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Main Arguments 

• Local programs, not withstanding their discriminatory nature, 

(such as subsidies to renewable energy companies can promote 

global welfare by providing global public goods (such as clean 

air)   

• Programs contain local content requirements (LCRs)  and thus 

discriminate against foreign producers 

• Violation of WTO’s non-discrimination rules 

• LCRs ensure that there is political support at the local level for 

these programs that might not pass otherwise.  

• International rules have to evolved to take into account the 

increased role of local governments in providing global public 

goods 



Main Arguments 

• A measure without a trade-distorting discriminatory provision 

is always preferable to the same measure with the 

discriminatory provision.  

– Difficult to achieve 

 

• Local discrimination may, in some cases, be a second-best 

alternative to an undersupply of the public good.  

 



Some Observations 

• Is this really the second best ?  

 

• Are there no better alternatives to address the issue, which are 

less distortionary ? 

 

• LCRs create major economic inefficiency: do the benefits 

outweigh the costs ? 

 

• Alternative measures which may yield same benefit but at 

lower costs 

 

 

 

 



Some observations 

• Economic inefficiency of LCR: 

• Large number of inefficient producers operating at sub-optimal 

scale versus few number of large and efficient producers 

• General equilibrium impact for the local economy: allocative 

efficiency loss: resources are reallocated from efficient to 

inefficient producers  

• Implications for government revenue: possibility of diverting 

government revenue from more important other welfare 

programs 

• A legislation perceived as welfare improving could be welfare 

reducing in practice  

 

 

 

 



Some observations 

• LCR and Global Production networks 

• LCR and low utilization of tariff concessions offered by 

FTA/PTA  

• LCR are more costly when it is done at the local level as 

compared to national level 





Example 2: Apple iPad: Distribution of Value 

Added 



Some observations 

• Measures that are politically feasible may not be economically 
efficient 

 

• Non discrimination rules narrows the space for law making and 
restrict the ability of smaller jurisdictions to enact laws 

 

• Is restricting the space for law making necessarily bad ? 

 

• Discriminatory protectionist measures, such as LCRs, are ideal 
instruments for cheap coalition building 

 
– politically feasible to enact a large number of economically inefficient 

legislations 

 

• Narrowing the space may force politicians to prioritize and 
enact only the most efficient legislations 
 



Some observations 

• Distinguishing welfare increasing LCRs from welfare 
decreasing LCRs 

 

• Extremely difficult to evaluate in practice 


