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1. INTRODUCTION

S
INCE the intensification of the crisis in September 2008, the issue of

protectionism has received considerable attention in the media. Such

escalation of protectionist pressures may trigger high-intensity protectionism as

a reaction to the crisis. Indeed, some incipient but worrisome signs have

already surfaced. Shortly after the commitment made by G20 leaders on 15

November 2008 to ‘refrain from raising new barriers to investment or to trade

in goods and services, imposing new export restrictions, or implementing

World Trade Organization (WTO) inconsistent measures to stimulate exports’,

17 of these 20 nations have actually announced protectionist measures (see

Gamberoni and Newfarmer, 2009). According to the WTO (2009a), by August

2009 the announced measures were implemented by at least 13 of the G20 and

concerns have been increasingly raised about ‘buy=invest=lend=hire local’

requirements officially or unofficially attached to the recent fiscal stimulus

programmes and industrial and financial support programmes. Fears of rising

protectionism come at a delicate time for the world economy.

The consequences of a rise in protectionism are potentially very substantial.

The outburst of protectionism that followed the 1929 market crash contributed

to the propagation of the crisis and to a marked worsening of the Great
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FIGURE 1
The Downward Trade Spiral during the Great Depression

Source: League of Nations’, World Economic Survey, 1932–33, and The Economist.
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Depression (Kindleberger, 1986). Between 1929 and 1933, world trade fol-

lowed a downward spiral and ultimately contracted by 66 per cent (Figure 1).

The protectionist policies implemented at the time of the Great Depression took

a variety of forms. The most cited example of such measures is perhaps the

sharp increase in tariffs on US imports introduced by the Smoot–Hawley Act

on 17 June 1930, but many other non-tariff measures were introduced, includ-

ing quotas, ‘competitive’ exchange rate devaluations, export subsidies and other

indirect measures (Eichengreen and Irwin, 2009).

The possibility that a similar event will materialise in the aftermath of the

current crisis should not be ruled out. Recent analysis suggests that, contrary to

common belief, trade protection in the 1930s was less an instance of special

interest than the result of the implementation of second-best macroeconomic

policy management at a time when monetary and fiscal policies became

severely constrained (Eichengreen and Irwin, 2009).

The contribution of the paper is two-fold. First, it assesses recent develop-

ments in trade in goods and identifies potential sources or calls for future pro-

tectionism.1 It does so by presenting a battery of indicators, including

estimated measures of protection, which have not been published previously.
1 For a discussion on trade in services and financial flows, see Bussière et al. (2010). For
an in-depth analysis of trade protection in services, see Dee et al. (2003), Conway and Nicoletti
(2006), Chen and Novy (2008), Nordås et al. (2008), Mattoo and Gootiiz (2009) and OECD (2009).
For an assessment of the degree of protectionism in financial services, the reader is referred to
Quinn (2003), Miniane (2004), Edwards (2005), Mody and Murshid (2005) and Chinn and Ito
(2006).

� 2011 Blackwell Publishing Ltd.
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The paper also presents evidence of recent protectionist pressures and measures

to identify the most recent trends. Second, the paper sets out to evaluate the

impact of protectionism using model-based simulations.

The main findings are as follows. First, analysis of recent developments sug-

gests it is difficult to fully identify and properly quantify recent protectionist

measures. However, while the partial data available thus far would suggest that

actual protectionist measures have risen, the economic impact has been so far

moderate. At the same time, increasing public pressure for protectionist meas-

ures and difficult macroeconomic prospects suggest the risk of further slippage

lies ahead. Second, model-based simulation analysis suggests that a rise in pro-

tectionism is unlikely to mitigate an important source of public concern for

open markets: widening external imbalances. It also shows that, in the longer

run, protectionist measures would have negative implications for real GDP

growth and competitiveness not only of the countries being harmed by protec-

tionist measures but also of those implementing them.

The rest of the paper is organised as follows. Section 2 assesses global

trends in trade and financial liberalisation by reviewing selected indicators of

protectionism over the past two decades. Section 3 turns to protectionist pres-

sures, including recent announcements. Finally, Section 4 presents simulation

results to evaluate the effect of protectionism on international trade, output and

competitiveness. Section 5 concludes.
2. TRADE AND FINANCIAL LIBERALISATION SINCE THE 1990s

The current financial crisis has challenged many well-established economic

notions. Yet, the foundations of economic growth theory remain fully valid.

Countries’ long-term growth and welfare continue to hinge on an efficient allo-

cation of resources and on the existence of an environment conducive to inno-

vation. Properly regulated free markets contribute to this.2

Over the past two decades, unprecedented growth of world GDP has been

associated with rapidly growing interdependence of economies worldwide, and

important countries and regions that were only marginally involved in interna-

tional transactions have rapidly become important actors. Technical progress,

the surge in information and communication technology and a sizeable reduc-

tion in tariffs and non-tariff barriers have resulted in a massive fall in the cost

of transporting goods, services and information, as well as a sharp increase in
2 All else being equal, economic theory suggests that stronger international competition should
bring about lower costs for firms and lower prices of traded goods for consumers worldwide while
also increasing the availability of new product varieties. Moreover, it should promote technological
advances and knowledge transfer, as well as productivity and economic growth.

