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1-­‐	
  Overview	
  
•  Trade-­‐related	
  Opportunity	
  and	
  Challenges	
  
	
  

•  A	
  basic	
  transmission	
  channel	
  for	
  all	
  drivers	
  
•  Industrial	
  restructuring	
  and	
  compe>>veness	
  
•  Price	
  transmission	
  (food,	
  energy,	
  labor	
  supply)	
  

•  Trade	
  policy,	
  its	
  role	
  and	
  drivers	
  

•  Impact	
   of	
   warming	
   on	
   trade	
   rou>ng:	
   North	
   Sea	
  
Route	
  
•  Asia-­‐EU	
  trade	
  linkages	
  
•  Further	
  industrial	
  restructuring	
  
•  Geo-­‐poli>cal,	
  ecosystem	
  impacts	
  



2-­‐	
  EU	
  Industrial	
  Compe>>veness	
  

Baseline	
  projec>ons	
  point	
  to	
  challenges	
  for	
  EU	
  industry,	
  but	
  the	
  pressure	
  is	
  
uneven	
  between	
  East	
  and	
  West.	
  This	
  reflects	
  a	
  further	
  EU15	
  shiS	
  into	
  services.	
  



2-­‐	
  EU	
  Industrial	
  Compe>>veness	
  

Popula>on	
  growth	
  outside	
  the	
  OECD	
  is	
  not	
  new,	
  while	
  age	
  structure	
  is	
  important	
  as	
  it	
  
drives	
  changes	
  in	
  global	
  labor	
  supply.	
  	
  Trade	
  provides	
  linkages	
  between	
  EU	
  labor	
  
markets	
  and	
  global	
  labor	
  supply	
  growth.	
  	
  Also	
  important	
  for	
  compe>>veness.	
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may overwhelm estimated economy-wide Stolper-Samuelson effects. In 
reduced form, the net complementarities in these models (which are meant to 
reflect the implications of two way trade) are derived from specialisation at 
intermediate stages of production and the increased specialisation of in- 
termediate and final products. (See Francois and Shiells, I994a; and Kehoe, 
I994). Such specialisation, and related scale economies, leave the linkages 
between trade and factor returns much less clear than insights drawn from 
basic theory would suggest. 

Whatever the appropriate interpretation of recent experience, behind the 
concerns echoing in the public debate on trade there does lurk a striking set of 
stylised facts. It is well known that the more developed countries face a number 
of challenges linked with ageing populations. Social security and pension 
programmes once possible when funded by a broad base of young workers are 
running toward a demographic wall. The number of workers available to 
support each retiree is falling. Even as the implicit wage-tax burden associated 
with these changing dependency ratios rises, a common perception has 
emerged that the real wages of the workers left to carry this dependency burden 
are being squeezed, or will be squeezed, through trade with low wage countries. 
For younger workers in the OECD countries, and particularly for the post- 
baby boom generation, such a world view is not a bright one. 

The age structure of population in the high income countries stands in sharp 
contrast to the pattern in the developing world, where rapid expansion of the 
labour force can be expected well into the next century.2 These relative 
patterns are illustrated in Fig. i. The left panel of the figure highlights the 
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aging profile of the developed countries, and the contrasting profile of the 
developing countries. When viewed in terms of absolute numbers, as in the 

2 Note that throughout, the term higher income and OECD are treated synonymously, as are low income 
and developing. The definition of high income or more developed countries follows the World Bank ( 1990). 

( Royal Economic Society I996 

This content downloaded from 140.78.3.112 on Mon, 12 Aug 2013 05:56:16 AM
All use subject to JSTOR Terms and Conditions

source;:	
  Francois,	
  Economic	
  Journal,	
  1992.	
  



2-­‐	
  EU	
  Industrial	
  Compe>>veness	
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Global	
  popula>on:	
  In	
  1990,	
  the	
  rapid	
  growth	
  
of	
  working	
  age	
  popula>on	
  was	
  in	
  Asia.	
  
From	
  2010-­‐2100,	
  3.9	
  billion	
  more	
  people	
  
much	
  of	
  growth	
  is	
  in	
  Africa.	
  
	
  
-­‐  Important	
  for	
  trade	
  &	
  wages	
  
-­‐  Important	
  for	
  migra>on	
  as	
  well	
  

Different	
  demographic	
  drivers:	
  
	
  
-­‐  In	
  the	
  mature	
  economies,	
  we	
  are	
  

ge\ng	
  	
  old.	
  
-­‐  Africa,	
  with	
  rela>vely	
  rapid	
  growth,	
  

will	
  have	
  a	
  growing	
  share	
  of	
  
popula>on	
  is	
  of	
  working	
  age.	
  

