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The Threat of Protectionism Identi® ed ± 
but not Jet Banished
The President of France, Nicolas Sarkozy, does not have a 

high regard of free trade. Nevertheless, he deserves credit for 

the fact that the European Commission as well as the G7 (G7 

2009) took up a stance against protectionism. Without the 

President's comments on the support of the French automo-

tive industry and their foreign substitutes in the Czech 

Republic1  ± which can be interpreted as a direct assault upon 

the heart of the European integration, the single market ± 

this clear positioning would not have been necessary. If Mr. 
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Sarkozy would succeed with his thoughts, not only the 

success of economic integration within Europe would be 

endangered, but probably the integration of the whole world 

economy. 

However, the developed countries are not longer solely 

responsible for the future of the world economy. The newly 

industrialized as well as the transition economies (from now 

on called emerging economies or somewhat imprecisely 

BRICs)2  represented in the G-20 have also jointly supported 

the of® cial rejection of protectionism (New York Times 

2008) and will participate at the G-20 Summit in London in 

early April. Until today, statements of European political 

leaders, wishing a stronger responsibility and participation of 

transition economies at the decision making process, can be 

judged as half-hearted at best (The Economist 2009). But 

there could be a real alternation of political power, if the 

economies in transition would take advantage of this oppor-

tunity.

For this opportunity to materialise, it would be necessary 

for the transition economies to realize the nature of this 

opportunity: Demanding more responsibility and co-deter-

mination implies to act responsible. With 

a focus on world wide trade this implies 

® rst and foremost to refuse protectionist 

measures ± open ones via tariffs, devalua-

tion etc. as well as hidden measures via 

subsidies and standards. After all, the 

economic success of the last decades 

(equally in transition economies and the 

OECD) is rooted within the worldwide 

economic integration in trade and FDI 

and the incorporated ef® ciency gains.

This contribution focuses on the potential of BRICs to 

master the global economic crisis in their own as well as in 

global interest. Therefore, their role during the crisis and 

their threat potential to amplify the latter are analysed. Next, 

a political-economy perspective is taken to discuss the 

chances for especially Brazil, China, India and South Africa, 

in taking the step forward within the WTO framework. The 

Russian Federation, as it is not a WTO-member, should also 

be embedded in due course. In the ® nal section, possible 

reactions in the OECD, but especially for the transition 

economies are highlighted. A short conclusion summarizes 

our ® ndings.

BRICs Substantial Threat Potential ± and why they 
should not use it
It is beyond doubt that the causes of the actual economic 

crisis are not rooted within emerging economies, even if the 

US-government(s) try to suggest the opposite ± see for 

example at China and the discussion about the ªfair valueº of 

the exchange rate. Despite this claim, real evidence for an 

undervaluation of the Chinese Renminbi is still missing 

(Freytag 2008), therefore one has to suspect a targeted 

disinformation campaign and preparation of a protectionist 

attack in the future (Buiter 2009).3  

In contrast, many countries have ± at least to some extent ± 

followed the advice of the industrialised countries and 

realized gains in the competitiveness of their enterprises on 

the global markets. Consequently, the share of the emerging 

economies in world trade and foreign direct investments 

(FDI) has risen sharply and with it the overall income. In 

consequence to this, the reaction so far from countries like 

South Africa, China and India has been very cautious. But 

until now, there have only been public commitments to the 

actual trade regime.

To be more than mere lip-service, these 

announcements should be followed by 

concrete action as the wheel is turning 

ever faster in direction to nationalist, 

protectionist measures (Gamberoni, 

Newfarmer 2009, Handelsblatt 2009). 

Many of these measures come as what has 

been called murky protectionism, i. e. 

protectionist attempts either in the legal 

grey area, hidden behind rescue packages 

or even as legal responses to crises 

(Baldwin and Evenett 2009, p. 4.f). Especially the emerging 

economies have a huge, WTO-legal margin in case of direct 

protectionist measures, which the comparison of WTO-

bound duties and actually applied duties in the BRIC's and 

South Africa shows (Figure 1). The margins are partly 

striking, especially in the cases of China and India. 