� 2011 Blackwell Publishing Ltd.
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FIGURE 2
World Trade as a Percentage of World Output

(Percentages)

Notes:
Trade refers to the sum of exports and imports of goods and services. Data for 2008 are estimated.

Source: IMF World Economic Outlook.
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cross-border activities, all of which have encouraged a further rapid integration

of economies worldwide. World trade has grown significantly faster than

worldwide output, by around one and a half times since 1991 (Figure 2), and

the degree of openness of many countries – measured by the sum of total

exports and total imports as a ratio of GDP – has increased significantly.

The rest of this section presents evidence of the great rollback of protection-

ism since the early 1990s, focusing on developments of barriers to trade. The

main message is that a great deal of effort has been deployed in recent decades

to decrease the level of protectionism, which partly explains why world trade

has risen faster than world output. However, progress has been uneven across

countries and across sectors.3
a. Quantitative Measures

Measuring tariffs is not as straightforward as it may appear, and different

indicators may yield different measures (see Bouët et al., 2008, for a discus-

sion). Having said that, methodological issues do not affect the overall assess-

ment when measuring long-term openness. Against this background, one

prominent statistical series to evaluate tariffs at the world level is the one

reported by the United Nations Conference on Trade and Development
3 Barriers to trade can be measured through different types of indicators, which are often classified
as ‘quantitative’ or ‘qualitative’ measures. ‘Qualitative’ barriers refer broadly to government poli-
cies and regulations that directly or indirectly hinder free trade. ‘Quantitative’ measures, by con-
trast, are more specific. They include mainly tariffs, but also import quotas and limitations,
subsidies and exchange controls. In this paper, we discuss tariffs. For a discussion on other
indicators of other quantitative barriers, see Bussière et al. (2010).

� 2011 Blackwell Publishing Ltd.
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FIGURE 3
Average of the MFN Applied Import Tariff Rates on Manufactured Goods

(Percentages)

Notes:
Data for 1990 are not available for Argentina (1992), Australia (1991), Canada (1993), China (1992), Mexico
(1991), Russia (1993), Saudi Arabia (1994) and Turkey (1993). Data for 2006 are not available for India and
Russia, therefore 2005 data were used instead. The aggregates were computed using 2006 GDP weights
converted to the same currency using purchasing power parity.

Source: UNCTAD Handbook of Statistics 2008.
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(UNCTAD) in the Trade Analysis and Information System (TRAINS). Accord-

ing to that series, tariffs fell over the period 1990–2006 both in major advanced

economies (the United States, the European Union and Japan) and in large

emerging economies such as Brazil, India and China, as shown in Figure 3.4

Tariffs are still markedly higher in emerging economies, but the gap between

advanced and emerging economies has decreased since the early 1990s.

The distribution of tariffs across countries is characterised by a major differ-

ence between the emerging market economies, where around 60 per cent of the

tariffs are above 10 per cent, and developed countries, where less than 20 per

cent of the tariffs are above the 10 per cent threshold. Moreover, although

emerging economies have reduced average tariff levels, they still apply high

tariffs to most manufactured goods. As a result, in some sectors, where emerg-

ing markets have sensibly increased their market share, the growing importance

of these new exporters, whose tariffs are higher, affects the overall change in

observed market protection, leading to the perception that worldwide market

protection might have increased in some areas and over the period under

analysis.
4 Russia represents the exception to the otherwise general reduction in tariffs by the BRICs
countries.

� 2011 Blackwell Publishing Ltd.
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Moreover, as progress in tariff reduction has varied across sectors, develop-

ments in average tariffs hide important differences in the treatment of individ-

ual products. A declining average may be misleading if countries maintain very

high tariffs on certain strategic products. Accordingly, it emerges from the sec-

toral breakdown that tariffs on agricultural goods are higher than tariffs on non-

agricultural goods. Another important difference arises, which appears when

comparing advanced economies and emerging market economies: on average,

EMEs tend to have higher tariffs on imported goods than advanced countries,

but the difference is perhaps more striking for non-agricultural goods, for

which advanced countries have very low average tariffs.

However, tariffs only provide a very partial indication of the degree of pro-

tectionism. Countries are unlikely to increase tariffs by a large amount as these

are capped through international agreements in the context of the WTO;

instead, many recent protectionist measures are more likely to come in the

form of non-tariff measures.
b. Non-Tariff Measures

As non-tariff measures include various government policies and regulations

that cannot be quantified directly, official data are very scarce and mainly con-

fined to cross-country comparisons at a given point in time, which does not

allow an assessment of trends over time.5 Some private institutions provide

quantified indices, such as the ratings developed and provided by the Fraser

Institute.6 Although these measures are subject to caveats, they constitute useful

proxies with which to assess non-tariff barriers.

Indicators provided by the Fraser Institute suggest that non-tariff barriers

have remained broadly stable in both advanced and emerging economies since

1995, with important differences across countries: regulatory measures appear

stronger in EMEs than in advanced economies (Figure 4). These indicators rep-

resent non-price- and non-quantity-related import barriers, providing a summary

measure of hidden import barriers that ranges between 0 and 10. A higher

score represents a higher degree of freedom to trade. The strength of non-tariff

barriers is quantified via surveys, in which interviewees rate the extent to which

they agree with the statement ‘In your country, tariff and non-tariff barriers

significantly reduce the ability of imported goods to compete in the domestic

market’.
5 In recent years, the OECD has undertaken detailed studies on trade barriers through time and
logistics. See e.g. Kyvik Nordås (2006). These studies provide insightful comparisons across coun-
tries, but they do not provide a perspective on the development of such barriers over time.
6 See ‘Economic Freedom of the World 2008 Annual Report’ for more detail on the several ratings.
This report is available online: http://www.freetheworld.com/release.html.

