Protectionism

.1 Globalisation

Prohibitec and ¢ 2s withdr= after US complaint to
World Trade ganis?

Higher prices for consumers
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WORLD TRADE
ORGANIZATION

 Particularly arising from import tariffs or import quotas that restrict

Chy _elir s sidies for its exporters E
market supply

Retaliation from other countries

* Protectionist measures often result in retaliation - such as price wars

Extra costs for exporters

* Protectionism that becomes widespread in global industries increases
the costs facing domestic firms trying to export
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What you need to know

 a) Tariffs
* b) Import quei=,

e ¢) Other trade ba 7 _rs:

—government legislatior:
—domestic subsidies
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Concept links

International
Trade

Market
development

Globalisation

Emerging

Protectionism
markets
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What is Free (Open) Trade?

/Free (open) trade is an economic policy of\
not discriminaur g against imports from
and exports to othe’ < untries. Buyers and
sellers from separate ¢cz.)omies may trade
without the domestic goveriment applying
tariffs, quotas, subsidies or prohibitions on

\ their goods and services. /
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Key Benefits of Free Trade (note: these also
arguments against Protectionism)

e Countries can benefit from comparative
advantage

e Businesses can t 2t"2r achieve economies
of scale

* Encourages competitiorand economic
efficiency

* Enables businesses to grow beyond their
domestic borders
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The World Trade Organisation (WTO)

The Wc?rld Trade .).‘ganlza’.clon ‘//
(WTO) is the only.i= - 'national \ /,
organisation dealing v/ 1 the \//

global rules of trade be v zen WORLD TRADE
nations. Its main functiori 1s ¢ ORGANIZATION
ensure that trade flows as

smoothly, predictably and free\y

as possible.
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What is Protectionism?

/Protectionisrw involves any attempt by a\
country to to ..n»nse restrictions on trade

in goods and scr '/ .es. The main aim of
protectionism is «v c:shion domestic

businesses and industri<s from overseas
competition and prever: :the outcome

resulting solely from the interplay of free

\ market forces of supply and demand. J
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Three Main Kinds of Protectionism

Tariffs

Domestic & Export Subsidies
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Protectionism - Tariffs

A tariff a tax or duty #"»at raises
the price of imporiac products
and causes a reductioi .2
domestic demand and ar,
expansion in domestic suppiy.<~ or
example, until recently, Mexico
imposed a 150% tariff on
Brazilian chicken. The United

States has an 11% import tariff on

imports of bicycles from the UK!

are green

by BRAIN Staff Published

Industry proposes tariffs be reduced because bikes $

'WASHINGTON (BRAIN) — Representatives from the bike industry and the advocacy group PeopleForBikes
are proposing the U.S. tariffs on imported bikes be reduced or eliminated because bikes have a positive effect
on the environment.

The Office of the U.S. Trade Representative held a hearing last week to hear from busmess groups prior to
‘World Trade Organization talks about reducing tariffs for envir ly friendly p

<€
The WTO already agreed in 2012 to reduce tariffs to 5 percent or less by 2015 on 54 categories of green {
products. Those categories include solar panels, gas and wind turbines, soot removers and catalytic converters.
The U.S. will soon join a new round of negotiations with the WTO members over adding product categories to
the Environmental Goods Agreement (EGA).

Bob Margevicius, Specialized’s executive vice president and a member of the Bicycle Product Suppliers

Association board, testified at the hearing for the BPSA and PeopleForBikes.

Margevicius argued that, in addition to the bicycle’s status as a green product, the current U.S. tariffs of up to

11 percent benefit no one since there is so little domestic bike manufacturing.

“The current high tariffs on bicycles and bicycle parts do not protect any signifi domestic facturing ’

.ncome individuals who are most likely to adopt bicycle transportation in lieu of more costly automobile

Rather they impose extra, unnecessary costs to anyone purchasing these products. It particularly impacts low-
transportation,” Margevicius said. }

enjoy re 4 tariffs under the 2012 agreement.

Vlarge\ncms said bikes and bike products are appropriate for inclusion on the list of green products that will
PO S P s BV DY e J
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Protectionism — Import Quotas

Quotas are volume limits ¢ . .he level of Global Trade -+ o
. . 4 South Korea’s rice farmers prepare for rough
imports allowed or a lim.»t thevalue of il e e (e

Liberalisation drive has proved fiercely controversial

imports permitted into a cov <y nagiven
time period. For example, until: 01, outh
Korea maintained strict quotas oi.
imported rice. It has now replaced a ! (2
with import tariffs designed to protect
South Korean rice farmers. Quotas do not
normally bring in any immediate tax
revenue for the government although if
they cause domestic production and
incomes to expand, there will be a
beneficial impact on taxes paid.

