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China to endorse new tech law in bid to defuse Trump trade war
By Joe McDonald - Associated Press - Sunday, March 3, 2019

President Donald Trump, right with China’s President Xi Jinping, left during their bilateral meeting
at the G20 Summit, Saturday, Dec. 1, 2018 in Buenos Aires, Argentina. (AP Photo/Pablo Martinez
Monsivar
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“Enforcing International Trade Agreements with Imperfect Private
Monitoring” at ReStud (2011)

“Settlement with Second Order Uncertainty” with Beshkar, R&R at [ER

“Understanding Non-litigated Disputes in the WTO Dispute Settlement
System” with Ahn and Lee at JWT (2013)
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— European Union(EU), Mercosur(= 0I5 =): 2t Nl =W+
— ©t-EU FTA, et0] FTA, 8t= FTA, NAFTA, ... ARS8 H

ASEAN, APEC, etc

* Mega FTAs
— TPP(Trans Pacific Partnership)
— CP(Comprehensive & Progressive)TPP
— Transatlantic Trade and Investment Partnership (TTIP)
— Regional Comprehensive Economic Partnership (RCEP)
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Handbook of Commercial Policy
Kyle Bagwell and Robert W. Staiger (eds), Elsevier,

Part I. Commercial Policy: Empirical
Facts, Determinants and Effects

Chapter 1: Bown & Crowely, The
Empirical Landscape of Trade Policy
Chapter 2: McLaren, The Political
Economy of Commercial Policy
Chapter 3: Goldberg & Pavcnik, The
Effects of Trade Policy

Chapter 4: Ossa, Quantitative Models
of Commercial Policy

Part Il. Trade Agreements: Leq.al
Background, Purpose and Design

Chapter 5: Sykes, Legal Aspects of
Commercial Policy Rules

Chapter 6: Mavroidis, Dispute
Settlement in the WTO: Mind over
Matter

Chapter 7: Grossman, The Purpose of
Trade Agreements

Chapter 8: Bagwell & Staiger, The
Design of Trade Agreements

2016
Part lll. Trade Agreements: Issue Areas
Chapter 9: Park, Enforcement and

Dispute Settlement

Chapter 10: Beshkar&Bond, The Escape
Clause in Trade Agreements

Chapter 11: Blonigen&Prusa, Dumping
and Antidumping Duties

Chapter 12: Lee, Subsidies and
Countervailing Duties

Chapter 13: Ederington&Ruta, Non-Tariff
Measures and the World Trading System
Chapter 14: Limao, Preferential Trade
Agreements

Chapter 15: Ornelas, Special and
Differential Treatment for Developing
Countries

Chapter 16: Saggi, Trade, Intellectual
Property Rights, and the World Trade
Organization

Chapter 17: Maggqi, Issue Linkage
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Figure 9-5
The U.S. Tariff Rate
After rising sharply at the beginning of the 1930s, the average tariff rate of the United States has steadily dedlined.

GATT (1947) Kennedy R.(1967) Tokyo R.(1997) WTO (1995)

(from Krugman, Obstfeld, and Melitz “International Economics”)
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= WHZEXZHO|E(Terms-of-trade theory): Bagwell and Staiger (1999)
= L ¥=%50|= (Domestic commitment theory)

Maggi and Rodriguez-Clare (1998, 2007)
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= Firm-delocation externality theory: Ossa (2011)
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* Trade-volume externalities due to bilateral bargaining

Staiger and Antras (2012)
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HAZ 0| = (Terms-of-Trade Theory)

Bagwell and Staiger (1999, 2001)
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— Enforcing International Trade Agreements with Imperfect Private Monitoring (2011)

Ao =7t Ho 290 Chot HX|-ZHZA 20| O|f 20| =O0tX| 11 oo
Ciot HE7F =747 HICH A X 0|2t H? — Mostafa and Park (2018)

Enforcing International Trade Agreements
with Imperfect Private Monitoring

Jee-Hyeong Park
Seoul National University

Review of Economic Studies (2011)