� 2011 Blackwell Publishing Ltd.
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FIGURE 4
Index of Regulatory Trade Barriers

(An increase indicates lower trade barriers)

Notes:
For detailed information on this index see ‘Economic Freedom of the World 2008 Annual Report’, http://
www.freetheworld.com/release.html. The values provided for the EU were computed as a weighted average
of the 27 Member States, using GDP weights converted to the same currency using purchasing power parity.
They are therefore not directly comparable with the other countries presented in this chart. The 1995 data are
not available for Bulgaria (2000), Cyprus (2003), Estonia (2000), Latvia (2000), Lithuania (2000), Malta
(2002), Romania (2000) and Slovenia (2000).

Sources: Fraser Institute and authors’ calculations.

832 M. BUSSIÈRE ET AL.
c. Estimated Indicators of Trade Frictions

Trade frictions can also be estimated. We do so by means of a gravity

equation computed over the period 2001–04 using bilateral trade data at the

two-digit ISIC industry level and estimated following the method proposed by

Head and Mayer (2004a) and also referred to in Head and Mayer (2004b). More

precisely, we estimate the gravity regression having the following specification:

ln EXPij
s

� �
¼EXi þ IMj þ ds lnðdistanceijÞ þ . . .

. . .þ b2Borderij þ k LanguageijBorderij þ Otherij þ Dummytime:

Accordingly, log-bilateral exports are regressed on a full set of importer and

exporter country dummies, on bilateral distance and a set of additional trade

frictions. The variable ‘distance’ measures the percentage fall per percentage

increase in distance and proxies transport costs. The variable ‘border effect’
measures the additional downward step when crossing national borders and

approximates the trade-disturbing power of tariffs and other man-made trade

frictions. The variable ‘language’ corrects the border effect for those cases

where two countries share a common language. The reason is that sharing a

language mitigates a number of man-made barriers, in particular those linked

to legislation requiring products to have information in the local language.
� 2011 Blackwell Publishing Ltd.



TABLE 1
Estimated Man-Made and Overall Trade Frictions for 30 Large Trading Countries

Country Openness to Foreign
Manufactured Imports
Relative to Most Open
Country (Percentage)

Border
Effect

Belgium Benchmark = 100 �0.40
Netherlands 17 �0.40
Denmark 57 �0.80
Korea, Republic of 64 �1.14
Ireland 69 �1.19
Hungary 72 �1.71
United Kingdom 76 �1.97
Switzerland 78 �1.97
Sweden 80 �2.03
Austria 82 �2.08
Slovakia 82 �2.24
Poland 85 �2.25
Finland 85 �2.25
Portugal 86 �2.31
Mexico 87 �2.33
Czech Republic 88 �2.38
Turkey 90 �2.54
Germany 92 �2.71
Japan 93 �2.82
Australia 93 �2.99
Italy 94 �3.02
Norway 94 �3.06
France 96 �3.06
Spain 97 �3.10
Brazil 97 �3.14
China 98 �3.25
India 98 �3.68
United States 98 �3.78
Russia 98 �4.19
Canada 99 �4.46

Note:
Countries’ openness to foreign goods is measured relative to most open importer in the sample, i.e. Belgium.

Source: Author’s calculations.
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A set of additional controls is included in the specification, including dummies

for geographical and historical features that might affect trade (identified in the

equation by the term ‘other’). The accessibility of a country’s domestic market

is therefore measured as the exponential of the sum of all the above-mentioned

variables. It is also clear from the specification that the coefficient specific to

each component can also be computed.

The overall degree of a country’s accessibility to foreign imports (mathemat-

ically the inverse of the sum of the estimated trade friction coefficients) is
� 2011 Blackwell Publishing Ltd.
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reported in Table 1. In particular, Table 1, first column, reports the results in

terms of relative percentage difference between the country of interest and the

country with the lowest barriers in the sample (i.e. Belgium). For example,

access to the domestic market of the Netherlands is only slightly more

restricted than access to the Belgian market (17 per cent). By contrast, the US

market is twice less accessible. Interestingly, Table 1 also reports a sub-compo-

nent of the estimated barriers, namely man-made protection, which we denote

under the heading ‘border effect’ (the methodology described above provides

the mean of disentangling natural trade barriers, such as distance from man-

made barriers). Differences in the border effect across main trading countries

appear overall to be relatively small in absolute terms. For 21 of 30 major trad-

ing countries,7 the border effect lies within two standard deviations from the

overall average. Nevertheless, on average, in the period 2001–04, smaller coun-

tries turned out to be relatively more accessible than larger counterparts. While

exporters of manufacturing encountered the highest man-made barriers in

accessing the Canadian, Indian, Russian and US markets, the regulatory envi-

ronment of Belgium, Denmark, the Republic of Korea and the Netherlands

emerged as relatively friendly to foreign manufacturing imports. These results

should however be interpreted with caution, as the trade friction index can

reflect a variety of factors (in particular, the control variables may imperfectly

take into account some other obstacles to trade).
3. ARE WE AT A TURNING POINT? THE RISE IN PROTECTIONIST