P T e L L W
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Protectionism — Subsidies

A subsidy is a payment { . «ncourage China eliminates subsidies for its exporters
domestic prOd uction LY Hwe - ng th e| r Prohibited grants and services withdrawn after US complaint to

World Trade Organisation
costs. Well known subsidics ir .lude

Common Agricultural Policy i1 " ¢ U,
or cotton subsidies for US farme’ .y .
farm subsidies introduced by coun.iis
such as Russia. In 2012, the US
government imposed tariffs on Chinese
manufacturers of solar panel cells,
judging that they benefited from unfair
export subsidies after a review that
split the US solar industry.
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Other More Specialised Methods of
Protectionism

Import licensing: in this case, governments grant importers the license
to import goods — these ¢ noe restricted

Exchange controls: This foriri = pratectionism involves limiting
currencies that can move betvw/e > countries (also known as capital

controls)

Intellectual property laws e.g. patents anc _opyright protection
protecting domestic ideas and products

Technical barriers to trade: these include pro.iuct labeling rules and
stringent sanitary standards. Technical barriers to trade increase product
compliance costs and impose monitoring costs on export agencies.
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Key Arguments in Favour of Protectionism

-_
Infant Industry Prgtection

e Help infant or i'e gling industries establish
themselves, includ. ¢ achieving economies of scale

Protection of Strategicin 'J_

e Protect jobs, skills and cap< ' .ies in key (strategic)
industries to a country

Protection Against Import Dumping

e Dumping is a form of predatory pricing which can
seriously damage domestic industries
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Key Arguments Against Protectionism

Higher prices for confiWgers

e Particularly arising fror>" .ip rt tariffs or import quotas that restrict
market supply

Retaliation from other countrie

e Protectionist measures often result in re” iliation - such as price wars

Extra costs for exporters

e Protectionism that becomes widespread in global industries increases
the costs facing domestic firms trying to export
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Porter’s Strategy Matrix

i3S objectives and strategy

Markets where business competes Va ”,
§, Broad  Narro w R" ‘, A M )
s - : \ THE LOW F A WH Smith
s 8 Low Cost MORRISONS
£ L ) Poundlana¥_;
5 | § SONY
: | Differentiation Walmart > <. Sl oke.believe
u%; g L l )| | Sevemeneytivebetter J

P’ L
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What you need to know

* Theories of ¢arporate strategy
* a) Developma< v. of corporate strategy:
* Porter’s Strategic !v: atrix
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Concept links

Mass & niche
markets

Product
differentiation

Market Porter’s
positioning Strategies

Competitive
advantage

Corporate
objectives
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The Challenge Facing Business Strategy

4 N\

To find o w2y of achieving a
sustainablé competitive
advantage ov_r the other
competing prod::ts and
firms in a market

\_ /
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Porter’s Suggested Approach to
Strategic Positioning

* Porter suggested two overall business
strategies tivat-could be followed in
order to gain cu*.:petitive advantage

* Porter argued that . ferentiation and
low cost are effective st ategies for
firms to gain competitive advantage
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What is a Competitive Advantage?

\_

"

n advart ge over competitor
gained by o'rering consumers

greater value, e.i7.er by means of

lower prices or by providing

greater benefits and (etvice that

justifies higher prices

B

S

/
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Porter’s Generic Strategies

Markets where business competes

% L o.d Narrow
5 d | | h
5 £
< O
@ 8 tZ v Cost
g |\ 2
5 s
O = 4 A
5 &
- o " ] ([ ]
8 3 Differentiation
n o | | Y
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Low Cost Strategy

\

‘w

a large scale whick enables the

business to exploit economies of

scale.

ith this stvtegy, the objective is to
become the ) ). 2st-cost operator.
This typically invo’v2s production on

~

/
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Why Low Cost is a Source of
Competitive Advantage

* Why is cost leadership important?

— If selling prics 5 are broadly similar, the lowest-
cost operator w."" erioy the highest profits

— Lowest-cost operat »» »an also offer the lowest
prices (gain market ¢r .« ?)

* Suitable markets for thi, st:ategy?
— Standard product
— Little product differentiation
— Branding relatively unimportant
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Likely Features of a Low Cost Operators

High levels of productivity & efficiency
High capacity ut.!’.ation

| arge scale = econon (€,

Use bargaining power to.. e atiate lowest prices
from suppliers

Lean production methods and ¢ nture

Access to the widest and most important
distribution channels
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Examples of Low Cost Strategies in Action

RY“NAIR

THE LOW FA® =S AIRLINE

Poundland €S

Walmart

Save money. Live better.
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Strategy of Focus & Differentiation

<

With a diifarantiation strategy,
aims to offe. & product that is
distinctively difiez2.nt from the
competition, with the customer
valuing that differentiation
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Ways to for a Business to
Achieve Differentiation

e Superior product quality (features,
benefits, duraility, reliability)

* Branding (stroiiz customer recognition &
desire; brand loyz.f v

* Wide distribution acr.<s all major
channels (i.e. the product er brand is an
essential item to be stock=d by retailers)

* Sustained promotion — often dominated
by advertising, sponsorship etc
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Examples of Successful
Differentiation Strategies?

Ne

BANG & OLUFSEN
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“Stuck in the Middle”

Source of Competitive Advantage

Costs

Differentiation

Markets where business competes

L o.d Narrow

-

/Stu-ﬁiﬁ?l?e\

Midd’ -
Differentiation

~

/
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Examples of Stuck in the Middle?

M WH Smith
MORRISONS (-
ONY
McDonald’s Mmake.believe
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Hybrid Strategies:
Differentiation AND Low Cost

Value proposition = stylish fu, itv »; good quality; low prices
Achieves its low prices via cos’ € 1d=ship:

* Furniture is flat packed to reducs st 1age space

« Large out of town retail units spre .. " xed costs

* Products are made in China and Mal« ysia reducing unit costs
« Low margins/ high volume allows ecor.0” . 25 of scale
Differentiates using:

« Unique / unusual design

» Localisation of product range

« Targeting (mainly) the young global middle class
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