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Having reviewed the available evidence on the implementation of the
G20 commitment to refrain from raising new barriers to trade and
investment, this World Bank-CEPR report identifies four reasons why
increased vigilance against protectionism is called for over the next
12 months.

1. Only a small portion of the stimulus package money has been spent 
so far. As government expenditure will be directed towards local
economic activity, the incentives for trading partners to respond in kind
and discriminate against foreign firms and products may rise. 

2. Even the most optimistic forecasts for economic recovery imply
substantial increases in unemployment in the major trading powers 
in 2010 and, in some cases, in 2011. In fact, the rises in unemployment
experienced to date are smaller than those expected in the coming year.
Rising unemployment has long been associated with government resort
to protectionist measures. The protectionist temptation will almost
surely intensify before it abates – a finding that will hold even if the
much vaunted "green shoots" do emerge into recovery.

3. Many governments now have little margin for manoeuvre in fiscal 
and monetary policy, and in the event that the recession persists, 
they could resort to trade and industrial policies as a stop-gap.

4. A significant increase in the use of trade-distorting policy by a major
jurisdiction could set off unwelcome domino effects, not unlike that
witnessed for auto subsidies, diary export subsidies, and procurement
nationalism in the last few months.
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The front cover of this book features images of Reed Smoot and Willis Hawley, and the Jarrow
Marchers. The Smoot-Hawley Tariff Act (1930) raised US tariffs on over 20,000 imported goods
to record levels, prompting a retaliation in kind from many countries, and is widely thought to
have been a contributing factor to the severity of the Great Depression. The Jarrow March (or
Jarrow Crusade) was an October 1936 protest march against unemployment and extreme pover-
ty suffered in the north-east of England. The 200 marchers travelled from the town of Jarrow to
the Palace of Westminster in London, accompanied by their MP, Ellen Wilkinson, to lobby par-
liament.



The fateful allure of protectionism:
Taking stock for the G8

Edited by:
Simon J. Evenett, Bernard M. Hoekman and Olivier Cattaneo 



Centre for Economic Policy Research (CEPR)

The Centre for Economic Policy Research is a network of over 700 Research Fellows and
Affiliates, based primarily in European universities. The Centre coordinates the research activi-
ties of its Fellows and Affiliates and communicates the results to the public and private sectors.
CEPR is an entrepreneur, developing research initiatives with the producers, consumers and
sponsors of research. Established in 1983, CEPR is a European economics research organization
with uniquely wide-ranging scope and activities.

The Centre is pluralist and non-partisan, bringing economic research to bear on the analysis of
medium- and long-run policy questions. CEPR research may include views on policy, but the
Executive Committee of the Centre does not give prior review to its publications, and the
Centre takes no institutional policy positions. The opinions expressed in this report are those
of the authors and not those of the Centre for Economic Policy Research.

CEPR is a registered charity (No. 287287) and a company limited by guarantee and registered in
England (No. 1727026). 

Chair of the Board Guillermo de la Dehesa
President Richard Portes
Chief Executive Officer Stephen Yeo
Research Director Mathias Dewatripont
Policy Director Richard Baldwin



Contents

Acknowledgements vii
Foreword ix

Introduction: Principal findings and policy recommendations 1
Simon J. Evenett, Bernard M. Hoekman and Olivier Cattaneo

Section 1: The Protectionist Allure: Then and Now
1. A Historical Perspective 13
Douglas A. Irwin

2. Too Early to Cry Wolf 15
Patrick A. Messerlin

3. Business Perceptions of Changing Trade Measures 17
Mondher Mimouni, Carolin Averbeck, Olga Skorobogatova and Elisa Gamberoni

4. Can International Economic Law Constrain Protectionism? 21
Anne van Aaken and Jürgen Kurtz

Section 2: Policy Responses to the Crisis with Economy-Wide
Implications
5. Tariff Changes 27
Liliana Foletti, Marco Fugazza, Alessandro Nicita and Marcelo Olarreaga

6. Antidumping, Safeguards, and other Trade Remedies 31
Chad P. Bown

7. Trade Finance 35
Jean-Pierre Chauffour and Tom Farole

8. Stimulus Packages and Government Procurement 39
Simon J. Evenett

9. Exchange Rate Policies 43
Sebastian Weber and Charles Wyplosz

10. Labour Movement Restrictions 45
Biswajit Dhar and Girish Srivastava



11. Competition Policy 49
Frédéric Jenny

12. Green Protectionism 51
Ronald Steenblik

13. FDI Protectionism is on the Rise 53
Karl P. Sauvant 

Section 3: Sector-Specific Policy Responses to the Crisis
14. Financial Nationalism 59
Stijn Claessens

15. Agriculture 63
Timothy Josling and Stefan Tangermann

16. Review and Analysis of Protectionist Actions in the Textile 65
and Apparel Industries
Stacey Frederick and Gary Gereffi

17. Services (a Case Study of the United States) 69
Ingo Borchert and Aaditya Mattoo



WTO member countries turn to import-restricting �trade remedy� instruments during
both good and bad macroeconomic times. Nevertheless, the historical economic evi-
dence finds a strong link between economic downturns associated with recessions
and exchange rate shocks and an increase in use of policies such as antidumping and
safeguards. The sudden onset and global nature of the current economic crisis has cre-
ated concern that countries may dramatically increase their use of such trade remedy
instruments beyond the �normal� underlying current of protectionism associated with
the ongoing process of adjustment due to the forces of globalization. 