1. The WTO’s Role in Enforcing Trade Agreements

= Imperfect Private information of Potential Violations of Trade Agreements
Ex) - Japan’s use (?) of concealed trade barriers on importing US autos in 1980s

- Korea’s use (?) of concealed trade barriers on importing US autos in 2000s

- China’s enforcement effort in protecting foreign intellectual property rights (IPR)

» Imperfect information about possible violations of trade agreements:
- Imperfect information about (concealed) non-tariff barriers
- Possible disagreements over interpretation of trade agreements

» Imperfect private information (judgment) about potential violation:
private in the sense that the information is not known to other players (governments)

Ex) - The EU has imperfect private information of excessive AD duties of the US
through EU companies’ private reporting of their costs/sales information.

The use of in determination of the US AD duties.

1. The WTO’s Role in Enforcing Trade Agreements

= Analyzing the WTO’s role in a repeated game with imperfect private monitoring
— Represent the emergence of the WTO as a change in the observational structure of the
repeated game,
which changes the nature of punishment-triggering signals from private to public.

1) What countries can do in the absence of third-party rulings, such as the WTO’s?
— Characterizing the optimal Private Trigger Strategies (PTS)
- simple Private Trigger Strategies (PTS)
- generality results of simple PTS
- characterization of the optimal (simple) PTS

2) How and by what degree that the WTO can be helpful in enforcing agreements?
— Characterizing the optimal Third-party Trigger Strategies (TTS)
- analytical characterization of the optimal TTS
- numerical comparison between the optimal TTS and optimal PTS



2. Private Trigger Strategies (PTS)

= A Model of Bilateral Trade in the presence of Concealed Trade Barriers

— Home (H) and Foreign (F) produce and trade two products, good 1 and good 2,
under perfect competition, with H importing good 2 and F importing good 1.

— In each period, each country simultaneously set its action, a=(z',e") e Al where
7'e R"and ' € E'c R" denotes the total protection level and explicit tariff level,
respectively, with 7' —e'> 0, representing levels of concealed trade barriers

— The expected value of a one-period payoff function for each country:

(3) U(z.eh)=  [[wr(n.7.0.60).5:0)1(6,.6)d0de;
(6,6, )(0,07)
where 7= p./p; represents the terms of trade; &(e ®) and § (e @) denote
random variables for H and F, respectively, following an iid joint density function,
f(6,0"); W(x, 7; 8') represents each country’s one-period payoff function that is
affected by random shocks, 0', where i = J.

2. Private Trigger Strategies (PTS)

. e . . . *
=  Focus on symmetric equilibria between symmetric countries: u(z', 72) =u'(#, 7).

=  Properties of U(z, 7) and U (7, 7):
ou/or >0at r =0;0u /o7 <0;0u/dr +ou/or <0
— Prisoner’s Dilemma Situation.

&°u/or? < 0; 6°u/owor” = 0.
— A unique static optimal protection level for each country, h (>0).

= Privately Observed Signals of Concealed Trade Barriers (CTB) o
— At the end of period t, each country observes its payoff and random variable; (u;,&")

— Private signal, ax' = (U, &',) e ' can serve as a measure for detecting the other
country’s potential use of CTB:

H can properly choose (P = 2 so that oPr(a e(P)/ow > 0 with
Pr(aeP) = Pr(ame P | a;, a;") denoting the probability that me P given (a, a;).

Ex) Setting the first element of (P to be the values of u; that are less than u(l, I")
«Because du(n,  )or <0, it is possible to have oPr(ax eP)/on > 0.

—Pr(ax o |a, &) > 0 for each e 2, o e P, ae A and a e A": Full support.




2. Private Trigger Strategies (PTS)

" Focus on symmetric strategies: S(t)=s (t) for all a' 'x @' 'x(e")' ' =(@") 'x(w ) 'xe' !

u Simple PTS with the cooperative protection level being |
(a)  Ifperiodt— 1 is a “cooperative” period with (e, €"¢.; ) = (0, 0), then in period t
H sets (7, €) = (I, 0) if ax.; ¢ (P, but sets (, €) = (h, h) if ax.; e P.

