts,
imposes a 10 percent tariff on imported parts, raising the cost of parts of domestic
assemblers from $6,000 to $6,600. Even though there is no change in the tariff on
assembled automobiles, this policy makes it less advantageous to assemble domesti-
cally. Before the tariff it would have been worth assembling a car locally if it could be
done for ; after the tariff, local assembly takes place only
if it can be done for . The tariff on parts, then, while provid-
ing positive protection to parts manufacturers, provides negative effective protection to
assembly at the rate of 

Reasoning similar to that seen in this example has led economists to make elaborate
calculations to measure the degree of effective protection actually provided to particular

-30 percent 1-600/2,0002.
$1,400 1$8,000 - $6,6002

$2,000 1$8,000 - $6,0002
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Welfare

– Consumer surplus: Difference between willingness to pay and price

– Producer surplus: Difference between price and costs

– Government income: Imported quantity × tariff
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Consumer surplus
CHAPTER 9 The Instruments of Trade Policy 199

Suppose that the price is $9. Then consumers are willing to purchase only the 11th
unit of the good and thus receive no consumer surplus from their purchase of that unit.
They would have been willing to pay $10 for the 10th unit, however, and thus receive
$1 in consumer surplus from that unit. They would also have been willing to pay
$12 for the 9th unit; in that case, they would have received $3 of consumer surplus on
that unit, and so on.

Generalizing from this example, if P is the price of a good and Q the quantity demanded
at that price, then consumer surplus is calculated by subtracting P times Q from the area
under the demand curve up to Q (Figure 9-7). If the price is , the quantity demanded is

and the consumer surplus is measured by the areas labeled a plus b. If the price rises to
, the quantity demanded falls to and consumer surplus falls by b to equal just a.
Producer surplus is an analogous concept. A producer willing to sell a good for $2 but

receiving a price of $5 gains a producer surplus of $3. The same procedure used to derive
consumer surplus from the demand curve can be used to derive producer surplus from the
supply curve. If P is the price and Q the quantity supplied at that price, then producer
surplus is P times Q minus the area under the supply curve up to Q (Figure 9-8). If the
price is , the quantity supplied will be , and producer surplus is measured by area c. If
the price rises to , the quantity supplied rises to , and producer surplus rises to equal c
plus the additional area d.

Some of the difficulties related to the concepts of consumer and producer surplus are
technical issues of calculation that we can safely disregard. More important is the ques-
tion of whether the direct gains to producers and consumers in a given market accurately
measure the social gains. Additional benefits and costs not captured by consumer and
producer surplus are at the core of the case for trade policy activism discussed in
Chapter 10. For now, however, we will focus on costs and benefits as measured by con-
sumer and producer surplus.

Measuring the Costs and Benefits
Figure 9-9 illustrates the costs and benefits of a tariff for the importing country. The tariff
raises the domestic price from to but lowers the foreign export price from to PT

*PWPTPW

S2P2
S1P1

D2P2
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Quantity, Q

D

D1
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P2

D2

a

b

Figure 9-7

Geometry of Consumer Surplus

Consumer surplus is equal to the
area under the demand curve and
above the price.

27 / 42



Producer surplus
200 PART TWO International Trade Policy

(refer back to Figure 9-4). Domestic production rises from to while domestic con-
sumption falls from to . The costs and benefits to different groups can be expressed
as sums of the areas of five regions, labeled a, b, c, d, e.

Consider first the gain to domestic producers. They receive a higher price and therefore
have higher producer surplus. As we saw in Figure 9-8, producer surplus is equal to the
area below the price but above the supply curve. Before the tariff, producer surplus was
equal to the area below but above the supply curve; with the price rising to , this sur-
plus rises by the area labeled a. That is, producers gain from the tariff.