PRESSURES AND INCIPIENT SIGNS OF NEW PROTECTIONISM

While the indicators presented in Section 2 are useful to assess develop-

ments in the medium to long run, they are less convenient for analysing short-

term developments or for developing a forward-looking perspective. It is not

easy to gauge the full extent of recent or contemporaneous initiatives towards

more protection. The data needed to produce such an assessment usually

become available with considerable delay, and many forms of non-tariff barri-

ers or complex forms of protection are anyway very difficult to identify and

quantify. For instance, monitoring the impact on trade of fiscal stimulus pro-

grammes and industrial and financial support programmes presents a particular

challenge because of the paucity of data available, in particular on the specifics

of how these programmes are implemented and on the introduction of
7 These include Australia, Austria, Belgium, Brazil, Canada, China, Czech Republic, Denmark,
Finland, France, Germany, Hungary, India, Ireland, Italy, Japan, Korea, Mexico, Netherlands, Nor-
way, Poland, Portugal, Russia, Slovakia, Spain, Sweden, Switzerland, Turkey, United Kingdom and
United States.

� 2011 Blackwell Publishing Ltd.
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‘buy=invest=lend=hire local’ clauses. Similarly, although statistics on the use of

contingent protection, including safeguard measures, anti-dumping and

countervailing duties are used as an early indicator of trade protectionism,

significant gaps exist in this evidence, making it difficult to gather general

trends from these data (WTO, 2009b). Hence, a more informal assessment

based on a wider range of indicators becomes necessary, especially since

protectionist pressures may have heightened as a result of the global crisis.
a. The Slowing Pace of Trade Negotiations

The Doha Round of WTO trade negotiations that aims at liberalising agricul-

ture and services and to boost trade and development of poor countries has been

the longest ever round of multilateral trade negotiations. Having begun in 2001,

it was initially scheduled to be completed by 1 January 2005. Burdened by a jun-

gle of loopholes and exemptions codified during year-long negotiations, it was

indefinitely suspended in July 2006; negotiations resumed thereafter but were

again halted in July 2008, when India and the United States failed to agree about

the extent to which poor countries should be allowed to be shielded from compe-

tition. To date, it remains unclear whether the parties will move towards the con-

cessions necessary to strike an agreement. On the positive side, the danger of a

failure of the negotiations has been acknowledged at international policy sum-

mits, as reflected for instance in the final statement of the G20 summit that took

place in Washington DC on 15 November 2008. Although pledges to reject pro-

tectionism and calls for a quick conclusion of the stalled Doha Round of talks

were made at the G20 meeting of London, on 2 April 2009 and by the Group of

Eight (G8) at the 8 July 2009 meeting in L’Aquila (Italy), the negative signal

sent by the repeated failures to complete the Doha Round is significant enough to

be taken seriously as a signal of a generally weak public support for free trade.

The number of disputes brought to the WTO since 1995 (Figure 5) has been

often cited as an indirect indication of protectionist pressures. However, one

important caveat with this measure is that it can be interpreted in two ways: an

increase could reveal higher protectionist pressures, but also increased confi-

dence in the legal support provided by the WTO. It is noticeable that in the two

years following the establishment of the WTO, the number of cases per year

increased markedly, which could be interpreted as a learning phase. Thereafter

and up to 2007, the number of disputes followed a downward trend, excluding a

peak in 2002 at around 50 submissions (of which 20 by the EU, 17 by the United

States and four by the BRICs) and a temporary increase in 2006. Although the

year 2008 marked a substantial increase relative to the previous year, the number

of disputes for 2008 remains lower than in all the previous years, except 2005

and 2007. Therefore, the increase in anti-dumping initiations in 2008 relative to

2007 is not necessarily attributable to the economic crisis. This notwithstanding,
� 2011 Blackwell Publishing Ltd.
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FIGURE 5
Number of Disputes at the WTO. Percentages (upper panel) and Numbers (lower panel)

Note:
Disputes are classified by the year of their submission (cut-off date 23 April 2009).

Source: WTO.
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historical patterns of anti-dumping and safeguard activity in previous business

cycles suggest that the current economic crisis is likely to result in a significant

increase in the use of these measures, but only after a lag given the procedural

requirements involved before applying definitive duties (WTO, 2009b).

Another indirect measure of the support for free trade is provided by the

proliferation of regional trade arrangements (RTAs) over time, with about 421

RTAs notified to the GATT=WTO up to December 2008 and 230 in force

(Figure 6). Yet, it is difficult to assess whether the increasing popularity of

RTAs represents a sign of support for free trade or rather indicates lack of will-

ingness to increase commitment in the framework of the multilateral trading

system. While promoting free trade, such agreements do so at regional or bilat-

eral level rather than at global level and can therefore be seen either as an

alternative path towards free global trade or as a stumbling block (see, for

example, Limao, 2007, and Karacavaoli and Limao, 2008, for recent discus-

sions). Their increase should be interpreted with caution, therefore, because the

literature remains divided with regard to the effect of free trade arrangements

and, in particular, whether they complement or substitute the WTO-led process

(see, for example, Baldwin, 2006, for a discussion of how RTAs can be viewed

as building blocks of globalisation).
� 2011 Blackwell Publishing Ltd.
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b. Changing Attitudes towards Globalisation

Survey data provide a useful indicator of the general perception of globalisa-

tion, which, compared with the indicators presented in Section 2, is timelier

and perhaps more forward-looking, to the extent that it captures ongoing trends.