(b)  Given that a “punishment phase” is initiated in period t — 1 with (e;.;, €'¢.;) = (0, 0),
H sets (7, €) = (h, h) for T — 2 (A) periods if &, > 0 and €";_;= 0;
H sets (7, &) = (h, h) for T° — 2 (2°) periods, if &.;> 0 and &",_> 0,
where 1® e [0, 1] is the probability of extending the phase by one more period.

(¢c)  Inperiod 1 and other “initial” periods right after the end of any punishment phase,
H sets (7, €) = (I, 0) with prob. (1-Pr) and sets (z, €) = (h, h) with prob. Pr, and
where Pr = Pr(ax eP) with (¢, €)= (1, 0), (<, e") =, 0).

Definition 2.

If (a) (b) and (c) describe a strategy profile (s, s'),
(s, 8") are simple PTS (Private Trigger Strategies) with (I, <P, 5, &°) as characterizing
parameters, where §=A(5°)" +(1-1)(5°)" " and 5° = 2*(5%)" +(1-2)(5°)" .

3.2. Optimal (Simple) Symmetric PTS

®  Two dimensions in the quality of private signals:
the sensitivity: Pr'(z) = 6Pr(z)/6r and the stability: 1 — Pr(z)

= Expansion of (P, denoted by ", a trigger control variable
increases the sensitivity of private signals in detecting deviations: 6PY(z)/0a° > 0
decreases the stability of private signals: 6Pr(z)/6a° > 0

= Characterizing optimal symmetric PTS — Choosing " that maximizes V¢
dv. oV, dl(w°) oV,
D b T Do
dw o Jw ol
(+) )

=  The optimal choice of »P: balancing the gain against the loss.

(15) 0

Proposition 3

Under the optimal simple PTS, countries do not raise " to push down | to its
minimum attainable level with 6l/6@° = 0. In particular, the optimal simple PTS
will not entail free trade when ou(l, I)/ol =0 at | = 0.

Ex) “Priority Foreign Countries List” and “Priority Watch List” in Special Section 301




4. Optimal Third-party Trigger Strategies (Optimal TTS)

u How the presence of a third party, such as the WTO, with its own imperfect
private signals (w, @) can facilitate enforcing international trade agreements.

= Third-party Trigger Strategies with Cooperative Protection Levels being (I, )

(1) Ifperiodt— 1 is a “cooperative” period with (;.;, € ., ) = (0, 0), then in period t
the WTO tells H to initiate a punishment by setting (7, €) = (h, h) iff ax.; € P, &
the WTO tells F to initiate a punishment by setting (7, €)= (h", ) iff @1, e P.

(b)  Given that a “punishment phase” is initiated in period t — 1 with (e;.;, €¢_;) = (0, 0),
(r,e)=(h,h) & (7, €)= (h", h") for T — 2 (1) periods if one country initiated it;
(r,e)=(h,h) & (7, ") =(h", h*) for T° — 2 (1°) periods, if both countries started it,
where 1 e [0, 1] is the probability of extending the phase by one more period.

(¢)  Inperiod 1 and other “initial” periods right after the end of any tariff war phase,
H and F set (7, €®)=(1, 0) with prob. (1-Pr) & set (£, €™)=(h, h) with prob. Pr,
where Pr = Pr(ax e(P) =Pr(a eP) with (7, &) = (1, 0), (7, &) =1, 0).

Definition 4.

If (a) (b) and (c) describe strategy profile (8", sV, (sV, sV*) are Third-party Trigger
Strategies (TTS) with (I°¢P, T, T°, 4, 2°) as characterizing parameters.

