
 

 

Global Economics 
 
Lesson 5:  Fair Trade 
 
I. The Issue of Fair Trade 
 A. Types of unfair trade 
  1. Export subsidies – these harm producers in other countries 
   a. Import competing 
   b. Export subsidies 
   c. Subsidies good? 
    i. Yes, foreigners contribute to the US well –being. 
    ii. No, domestic producers harmed, resources misallocated. 
 B. The harm 
  1. Distort the patterns of comparative advantage 
  2. Create political friction among trade partners 
 C. Agreement on Subsidies & Countervailing Measures, the US tried to establish subsidy rules: 
  1. Subsidies to export and import competing industries prohibited, but 
  2. Subsidies for R & D or environmental compliance were OK. 
 D. The remedies 

  1. Injured domestic firm file a claim with the Dept of Commerce & the US International Trade  
  Commission (ITC) 

   a. The Commerce Department decides whether subsidies exist (overwhelmingly – yes) 
   b. The ITC determines the damages. 

  2. Injured firms can ask for countervailing duties (CVDs) – these are tariffs to offset the  
  subsidies 

  3. If the ITC says both subsidies and harm exist, they can impose duties (tariffs) equal to the  
  subsidy margin 

 E. There has been a big decrease in the quantity of CVD’s.  Why?  There are easier ways, anti-
 dumping claims (below). 

 F. (An aside):  In 2003, US export subsidies from the Import=Export Bank were $10.5 billion.  
 These were loans.  Of this, Boeing and GE received $4.6 billion 

 
II. Dumping 
 A.  Definition of dumping: the export price is less than the “fair” value or “normal” value. 
  1. If the price charged is less than in the home country 
  2. If the price charged is less than the price charged in a 3d country 
  c. If the price is less than the “constructed value”.  This is an estimation of the cost of   

  production + administration + profit. 
 B. The issue of price discrimination.   
  1. Is it illegal?  Is it a very precise concept? 
  2. Is it inherently anti-competitive or unfair? 
  3. Sometimes foreign prices just fall. 
 C. Dumping Margin = (normal value – export price/ export price 
  1. E.g.:  Home price $1000 
   Export price $750 
   Margin – 1000 – 750/ 750 = 33.33% 
  2. Different calculations produce different results: Constructed value, facts available, or home  

  market price all produce different results. 
  3. The Commerce Dept is very generous in their calculations.   
   a. Zeroing – counting periods when the price is > home and only counting when price <  

   home. 
   b. “Targeted” dumping – the same as zeroing. 
 D. Filing with the Commerce Dept and ITC can be costly - > $1 million per filing. 
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 E. The duties tend to be large; imports from these countries fall and domestic prices rise.  Imports 
 from countries not named in the action rise (as does US production). 

 D. 98% of claims to the Commerce Dept. are declared to be dumping. 
  83% of claims are shown to have “material” damage by the ITC 
 E. Only harm to the industry is considered, not effects on consumers or downstream users. 
 F. Even when claims are denied, imports fell 24% - from risk and uncertainty.  A company found 

 guilty can be liable for the AD duties from when the petition was filed. 
 G. AD’s are hard to revoke; they last approx. 9 years on average 
 H. Only a small % of imports are affected by the anti-dumping duties (ADs) but they are tools of 

 coercion to force an “agreement” 
 I The process is heavily biased against importers. 
 J.  The irony:  with anti-dumping, imports fall dramatically from one country, but then other 

 countries’ imports increase dramatically.  It tends to not help the domestic producer. 
 K. Affected industries: flowers (different flowwers are separate markets?), plastic bags, shrimp, 

 paper clips, mushrooms, steel, DRAM chips, pineapples, salmon, printing presses, orange juice, 
 cotton shop towels, kiwi fruit, pasta, aspirin. 

 L. These decisions are political, corrupt, and cause wealth loss. 
 M. The Byrd Amendment – companies can collect the tariff revenue from the AD!  In ’02, the WTO 

 ruled against these bounties.  Companies get higher prices & tariff revenue – retroactively! 
  (repealed in 2005). 
 N. Game over?  Other countries have imitated these AD processes and have begun using them 

 against US industries. 
 
III. The Issue of Predatory Pricing 
 A. Predatory pricing:  drive out domestic competitors, become a monopoly, raise prices and earn it 

all back. 
 B. Predatory pricing is unlikely: 
  1. The industry worldwide must be concentrated 
  2. Predators must eliminate competition worldwide or exclude rivals in other countries. 
  3. Is the “sanctuary home market” a basis for predatory pricing?  (Using protected home  

  market profits to finance the predation.) 
 C. The verdict: anti dumping laws protect domestic industries at the expense of consumers. 
 
IV. The Escape Clause 
 A. Even if there is no claim that imports are subsidized or dumped, US industries can receive 

 protection. 
 B. 1934 Reciprocal Trade Agreements act provided “temporary relief from trade liberalization. 
 C. Trade act of 1974 is the current legal basis. 
 D. The process: 
  1. There must be “substantial” harm – from imports 
  2. The petition goes to the ITC.  If they determine “substantial cause of serious injury”, then 
  3. To the president for a decision on remedies –  
  4. Tariffs or other measures for 4-8 years. 
 E. Applies to all imports. 
 F. Rarely used – antidumping is easier 
 G. Doesn’t apply to certain countries that have trade agreements with the US 
 H. Serves as a useful political safety valve that helps pass trade liberalization legislation. 
 