Such legal increases in overall duties would stress the 

already shaken world trade system further and accelerate the 

global economic downturn. Not surprisingly, protective 

duties to substitute imports by national production to 

mitigate the economic crisis on a national level are not 

unequivocally refused (Green 2009). But as a consequence of 
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such protectionist action the strong international division of 

labour in many important production processes would lead to 

further contagion via the trade channel. The results would be 

indirect feedbacks to the own economy, hitting the export 

sector as well as the domain of FDI in the future. Quite the 

contrary, the economic history shows that reforms and 

further opening of the economy help to 

overcome economic crisis (Chopra et al., 

2001). Especially the emerging econo-

mies, being strongly dependent on 

exports, imports of intermediates and 

FDI for their economic success (Figure 

2), must not ignore this interrelationship.

Thus, open as well as murky protectionist 

action would hit the emerging economies 

more than it would help them:

· First, consumers and producers are 

negatively affected, as they are even more dependent on 

low price products and intermediate goods in times of 

crisis.

· Second, because of the ever more sliced value added chain, 

protectionism indirectly hits back at its originators. One 

example: US import protection against Chinese laptop 

producers is likely to reduce upstream exports of US ® rms 

to China (Baldwin and Evenett 2009, p. 2f). 

· Third, other countries will not hesitate to take own 

protectionist measures in retaliation if a single nation 

starts to raise the tariff walls, which will strike the own 

exports-industry as a follow ± a spiral of reciprocal 

protectionism is in nobody's interest. 

· Fourth, long lasting distortion of political rela tions 

between the nations cannot be excluded.

· Finally, the damage done for the trust in the consistency of 

Figure 1: Average Tariffs for Aggregated Industries Emerging Economies, WTO-bound and Actually Applied
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economic policy in emerging econo-

mies and the global economic system as 

a whole is likely, prolonging the crisis 

and amplifying the economic conse-

quences for every nation.

As a logical consequence BRICs and 

other emerging economies should an-

nounce not to use their World trade 

organisation tariff-space and stand by the 

actual status quo in the world trade 

regime. By additionally starting a further 

political initiative to rescue the Doha-

round, they could even pass the ball back to the G7. The 

industrialized countries would thus come under pressure, if 

they give way to the demands of many sectors for soft protec-

tionism in form of subsidies, state-participation, standards 

and buy-national clauses ± which are often directly geared 

towards emerging economies.

The Crisis as a Window of Opportunity
It is beyond question that unilateral trade liberalisation in the 
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Figure 2: FDI, Exports and Economic Growth in BRIC's and South Africa

Source: UNCTAD (2008)
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last decades is one of the prime reasons for the global 

economic upturn (Sally 2008), although not all emerging 

economies participated. It can be taken for granted that 

liberalisation in merchandise trade has been an essential 

impulse for the economic expansion of countries in transition 

(see e.g. Estonia) as well as other emerging economies (such 

as India). However, after the shock of the breakdown of 

American consumption, this force seems to be depleted. 

Hence, new impulses ± like proposed in the Doha-round 

negotiations ± will be necessary. The actual crisis indeed 

offers an ideal window of opportunity. The BRICs and other 

emerging countries could now, for the ® rst time, take the 

position in international trade policy to which they are 

entitled given their increased economic weight by putting the 

industrialized countries with own reforms and global initia-

tives under pressure.4  

Besides a revitalisation of the Doha-Round, admittedly 

with a highly uncertain outcome, unilateral reforms could be 

an alternative. An example would be the opening of national 

services, public procurements and contracts in the infrastruc-

ture sectors, as has been frequently advised for South Africa 

for instance (OECD 2008, Draper and Freytag 2008). 

