WTO:ZE RN
( BEITHR )
Legal Rules of

the World Trade Organization

(English Version)
gl | S\ \ S SSSS.

e
”Il 57 -y S

T vk
7 JIIE""

el | L “1HEBR
UNUNEEN JANER 42NN
NN jllllill."’lbll
\\\\\\A\IIIII" [ [/ %




KFEHR G-D - RKIFHR HE
Xuesen Zhang, Gary D. Patterson

Legal Rules of

the World Tvade Organization
(English Version)

Fudan University Press



EBEMSKE (CIP ) #i#7

WTO #1348 ] = Legal Rules of the World Trade Organization ( 3L 3L R ) /3K 2
#*,G - D - R¥EHFHE. — L. & B A% H R ,2008. 11
ISBN 978-7-309-06290-8

I.Weee T O3 @UR- I 8RB AL - M- F 24K - 23
V. D996.1 F743

L ARAR I 434R CIP B 5 (2008 ) 55 142988 5

WTO RN (H30R)
HEHF G-D-REH HE

HARERTT {2k £ mimar FAETTERES 579 S HR% 200433
86-21-65642857 (| JTHEE)
86-21-65100562 (AfkiTHy)  86-21-65109143 ( SpH2 RN )

fupnet@ fudanpress. com  hitp://www. fudanpress. com

RIERE HEY

Hom A HEE

En g B AR A RO A

787 x960  1/16

26.25

457 T

2008 4F 11 A5 R — K EN R
1—4 100

S &I
ENERNE

ISBN 978-7-309-06290-8/D - 387
42.00 7T

At 3
= Jo

I BN R R IRV, 1) B2 B R AR R AT R #e
G CIE 33 U5



;1] =
( Foreword )

tH 7 5 4043 (World Trade Organization, WTO) & 24 4 it 57 £ B E AT B
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KEWEZELS.
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Chapter One

Theoretical Basis of the WTO

Nobel laureate Paul Samuelson (1969 ) was once challenged by the
mathematician Stanislaw Ulam to “ name me one proposition in all of the social
sciences which is both true and non-trivial”. It was several years later than he
thought of the correct response; comparative advantage. “That it is logically true
need not be argued before a mathematician; that it is not trivial is attested by the
thousands of important and intelligent men who have never been able to grasp the

doctrine for themselves or to believe it after it was explained to them” Q.

1.1 The Theory of Comparative Advantage

1.1.1 Basics of the Theory

Comparative advantage is said to be the single most powerful insight into
economics. “What is prudence in the conduct of every private family, can scarce
be folly in that of a great kingdom. If a foreign country can supply us with a
commodity cheaper than we ourselves can make it, better buy it of them with
some part of the produce of our own industry, employed in a way in which we
have some advantage. The general industry of the country, being always in
proportion to the capital which employs it, will not thereby be diminished ... but
only left to find out the way in which it can be employed with the greatest

@ P.A. Samuelson (1969), “The Way of an Economist” in P. A. Samuelson, ed. , fnternational
Economic Relations: Proceedings of the Third Congress of the International Economic Association,
Macmillan; London, pp. 1-11.



2 WTO AN

advantage. " D
What did David Ricardo mean when he coined the term comparative

advantage? According to the principle of comparative advantage, the gains from
trade follow from allowing an economy to specialize. If a country is relatively
better at making wine than wool, it makes sense to put more resources into wine,
and to export some of the wine to pay for imports of wool. This is even true if that
country is the world’s best wool producer, since the country will have more of
both wool and wine than it would have without trade. A country does not have to
be best at anything to gain from trade. The gains follow from specializing in those
activities which, at world prices, the country is relatively better at, even though it
may not have an absolute advantage in them. Because it is relative advantage that
matters, it is meaningless to say a country has a comparative advantage in
nothing. The term is one of the most misunderstood ideas in economics, and is
often wrongly assumed to mean an absolute advantage compared with other
countries®.

Suppose country A is better than country B at making automobiles, and
country B is better than country A at making bread. It is obvious (the academics
would say “trivial”) that both would benefit if A specialized in automobiles, B
specialized in bread and they traded their products. That is a case of absolute
advantage.

But what if a country is bad at making everything? Will trade drive all
producers out of business? The answer, according to Ricardo, is no. The reason is
the principle of comparative advantage. It says, countries A and B still stand to
benefit from trading with each other even if A is better than B at making
everything. If A is much more superior at making automobiles and only slightly
superior at making bread, then A should still invest resources in what it does
best — producing automobiles — and export the product to B. B should still
invest in what it does best — making bread — and export that product to A, even
if it is not as efficient as A. Both would still benefit from the trade. A country

@® Adam Smith, The Wealth of Nations, Book IV:2, Modern Library edition. p. 12.
@ Refer to http;//www. wto. org/english/res _e/reser _e/cadv_e. html. Last visited on May §,
2008.
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does not have to be best at anything to gain from trade. That is comparative
advantage.

The theory dates back to classical economist David Ricardo. It is one of the
most widely accepted among economists. It is also one of the most misunderstood
among non-economists because it is confused with absolute advantage. It is often
claimed, for example, that some countries have no comparative advantage in
anything. That is virtually impossible. Comparative advantage exists when a
country has a margin of superiority in the production of a good or service i.e.
where the opportunity cost of production is lower.

The basic theory of comparative advantage was developed by David Ricardo.
Ricardo’s theory of comparative advantage was further developed by Heckscher,
Ohlin ahd Samuelson who argued that countries have different factor endowments
of labour, land and capital inputs. Countries will specialize in and export those
products which use intensively the factors of production which they are most
endowed. If each country specializes in those goods and services where they have
an advantage, then total output and economic welfare can be increased (under
certain assumptions). This is true even if one nation has an absolute advantage

over another country.
1.1.2 Historical Overview

The theory of comparative advantage is perhaps the most important concept in
international trade theory. It is also one of the most commonly misunderstood
principles. There is a popular story told amongst economists that once when an
economics skeptic asked Paul Samuelson ( a Nobel laureate in economics ) to
provide a meaningful and non-trivial result from the economics discipline,
Samuelson quickly responded with, “comparative advantage”.

The early logic that free trade could be advantageous for countries was based
on the concept of absolute advantages in production. Adam Smith wrote in The
Wealth of Nations, “If a foreign country can supply us with a commodity cheaper
than we ourselves can make it, better buy it of them with some part of the produce
of our own industry, employed in a way in which we have some advantage. ”

The idea here is simple and intuitive. If our country can produce some set of

goods at a lower cost than a foreign country, and if the foreign country can produce



