Imperfectly Competitive Markets, continued ...

9.3 Imperfect competition from economies of scale (EOS)

* Implications for H-O-S trade model
+ EOS: types and definition
+ Mkt structure, product differentiation, intra-industry trade

1. Type of 2. Goods 3. Input 4.Prodn 5. Prodn 6. Trade 7.SW
Industry  markets markets functions possibilities and Y
curve




10. International Factor Mobility

10.1 Theoretical 1ssues

» Relevant H-O-S theorems without int’al L,K mobility
+ Factor proportions
+ Factor-P equalization
+ Stolper-Samuelson
+ Rybczynski

* Theoretical issues when/if int’al L,K mobility
+ Case for / against trade or factor mobility
+ Direction of L,K flow: expectation vs reality [Lucas paradox]
+ Relationship of L,K flow and trade




International Factor Mobility, continued ...

» Evidence of Lucas paradox: South-South K-flow and to North

FOT outflows from developing countries, $bn
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Economist, “Investment flows: going
out”, 8 Nov 2014, p. 54




International Factor Mobility, continued ...

» Developing country multinational corporations

Developing countries’ cross-border M&A
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Counter to theoretical
expectations, there have
been periods where K-
outflows have increasingly
left from emerging mkts.

K-flows do not always
move from “North” to
“South” and there 1s no
correlation between fast-
growing emerging mkt and
K-inflows.

Economist, ”Emerging-market multinationals”, 12 Jul 2008, p. 58-60 4



International Factor Mobility, continued ...
10.2 L mkts, int’al mobilization and mkt liberalization

* Trends In migration vs int’al L

Increasein proportion of international migrants : " :
2000-17, percentage points  Migration is related to work
S 04 1 I
o e e 90% IS worker and_fa_mlly
« Most migrants are within a

UAE 88.4

Spain — country nqt a,cross_

Austria — - 232 min int al migrants

Sweden o - 740 min internal migrants

Ttaly 10.0  Largest corridor of intal

Australia 28.8 migrants has been US-

Britain 13.4 Mexico

Germany 14.8  Globalization, demographic

Canada 21.5 shifts, conflicts, income

United States U inequalities, climate change

Hungaty population,  °-2 — 1 L migrants.

France 2017 12.2

Source: United Nations Int’al Labour Org., “Labour

AR e . ) > migration: Fact sheet”, 26 Mar 2014
Economist, “Immigration: Crossing continents”,

25 Aug 2018, p. 14-6.




International Factor Mobility, continued ...

+ Inter-Africa migration -

Sub-Saharan Africa, remittance inflows, $bn
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Source: World Bank

Mozambique
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The African Union, to promote more integration, I /
proposed a protocol to allow free movement. Barriers

c - ica «
to movement are high. Border guards hassle migrants, al)

delay them and demand pay-offs. Qualifications from | Main intra-African migration routes®, 2020

N k of migrants,”
one country are not recognized in another. In 1979 Stocmoo Zgrams 228 100 500 .

. e— = = - = -Im 1l Tm-1.4m
ECOWAS and EAC blocs agreed to visa-free

h . \ Source: UN DESA *Above 100,000 people
movement and the right to work or start business in

any member state.
Economist, “African odyssey”, Briefing on Migration within Africa”, 30 Oct 2021, p. 25-7. 6




International Factor Mobility, continued ...

# Int’al L and concerns with mkt liberalization

+ Concerns: jobs, wages, net social cost or benefit

+ Other issues
 Legal vs illegal migrants
Temporary (seasonal) vs permanent

3 MUItlIateraI I‘UleS or nat’al Soverelgnty P_opulation, m aj-age dependency
S o * . in* 0
» Remittances, aid vs brain drain P o
 Demographics 100 100
EEL 75 /\ 75

Japan and South Korea (and China) face a long-term =0 20
demographic problem. Will they try harder to attract 25 25
labor migrants? There is a need for more foreigners South e t
to till fields, assemble widgets and care for the old. 19502000 50 2100 1950 2000 50 2100
Both need more taxpayers too. Japan’s population is  *Population aged 65 and over as % of people aged 15-64
expected to decline from 125m now to 104m by Source: UN World Population Prospects

2050. S. Korea’s from 52m to 46m, and to 36m by
2070. Economist, “Immigration: Open wide your gates”, 5 Nov 2022, p. 49-50. 7




International Factor Mobility, continued ...

+ Lump sum of L fallacy: effect of tech, globalization and mkt reform

1 foreign L that competes with
domestic labor — | L share of GDP

Hard to separate out effects:

- Tech A, L migration, or offshoring
had neg effect on domestic L share

- L policies that 7 L benefits r. t.
wages — | L share of GDP

- regs that | L cost — 1 L share

Shifts in jobs from unskilled to
skilled L. has — 1 L share of GDP
for skilled L.