In spite of this undeniable advantage, one potential drawback is that surveys

are carried out using a small sample of the population and that they are very

question-specific. Interestingly, some surveys8 show that support for trade glob-

alisation is falling in the European Union countries and in the United States but

that it is increasing in emerging market economies and developing countries. In

fact, support for trade globalisation seems to be high and stable over time in

emerging market economies and developing countries, particularly in Asia and

Africa, with nearly 90 per cent of the population agreeing with the statement

that trade with other countries is good.9 This result may not be surprising, given

that trade liberalisation should benefit poorer countries especially (Figure 7).

A 2007 poll found that in the United States the majority of the population

(60 per cent of respondents) considered that globalisation, ‘especially the

increasing connections of their country’s economy with others around the

world’ was mostly ‘good’. This figure was, however, 20 percentage points
8 The Pew Global Attitudes Project (October 2007), ‘World Publics Welcome Global Trade – But
Not Immigration’, http://pewglobal.org/reports/display.php?ReportID=258.
9 Globalisation finds wide support in Asia’s rising economic powers, such as China, South Korea
or Thailand (with, respectively, 87 per cent, 86 per cent and 75 per cent of their populations
supporting globalisation), while this support is somewhat lower in India, at 54 per cent.

� 2011 Blackwell Publishing Ltd.
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lower than in 2002 (see World Public Opinion, 200710). In the European

Union, the perception of globalisation has also deteriorated over time and var-

ies considerably across countries. It is lower, in particular, among some of the

countries that have joined the Union since 2004. Taking the EU27 as a whole,

opinion is almost evenly split between supporters and opponents of globalisa-

tion.11 In 2008, 39 per cent of respondents considered globalisation ‘a good

opportunity for national companies thanks to the opening-up of markets’, while

an equal percentage of surveyed citizens considered it a ‘threat to employment

and national companies’ and 18 per cent responded ‘don’t know’.

Beyond these results, broad political and societal concerns about the impact

of free trade can be an important source of protectionist pressure. These con-

cerns arise from the fact that globalisation is perceived to contribute to widen-

ing wage inequalities in developed countries. Although overall research tends

to find that trade globalisation does not increase inequality, this perception is

difficult to tame as the issue is very complex and findings are subject to

caveats owing to methodological and data issues (see IMF, 2006, for a thor-

ough review of the subject).12 One indication of concern about free trade
10 The Chicago Council on Global Affairs, World Public Opinion (2007), http://www.thechicago
council.org/UserFiles/File/POS_Topline%20Reports/POS%202007_Global%20Issues/WPO_07%20
full%20report.pdf.
11 See European Commission, ‘Eurobarometer 69, the Europeans and Globalisation’, November
2008, p. 31; http://ec.europa.eu/public_opinion/archives/eb/eb69/eb69_globalisation_en.pdf.
12 ‘Globalization and Inequality’, IMF World Economic Outlook, October 2007. See also Guscina
(2006) for a study of the impact of globalisation on the share of labour in national income.
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relates to official programmes providing personalised support (income support

and job retraining) to workers who lose their jobs as a result of trade liberalisa-

tion, which have been adopted by a number of countries. Such programmes

have a long tradition in the United States. Trade Adjustment Assistance (TAA)

programmes were first introduced in 1962 at the start of the Kennedy Round of

discussions on trade liberalisation. Expenditure under this kind of programme

has increased steadily over recent years and was budgeted at around USD 650

million in the fiscal year 2007, compared with around USD 100 million in the

early 1990s. In 2006, the EU established a broadly similar programme, the

European Globalisation Adjustment Fund (EGF), which will provide funds of

up to €500 million per year over the period 2007–13.13
c. Incipient Evidence of Increased Protection

Since the intensification of the crisis in September 2008, a non-negligible

number of protectionist measures have been announced or implemented world-

wide. While it is difficult to provide an exhaustive list, the Global Trade Alert,

an initiative of a network of five independent research institutes across the

world, monitors and publicly reports many state measures that have been taken

during the current global downturn and are judged likely to affect foreign com-

merce.14 Despite the repeated no-protectionism pledges, according to the Glo-

bal Trade Alert, in the 14 months from November 2008 to December 2009,

390 trade-damaging state measures were announced or implemented by G20

members, plus several more by non-G20 members (see Table 2). Over the

same period of time, the G20 passed only 56 measures that benefited

importers.15

Of the measures recently announced or implemented, only a few aimed at

increasing tariffs. These, moreover, do not appear to have had a major impact

on world trade flows, according to an analysis of the changes in the tariff rates

between 2008 and 2009 recently undertaken at the International Trade Centre

(Mimouni et al., 2009). Three possible reasons exist for the lack of large-scale

retaliatory tariff increases comparable with those observed in the 1930s when
13 Information on the European Globalisation Adjustment Fund can be found on http://ec.europa.
eu/employment_social/egf/index_en.html.
14 The Global Trade Alert is an independent source of real-time information on state measures
taken during the current global economic downturn that are likely to discriminate against foreign
commerce. The GTA is coordinated by the Centre for Economic Policy Research (CEPR), under
the direction of Professor Simon Evenett, Co-Director of CEPR’s international trade programme,
and co-funded by the World Bank as well as by US and Canadian public sources. It draws upon
expertise and analysis from seven independent research institutions around the world. The internet
address of the Global Trade Initiative is http://www.globaltradealert.org/.
15 Many of these trade liberalisation measures have involved facilitating direct investment and
lowering tariffs on non-finished goods.
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TABLE 2
State Measures Taken During the Global Downturn (November 2008

to December 2009) and Likely to Affect Foreign Trade

Number of
Measures
Taken
(1) + (2)

