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TRADE POLICY, NEW CENTURY

Four propositions:

1) Trade policy is outdated and disconnected from 21st-
century business and consumer realities;

2) Itis too top-down, driven by international bureaucracy;

3) Paying the price for reform complacency in the
Goldilocks global economy: the global economic crisis,
deglobalisation and creeping protectionism;

4) Trade policy should be more bottom-up, based on
unilateral measures and better connected to domestic
economic policy.



TRADE POLICY, NEW CENTURY

Free trade vs. protection: an intellectual history

* Pre-mercantilist arguments

Mercantilism then and now

* The free-trade trinity

Post-1945 arguments for free trade

= Need to return to classical-liberal foundations: free
trade and laisser faire: unilateral liberalisation



TRADE POLICY, NEW CENTURY

The political economy of trade-policy reform

A changed global climate: from the Washington Consensus to
the global economic crisis and anti-liberalisation

Why the critics are wrong

Unfinished business, especially non-border regulatory barriers;
“second-generation” reforms

Political economy: crises, interests, ideas, institutions, factor
endowments, foreign policy

Lessons for future reforms: 1) it is more difficult and complex; 2)
2ndgeneration reforms more a matter of domestic policy than
trade negotiations; 3) simplicity and transparency



Average Applied Tariff Rates in Developing
Countries - Unweighted in % (1981-2005)
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Bound and Applied Rates
Developed and Developing Countries
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Developed Countries ('02-'04) & Developing Countries ('98-'04)

70
LAY

B All Goods

60 -
E Agriculture
B Manufactures 50 -

Bound Developed Bound Developing Applied Developed Applied Developing
economies economies economies economies




Tariff rates In different regions

Country group/ Region Applied | Bound | Agriculture | Manufacturers
(Applied) (Applied)
High income economies 5.5 17.8 10.6 3.3

Latin America/ Caribbean

9.9

41.2

14.9

9.0

East Asia and Pacific

10.5

29.5

16.8

10.5

South Asia

17.8

66.5

19.1

17.2

Europe and Central Asia

7.8

13.2

14.0

6.7

Middle East/ North Africa

18.0

34.6

22.5

16.9

Sub-Saharan Africa

13.4

61.5

17.2

12.9

Note: The numbers are unweighted averages in percent from 1998-2004.

Regional definitions by the World Bank:

http://web.worldbank.org/WBSITE/EXTERNAL/DATASTATISTICS/0,,contentMDK:20421402~pagePK:64133150~piPK:64133175~theSitePK:239419,00.html
Source: World Bank trade databases: http://siteresources.worldbank.org/INTRES/Resources/469232-1107449512766/tar2005a.xls




Bound and Applied MFN Tariffs

(WTO 2009)

Tariff Simple Simple Simple Simple Trade Maximum
Binding Average Average Average Average Weighted MFN
Coverage Final Applied Applied Applied Average Applied
Country/ Year in % Bound Tariff Tariff Tariff Duties
economy
(All Goods)| (All Goods) [ (Manufactures) | (Agriculture) | (All Goods)| (All Goods)
EU 06/07 100,0 54 3,8 15,0 5,2 3,0 231
us 06/07 100,0 3,5 3,2 55 3,5 2,1 350
Japan 06/07 99,6 51 2,6 21,8 51 2,0 648
Brazil 06/07 100,0 31,4 12,5 10,3 12,2 8,7 35
Russia 06/07 - - 10,5 14,6 11,0 11,8 484
India 06/07 73,8 50,2 11,5 34,4 14,5 8,0 289
Indonesia | 06/07 96,6 37,1 6,7 8,6 6,9 4,0 150
China 06/07 100,0 10,0 9,0 15,8 9,9 50 65
SAfrica 06/07 96,6 19,1 7,6 9,2 7,8 6,4 99




Use of AD Measures by BRIICS -
except Russia (1995-2006)
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OECD FDI Regulatory Restrictiveness Scores
for BRIICS - excl. Indonesia (1 = closed, 0 = open)