Perception: globalization hurts L;
but L gets smaller slice of bigger pie

Changes in labour share of income
Percentage points, annual average, 1582-2002

BN Large European
countries™

N Small European
countriest

[ 1 Anglo-Saxont
countries

B Japamnd

Total
0.4 a.s a2 .1 - O + 0.1

——

Conmtributions af:

0.4 a3 .2 a1 - O + 0.1
techmological
chiange
labowr
globalisation -
labour-market
policies -_.
“France, Germany, Italby and Spain
TMine countries *.ﬁ.ustralia_. Britain,
Source: IMF Camada and US 5§198s5-70D1

Economist, “Economics focus: Smaller shares, bigger slices”, 4 Apr 2007. 8




International Factor Mobility, continued ...

10.3 K mkts, international mobility and mkt liberalization

» Trends In International capital
+ Stock of foreign capital

Global foreign investment assets as % of sample* GDP
1957 Treaty of Rome signed, » 2001z China joins = ® Z008:
creating the European World Trade Lehman
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.................. . e L]
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saurce: Mokinsey Global In "Seven countries in 16825, expanding to 79 in 1990

Economist,

“Raﬂroads and hegemons” 12 October 2013, p. 5




International Factor Mobility, continued ...
+ Cross-border capital flows

Total capital flows, $trn* Dot com e 10

_bubble ___glcnsis
A3|an f|n
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60% of FDI World FDI flows as % of World GDP

flows into
developed
economies
and 40% to

developing. 1

0
1980 82 B4 8 88 90 92 94 96 98 2000 02 04 06 O8 W 12

Sources: UNCTAD, IMF: The Eeonomist —— EConomist, special report: World Economy, 12 Oct, 2013 4




International Factor Mobility, continued ...

%= Concerns with K flows
+ QOutflows
+ Inflows

+ Case for/against int’al K mkts
« 1980s: $190bn daily trades
« 1995: $1.2trn daily, 2,5 times
world GDP
« 2007: $5trn daily, 11 times
« 2013: $5trn daily, compared with
$50bn in g+s trade

Economist, ""Taming the beast", Special report
on the world economy, 9 Oct 2008, p. 3-7.

Total foreign assets and liabilities as % of GOP

— Advanced economiss

m— Emerging and 400
developing econamies
300
2}
110
0
190 B G0 & 00 oy
Source; Philip Lane and Glan Maria Milesi-Ferrettd
Financial bubbles*around the world
Number per decade
70
1 frequency of bubbles -
50
40
30
20
10
0
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*Asset prices at least two standard deviations

Source: GMO higher than their real price trends
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International Factor Mobility, continued ...

+ Other Issues

« FDI and multinational corporations

Stock of foreign direct investment
As % of global GDP

1 1 | 1 1 1 1 | 1 1 L
1913 30 50 70 90 2015
Sources: Arvind Subramanian and Martin Kessler
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In the1990s, MNCs were global firms
run by global managers and owned by
global shareholders, selling global
products to global customers. They
obsessed with internationalising their
customers, production, capital and
management. Firms went global
“vertically” — relocating production
and the sourcing of raw mats, and
“horizontally” — selling into new
mkts. They bought out rivals, courted
customers and opened factories
wherever an opportunity arose.

85% of global stock of MNC
Investment was created after 1990.
Various stages of manufacture were
separable across borders and more of
the process handled by MNCs each
with a link in the global supply chain.

Economist, “Retreat of the global company", Briefing on Multinationals, 28 Jan 2017, p. 14-17; and
“The world as a single machine”, Survey of manufacturing, 20 Jun 1998, p. 3-5. 12



International Factor Mobility, continued ...

 FDI and returns

Rate of return on foreign direct investment
By country of companies’ domicile, %

United States

Netherlands
Britain OECD

198790 95

Sources: National statistics; OECD

2000 05 10 16*
*Latest 12 months
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From 2014-17, half of all big MNCs
saw return on equity fall, many below
10% even in the 3 countries which
host the biggest MNCs (US, UK, NL).
Only tech giants saw profits increase.
Overall, MNCs were no longer
achieving superior performance.

Some blame currency moves,
economic slowdowns in some parts of
the globe, loss of advantages of scale,
and a loss of arbitrage opportunities.
Wage benefits in China and elsewhere
are gone, MNCs have high overheads,
complex supply chains tied up
inventory, sprawling organizations are
hard to run. Free flow of info means
competitors can catch up in tech and
know-how more easily.

Economist, “Retreat of the global company", Briefing on Multinationals, 28 Jan 2017, p. 14-17. 13



International Factor Mobility, continued ...

