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Abstract

We consider trade between a ‘consumer’ country with an open access renewable
resource and a ‘conservationist’ country that regulates resource harvesting to max-
imize domestic steady-state utility. In what we call the mild overuse case, the
consumer country exports the resource good and suffers steady-state losses from
trade, as suggested by the conventional wisdom that weak resource management
standards confer a competitive advantage on domestic firms in the resource sector but
cause welfare losses. Strikingly, however, when the resource stock is most in jeopardy,
the conservationist country exports the resource good in steady state and both
countries experience gains from trade. © 1997 Elsevier Science B.V.
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1. Introduction

It is commonly argued that a country adopting weak resource management
standards confers a ‘competitive advantage’ on firms in its domestic resource
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sector. Furthermore, we would normally expect that trade liberalization
would lead such a country to expand production and exports of resource-in-
tensive products. Moreover, if these low resource management standards
reflect genuine market failure (as in the case of open access resources), then
we might expect trade liberalization to cause a reduction in the country’s
welfare. Thus there is a possible linkage from low resource management
standards to increased (and excessive) resource exports and ultimately to
lower welfare. Concerns of this type have entered the international policy
debate in many forums and even enjoy the status of ‘conventional wisdom’ in
some circles.’

Our paper investigates this conventional wisdom using a simple two-coun-
try general equilibrium model incorporating a renewable resource sector. To
make our points as clearly as possible we adopt a very stark model in which
the two countries have potentially identical nationally-owned renewable re-
source stocks but differ sharply in their resource management regimes. We
might think of the two countries as extremes or archetypes of resource
management. One country, referred to as a ‘consumer’ country, has lax
resource management practices in that the resource is subject to open access.
The other country, referred to as the ‘conservationist’ country, has very strict
resource management practices that serve to maximize national steady state
utility. Apart from these (exogenous) differences in resource management
regimes, the two countries are identical.’

We find an important class of cases in which the conventional wisdom (as
we have characterized it) is overturned. Specifically, the conservationist
country has a comparative advantage in the resource good in steady state and
exports this good under free trade. Furthermore, both countries experience
steady state gains from trade in this case. This possibility arises in what we
refer to as the ‘severe overuse’ case, which means that the consumer country
would severely overuse the resource good in autarky. The other possibility is
‘mild overuse’. In this case the consumer country exports the resource good
in steady state and loses from trade, in accordance with the conventional
wisdom. To some extent there is a hopeful message in our results, as they
suggest that when resource stocks are most in jeopardy, free trade has the
effect of shifting production from the ‘low standard’ country to the ‘high

' Discussions of this type can be found in many places, including documents provided by the
United Nations Conference on Trade and Development (UNCTAD, 1994), the Organization for
Economic Cooperation and Development (OECD, 1995), and the General Agreement on Tariffs
and Trade (GATT, 1992).

“Differences across countries in resource abundance, technologies, etc. can be added to our
analysis in a straightforward way. One can also readily extend the analysis to many conservationist
and many consumer countrics. These (and other) possibilitics should become apparent as we
proceed.