Trade-
Liberalising
or Protectionist
Neutral
Measures (1)

Protectionist
Measures
(Already
Implemented or
Announced) (2)

Number of
Sectors
Affected by
Implemented
Protectionist
Measures (3)

Number of
Trading
Partners
Affected by
Implemented
Protectionist
Measures (4)

G8 207 21 186 51 179
G20 446 56 390 58 196
Of which
Brazil 32 10 22 11 34
China 27 3 24 23 138
Korea 0 0 0 0 0
India 51 5 46 14 141
Japan 10 0 10 9 98
Mexico 14 5 9 23 32
Russia 58 10 48 25 132
Saudi Arabia 7 1 6 4 3
UK 30 3 27 6 122
US 54 2 52 20 120
Euro area
(average)

27 3 24 7 85

Of which
France 27 4 23 14 118
Germany 43 4 39 21 116
Italy 31 3 28 8 93
Luxembourg 22 3 19 4 74
Spain 29 3 26 13 108

Source: Global Trade Alert.
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the world experienced an economic downturn of similar size (Evenett et al.,

2009). First, at the current juncture, countries showed a willingness to recur to

expansionary macroeconomic policy. By contrast, in the 1930s, these instru-

ments could not be used to the same extent owing to the gold standard and bal-

anced-budget orthodoxy (Eichengreen and Irwin, 2009). Second, the current

complex web of multilateral, regional and bilateral trade agreements may have

acted as a deterrent. Third, globalisation may have induced firms to lobby for

other forms of trade protection that are more effective given the current dom-

inance of internationally fragmented production. Indeed, the countries that have

taken explicit protectionist actions (i.e. tariff and quantitative restrictions) tend

to be less integrated into global supply chains.

While the increase in measured protection still remains arguably limited and

of low economic impact, in an economic environment that risks deteriorating

further, the most crucial danger is that countries start retaliating against each
� 2011 Blackwell Publishing Ltd.
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other, leading to a spiral of ever more threatening restrictions and tensions.

Some analysts find that there are already signs of this. For example, the Chi-

nese government requirement of May 2009 that only Chinese companies should

receive contracts for government stimulus projects was – according to some –

partly retaliation for what the Chinese government perceived as protectionist

measures against Chinese goods (Jenny, 2009). In turn, the Chinese imposition

of export quotas and tariffs on raw material (such as bauxite and fluorspar used

to make aluminium products) led to a rash of complaints and anti-dumping

investigations by Chinese trade partners.

Looking forward, a source of additional pressure for more protection may

arise from financial markets. In response to the financial crisis, many govern-

ments are taking initiatives to stabilise the domestic economy by imposing cap-

ital controls as well as inward-oriented measures on banks and other financial

services firms, such as requiring them to curb foreign lending and boost domes-

tic credit. Such domestic-oriented finance measures fragment the international

financial system while also disrupting trade and direct investment abroad. They

penalise in particular countries with less developed financial markets while also

undermining the free flow of international capital, thereby representing a possi-

ble future aggravating factor for the already severely depressed international

trade and global demand.
4. PREDICTING THE POTENTIAL CONSEQUENCES OF

A PROTECTIONIST BACKLASH: SIMULATION RESULTS

a. Assessing the Macroeconomic Effects of Protectionism: A Scenario
Analysis using the Multi-Country Version of the ECB New Area-Wide Model

To facilitate the discussion, it is helpful to provide a quantitative assessment

of the implications of a potential resurgence in protectionism for the world

economy. In what follows, the macroeconomic effects of a rise in protectionist

measures are analysed using the multi-country version of the new area-wide

model (MCNAWM).16
16 The multi-country version of the NAWM builds on recent advances in developing micro-
founded dynamic stochastic general equilibrium (DSGE) models suitable for quantitative policy
analysis, as exemplified by the closed-economy model of the euro area by Smets and Wouters
(2003), the International Monetary Fund’s Global Economy Model (GEM; Bayoumi et al., 2004),
the Federal Reserve Board’s new open-economy model named SIGMA (Erceg et al., 2005), and the
two-country version of NAWM as discussed in Coenen et al. (2008). Thus, it incorporates a rela-
tively large number of nominal and real frictions in an effort to improve its empirical fit regarding
both the domestic and the international dimension. For further details of the MCNAWM, see
Jacquinot and Straub (2008).
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Three different scenarios are analysed. The first is a baseline scenario con-

structed to replicate the observed correlation of GDP growth and trade balances

in the United States and emerging Asia in the previous years. In this scenario,

global imbalances – a terminology implying widening current account positions

in advanced and emerging economies – are fuelled by temporary productivity

shocks in the tradable sector in emerging Asia and a permanent increase in

non-tradable sector productivity in the United States. There are a dozen alterna-

tive scenarios contemplated by the economics literature as the driver of global

imbalances. We have chosen a rather simple and intuitive one: our main goal

is not to identify the true drivers of global imbalances but the effects of tariffs

in a set-up that can replicate certain stylised facts. These include the positive

correlation of GDP growth and trade balance in emerging Asia and the nega-

tive correlation of these variables in the United States associated with global

imbalances.17 While the scenario is certainly stylised, it is able to capture the

positive correlation of GDP growth and trade balance in emerging Asia and the

negative correlation of these variables in the United States.