Although many politicians seem to believe that this would 

serve as a present towards the industrialised countries, it is 

rather serving the own interest of emerging economies:

· First, the G7 would be under pressure in international 

negotiations to make own concessions and reforms.

· Second, unilateral action can be reversed at any point in 

time. Therefore they are politically acceptable and thus 

can be communicated much easier towards the citizens.

· Third, especially the opening of network industries for 

ªnorthernº investors could provide valuable technology 

and know-how spillovers which would enhance the long-

term value of the projects and improve the supply side 

conditions in a country. Technological improvements in 

network industries reduce costs and improve quality of 
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downstream goods and services.

· As a fourth point, this will help to push the economic 

development in the emerging economies away from 

exports (and thus the dependence on the US-consumer) 

towards domestic demand in the mid-term. No kind of 

protectionism can achieve this.

· Fifth, new investment possibilities for capital are created. 

Exactly these kinds of opportunity are necessary to end 

the global crisis, as saving probably 

will remain high in the future: 

investors need new opportunities 

with positive growth perspectives in 

the future.

Especially in times of crisis, prudent 

and courageous action is scarce and 

needed, and thus worth a lot. History 

teaches that any form of protectionism 

has exactly the opposite properties: it 

is rather a timed and a scared attempt 

to reduce the negative effects of the 

crisis and to avoid the necessary short-

term adjustments with long-term bene® ts. 

The reasonable alternative implies laying 

the ground for future growth simultane-

ously with the measures to combat the 

crisis. The political and economic vein 

and failure of such a policy response has 

been proven many times in economic 

history.

Sustainable Demand-Side Policies to Mitigate and 
Overcome the Crisis
By no means we suggest that industrialized or emerging 

economies should abandon demand-side policy in the actual 

crisis. Moreover, now is the time for effective, sustainable 

demand-side economics that do not fall back into old failures, 

for instance subsidising endangered industries, buy national 

initiatives etc. That would just be protectionism covered as 

demand policy to mitigate the crisis. Second, all variants of 

traditional industrial policy have to be refused. This means 

especially the support of the export sectors and the automo-

tive industry, be it in Europe, Russia or India. The latter has 

obviously missed the development on the demand side and 

suffers additionally from global overcapacities. Their calls for 

support do not deserve an open ear. 

We advocate another form of 

demand side policy ± one that aims at 

strengthen the supply-side of the 

economy also in the long-term. The 

worldwide need for public investments 

in infrastructures (telecommunica-

tion, energy-production and grids, 

roads and railway-networks), public 

services (local and long-distance 

traf® c, waste disposal and environ-

mental protection) as well as educa-

tion and health services is very high. This 

holds true for the OECD, but in bigger 

dimensions for developing and emerging 

economies. 

Especially in the latter, the investment 

in infrastructure and public services 

lagged behind the economic and demo-

graphic development of the last years. 

Now, as the export demand of the OECD-

countries diminishes, the time for increased public expendi-

tures to reduce this investment backlog has come. Emerging 

economies with high growth rates, relatively low public debt 

and remarkable foreign currency reserves may well be able to 

® nance this kind of demand side policies ± it is even more 

attractive as these public investments will most probably yield 

a high and sustainable return. This marks a sharp contrast to 

Brazil China India Russia South Africa

Foreign Reserves, incl. Gold, Billions of US$ 197.40 2,033.00 274.20 435.40 33.59

Foreign Reserves per Capita, US$ 1,029 1,557 235 3,055 691

Public Debt, % of GDP 40.70 15.70 59.00 6.80 29.90

Table 1: High Foreign Exchange Reserves and Moderate Public Debt in Emerging Economies

Source: UNCTAD (2008), CIA (2008), IMF (2009)
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the one time effect of protectionism.

In addition to the mere investments in network industries, 

education and the health-sector, it will also be possible to 

address the urgent environmental problems with the develop-

ment of public water and waste-water collection networks, 

waste-management systems and the renewal of energy supply. 