Domestic consumers also face a higher price, which makes them worse off. As we saw
in Figure 9-7, consumer surplus is equal to the area above the price but below the demand

PTPW

D2D1
S2S1

Price, P

Quantity, Q

S

S2

P2

P1

S1

d

c

Figure 9-8

Geometry of Producer Surplus

Producer surplus is equal to the
area above the supply curve and
below the price.
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= government revenue gain (c + e)

PT

= producer gain (a)

b
c

d

e
PT*

QT

Figure 9-9

Costs and Benefits of a Tariff for
the Importing Country

The costs and benefits to different
groups can be represented as
sums of the five areas a, b, c, d,
and e.
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Welfare with and without tariff

200 PART TWO International Trade Policy
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Welfare with and without tariff

CHAPTER 9 The Instruments of Trade Policy 201

curve. Since the price consumers face rises from to , the consumer surplus falls by
the area indicated by So consumers are hurt by the tariff.

There is a third player here as well: the government. The government gains by col-
lecting tariff revenue. This is equal to the tariff rate t times the volume of imports

. Since , the government’s revenue is equal to the sum of
the two areas c and e.

Since these gains and losses accrue to different people, the overall cost-benefit
evaluation of a tariff depends on how much we value a dollar’s worth of benefit to each
group. If, for example, the producer gain accrues mostly to wealthy owners of resources,
while consumers are poorer than average, the tariff will be viewed differently than if the
good is a luxury bought by the affluent but produced by low-wage workers. Further
ambiguity is introduced by the role of the government: Will it use its revenue to finance
vitally needed public services or waste that revenue on $1,000 toilet seats? Despite these
problems, it is common for analysts of trade policy to attempt to compute the net effect
of a tariff on national welfare by assuming that at the margin, a dollar’s worth of gain or
loss to each group is of the same social worth.

Let’s look, then, at the net effect of a tariff on welfare. The net cost of a tariff is

(9-1)

or, replacing these concepts by the areas in Figure 9-9,

(9-2)

That is, there are two “triangles” whose area measures loss to the nation as a whole and a
“rectangle” whose area measures an offsetting gain. A useful way to interpret these gains
and losses is the following: The triangles represent the efficiency loss that arises because a
tariff distorts incentives to consume and produce, while the rectangle represents the terms
of trade gain that arise because a tariff lowers foreign export prices.

The gain depends on the ability of the tariff-imposing country to drive down foreign
export prices. If the country cannot affect world prices (the “small country” case

1a + b + c + d2 - a - 1c + e2 = b + d - e.

Consumer loss - producer gain - government revenue,

t = PT - PT
*QT = D2 - S2

a + b + c + d.
PTPW

Price, P

Quantity, Q

D

S

PW

PT

b d

e

Imports

= efficiency loss (b + d)

= terms of trade gain (e)

PT*

Figure 9-10

Net Welfare Effects of a Tariff

The colored triangles represent
efficiency losses, while the 
rectangle represents a terms 
of trade gain.
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Export subsidy

– export subsidy: Payment to company that exports abroad

→ ad valorem or fixed sum per unit

– price per unit increases domestically, effective price abroad decreases

→ increase in competitiveness of domestic firms
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Welfare effect of export subsidy

CHAPTER 9 The Instruments of Trade Policy 203

of the original tariffs were dropped, except for the
ones on chickens and light commercial trucks.
Volkswagen stopped producing those vehicles, but
the U.S. “big three” auto and truck producers
were then concerned about competition from
Japanese truck producers and lobbied to keep the
tariff in place.

Japanese producers responded by building those
light trucks in the United States (see Chapter 8).†

As a result, the latest company to be hit by the
consequences of the tariff is Ford, one of those
“big three” U.S. producers! Ford produces a small
commercial van in Europe, the “Transit Connect,”
which is designed (with its smaller capacity and

ability to navigate old, narrow streets) for
European cities. The recent spike in fuel prices
sharply increased demand in some U.S. cities
for this truck. In 2009, Ford started selling these
vehicles in the United States. To get around the
25 percent tariff, Ford installs rear windows, rear
seats, and seat belts prior to shipping the vehicles
to the United States. These vehicles are no longer
classified as commercial trucks but as passenger
vehicles, which are subject to the much lower
2.5 percent tariff. Upon arrival in Baltimore, the
rear seats are promptly removed and the rear win-
dows replaced with metal panels—before delivery
to the Ford dealers.