FDI Regulatory Restritiveness by Country and Sector

Index (0-1)
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Source: Koyama and Golub (2006) OECD’S FDI Regulatory Restrictiveness Index: Revision and Extension to more Economies, Economic Department Working Papers
No. 525, pp. 8-10EGULATORY RESTRICTIVENESS INDEX: REVISION AND EXTENSION TO MORE ECONOMIES, ECONOMICS DEPARTMENT WORKING
PAPERS No. 525, By Takeshi Koyama and Stephen Golub, 06-Dec-2006
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Number of Notified TBT Measures
(1995-2001)
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Numbers of Notified SPS Measures
(1995-2001)
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World Ranking In
Ease of Doing Business (2009)

Ease of Starting | Dealing Emplo- Registe- | Get- Protec- | Paying Tra- Enfor- Closing
Doing a with ying ring ting ting Taxes ding cing a
Business | Business | Licenses | Workers | Property | Credit Inves- Across | Contract | Business
tors Borders

Us 3 6 26 1 12 5 5 46 15 6 15
Singapore 1 10 2 1 16 5 2 5 1 14 2
HongKong 4 15 20 20 74 2 3 3 2 1 13
Japan 12 64 39 17 51 12 15 112 17 21 1
Brazil 125 127 108 121 111 84 70 145 92 100 127
Russia 120 65 180 101 49 109 88 134 161 18 89
India 122 121 136 89 105 28 38 169 90 180 140
Indonesia 129 171 80 157 107 109 53 116 37 140 139
China 83 151 176 111 30 59 88 132 48 18 62
S-Africa 32 47 48 102 87 2 9 23 147 82 73




Trading Across Borders (2009)

Indicators for

Ease of Documents Time for Cost to export | Documents for Time for Cost to import
Trading for export export (US$ per import import (US$ per
Across (number) (days) container) (number) (days) container)
Borders
(World
Ranking)
OECD - 4.5 10.7 1069 5.1 11.4 1133
uUsS 3 4 6 990 5 5 1245
Singapore 1 4 5 456 4 3 439
Hong Kong 4 6 625 4 5 633
Japan 12 4 10 989 5 11 1047
Brazil 125 8 14 1240 7 19 1275
Russia 120 8 36 2150 13 36 2150
India 122 8 17 945 9 20 960
Indonesia 129 5 21 704 6 27 660
China 83 7 21 460 6 24 545
South-Africa 32 8 30 1445 9 35 1721




Trade Enabling Index (2008)

Overall Rank Market Access Border Transport and Business
Administration Communication Environment
Infrastructure
Country

Rank Score Rank Score Rank Score Rank Score Rank Score
Hong-Kong 1 6.04 1 6.66 7 5.99 4 5.66 2 5.84
Singapore 2 5.71 27 4.99 1 6.51 7 5.53 3 5.82
Sweden 3 5.66 14 5.21 2 6,32 1 5.77 14 5.35
Japan 13 5.43 4 5.86 17 5.55 13 5.42 35 4.90
us 14 5.42 6 5.65 21 5.29 3 5.66 25 5.08
Korea 24 4.95 72 4.07 18 5.49 19 5.23 30 5.02
Malaysia 29 4.75 68 4.09 24 5.23 27 4.62 27 5.07
Indonesia 47 4.27 22 5.03 63 3.96 74 3.13 32 4.97
China 48 4.25 71 4.07 43 4.51 36 4.15 77 4.28
Thailand 52 4.18 62 4.25 56 4.07 41 3.93 61 4.49
Vietnam 91 3.42 112 2.5 76 3.6 75 3.08 62 4.48




Percentile world rank of governance
Indictors for BRIIC (2008)

Voice and Political Government Regulatory Rule of Law Control of
Accountability Stability/ Effectiveness Quality Corruption
Viol\llgnce