These measures would be justi® ed because they promise a 

threefold return:

· First, a higher investment and 

growth-potential in the future;

· Second, a better social balance, 

insurance and advancement for the 

poor as well as

· Third, the reduction of the exter-

nal costs of environmental pollu-

tion and a better preparation to 

future consequences of climate 

change. 

Such a stabilisation policy promises 

most likely a positive return ± in 

contrast to backward oriented protection-

ism via tariffs and subsidies. Further-

more, the prospects of future economic 

integration are not damaged and the 

results are bene® cial for a broad majority 

of the citizens. To get the most out of this 

invested money, opening and liberalisa-

tion like proposed in part 3 is necessary 

(Schooner, Yukins 2009). If the supply-

side is globally strengthened according to this alternative, the 

demand will also rise for commodities from the industrial-

ised and the emerging economies implying that both groups 

are better off in the medium and long-run. This result is in 

sharp contrast to the selective effects of protectionist meas-

ures, which always produces losers and hits the poor the 

most. 

Conclusion
It is of® cially unchallenged that protectionism is not a 

solution for the crisis. Thus, the emerging economies should 

resist the temptation of protectionism and not use their 

WTO-conform margin in increasing customs duties. This is 

not an easy political task, as demand-side policy organised as 

subsidies, credit guarantees and analogous protectionist 

measures are very popular among governments these days. 

For economic and political reasons they have to be refused as 

demand-side actions to combat the crisis. It is exactly at this 

point where we see the great chance for emerging economies, 

among them prominently BRICs, to stand up against protec-

tionism and use their new economic power to increase their 

political weight in international economic policymaking. 

By bringing global trade back on the agenda and taking 

steps to conclude successfully the 

Doha-Round, these countries can put 

pressure on the industrialised coun-

tries.

That does not imply that govern-

ments must not practice stabilisation 

policy, but this should be targeted at 

domains like infrastructure, network-

industries, education and health 

services. To reach a high degree of 

ef® ciency in this demand-policy, 

liberalisation of service sectors and 

further strengthening of the supply side 

forces are necessary. This could give the 

necessary impulses to overcome the crisis 

in a joint global effort. Instruments are 

mainly sustainable investments, which are 

likely to create positive market expecta-

tions for the future as well as to improve 

the political economic relations ± perhaps 

even up to a reanimation of the Doha-

round. The economic and political impetus from this kind of 

efforts to overcome the economic crisis should not be 

disregarded.  

The next economic upturn needs other determinants of 

growth than the pure orientation of transition countries on 

exports for consumption of the western hemisphere ± new 

impulses and ideas are therefore required, which can be only 

chosen by the market. Anything else would be what Von 

Hayek labelled as ªpretence of knowledgeº. Now is the time 

to lay the ground for the next phase of growth, which means 

not to hinder the structural change even within the crisis. 

One condition for this is not to fall back into the old, protec-

tionist pattern of thoughts. 

The economic growth of the last decades has showed that 

prosperity can only be achieved by integration and coopera-

All the emerging 
economies 

should resist the 
temptation of 

protectionism and 
this is not an easy 

political task
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tion, but not by protectionism and ªbeggar thy neighbourº 

strategies. This experience does not only hold in good times, 

but especially in times of economic  

turmoil.  

End Notes
1 Mr. Sarkozy requested the French car manufacturers to 

relocate their foreign sites from the Czech Republic to 

France, if the cars build there should be sold within France 

itself and if they want to bene® t from subsidies cur-ing 

their current crisis.
2 Brazil, Russia, China and India, we include others such as 

South Africa.
3 It is not without irony that the actual US foreign minister, 

Mrs. Clinton, appealed to the Chinese government to 

further sign the US government's treasury bills.
4 For a detailed proposal see Dhar et al (2009).
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