








Change, Challenge and China

"For variable X, (Mexico’s change in U.S. market shate)
and variable X, (China’s change in U.S. market share)

2= Y [(X1i— X1) (X2i — X2)]
(%1~ x1)* T Xai — X2)°]

12 Writer used STATA statistical software.

'* Computable general equilibrium (CGE) models use
microeconomic theory to predict equilibrium price and
quantity values, which can result from changes in policy,
based on data and assumptions about parameters

(Deardoff 2006).

" Authot’s calculations of data collected from the
Office of Textiles and Apparel’s website http://
otexa.ita.doc.gov/scripts/tqads1.exe/ catpage (accessed
January 14, 2007).

15 Economic rent that accrues to suppliers in the input
market is analogous to producer surplus in the output
matket (Browning and Zupan 2005, 478).

1 The economic explanation in this paragraph uses
information from Andriamananjara et al. 2004, pages
3and 9. See Evans and Harrigan (2005), page 14, for
further discussion of rent generated from inter-country
preferential market access.

"7 Francois and Woetz (2000) discuss other approaches
to estimating ETEs on page 4.

'® Francois and Woetz (2006) did not indicate which
countries they consideted South Asian. Dean (2002)
considered Bangladesh, Bhutan, India, Maldives, Nepal,
Paldistan and Sti Lanka as South Asian, '

1 Francois and Woetz (2006) did not indicate which
countries they considered East Asian. China, Hong
Kong, Macau, Taiwan, North Korea, South Kotea,
Japan, and Mongolia are commonly considered as East
Asia,

2 Brunei Darussalam, Cambodia, Indonesia, Laos,
Malaysia, Myanmar, Philippines, Singapore, Thailand,
and Vietnam (Association of Southeast Asian Nations).
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APPENDIX

FIGURE 1: QUOTAS ON PRODUCTS DECREASE SUPPLY AND INCREASE PRICE

Price
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If the market equilibrium is at Q* and P*, imposing a quota would decrease supply, shifting the
supply curve to the left, putting upward pressure on price. If a product had a quota limit at Q
the price would be at P

quona?
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FIGURE 2: BENEFITS OF TRADE PREFERENCE
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A: Countries with binding quotas

B: Countries with preferential market access

Country A has more efficient producers than Country B and would capture all demand (at G) if
no quotas restricted their trade. The restricted supply at Q1, because of quota restrictions, puts
upward pressure on price until it meets the price at which Country B meets demand (at F).
Country B supplies the quantity between Q1 and Q2. The importing price is higher at F than it
would be without quota restrictions. The quantity supplied at F is also lower than it would be
without quota restrictions. The quota rent goes to firms in Country A that have the quota license,
while firms in Country A without the license lose. Both countries charge the same price, P.,
even though one is bound by quota and the other is not. If the quota restriction is relaxed such
that Q1 increases more than Q2, the importing price will lower.

Figure 2 is based on a graph in Evans and Harrigan (2005).
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FIGURE 3: MEXICO’S TRADE PREFERENCE

Competitors Mezico U.S. Import
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If market equilibrium is at Q*, P* when a quota is placed on Mexico’s competitors, the
competitors must limit supply at Q1, putting upward pressure on U.S. Import Market Price.
Without a quota, Mexico experiences an increase in demand for its product, and can increase
quantity supplied at the higher price. If the competitors are more efficient than Mexico,
Mexico’s increase in quantity supplied when its competitors decrease quantity supplied would be
considered trade diversion.
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FIGURE 4: RULES OF ORIGIN
Mezican Producer's Cost Curves U.3. Ifarket
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Rules of Origin create a higher input price that shifts a Mexican producer’s marginal cost curve
and average total cost curve up. The graphs show that the price that would keep Mexico at zero
economic profit is P1, the price that is distortedly high in the U.S. market because of quotas that
limit supply from other countries. Zero economic profit occurs when price equals minimum
average total cost. The graph also shows that if the U.S. market’s price decreased to equilibrium
without quotas, P*, the Mexican producer would be operating below the minimum level of
average cost because the Rules of Origin would keep costs at MC1 and ATC1. Having to
operate at an average cost of ATC1 while the market requires Mexican producers to reduce
average cost to ATC* in order to remain competitive would cause some Mexican producers to
shut down.
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FIGURE 5; SUBSTITUTION
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If China is bound by quotas, relaxing the quotas would allow
quantity of imports in the U.S. market from China to increase from
Q1 to Q2, which would put downward pressure on price to P2.
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When the quota relaxes on China, the demand for the products from Mexico decreases, shifting

demand to the left (DM1 to DM2).

Figure 5 is based on graphs in Evans and Harrigan (2005).