In addition to the above baseline, we consider two alternative scenarios:

First, a scenario that accounts for the unanticipated imposition of a 5 per cent

import tariff on goods from emerging Asia sold in the United States and, sec-

ond, a scenario labelled a ‘trade war’ scenario, which additionally assesses the

effects of a simultaneous introduction of import tariffs in the United States and

emerging Asia on bilateral trade flows. The results are presented in Figure 8,

which shows deviations from the baseline scenario of no tariffs.

The main message of the analysis is that imposing import tariffs is unlikely

to mitigate widening external imbalances but has negative effects on GDP

growth in the medium term. By potentially boosting demand for domestic

goods, imposing tariffs implies an expenditure switching effect, reducing the

quantity of imports from the affected foreign economy. However, imposing tar-

iffs on goods from one country cannot reduce a widening external imbalance

as long as the fundamental drivers behind the imbalance are still in place.

In fact, imposing tariffs can help to reduce bilateral imbalances with respect to

certain counterparts at the cost of widening other bilateral surpluses=deficits. This

is confirmed by the simulation exercise presented in Figure 8, which indicates
17 As discussed in the literature, see e.g. Cole and Obstfeld (1991), a temporary productivity shock
in the tradable sector triggers a current account surplus in a basic dynamic general equilibrium
model. This is attributable to the fact that in these models, forward-looking households are smooth-
ing consumption over the life-cycle, i.e. a temporary increase in current income increases savings
rather than consumption, which triggers a current account surplus. On the other hand, a permanent
productivity shock is driving current consumption, as forward-looking households expect a perma-
nent increase in income. As a result, the current account is turning into a deficit. Furthermore, there
is convincing evidence that indicates that the tradable sector in Asia, and technology improvements
in the non-tradable sector (e.g. service sector) in the United States were the main drivers of eco-
nomic growth at the time when global imbalances emerged (see Obstfeld and Rogoff, 2005).
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that deficits in the USA and surpluses in Asia in the medium term are higher com-

pared with the benchmark scenario.18 It should also be noted that import tariffs

have a significant negative impact on GDP in both emerging Asia and the United

States compared with the benchmark scenario. In our model, this can lead to out-

put losses up to 1.1 per cent of steady-state GDP in emerging Asia, and 0.15 per

cent in the United States. In the long run, the negative impact of protectionist

measures on GDP growth is, as expected, amplified under a trade war scenario.
b. Impact on Competitiveness

Four elements emerge as key in determining the competitiveness. First,

accessibility: regions granting a better overall access to foreign and domestic

firms are generally characterised by tougher competition and, therefore, by a
18 While the overall trade balance generally declines following the introduction of tariffs, the trade
balance as a share of GDP rises owing to the negative effect of tariffs on GDP.
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more efficient allocation of resources, thereby increasing average productivity

and consume welfare (through richer product variety and lower average prices

and mark-ups). This occurs because these countries are usually seen as better

export bases, attracting a greater number of firms from neighbouring countries.

Second, market size: in a world where economies of scale are important, larger

and more integrated local markets also tend to be associated with tougher com-

petition and, hence, richer product variety, higher productivity and lower

prices. Firms in larger markets are usually more flexible and better prepared to

cope with exogenous structural changes than firms in smaller and less inte-

grated markets. Third, diffusion and level of technology: technologically

advanced regions are characterised by tougher competition and higher produc-

tivity levels. Again, this generates greater product variety, lower prices, higher

productivity and higher welfare. Fourth, institutional and political framework:

the quality and resilience of the domestic institutions, which also facilitate

access to new markets and promote innovation, are key elements of success

amid global competition. A country’s ability to adapt swiftly to external shocks

depends on its ability to implement timely structural reforms in areas such as

product and labour markets, innovation and research.

Following Ottaviano et al. (2009), we calibrate a general equilibrium multi-

country multi-sector model of international trade with firms that differ in

productivity from one another and use it to simulate a worldwide increase in

protectionism. With a view to reproduce a setting as realistic as possible, the

model also features differentiated goods, monopolistic competition and variable

mark-ups. Countries served by a large number of domestic and foreign firms

end up generating more productive and internationally competitive firms and

posting, on average, lower mark-ups, lower prices and ultimately higher wel-

fare levels.

The parameters of the theoretical model are calibrated using industry-level

bilateral trade data and firm-level productivity data. With the aim of connecting

transparently the model to the empirical estimations, we take the following

steps:

1. We use the estimates of trade frictions presented in Section 2, which

allow inferring from trade flows the obstacles that hamper trade among

the countries analysed.

2. We estimate total factor productivity (TFP) at the firm level (‘firm com-

petitiveness’) and derive the resulting distributions of firms’ productivity

across countries and sectors.