‘ 4. Optimal TTS
L] Understanding the optimal choice of T":
ovY 1
w w w Cyy sCHTY _ -
dV(\:N | a!N alw +Aa| whereA_21n(5 )o~) Pr( Pr)(aPr(Dl)j
dT o™ | oT 1-5°+2[6° - (6°)" ] \ Ow
ol
W w w w w
with _a\/c/él <0, alw <0, ol 5 <0, and Aal 5 >0.
ol ol oT ow 0w

— Both TV and @ can relax ICY with o1V/6T" <0 and 61V/6e° < 0
Propositon 4
With 6P (/6P > 0, 0Pr(2)/0a° > 0, 8°Pr'(1)/a(«P)* < 0, and &*Pr(1)/6(«°)* = 0,
(@) TV = I under the optimal TTS if Pr(l) < Pr , where
— —3(1=6%)+[B1- 5] +165°(1-5°)

Pr =
_ 85° _
with 0Pr/05¢ <0 and lim Pr/as¢ =1/3 sothat Pr e (0,1/3)for 6¢ (0,1)
—0

(b) T — oo under the optimal TTS if Pr(l) >pr , where
o — 2=[udh —u(h,b]/fud,h —ud, h)]
—  4—[u,h)—u(h, ]/, —=ud,h)]’

with [u(l,l)—u(h,h)]/[ud,h—ud,h)]e,)for 1<[0,h) sothat Pre(1/3,1/2). -
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timal TTS

A Numerical Analysis of the optimal TTS

Pr(l) takes the following functional form:
Pr(l)=Pr(l|w®; p, x) =°[I (2x) + p] for 1<1/2,

=o"[(IxD/ x=1*1Qx)+ p-1 /(4] for 1/2<1<I,

=1 for I>1=2\y/0" - yp,

1/ye (0,00) represents the sensitivity of the signal in detecting concealed protection,
p € [0, o) represents the level of errors in detecting concealed trade barriers

gain from cooperation
=100" - n

&0 101 127 1302
rho
cooperative protection level
oz T T T
011 - —
a1 — —
0039 — —
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timal TTS
A Numerical Comparison of the optimal TTS and optimal PTS

aa@ins from cooperation
=1 O0™ M e P gains from cooperation for high walues of rho
o =22

o= —
o
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Dispute Settlement with Second-Order Uncertainty:

The Case of International Trade Disputes

Mostafa Beshkar Jee-Hyeong Park

Indiana University Seoul National University

May 19, 2018
Midwest International Trade Meeting
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Model of the Pretrial Settlement (as a Signaling Game)

@ A pretrial settlement bargaining game in which onle player receives a
private and noisy signal of another player’s private type, thereby
generating second-order uncertainty.

@ A complaining government may have noisy and private signal about the
legitimacy of contingent protection of a defending government.

© Defendant government (D) is subject to random & private pressure
for protection (high or low).

@ Complainant government (C) receives an imperfect signal (high or
low) of D's protection pressure (high or low), which can be either
private (only known to C) or public (known to both C and D).

© D (Dj or Dy) makes a take-it-or-leave-it tariff pair offer based on its
private protection pressure.

Q C (G or Cp) decides upon settlement/litigation based on its
imperfect signal of D’s type.

© Upon litigation, DSB gives a ruling based on its own imperfect signal
of D’s pressure: uncertain DSB rulings.

Beshkar & Park ( Indiana University ! Settlement with Second-Order Uncertainty



Main Results

@ The complainant’s signal totally loses its informational value if it is
revealed publicaly prior to a settlement offer being made
(anti-transparency result).

— The lack of transparency in the pretrial stage of the WTO trade
dispute

cf) Publicization of information in the trial stage of the WTO dispute
«— Park (2011)

© The equilibrium entails a fully separating and Pareto-inefficient
settlement offer with excessively high protection.
— The pro-trade bias in the DSB'’s rulings

© Reduction in the noise of a complaint’s signal about the type of a
defendant will reduce the probability of litigation.
— The number of WTO dispute cases decreased from 335 during its
first 10 years (1995-2005) to 165 during the next 10 years (2015).
cf) Ahn et al. (2014)

Beshkar & Park ( Indiana University ! Settlement with Second-Order Uncertainty

Government Objective Functions (An Example)

@ An extra welfare weight (6 > 0) is given to an import-competing sector.