*See Matthew Dolan, “To Outfox the Chicken Tax, Ford Strips Its Own Vans,” Wall Street Journal, September 23, 2009.
†Before opening production facilities in the United States, Subaru got around the tariff by bolting two plastic seats to the
open bed of the pickup truck (Subaru BRAT) that the company exported to the United States, thus evading the light
commercial truck classification.

Export Subsidies: Theory
An export subsidy is a payment to a firm or individual that ships a good abroad. Like a
tariff, an export subsidy can be either specific (a fixed sum per unit) or ad valorem (a pro-
portion of the value exported). When the government offers an export subsidy, shippers
will export the good up to the point at which the domestic price exceeds the foreign price
by the amount of the subsidy.

The effects of an export subsidy on prices are exactly the reverse of those of a tariff
(Figure 9-11). The price in the exporting country rises from to , but because the price
in the importing country falls from to , the price increase is less than the subsidy.PS
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Figure 9-11

Effects of an Export Subsidy

An export subsidy raises prices 
in the exporting country while
lowering them in the importing
country.
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Export subsidy

– Prices at home rise to level of effective prices abroad

– Prices abroad decrease if firms have market power

→ increases necessary subsidy

→ welfare effect negative in any case
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Tariffs in the news

BUSINESS NEWS MAY 17,  2019 / 2:34 PM / A YEAR AGO

Trump declares some auto imports pose

national security threat

David Shepardson 6  M I N  R E A D

WASHINGTON (Reuters) - U.S. President Donald Trump on Friday declared that

some imported vehicles and parts pose a national security threat but delayed a decision

for as long as six months on whether to impose tariffs to allow for more time for trade

talks with the European Union and Japan.

The unprecedented designation of foreign vehicles imported to the United States from

some of its closest allies sparked anger from automakers, dealers and foreign

governments after a White House document hinted it would seek voluntary export

quotas on autos from U.S. trading partners.

air
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×

॥

Business Markets World Politics TV More

– in reality WTO restrictions disregarded

– further motives: special interest
groups and elections
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Tariffs in the news

By Keith Bradsher

May 13, 2019

阅读简体中⽂版 • 閱讀繁體中⽂版

BEIJING — China moved to retaliate against the United States,

announcing plans on Monday to raise tariffs on American goods

With Higher Tariffs, China Retaliates

Against the U.S.

The Yangshan Deep Water Port in Shanghai, China. The Chinese government said on Monday that it

would raise tariffs on goods from the United States as of June 1, giving negotiators from the two

countries time to strike a deal. Aly Song/Reuters

597

– usually: retaliation by target country

→ strategic problem

35 / 42



R E G I O N A L T R A D E
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Regional Trade Agreements
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Single European Act — European Common Market

– European Community has customs union since 1968
– in 1992: common market

→ ”Single European Act”
→ (almost) no non-tariff barriers like border checks or national regulation and
standards

– welfare gains through large common market: scale economies
→ but: markets have remained remarkably separated
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Other important regional trade agreements

– NAFTA: founded in 1989 by USA, Mexiko and Canada

– Mercosur: founded in 1991 by Argentina, Brasil, Paraguay and Uruguay

→ since than a number of accessions

– ASEAN: Asian/Pacific countries recently implemented RCEP

→ not including India and USA
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Currently: EU-Japan, TTP, TTIP

– JEFTA: FTA between EU and Japan (2016)

– CETA: FTA between EU and Kanada (2017)

– TTIP: FTA between EU and USA (2016, negotiations paused)

– TTP: FTA between USA and Pacific countries (2017, now without US CPTPP)

– Brexit: Negoatiations over status of UK (with EU and towards third countries)

→ generally already low tariffs, focus on NTBs
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Map of regional FTAs
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Conclusion

– Tariffs: Welfare losses for small countries, ambiguous for large country

– In reality: Anti-dumping more important than industry protection

– further motives: Internalizing externalities, e.g. environmental and labor
protections

– “recent developments”: Regional trade agreements between WTO members
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