Working	
  age	
  popula,on	
  shares	
  



2-­‐	
  Trade	
  –	
  Skill	
  Adap>on	
  and	
  	
  
Trade-­‐Related	
  Transmission	
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With	
  trade	
  linkages,	
  educa>on	
  policy	
  (skills	
  upgrading)	
  in	
  emerging	
  markets	
  with	
  
growing	
  labor	
  force	
  are	
  transmi^ed	
  to	
  the	
  EU.	
  The	
  EU	
  is	
  more	
  compe>>ve	
  (more	
  
demand	
  for	
  EU	
  value	
  added)	
  with	
  higher	
  skill	
  levels	
  as	
  a	
  policy	
  response	
  in	
  the	
  
emerging	
  markets.	
  Skill	
  adapta>on	
  is	
  cri>cal	
  to	
  demographic	
  challenges.	
  



2-­‐	
  Migra>on:	
  easing	
  challenges,	
  	
  
posing	
  challenge	
  

moving	
  more	
  workers	
  from	
  low-­‐income	
  regions	
  
to	
  high-­‐income	
  countries	
  	
  

Expands	
  the	
  global	
  resource	
  envelope:	
  It	
  
generates	
  produc>vity	
  gains	
  that	
  far	
  outweigh	
  
rate	
  of	
  corresponding	
  emission	
  growth:	
  3.5%	
  
income	
  growth	
  per	
  1.0%	
  MT	
  CO2	
  growth.	
  	
  	
  
Challenges	
  to	
  higher	
  income	
  labour	
  markets:	
  
Wage	
  pressure,	
  but	
  in	
  a	
  context	
  of	
  projected	
  
overall	
  wage	
  growth.	
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2-­‐	
  Trade	
  –	
  Price	
  Transmission	
  

Trade	
  links	
  na>onal	
  markets	
  –	
  but	
  with	
  global	
  markets,	
  we	
  can	
  expect	
  wide	
  
na>onal	
  varia>ons	
  when	
  trade	
  transmits	
  shocks	
  to	
  the	
  global	
  economy	
  –	
  example	
  
here	
  is	
  local	
  transmission	
  of	
  global	
  food	
  supply	
  shocks.	
  	
  



3-­‐	
  Trade	
  Policy	
  –	
  regionalism	
  

The	
  EU	
  is	
  part	
  of	
  a	
  global	
  trend	
  toward	
  mega	
  regionals,	
  and	
  is	
  in	
  the	
  middle	
  of	
  a	
  
web	
  of	
  EU	
  preferen>al	
  trade	
  agreements.	
  	
  



3-­‐	
  Trade	
  Policy	
  –	
  	
  
regionalism	
  and	
  mul>lateralism	
  

TRADE	
  BLOCKS	
  AND	
  FRAGMENTATION:	
  Global	
  fragmenta>on	
  means	
  gains	
  and	
  
losses	
  –	
  for	
  example	
  for	
  the	
  EU,	
  so	
  that	
  on	
  net	
  though	
  trade	
  is	
  re-­‐oriented	
  within	
  
blocks	
  but	
  there	
  is	
  li^le	
  global	
  gain	
  on	
  net.	
  MULTILATERAL	
  LIBERALIZATION	
  yields	
  
substan>al	
  expansion	
  of	
  the	
  global	
  income/resource	
  envelope.	
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3-­‐	
  Trade	
  Policy	
  –	
  protec>on	
  

POLITICAL	
  ECONOMY	
  DRIVERS	
  OF	
  PROTECTION:	
  Industrial	
  rebalancing,	
  a	
  shiS	
  of	
  
further	
  East	
  to	
  West	
  within	
  the	
  EU.	
  	
  Protec>on	
  would	
  yield	
  mixed	
  effects.	
  
UNWINDING	
  TRADE	
  shows	
  its	
  role	
  in	
  driving	
  industrial	
  restructuring.	
  
PROTECTION	
  IS	
  EXPENSIVE	
  as	
  a	
  response	
  to	
  industrial	
  pressure.	
  



4-­‐	
  Trade	
  rou>ng	
  &	
  polar	
  ice	
  

et al., 2010; Rampal et al., 2011). This implies that in the recent future the ex-
tension of the Arctic ice caps will be greatly reduced and even completely ice-free
during the summer. Besides the environmental e�ects, another consequence of this
climatic phenomenon is the possibility of opening up the Northern Sea Route (NSR)
for high volume commercial tra�c. This shipping route will connect North East Asia
(i.e. Japan, South Korea and China) with Northwestern Europe through the Arctic
Ocean (see Figure 1). In practical terms, this represents a reduction in the average
shipping distances and days of transportation by around one third with respect to
the currently used Southern Sea Route (SSR). These reductions translate not only
into fuel savings and overall transport costs, but also to significant transport time
savings that may e�ectively force supply chains in industries between East Asia and
Europe to change.

