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How to prevent the protectionism spiral

Razeen Sally

Anew protectionist era began
earlier this year, following a decade
of stalled liberalisation after the
global financial crisis, and
unprecedentedliberalisation and
globalisationin the
quarter-century before.

United States actions, especially
tariffs aimed at China, have
sparked tit-for-tat retaliation.
Copycataction from other
developing countries is starting -
note India’s recent imposition of
import controls on
balance-of-payments grounds.
The World Trade Organisation
(WTQ) is in existential crisis, with
its dispute-settlement mechanism
close to collapse.

The causes of this new
protectionism are threefold: first,
what has beenuntil recently a
depressed post-crisis global
economy; second,an

. anti-globalisation backlashin the
: West (although not so farin the

: rest); and third, China’s predatory
: industrial policies, which have

. spilled over into protectionism

: and distorted world markets.

In the short term, protectionism

: will probablyaccelerate,

. especiallyin US-Chinarelations,

. spilling over from tariffs to

: regulatoryrestrictions and

: sanctions on high-tech goods and
: services. More copycatting

. protectionism can be expected,

. starting with India, Brazil,

: Indonesia and South Africa. The

: WTO’s dispute settlement system
: may well collapse.

If this happens, international

: trade will slow down markedlyand
: possibly derail the current global

. economicrecovery. Trade

: uncertaintywill dampen already

: lowglobal productivity growth,

: makingglobal growth prospects

: evenbleaker.

Globalvalue chains will be

disrupted and reoriented.

: Multinational enterprises will

: shorten andregionalise production
: networks. The biglosers willbe

: developing countries, especially

: smaller and poorer ones, which will
: loselabour-intensive niches as

: multinationalsautomate

: production and concentrate on

: major national and regional

: markets.

What can be done to prevent this

: protectionist spiral?

Damage limitation isimperative,

: with two priorities. First,aUS-China
: accommodation, oratleastatruce,

: which would discourage others

: frommore copycatting

. protectionism.Second, WTO

. reform of the dispute system, to

: persuade the US to removeits block
: onappointing new members to the

. Appellate Body.

These are crisis flashpoints,

: however, so there are no easy

: answers. Ifthat damage limitation
: succeeds, what else mightbe done
. toreviveamore liberal trading

: system?

First, governments must find

: ways torevive unilateral

: liberalisation, meaning bottom-up
: liberalisation outside of trade

: negotiations and trade agreements.
: Coupled with domestic market

: reforms, this was the motor of

: globalisation before the crash.

This might seem unlikely in

: today’s climate. But constituencies
: withastrong stake init - for

¢ instance, multinationals, small and
: medium-sized enterprises plugged
: intoglobal value chains, as well as

. citiesand sub-national regions

: seeking to be magnets for

: investment - allhave incentives to
. act.

Second, WTO rulesneed tobe

: reformedto catch up with

: 21st-centurytrade. Existing

. agreements should be

: strengthened, for instance, on

: services, state-owned enterprises,
: subsidies and China’s

: market-economy status. New

: agreementsare needed too,

: especiallyon digital trade and

. foreign direct investment.

These can be done only in

. “coalitions of the willing”, meaning
¢ subsets of WTO members that

. account for the bulk of trade and

. investment. There are potential

. trade-offsand dealsin sight, not

. least between the US and China. But
. theyrequire negotiating will.

:  Third, most free trade agreements :
. actuallywill dolittle to liberalise

: trade.In Asia, the Regional

: Comprehensive Economic

: Partnership,if concluded and

. ratified, willbe incremental. It is

. “trade-lite”, removing most tariffs

. butnot tackling non-tariffbarriers

. thatare bigger obstacles to

. cross-border trade. China’s Beltand
: Road Initiative will make more of a

. difference —goodandbad - to

. intra-Asia trade.

The renamed Comprehensive and

. Progressive Agreement for

: Trans-Pacific Partnershipis the one
. trade deal that would give trade a big
. boost, especially ifthe USjoinsitata
: future date. Itisa “deep-integration” :

: agreement,whose rules tackle

: regulatorybarriers while also

: addressing newissues suchas digital
: trade.

Finally,in aneven larger frame,

. consider thelink between trade,

: geo-economicsand geopolitics. A

: new era of competition between

: rival economic systems has begun.

¢ During the Cold War, the West faced
. offagainst the Soviet Union. Now,

¢ therivalryisbetween varieties of

. liberal-democratic, market-led

: capitalism,on theonehand, and

: authoritarian, state-led capitalismin
: China,ontheother.

Therulesof the game for trade in

: Asiawill inevitably be shaped and

: reshapedby thisnew Great Game.

¢ Understanding howanew eraof

: geopolitical competition can ruin or
: rescuethe existing liberal trading

: systemisnowanurgent priority.
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