* Investment by China and debt owned to China

$bn

BRI countries in:

M Asia and Australia
Middle East and Africa
Europe

B Americas

Non-BRI

Chinese investment and contracts abroad*

Belt and Road

Initiative launched 300
200
me=-"p 0

20056 07 09 11
Source; AEl

13 15 17 19

*Based on announced deals

External debt owed to China, % of GDP, 2017

O 20 40 60 80 100

Djibouti
Tonga

Maldives

Congo-Brazzaville

Between 2015-

Kyrgyzstan 19 China’s share

Cambodia of LDC debt 1 to

Niger 63% from 43%

: of G20 countries
983 total.

Zambia

Source: Kiel Institute for the World Economy

In Nov 2019, the US, Japan and Australia announced an alternative to BRI called “Blue Dot

Network™ to fund infrastructure projects in the developing world. As with World Bank funds,
the financial muscle behind this is tiny in comparison. BRI holds the most promise of meeting
gaps in global infrastructure investment despite the debt issues it raises.

Economist, “The Belt and Road Initiative: Break Time”, 6 Jun 2020, p. 43-4; Fin Times,
“African debt to China draine noor nation<’’ 27 Oct 2020 n 4

14



International Factor Mobility, continued ...

»* Mobile foreign K

+ Implication for wages (case of US):
Do foreign firms pay a wage premium over domestic firms?

¢+ 25% pay premium

¢+ Move from one US firm to
another leaves wage unchanged

¢+ Move from a US firm to a
foreign firm sees 7% 1 wage

 Foreign firm wage premium

¢+ Favors skilled labor: adjusting
for skills, age, firm, industry
and location, the bottom 10%
saw no pay premium at all

¢+ Richer home countries pay
bigger premium to US workers

Economist, “Foreign investment and wages: Unequal partnerships”, 24 Aug 2019, p. 61.

United States, wage premium associated with
working at a foreign-owned firm, 2010-15, %

Nationality
of owner -5 0 5 10 15

Norway

New Zealand
Ireland
Britain
Germany
Russia
Taiwan
Mexico

China

Source: “The effects of foreign multinationals on workers and
firms in the United States” by B. Setzler and F. Tintelnot, NBER
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International Factor Mobility, continued ...

+ Globalization of supply chains
 Production of traded goods is “unbundling”

¢+ Design and production of an intermediate good no longer
happens in a single firm/factory or even in the same city

¢+ Transport and communications tech allows firms to spread
production globally and provide trade in services across sub-
sectors

+ Global tensions and rivalries

¢+ Share of trade in parts and components increased from 22% to
29% between 1980 and 2000 (1 IIT in parts)

» 2005: trade In intermediate goods made up 56% of goods and 73% of
services of mature economies (1 IIT in services)

Economist, “Free exchange: The problematic proposal”, 13 Aug 2016, p. 59.

16



+ Internationalization involving K and L

Share of American and European companies’
outsourcing contracts® with an offshore element, %
IIII-:I

i~
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Economist, “Home or abroad?: Herd instinct”, Special
report on outsourcing and offshoring, 19 Jan 2013, p. 9

International Factor Mobility, continued ...

Outsourcing:

when a firm reduces costs
by transferring work to
outside suppliers (another
firm whether or not in the
same country)

Offshoring:

Relocating a business
process (some work) from
the home market to
another country (by same
firm)

17



International Factor Mobility, continued ...
10.4 Reasons for factor mobility

Types of int’al
labor / capital

Economic
motivations

Background
factors;
regulations and
constraints
Trends and
opportunities
(tech + policy)

Net effect on
jobs, wages, Q,
trade and SW

International L-mobility
Skilled L: mgmt; professional; trained
Unskilled L.: less trained, educated
L in ag, services or manu sectors
Permanent vs temp /seasonal labor
L moves where wages higher, land is
cheap, work in services sectors, resource
sectors (seasonal ag or tourism); to work
with im/mobile K; L hired without
crossing border (outsource)

History and geography (cultural links,
language); brain drain vs remittances;

L stds, regs, policy, immigration law;
Do stricter regs — 1 illegal L migrants?
North demographics: 1 age, Y; | pop
grow; L scarcity; T S+D for services
Tech: | transport / communication costs
Uncertain net effect on W, Y, wage gap;
migrants take/make jobs; complement or
substitute local L; pay tax and collect
benefits; brain drain vs remittances

International K-mobility
Borrowing / lending (loans, deposits)
Foreign direct and portfolio investment
Tech transfer; intellectual property; Who
does K-flow? Multinational corporations
K moves to where returns are greatest, to
decrease risk and diversify portfolio; K
moves to a natural resource or to provide
non-traded service; when L is immobile
and abundant; to avoid regs, policy, taxes
Foreign control over sensitive sectors;
Conditions on foreign K (tech transfer);
K controls, balance of payments issues;
foreign debt; banking regs / stability
T K-mobility is an interplay of re-reg and
tech; internet banking; int’al finance;
laws allowing foreign participation
K-inflows and L-prodvty; K flows can
either complement/substitute for trade; K-
immobility to certain sectors; K flows
and multinational firms vs small firms
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