Figure 1: The NSR and SSR shipping routes

The NSR is already open during summer and a number of ships have already
used the route.2 Until 2011, there was still controversy about the feasibility of the
commercial use of the NSR. However, the ever-quicker melting pace found in several
studies (Shepherd et al., 2012; Kerr, 2012; Stroeve et al., 2012; Slezak, 2013) has

2These include recent shipping milestones: the fastest crossing Barents Observer (2011b) and
the first supertanker to use the NSR Barents Observer (2011a).

2

Figure 2: Arctic Sea Ice Extent observation (1970 to 2007) and forecast (2030 to
2100)

Source: NOAA GFDL model reproduced in Humpert and Raspotnik (2012) by The Arctic
Institute.

scale (Humpert and Raspotnik, 2012). However, with a yearly increasing number
of ships using the NSR and the political and economic interest of Russia and other
stakeholders to develop the NSR, it is expected that these logistic limitations will
be gradually overcome in the near future.8

The uncertainties of both the pace and extent of ice cap melting and the logistical
conditions associated with a fully commercial use of the NSR are translated into
a wide range of estimates regarding the precise date when the NSR will be fully

8For instance, Russia created a Federal State Institution in March 2013 to administrate the
NSR: The Northern Sea Route Administration (www.nsra.ru), which provides logistical assistance
throughout the route. In addition, Russia has also already started setting up 10 relief ports along
the route.

6



4-­‐	
  Trade	
  rou>ng	
  &	
  polar	
  ice	
  

•  Scenarios:	
  
•  Par>al	
  melt	
  by	
  2060,	
  Full	
  melt	
  by	
  2060	
  
•  East	
  Asia	
  –	
  Europe	
  roughly	
  30%	
  closer	
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4-­‐	
  Trade	
  rou>ng	
  &	
  polar	
  ice	
  

•  Scenarios:	
  
•  European	
   manufacturing	
   is	
   strongly	
   impacted	
   by	
  
change	
  in	
  access	
  and	
  linkages	
  to	
  East	
  Asia.	
  

	
  
	
  

	
  



4-­‐	
  Trade	
  rou>ng	
  &	
  polar	
  ice	
  
	
  

•  Economic	
  impacts	
  in	
  Europe	
  
•  Benefit	
  for	
  West	
  European	
  EU	
  Member	
  States	
  
•  Trade	
   diversion	
   away	
   from	
   Eastern	
   Europe	
   and	
  
Southern	
  Europe	
  Member	
  States	
  

	
  
•  Geopoli>cal	
  challenges	
  

•  Large	
   share	
  of	
   China,	
   Japan	
   trade	
  over	
   this	
   new	
  
route	
  

•  Drama>c	
   drop	
   in	
   Suez	
   global	
   share	
   of	
   trade	
  
(perhaps	
  by	
  2/3	
  of	
  current	
  share	
  of	
  8%)	
  

•  Yet	
   more	
   pressure	
   on	
   the	
   arc>c	
   -­‐-­‐	
   Perhaps	
   10,000	
  
transits	
  per	
  year	
  over	
  polar	
  route	
  



5-­‐	
  Closing	
  comments	
  
	
  

•  Trade	
   is	
   an	
   important	
   transmission	
   channel,	
   posing	
  
opportunity	
  for	
  adap>on,	
  and	
  challenges	
  as	
  well	
  

•  Increased	
   compe>>on	
   with	
   the	
   “rise	
   of	
   the	
  
other”	
  or	
  growth	
  in	
  emerging	
  markets	
  

•  Regional	
   price	
   and	
   supply	
   shocks	
   (e.g	
   food,	
   also	
  
energy)	
   will	
   be	
   felt	
   globally	
   through	
   trade	
  
channels	
  

•  Benefits	
   from	
   deeper	
   global	
   liberaliza>on,	
   but	
  
likely	
  rising	
  pressure	
  for	
  protec>on.	
  

•  Geo-­‐poli>cal	
  challenges	
  if/when	
  the	
  NSR	
  opens.	
  



Thank	
  you	
  !	
  
Contact:	
  global-­‐iq@tse-­‐fr.eu	
  
Jean-­‐Pierre	
  Amigues	
  -­‐	
  Scien>fic	
  coordinator	
  (TSE)	
  
Céline	
  Claustre	
  -­‐	
  Project	
  manager	
  (TSE)	
  
Domenico	
  RosseH	
  Di	
  Valdalbero	
  -­‐	
  European	
  Commission	
  Officer	
  (EC)	
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