Cemex and Anti-dumping : Reading

Krugman and Obstfeld : “Dumping”

Introduction

· Imperfect competition has some important consequences for international trade.

· One very striking example is ‘Dumping’

Economics of Dumping

· “Price discrimination’ is the practice of charging different customers different prices
· “Dumping” is the most common form of this in international trade – whereby firm charges a lower price in its export market than its domestic market
· Dumping has 2 preconditions

· Industry must be imperfectly competitive – i.e. firms price-setters
· Markets must be segmented such that domestic customers cannot easily purchase goods intended for export
· An example of dumping:

· Firm sells 1000 units of a good at home for $20 and 100 abroad for $15

· Price elasticity in both markets is such that a $0.01 reduction in price increases sales by 1 unit

· Domestically this price reduction would give marginal revenue of $9.99

· Increased revenue : one more unit sold at $19.99

· Decreased revenue : reduced price of all other units 1000*0.01=$10.00

· In export market this price reduction would give marginal revenue of $13.99

· Increased revenue : one more unit sold at $14.99

· Decreased revenue : reduced price of all other units 100*0.01=$1.00

· Example works because volume overseas is smaller, which is generally the case – since international markets are imperfectly integrated (e.g. due to transportation costs) firms typically have less monopoly power on exports than domestic sales

· Dumping can also be illustrated diagrammatically (see reading p.143)

· Foreign demand is perfectly price-elastic, domestically firm is a monopolist

· Firm produces up to point where MC=MR_Foreign=P_Foreign

· Of total production the amount sold domestically is where : MR_Domestic=MC=P_Foreign

· The rest is exported

· Thus firms will price discriminate when sales are more price-responsive on one market than in another

· Note : Despite all the US trade law prohibiting dumping there is no good economic justification for regarding dumping as particularly harmful

Anti-dumping as protectionism

· In many countries, including the US, dumping is regarded as illegal and there is a quasi-judicial process to police it:

· Firms can appeal to the Commerce Department

· If complaint ruled valid an anti-dumping duty is imposed on the foreign firm equal to the calculated difference between the actual and ‘fair’ price of imports

· Economists take issue with the process:

· Price discrimination in many markets is perfectly legitimate – e.g. student discounts

· The ‘fair price’ estimate, for legal purposes, differs from the economic definition – because in practice it is hard to calculate the price foreign firms are charging, so generally the ‘fair price’ is estimated from foreign production costs.

· Dumping has been increasing since 1970 because of the uneven pace at which countries have opened up their markets

· E.g. European and Japanese telecoms equipment manufacturers selling into the US 

Reciprocal Dumping

· Suppose two monopolies in two markets with identical products, the same marginal costs and the same transporation costs between the markets

· When the firms charge the same price, no trade occurs

· Introducing dumping may induce trade – firm can sell into mew market at price lower than domestic market because the negative impact falls on the other firm, not itself

· Hence incentive to ‘raid eachothers markets’ – two way trade in an indentical product is the outcome (“Reciprocal dumping’)

· In practice this rarely happens with identical goods, but often does with goods that are not quite identical\

· Is such trade socially desirable? Hard to say

· Negative impact : wasteful to be shipping around close substitutes

· Positive impact : compeition introduced

Economist : “Bagged Cement”

· In 1998 total M&A in Asia fell, but cement deals involving Western firms increased five-fold

· “Over the next few years the big six [global cement producers] will take over most of the Asian cement industry”

· Why?

· Fastest-rising cities and roads are in the developing world so Western producers need to look abroad for long-term growth – plus often have to buy a local producer to enter the market

· Fear : if they don’t buy up they risk competing with cheap imported cement in their own market (Dumping)

· “Cement is a classic knowledge-management industry” – by expanding firms grow their base of engineers, databases, communications networks etc.

