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Chapter 7 – The political economy of global trade
Intro
Term ‘political economy' encompasses the entire operating environment of international businesses. It includes factors in the external environment such as the political, legal, economic, social and technological factors.
Prominent among the considerations of governments are ideas of how best to pro-mote the national interest 
A government can influence the course of international trade and investment by means of various policy issues
It is not uncommon for a home government to negotiate a better deal for a multi-national company with a host government if the MNE is of strategic national interest to the home government.
 It also possible to curtail the activities of a company by discouraging, banning or restricting its activities depending on the national intetests that dominates the government agenda.
The evolution of global trade
According to economic theory, no nation can satisfy its increasing needs and desires satisfactorily and economically only by means of its local production and resource.
Today, business practices, and especially international businesses, are influenced not only by the macroeconomic policies and political agendas of governments, but also by fiscal and monetary policy instruments that are used to achieve such policies and agendas
Free trade nation states still use policy instruments to restrict free trade. 
The policy instruments used are mainly tariffs, subsidies, import quotas, local content requirements, administrative policies, voluntary export restraints and antidumping duties. In practice, these policy instruments can be categorised as tariffs and non-tariff barriers
Regulating trade
The practical connotation of the term political economy’ suggests that a government can employ protectionist measures to regulate the quality and quantity of goods and services that are traded between the country and the outside markers. One of the main reasons advanced by governments for applying trade barriers is to encourage local production, 
Local producers can increase their production and gain enough experience to make it possible for them to earn a competitive advantage that may eventually translate into international competitiveness.
Reasons for trade barriers
Governments in general advocate the application of tariff barriers for four major reasons, namely political, economic, retaliation and trade wars, and domestic policies.
Protection of local jobs
Domestic markets are shielded from foreign competition to bolster employment opportunities 
Assurance of job security is one of the most important civil expectations of governments.Governments erect trade barriers to discourage the importation of good and services that are produced domestically.
Governments crate trade barriers to discourage mergers and acquisitions as well as other types of FDI because of the possibility of job shedding they may incur.
Import substitution
The Adoption of an import substitution strategy is based on the assumption that greater industrialization creates greaten wealth. The more manufacturing activities lake place in a country, the more efficiently' is wealth distributed among economic agents.
Also, domestic products are considered cheaper than imports.
Protection of infant industries
Another argument advanced in support of trade barriers is their protection of young industries or economic sectors that are just starting out and are too immature to compete against established rivals. The level of protection given to these industries is informed by their strategic importance to a nation's building and attainment of economic prowess.
Reduction of reliance on foreign suppliers
The more an economy relies on foreign suppliers for critical goods and services, the more vulnerable the economy becomes to the sup-pliers' influence.
Attraction of local production and foreign investment
Subsidies and other institutional mechanisims are used to attract investments areas that are of strategic importance to the economy.
Governments are generally willing to give concessions to investors to facilitate the local production of goods and services that are of strategic importance to the economy, essentially those that dominate the import list The same tools and mechanisms are also used to attract foreign direct investment into industries where the country lacks production capability and competence.
Reduction in balance of trade payments or deficits
Governments employ instruments of trade policies to achieve trade equilibrium! Where the trade balance is in the deficit, tariffs and other administrative instruments are used to discourage imports, while at the same time promoting exports!
Promotion of exports
Theories in international business pro-pose that economic advancement could best be achieved through export promotion. These theories also suggest that countries can only lose their less developed status through improved industrialisation, which culminates in export promotion. To this extent governments may apply subsidies to galvanise exportation. 
Antidumping remedies
Governments may apply trade barriers as a measure to redress dumping. Tariffs and other forms of administrative barriers may be erected against any foreign firm, sector or industry that exports and sells its product in the overseas market at a price lower than the production cost in the home market. 
This measure is intended to raise the import costs, and ultimately the selling price, of the product.
Political objectives or retaliation
Governments also use instruments of trade policy to advance their political agendas. They may be used as sanctions against countries with poor human rights records, child labor practices, sweatshops, political tyranny and totalitarianism
These instruments may also be used for retaliation

Protection of national sovereignty
The legal status of a country enables it to select its own political, social and economic systems. 
Such status also enables the country to enter into contractual agreements *be it economic or political) with other nations. 
Governments protect their territories by carefully choosing their trade partners and by limiting the kind of products or services that can be left in the hands of foreign investors.