Newly available data tracking the global use of these trade remedy instruments
from the Global Antidumping Database does indicate a marked increase in WTO mem-
bers' combined resort to these instruments beginning in 2008 that continued into the
first quarter 2009 during the spread of the global economic crisis. As Figure 1 illus-
trates, the product-level use of trade remedies was 34.0 percent higher in 2008 rela-
tive to 2007, and the first quarter 2009 use was 22.3 per cent higher than the same
period in 2008. The imposition of new definitive measures in 2009 is projected to be
18.5 per cent higher than the amount imposed in 2008. 

A number of countries have resorted to these instruments, including almost all of
the Group of Twenty (G-20) that are members of the WTO. These countries have few
alternatives for invoking new forms of potentially WTO-consistent import protection
as many are constrained both by the rules of the international system and because
their pre-crisis applied tariff rates may have been somewhat close to their tariff bind-
ings legally submitted to the WTO. The use of these import-restricting instruments is
increasingly affecting �South-South� trade, i.e., developing country importers initiat-
ing and imposing new protectionist measures primarily affecting developing country
exporters. The majority of the product-level actions to limit import competition
intensively target exports from China. 

Despite the increasing use of these instruments the amount of imports targeted by
these measures thus far is relatively small. Collectively, the value of imports in 2007
for these major G-20 economies that has subsequently come under attack by the use
of import-restricting trade remedies during the period of 2008 to early 2009 is likely
to be less than $29 billion, or less than 0.45 per cent of these economies' total
imports. With the exception of the concern raised by India's use (1.8 percent of its
total 2007 imports) in particular, country-by-country estimates indicate that the new
protectionism thus far covers only 0.2 to 0.8 per cent of these economies' total pre-
crisis (2007) level of imports. 

While the level of trade affected thus far may be small for most of these economies,
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a first assessment of some of the case-level data identifies many possible ways in
which the crisis use of these import-restricting trade remedies may have economical-
ly important welfare-distorting effects. These potential losses go beyond the first
order concern of the size of lost imports associated with targeted products and the
losses to domestic consumers and using industries that suffer due to reduced access
to imported varieties and higher prices. An established body of economic research
identifies a number of unintended and adverse consequences associated with nation-
al resort to these trade remedies. A more detailed investigation of individual cases sug-
gests a number of examples in which firms may be using such remedies during the
crisis period to generate anti-competitive effects that end up imposing an additional
burden on consumers and using industries. This may especially be the case in con-
centrated sectors such as chemicals and in steel in which recent M&A activity and
legacy of foreign direct investment creates an environment in which multinational
firms and their subsidiaries have access to trade remedies in multiple jurisdictions and
the possibility of abusing them to segment markets. 
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Figure 1  Combined Use of  Import-Restricting Trade Remedies, 1Q 2007 - 1Q 2009

a. New Import-Restricting Trade Remedy Investigations at the Product Level

b. Newly Imposed Import-Restricting Trade Remedies at the Product Level , Including
Projected Impositions through 1Q 2010 

Source:  Compiled by the author from the Global Antidumping Database. These are non-redundant AD,
CVD, SG, CSG at the product level The Figure 1b projections for 2Q 2009 through 1Q 2010 are based on
the 2007 year rate of 79 per cent of initiations subsequently resulting in definitive measures, the 2007 aver-
age of a 4 quarter lag between initiation and imposition of final measure, and the rate of initiations between
2Q 2008 and 1Q 2009 documented in Figure 1a. 



An examination of the products being targeted by trade remedy use across coun-
tries during the crisis also suggests that current protectionism, while limited, could
quickly lead to escalating protectionism through at least three possible channels. The
first of these is simple tit-for-tat retaliation in which one country responds to anoth-
er country's use of a trade remedy on its exporters with imposition of a retaliatory
trade remedy. The second occurs after one country imposes a trade remedy on a prod-
uct, and a second, third, fourth (etc.) country follow up by using their own import
restrictions to target the same product due to the fear of a �trade deflection� surge of
exports of the product into their own markets. Third, a newly imposed upstream
trade barrier on imported inputs raises the cost to downstream users, creating com-
petitiveness concerns that can generate additional downstream industry demands for
cascading protectionism. There is some evidence of all three channels in the data.

The possibility that the major G-20 economies are currently invoking trade reme-
dies that may increase the probability of a spiraling, 1930s-style resort to Great
Depression protectionism is therefore still a primary concern during the global crisis.
The foremost lesson for policymakers stemming from data on the crisis use of trade
remedies and from decades of economic research into the effects of these policies is
to hold the line. To the greatest extent possible, policymakers should refuse new
requests to implement demands for new import protection. 

However, if it is not possible to dismiss all the requests for new import barriers, pol-
icymakers should shepherd protectionist pressure into the policy instruments that
end up imposing new trade barriers in the least-distorting means possible. From this
second-best perspective, economists typically recommend the use of global safe-
guards and not antidumping for both short-run (less trade diversion) and long-run
(removal of the policy more quickly and with more certainty) reasons that will also
impact how quickly economies are able to grow and successfully emerge from the cri-
sis.
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