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What does Trade Theory do?

� What determines the pattern of trade?

� What determines the volume of trade? 

� What are the welfare implications of trade and trade 
policy?  



What determines the pattern of 
trade?

� Comparative Advantage 

� Technology 

� Endowments

� R&D Prowess 

� Resource Area: 

Nature determines the pattern of trade.  



What determines the volume of 
trade? 

� Competitive Trade Theory 

Determined by gap between share of factor services 
and share of world income 

� New Trade Theory 

Determined by endowments and market structure 
assumptions 

� Resource Area

Very little if any consideration  



What are the welfare implications 
of trade and trade policy?  

� Conventional Theory 

� Elegant gains from trade proofs

� Large theory of trade policy 

� New Trade Theory 

� IRS created new productivity gains and losses; variety 
created new gains from specialization; heterogeneity 
created gains from natural selection.   



Resource Area 

� Some of the gains from trade proofs generalize.

� Very little trade policy discussion. 

� Welfare comparisons complicated by a dynamic 
setting, and imperfectly competitive market structures.  



Fragmented Literature

� Early Heckscher-Ohlin Literature

� Resource Curse Literature

� Host of Small Open Economy Models in Development 

� Property Rights & Trade Literature



The Motivation

� Renewable resource industries employ hundreds of 
millions of people worldwide and feed billions. 

� Renewable resources are some of our most precious 
assets: forests, fisheries, aquifers, wildlife, soil.

� Several ongoing policy debates require input about likely 
effects of the effect of trade restrictions, the elimination 
of subsidies, and the role markets could play in fostering 
sustainable use of wildlife. 







Why do we need regulation at all?

� For a variety of reasons sole ownership of the resource 
is not possible. 

� Scale of resource is large implying common pool 
problems. The many harvester problem.      

� Scale of the resource is fixed implying extraction today 
means less tomorrow.  The many benefactors problem.     









Property Rights and Trade 
Literature

� Resource Overuse Hypothesis

� Regulation is Everything Hypothesis

� Regulation is Rigid Hypothesis  



Resource Overuse Hypothesis

� Trade can, and has in some cases, made resource 
overuse worse.  

� These losses can dominate the conventional gains 
from trade.   

� Weak property rights or poor regulation is a necessary 
but not sufficient condition for losses to occur.  



Theory and Evidence

� Application of the General Theory of Second Best: 
Lipsey and Lancaster (1956)

� Specifics: Chichilnisky (1995), Brander and Taylor 
(1997a,1997b, 1998). 

� Evidence: Taylor (2009), Lopez (1997), (2000) 



Regulation is Everything Hypothesis

� Less developed countries have poorly regulated 
resource industries and weak property rights.

� Weak regulation/property rights creates comparative 
advantage in resource industries. 

� Therefore, less developed countries will - via the 
resource overuse hypothesis - be made worse off by 
trade.    



Theory and Evidence

� Regulation is important but costs reflect more than just 
entry costs or harvest taxes.  

� Better regulation can create productivity gains, lowering 
costs 

� Better property rights can lead to complimentary 
investments raising productivity.  



Theory and Evidence

� Theory: Brander and Taylor (1998), Copeland and Taylor 
(2003), Grossman and Krueger (1993).  

� Empirics: Deacon and Bohn (2000), Antweiler, Copeland 
and Taylor (2001), Lopez (1997,2000), Ferriera (2004). 



Regulation is Rigid Hypothesis

� The success of resource regulation and the degree of 
protection afforded common pool resources is fixed over 
time.

� Poor regulation/property rights before liberalization then 
implies poor regulation post liberalization. 

� Then by “regulation is everything” hypothesis, a weak 
regulation country has a comparative advantage in 
resource products, and by the “resource overuse” 
hypothesis will overuse them and lose from a trade 
liberalization.         



Theory and Evidence 

� Demsetz (1967), Hotte, Van Long, Huilan (2000), 
McCarthy, Sadoulet, de Janvry (2001), Tarui (2007), 
Copeland and Taylor (2009). 

� Ostrom (1990), Besley (1995), Foster and Rosenzweig 
(2003).  