Implications of trade barriers
It is equally important to examine the possible effects that these intervention mechanisms may have on domestic and international economies
The following are some of the possible implications of applying instruments of trade policy:
· Trade barriers are generally arbitrary and discriminatory in nature and are applied subjectively Their application stems mainly from political motives rather than an economic rational^. 

The discriminatory feature of tariffs has also been a major contention between Western countries and the developing world, especially with regard to the Doha Round of negotiations. 

· The application of trade barriers requires special training, supervision and administration

· The administration of trade barriers adds to the microeconomic problems of countries

With tariffs in place, the prices of imports will be too expensive for consumers and inflationary pressures may increase, the featherbedding of local manufacturers also engenders inefficiency, lack of competitiveness 

· The application of tariff barriers encourages special-interest privileges - tariff barriers are generally known to breed special concessions to trade allies, while the rest of the world is treated a outcasts. Process is regarded as one of the major drawbacks for global economic development because of the incidence of trade diversion that may result

· The application of tariffs increases government intervention in trade and economic matters.

 The role of government in economic matter should be limited to creating an enabling environment in which businesses can thrive. However, with their application of tariff barriers, governments regulate not only the business environment, but household consumption patterns as well.
Instruments of trade policy
Trade barriers are adopted to discourage the free flow of goods, input materials and ser-r vices across international borders. 
Two main categories of barriers have been identified, namely tariffs and non-tariff barriers
Tariffs are regarded as price-based barriers, 
Non-tariff barriers are administrative in nature



Tariffs
A tariff is a tax levied on goods, input materials and services imported into a country 
This levy is attached to the total quantity 0f items imported at a specific rate per unit in the consignment
This form of tariff is in  most cases, referred to as a specific tariff.
Ad valorem tariffs
An ad valorem tariff is based on a percentage of the value of the imported item in the destination country.
Export tariffs
An export tariff is payable on goods and services that leave the borders of a country for another country, 
This kind of tariff is meant to increase the cost of exports and is generally applied to discourage exports. 
Can also be used to increase the government s revenue in areas where the country has an absolute or very high comparative advantage in the production of such goods or service. 
Practically, this kind of tariff is seldom applicable in the modern trading system, given that hardly any country enjoys an absolute advantage in the provision of a service or the manufacturing of a product.
Transit tariffs
Transit tariff is a special duty that is paid on goods and services that pass through a country to a final destination. 
The duty is generally levied on a different basis such as a specific tariff, ad valorem duty or a compound tariff that consists of both specific and ad valorem duties.

Subsidies
A subsidy is a financial payment made by the government to domestic manufacturers or service providers to reduce the burden of manufacturing or operating costs with the aim of reducing the consumer price
The most common forms of subsidies are cash grants, low-interest loans, tax breaks and government equity participation in the ownership and capital structure of the firm. 
Subsidies are aimed at achieving:
Discouraging foreign imports
Governments use subsidies to lower the production costs of domestic manufacturers or service providers to discourage importation. By lowering the production costs of domestic manufacturers, their selling price becomes cheaper than those of imports, thereby discouraging rational consumer from purchasing the more expensive imported goods or services,
This measure is applied to products that are strategically critical to the government or of special national interest.
Gaining export markets
The main argument against subsidies is that they help to featherbed inefficient domestic producers at the expense of more efficient foreign producers.
Through subsidies, goods that are produced below normal market costs are exported and sold in foreign markets at low prices. This, not only kills global competition, but also encourages countries to produce in excess what could be more competitively produced in other countries.