OECD 91.4 81.4 88.7 91.1 90.3 90.5
US 85.1 55.8 91.5 90.8 91.9 91.3
Singapore 35.1 89.9 100.0 98.5 95.2 96.1
Hong Kong 64.9 86.1 94.3 99.0 90.5 92.3
Japan 75.5 84.6 89.1 83.5 90.0 84.5
Brazil 59.1 36.5 52.6 53.4 43.3 52.2
Russia 20.2 23.1 42.2 35.0 16.7 16.4
India 58.7 17.8 57.3 46.1 56.2 47.3
Indonesia 42.8 14.9 41.7 43.7 27.1 27.1
China 5.8 32.2 61.1 45.6 42.4 30.9
South-Africa 68.8 51.0 74.9 65.5 57.1 67.1




TRADE POLICY, NEW CENTURY
The WTO

= Highs and lows

» GATT to WTO: 1) wider and deeper agenda; 2) inflation of
membership; 3) politicisation/UN-isation; 4) reciprocity model; 5)
end of the Cold War

= DDA blues

= Future of the WTO: 1) From market access to rules; 2) realistic
decision-making/variable geometry, G50/G5; 3) the other 100-
plus; 4) Single Undertaking and SDT

= More modest goals and instruments post-Doha

= Wrong picture/right picture



TRADE POLICY, NEW CENTURY

PTAS

= Proliferation: facts and figures
= Asian PTAs
= Building blocs?

= No. Why? 1) Foreign policy; 2) Trade-lite; 3) Spaghetti/noodle bowls; 4)
Distraction from WTO and unilateral liberalisation; 5) Power plays

= The Asian reality
= Harmless? Or will they cause damage?
» Regional-integration initiatives a substitute?

= Storing up complications; need to contain/clean up the mess



FTAs IN ASIA

Regional economic integration

APEC: a better yesterday; FTAAP unlikely

- ASEAN: Visions galore, but where’s the beef? CEPT
progress; AFAS, AIA weak; little progress on regulatory
barriers; AEC and ASEAN Charter

- Wider regional integration initiatives: Northeast Asian FTA;
ASEAN plus 1; ASEAN plus 3; ASEAN plus 6; EAEC, AEC.
Any common denominators? Empty talk?

- FTAs unlikely to contribute much to regional economic
Integration; reliance on bilateral FTAs; disintegration dangers
(ROO etc)



FTAs IN ASIA

» Regional economic integration (cont.)

- Weak economic case for region-wide FTA (fragmentation
trade, global networks, dangers of discrimination)

- Political and economic divisions in Asia unlikely to allow for
strong FTA, rather weak, trade-light plurilateral FTAs likely to
emerge with noodle-bowl complications

- What should be done? Prioritise unilateral reforms and
multilateral rules; clean up FTAs (e.g. harmonise rules of origin,
APEC best-practice model); caution with further FTA initiatives



No of RTAs

Regional Trade Agreements Notified to
the GATT/WTO and In Force
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Growth of FTAS In East Asia
19761 2007 (cumulative FTAS)

Year No. of FTAs | Concluded ! Negg[‘igggin e Proposed 3
1976 1 1 0 0
1986 1 1 0 0
1996 4 3 0 1
2000 7 3 1 3
2001 10 5 2 3
2002 14 6 4 4
2003 23 9 5 9
2004 42 14 16 12
2005 67 21 30 16
2006 96 31 42 23
42007 103 37 40 26

Sources: Masahiro and Wignaraja (2008)



No. of FTAs / CU in Asia by Economy

No. of FTAs / CUs i

No. of FTAs / CUs i

No. of FTAs / CUs 1

Goods+Services Goods Services
Country Name 06/07Latest 06/07Latest 06/07Latest
EU 27 23 4
United States 17 9 8
China 7 5 2
India 7 6 1
Hong Kong, China 2 1 1
Singapore 23 13 10
Sri Lanka 4 4 0
Philippines 4 4 0
Malaysia 5 5 1
Indonesia 3 3 0
Japan 8 4 4
Korea, Rep. 9 6 3
Thailand 8 6 2
Vietnam 3 3 0
Brunei 4 3 1
Macao, China 2 1 1