@ A government's payoff drawn from its import-competing sector:
s B =W () 10 41w (8) - T(E]-

: consumers’ surplus; 7T: producers’ surplus; T: tariff revenue; T: import
tariff

@ A government payoff drawn from its export sector:

v(r) =, (r)+7m(r).

r: a foreign government'’s import tariff

@ A government payoff function:

Beshkar & Park ( Indiana University ! Settlement with Second-Order Uncertainty



Government Objective Functions

o Defendant (D)'s payoff function: WP ((t,r);@), is increasing
(decreasing) in T (r) at T =0 (r > 0), and is concave in T.

° WT% > 0: a higher 0 raises the incentive to increase protection.
e Complainant (C)’s payoff function, W ((t, r)) is decreasing
(increasing) in T (r) at T > 0 (r = 0), and is concave in r.

e The joint payoff, W/ ((t,r);0) = WP((t,r);0) + WE((T,r)), is
increasing in T at T=0ifand only if 6 > 0. .

° WTJQ > 0: a higher protection in response to a higher 6 is optimal.

s Ford =10, WTJ((T r);0) =0 < 0: distortional losses associated with
protection.

@ Py denoting a set of Pareto-efficient tariff pairs given 6.

o TC(t) and TP¢(t): indifference curves of C and Dy that crosses t.

Beshkar & Park ( Indiana University ! Settlement with Second-Order Uncertainty

Private Protection Pressure

@ Two levels of protection pressure: low (/) and high (h).
@ Realization of 6 is private information of D

@ Prior distribution of 6:

where, 0 < p < L.

Beshkar & Park ( Indiana University ! Settlement with Second-Order Uncertainty



Imperfect Signal of Protection Pressure

@ C receives an imperfect signal of D's protection pressure (6), denoted
by 8¢, which can either be low (/) or high (h).

e 6 can be either private information to C or public information
(through publicizing)

@ (C's signal accuracy is 7 € (% 1):

Pr(GC_I|6_I) _Pr(QC_h|9_h) _e

Beshkar & Park ( Indiana University ! Settlement with Second-Order Uncertainty

DSB’s Role

@ Governments resort to DSB's ruling if they fails to reach a mutually
accepted solution in trade disputes.

@ Assume that DSB can facilitate governments to obtain higher ex ante
payoffs than the ones under the no-court and no-information case.

@ Some notations:
WD(th'n; h) = Wf(h): Dy's expected payoff under litigation
WD(t,mi"; = WLD(/): D,’'s expected payoff under litigation
WC(thax) — WLC(h): C’'s expected payoff under litigation with 6 = h
WE (1) = WS (I): C's expected payoff under litigation with 8 =/

where t{”i”, t"** € P and tﬂ"i”, I, E Py,

Beshkar & Park ( Indiana University ! Settlement with Second-Order Uncertainty
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Possible Tariff Proposals

A Fully Separating PBE with an Imperfect Private Signal

Dy’s maximization problem:

t* € Argmax ({7 [1—B,(1)] + (1—7) [1— ()]} W° ()
(1)
+ [1B4(8) + (1= B WP (1))
st. WP (1) > [vB,(t) + (1= 7)B, ()] WP (1) + (2)
[1=9B/(t) = (L= MNB() WP (t:1),
where B, (t°) € [0,1) implies B, (t°>) =0, and B, (t°) € (0, 1] implies
B (t°) =1.
Proposition 1 There exists a separating PBE that maximizes Dj’s
expected payoff, in which t° = t,(> t['®™) € TC (tP*¥)

with ay, (tb) =1 and «y (t!max) =N ﬁf (tb) and ﬁh (tb)
being uniquely determined by (2) with equality.

