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Rise of populism and demagoguery throughout the industrial world

 

 

Figure: A bunch of populists from all over the political spectrum
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Donald Trump’s inauguration speech

1 From this day forward, a new vision will govern our land. From this
day forward, it’s going to be only America first, America first.

2 Every decision on trade, ... will be made to benefit American workers
and American families. We must protect our borders from the ravages
of other countries making our products, stealing our companies and
destroying our jobs...

3 Protection will lead to great prosperity and strength.

4 We will follow two simple rules: Buy American and hire American

Does this make any sense? Can a country be made off by restricting
trade? Who might win/lose if Trump’s manifesto gets implemented
(countries, groups in the population,..)?
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Overview

There are few other areas in economics where ignorance is so great.

Examples:
1 International competitiveness

People talk about the competitiveness of a nation as if a nation were
a corporation that could go out of business. For the need to improve
productivity in order not to be priced out of the world marketplace,

BUT

International trade is not about zero sum competition but about
mutually beneficial exchange of goods and services.

2 Protectionism
Commercial policies are typically presented as serving the national
interest while in reality they almost invariably benefit special interest
groups and harm the national interest.

3 People are told about the importance of producing and selling abroad
rather than about the ability to consume and use –cheaply– foreign
products.
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Subject of this course To help participants understand:

1 why and how much countries trade,

2 whom they trade with,

3 what goods they import and export,

4 how trade affects the allocation of resources and the
distribution of income across factors and countries

5 how trade affects the level and growth of productivity (income)
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1 Specialization pays off, even for large countries. But trade costs limit
specialization.

2 What a country ”ought” to produce is sometimes “obvious”
(bananas, skiing).

3 But in many cases it is not obvious (why does Germany dominate the
production of cars and Switzerland the production of watches? There
are different theories of trade patterns (see below).
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Gains from trade

Trade increases consumption and production opportunities:

Direct effects (get goods that would have been either unavailable or
more expensive)

Indirect effects (changes in the composition of production, efficiency,
productivity, ...)

Static versus dynamic effects

Winners and losers (some groups of the population may be hurt from
international trade)

Key assertion: In general, free trade makes countries almost always
and everywhere better off.

If some of the gains from trade were transferred from the winners to
the losers then there should be no-one objecting to free trade (except
for the discontent)

Many exceptions to this have been claimed in the literature, but their
practical relevance seems quite limited.
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Review of trade models

A. Comparative advantage –CA– based models
The concept of CA involves a comparison across activities across
individuals (countries).

Agents A, B, goods (activities), x, y: A has a CA in x if he has to sacrifice
less y in order to produce it than B.

Different theories about the source of CA
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A.1 Ricardian model
I CA arises from international differences in technology (productivity).
I Important point: Comparative vs. Absolute advantage!
I Key implications:

F Production specialization
F International differences in wages reflect differences in productivity.
F Both high and uniformly low productivity countries benefit from trade.

The low productivity may even benefit more.

I Useful for addressing questions like: How can a high wage country
compete against a low wage country? Has the ascent of China and
India hurt the high wage rich countries?
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A.2 Heckscher-Ohlin model

I CA arises from differences in the cost of production (which is due to
differences in factor endowments: If a country has a lot of unskilled
labor, unskilled labor will be relatively cheap and goods that need a lot
of unskilled labor will be relatively cheap).

I Key implications:
F Incomplete production specialization
F Trade in goods is a perfect substitute for factor mobility (factor price

equalization)
F Trade has dramatic effects on the distribution of income
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A.3 Specific factors model

As in the H-O model, but with some factors being activity specific in
the short run.

I Implications for the distribution of income
I The Dutch disease
I Understanding political coalitions
I Interesting implications that may seem paradoxical. (South Africa

under apartheid)
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B. Non CA based models

Economies of scale

Imperfect competition

The role of ”luck”

Trade occurs even without CA ⇒ Intra-industry trade.
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Trade policy

Commercial policy

(a) Effects on national welfare. Distinction between small and large
countries

(b) Effects on the distribution of income and the allocation of resources

(c) The political economy of protection: Typically special group interest
is masqueraded as national interest

(d) Imperfect competition and free trade: Industrial policy (Air Bus -
Boeing)
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Key question:

Suppose that there exist market failures. Or, that the govt wants to
preserve/change income distribution.

Are trade restrictions a good way to correct market failures/achieve
desired income distribution goals?

A clear NO

The case of the Swiss farmers
1 Trade restrictions (tariffs, quotas,..)
2 Production subsidies
3 Direct income support

Prof. Harris Dellas (Uni Bern) Introduction February 11, 2019 Slide 14



Some other important issues

The mechanics and political economy of trade protection.

Trade, unemployment and the distribution of income in the developed
countries - the threat (?) from the NICs (newly industrialized countries).

Unemployment has increased during the last 50 years along side trade
and capital liberalization. The income distribution has become more
uneven.

Is free trade to be blamed for these developments? Are your wages
set in Shangai?

Key concept: Footloose, relationship-free jobs.

Why so much opposition to free trade? Protectionism is bad
economics. But pollsters say protectionism is good politics because
the few people whose jobs may be affected care very much (so have
an incentive to organize and oppose), whereas the scores of millions
whose standard of living is improved by trade are not particularly
aware of it.
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Trade and economic growth (development)

Strong presumption but it has been difficult empirically to establish it
(see the Figs at the end).

Trade and the environment

Pollution haven vs comparative advantage in manufacturing

Trade seems to have contributed to cleaner environment by making
countries richer.
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Figures

Figure: Employment effects of trade restrictions.
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„ GLOBAILIZATION AND THE 

ENVIRONMENT “

Prof. Harris Dellas

Slide 24

Figure: Farmer’s protection and use of pesticides.
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Figure: Real wages and labor productivity in manufacturing, South Korea and the Philippines,

1972-93 (1987=100). (Data from World Bank World Tables.)
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Figure: Labor productivity and labor compensation costs in the United States, 1960-2000.

Productivity is output per hour of all the persons in the business sector. Real compensation is

compensation per hour divided by the producer price index of total finished goods. (Data from

Council of Economic Advisors, 2001, tables B-49, B-65.)
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Figure: Wages and productivity
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Figure: Per capita GDP in Chile, 1960-99. The shaded area (1974-79) indicates a major trade

reform. (Data from International Monetary Fund 2000.)
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Figure: Per capita GDP in South Korea, 1953-99. A major trade reform was initiated in

1964-65. (Data from International Monetary Fund 2000.)
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Figure: Per capita GDP in India, 1960-99. The vertical line in 1991 indicates a major trade

reform. (Data from International Monetary Fund 2000.)
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