Quotas
A quota is one of the most prominent non-tariff barriers (NTBs) in the history of inter-national business.
This type of trade barrier restricts the amount of goods or services that can be imported into a country over an accounting period. 
The application of quotas on a product suggests that the domestic production of this product will increase to cater for the shortfall in imports. 
If this happens, the government may lose revenue on tariffs, but it gains revenue on excise duties.
Import quotas
One of the most prominent direct restrictions on the quantity of goods or services that may be imported into a country.
Restriction is mainly applied by prescribing an import liscense as a prerequisite for importing specific items. Each licensee is allowed to import only a specified quantity of an item over a stipulated period.
Voluntary export restraint (VER)
A voluntary export restraint (VER) is a quota that is imposed on the quantity of goods that is exported from the county. This self inflicted restriction is used by the exporting country at the special request of the importing country to avoid a trade dispute,
Local content requirements
This is a requirement that a certain quantity or percentage of the input materials should be sourced domestically. Failure on the part of a manufacturer to comply may attract heavy fines or a boycott of the product 
Strategy is mainly adopted to increase the local manufacturing capacity of component part  at the expense of mere assembling.
'Buy national' restrictions
This kind of restriction is applied to limit the consumption of imported goods to promote local manufacturers. This strategy is very popular in Europe and the USA. 
Most developing countries have also adopted the strategy to improve local brand loyalty among consumed, while promoting industrial capacity development at the same time.
Technical barriers
Technical barriers are used to discourage imports where the application of tariffs and other non-tariff barriers are unpopular. 
In some cases, a country may be wary of adding tariff barriers if the application of such restriction is going to trigger retaliation. 
A country may then use technical barriers frustrate importation 
Measures are mostly used to impede import



Dumping
In the context of international trade, the World Trade Organization (WTO) argues that dumping occurs when goods are exported at a price less than their normal value. 
Generally, this implies that they are exported for less than they are sold for in the exporting market or third-country markets. Dumping could also occur if goods are sold at less than the production cost in the exporting market?*
Dumping is seen as a process by means of which the exporting country offloads its excess domestic product to foreign markets.
Antidumping policies
An antidumping policy is designed to redress the unfair trade practice of dumping, thereby protecting domestic producers against unfair competition. 
Although dumping benefits consumers as they have access to 'good bargains,' they are unfair to local producers and may eventually hurt consumers if the exporting company succeeds in killing competition in the importing country.
Countervailing duties
A countervailing duty is a special duty that is levied against a foreign firm that is found guilty of dumping. The, establishment of guilt requires proof that the local firms in that industry have suffered material injury. 
A countervailing duty is a special tariff that may be very high and it may be applied to the guilty company for a protracted period
The evolution of global trading arrangements
For goods and services to be produced at production sites that offer the best location-specific advantaged, some measures must be put in place to allow the free movement of factor inputs and distribution of finished products or services. 
The challenge facing world leaders is to ensure reasonably open economies and trade liberalization, a process that enhances the location of production facilities at the most favourable locations for investors.
The influence of the GATT on world trade and investment was tremendous. Over the past few decades, it established a framework for conducting and practising free trade. 
GATT created a system for the distribution of value-added activities and services, and also acted as a conduit for the realisation of a free trade system
Most economists acknowledge this trading system as one of the greatest contributors to the world's rapid economic recover)’ from the devastation of World War II.
Under the WTO, member nations are no longer able to block the adoption of arbitration reports on trade disputes
What the future holds
The Doha Declaration contained 21 subjects, most of which involve negotiations; other work includes actions under ‘imple¬mentation; analysis and monitoring of the implementation process. 
The main objective of the agenda was to achieve the following:
· Market access - Substantial reductions
· [bookmark: _GoBack]Export subsidies
· Domestic support - Substantial reductions for support that distorts trade.
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