Beshkar & Park ( Indiana University ! Settlement with Second-Order Uncertainty
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Characteristics of the Divine Equilibrium with Private Signals

A Fully Separating PBE with an Imperfect Private Signal

Proposition 2 The Divine PBE has one of the following three types of
litigation strategies on Dy’s settlement proposal, t,, with
distinctive properties, depending on the accuracy of C's
private information, 7y :

(a) If ¥ <™, B, (ts) = 1 and B, (t5) > Owith 32 = 0 and 248 <o,

(b) If ¥ < v <4, B, (t,) =1 and B, (t,) = O,with g—?; < 0;

() If ¥ > ", B (ts) < 1and B, (tp) = Owith §2 < 0,and

if y > (>9"), B, (tp) < 1with fim (t,) = 7" and lim B,(ty) > 0.
T T

Beshkar & Park ( Indiana University ! Settlement with Second-Order Uncertainty
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Figure 4. Numerical analysis with Linear Demands and Supplies

A Fully Separating PBE with an Imperfect Public Signal

Dp's maximization problem:
5 € Argmax{B(O) WP (h) +[1 - BOI WP ()} (3)
st. WP (15 1) 2p(OWP () +[1- B WP (£1),  (4)

with B (¢>) € [0, 1].

Proposition 3 The exists a separating PBE that maximizes D)'s expected
payoff (by solving the above constrained maximization
problem), having t° = tp(> t['™) € TC (tM**) with
ap (tp) =1 and ;) () = 1; B (t°) € (0,1) being
uniquely determined by (4) with equality.

@ The Divine equilibrium does not depend on 7.
@ The solution to (3) is identical to the solution to (1) with private
information with 7y = 0.5.

@ The Divine equilibrium with a private signal Pareto-dominates the one
with a public signal.

Beshkar & Park ( Indiana University ! Settlement with Second-Order Uncertainty
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“Understanding Non-litigated Disputes in the WTO Dispute Settlement System” with
Ahn and Lee at JWT (2013)

* Non-litigated Disputes ~ Settled Disputes
Factors affecting the likelihood of settlement:

1) Anincrease in the informational asymmetry between disputing parties with
regard to the outcome of litigation will reduce the likelihood of settlement.

— A larger difference in the size of disputing countries (GDP Diff)
— [f the complainant is a smaller country than the defendant (D-dummy)

2) A higher degree of reputational concern of a defendant about its potential future
dispute with a complainant will reduce the likelihood of settlement.

— A larger amount of imports of a defendant from a complainant (D-import)

3) A stronger retaliatory power of a complainant against a defendant may magnify
the effect of informational asymmetry, reducing the likelihood of settlement.

— A higher export share of a defendant export to a complainant over its total
export (Export-Share)

4) Use of common language (L-dummy) may increase the likelihood of settlement
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“Understanding Non-litigated Disputes in the WTO Dispute Settlement System”
with Ahn and Lee at JWT (2013)

Table 4. Logistic Regression Results.

Non-litigation - (1) . (2)- (3)- (4)- (5)-
GDP Dift. . -8.01le-14 -7.6le-14. -7.31e-14. -6.57e-14 . -7.09¢e-14 .
(2.17e-14)*** .| (2.20e-14)*** .| (2.28e-14)*** .| (2.30e-14)***.| (2.35e-14)***.
D-dummy - : -.6539801 . -.573636. -.885459. -.5774425 .
(2025215)%** | (2093156)%** | (224587)%** .| (209614)¥** .
D-Import . : : -3.07e-09. ; -3.20e-09 .

(1.28e-09)** . (1.33e-09)** .

Export-Share . -1.783413 .
(.7955965)** .
L-Dummy . \ | . . 0834284 .
(0.708) .
Observations . 419. 419. 40332, 4113, 403 .
R-Squared . 0.0244 . 0.0427. 0.0525. 0.0537. 0.0527.

Note: Standard deviation is inside parenthesis; * represents significance at 10% level, ** represents
significance at 5% level and *** represents significance at 1% level. .
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