Source: World Trade Indicators, World Bank




FTASs In force, as of 2006




FTAs under negotiation, as of 2006
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FTASs, as of 2008
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Noodle bowl syndrome
In Africa
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Source: World Bank: Trade Note September 13 2005:
http://siteresources.worldbank.org/INTRANETTRADE/Resources/239054-1126812419270/TradeNote24_Newfarmer.pdf



Noodle bowl syndrome
In America
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TRADE POLICY, NEW CENTURY

Asia, China, unilateral liberalisation

= Rise of Asia
= |iberalism From Above

» Liberalism From Below: economic and political rationale;
19th/20th-century realities

= Asian unilateral liberalisation
* The Chinese engine

= The importance of unilateral liberalisation, but it isn’t a total
solution



Asia's Share of Global GDP
(million 1990 Int. US$)
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China and I ndi aods
GDP (million 1990 Int. US$)

Asia's Share of Global GDP (million 1990 Int. US$)
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Share of total tariff reduction, by type
of liberalization (19831 2003)

Share of Total Tariff Reduction, by Type of Liberalisation (1983-2003)

Multilateral Agreements;
25%

Autonomous
Liberalisation; 66%

Regional Agreements;

Source: World Bank: http://siteresources.worldbank.org/INTGEP2005/Resources/GEP107053_Ch02.pdf
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Unilateral Tariff Cutting

% Custom duties import ratios in the East Asian countries
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Emerging Protectionism

= Global economic outlook 2009:
focus on trade and FDI

Sharp contractions; deglobalisation

- No decoupling
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Potential Growth IMF (april 09)
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Future Indicators IMF (april 09)

Industrial Production
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Global Indicators IMF (april 09)
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Services: resilient ... and costly

Resilient to the crisis (domestic activity and trade).
... And costly for Treasuries in deep troubles.
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Emerging Protectionism

= Global policy outlook, 2009

- Fiscal stimulus: crude Keynesianism; flawed
economics and disastrous politics; Big Government
ONBSRA LINPUGSOUAZ2YAAY 003
{YAUK | ONRBIFREO

- Parallels with thel970s, not1930s

- Emerging protectionism: more NTBs than tariffs



Emerging Protectionism

Emerging protectionism

- Tariffs

- Import licensing

- Financial mercantilism

- Subsidies

- a.dz2 YyIaGA2ylté YSI adz2NBa
- Foreigninvestment restrictions

- Migrant labour

- Anti-dumping duties

- Standards protectionism, including climate change
- Chinabashing

Threatens to deepen and prolong crisis and deglobalisation



Trade-related measures (1)

Opposing forces: 1/3 of all measures are market-opening!

A: Market-opening measures B: Protectionist measures
based on
.. Public
Al imports exports others All  tariffs  AD [q] NTBs Subsid. proc. &
[b] &taxes

labor
Argentina 1 0 1 0 5 0 1 3 1 0
Brazil 1 0 1 0 1 0 1 0 0 0
Canada 4 1 1 2 3 0 3 0 0 0
China 4 0 4 0 5 1 0 3 1 0
EC 1 0 0 1 8 3 4 1 0 0
India 5 1 4 1 9 2 2 5 0 0
Indonesia 0 0 0 0 7 1 0 6 0 0
Japan 0 0 0 0 1 0 1 0 0 0
Korea 1 1 0 0 1 1 0 0 0 0
Russia 5 2 3 0 2 2 0 0 0 0
Taiwan 0 0 0 0 3 0 2 0 0 1
Turkey 0 0 0 0 3 2 1 0 0 0
USA 1 0 0 1 5 0 1 1 0 3
Total above 22 4 14 5 52 11 16 19 2 4
All economies 30 10 16 5 64 16 19 22 2 5

Groupe d'Economie Mondiale
http://gem.sciences  -po.fr



TRADE POLICY, NEW CENTURY

Six final observations

1)

2)

3)
4)
5)

6)

Trade policy needs to be hauled into the 21stcentury

Nation-states are still vital; they go together with globalisation;
Importance of unilateral reforms

A serviceable multilateralism, not global governance,;
Preserving the global Pax: importance of US leadership;
Cautious optimism: conditions now are better than pre-1914;

Wanted: a liberal realism