3. The above estimates, based on theoretical derivations, are complemented

with data on countries’ size (population and GDP) and on average sector-

al labour productivity to generate two competitiveness indices: an index

of countries’ overall competitiveness and one of countries’ producer
� 2011 Blackwell Publishing Ltd.
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competitiveness. The first index aims at reflecting, as realistically as pos-

sible, the actual competitive position of countries. The second index,

instead, abstracts from countries’ differences in size and from trade fric-

tions and other international factors to focus on a country’s technological

and institutional determinants of competitiveness. In so doing, it assesses

the ability of a country to generate more productive firms in a hypotheti-

cal world without geographical and country size differences.

4. As a final step, keeping countries’ producer competitiveness as given, we

use the calibrated model to simulate changes in trade frictions associated

with an increase in market accessibility. By means of this procedure, we

infer counterfactual cross-country productivity distributions. In particular,

we quantify the impact of a 5 per cent increase in trade barriers on the

productivity of firms in the markets. The microeconomic mechanisms of

adjustment to this shock are discussed further.

Our sample consists of 15 countries: Australia, Austria, Belgium, Denmark,

Finland, France, Germany, Italy, Japan, Netherlands, Portugal, Spain, Sweden,

United Kingdom and United States.

In the estimations, we distinguish between ‘overall’ competitiveness and

‘producer’ competitiveness. The first concept aims at reflecting, as realistically

as possible, the actual competitive position of countries as determined by coun-

tries’ relative comparative advantages along with other determinants of coun-

tries’ competitiveness, namely the relative size and location of demand and

supply, and the level of barriers to imports and exports. Isolating from the vari-

ous determinants of competitiveness only those related to technology and insti-

tutional factors, the so-called producer competitiveness, by contrast, aims at

capturing the ability of countries to generate highly productive firms. Table 3

compares the rankings of countries in terms of overall competitiveness and pro-

ducer competitiveness.

Starting with overall competitiveness, we find that the most competitive

countries appear to be those that are either easily accessible relative to their

export markets – such as Belgium – or those endowed with a large domestic

market – such as the United States. Portugal, Spain, Australia and Italy are at

the bottom of the table because of their geographical location and a possible

technology disadvantage, which may be also a signal of high entry costs.

When isolating producer competitiveness, the ranking of countries may

change dramatically as this indicator ranks relatively highly those countries that

show a strong technological advantage and=or a good institutional environment.

In our calibration, the following interesting results emerge. To begin with,

Finland and Japan become the most competitive countries in terms of producer

competitiveness: a disadvantage in terms of location (rank in terms of overall

competitiveness) is compensated by a strong technology advantage and=or a
� 2011 Blackwell Publishing Ltd.



TABLE 3
Overall versus Producer Competitiveness

Country Overall
Competitiveness
Ranking

Producer
Competitiveness
Ranking

Australia 13 7
Austria 8 5
Belgium 1 11
Denmark 9 6
Finland 3 1
France 7 8
Germany 6 9
Italy 12 12
Japan 5 2
Netherlands 4 10
Portugal 15 15
Spain 14 14
Sweden 10 4
United Kingdom 11 13
United States 2 3

Source: Authors’ calculations.
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good institutional environment. The opposite is true for Belgium and the Neth-

erlands. Finally, countries such as Portugal, Spain and Italy are consistently at

the bottom of the competitiveness ranking, no matter how this is measured,

suggesting the presence of parallel negative impacts of all the determinants of

competitiveness identified in the model, namely geographical location, market

access, technological and institutional (dis)advantage.

There are some caveats to this methodology arising from the important data

limitations used in this type of analysis. In particular, currently available firm-

level data are not detailed and homogeneous enough across countries to allow

for a consistent and full-fledged econometric investigation. This is the reason

why the above framework is estimated by means of a computable general equi-

librium methodology that should be thought of as a second-best solution. As a

consequence, a margin of error in the point estimates presented in Table 2

should be allowed, in particular for those countries whose firm-level data exhi-

bit poorer coverage. Against this background and given the often small differ-

ences in scores across countries, country rankings should also be treated with

caution.

(i) Firms’ adjustments to an increase in trade protection
How would an increase in trade protection affect the intensity of competi-

tion, globally? How would it affect the efficiency of markets? Which countries

are likely to be the most affected? To answer these questions, we simulate a
� 2011 Blackwell Publishing Ltd.
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counterfactual scenario where access to trade is reduced worldwide by 5 per

cent.

The simulation is carried out by recomputing the bilateral and sectoral trade

frictions and by using these latter to calculate the implied change in overall

competitiveness. The baseline is the actual cross-country pattern of overall

competitiveness estimated and whose ranking is reported in the previous sec-

tion. In the counterfactual scenarios, we let countries change the degree of

access to their domestic economy. Then, holding all other parameters in the

underlying model constant, we simulate the resulting overall competitiveness

for the alternative scenario and compare with the baseline.

The aggregate outcome for the economy is portrayed in Figure 9 where we

assume that both the domestic country and the foreign counterparts reduce the

access by foreign firms to the respective domestic market. This situation is

realistic as countries usually retaliate to foreign commercial policies that they

consider aggressive.

In order to follow the mechanisms of firms’ adjustments to a change in trade

barriers, the key parameter to retain is the domestic cut-off. The cut-off is an

inverse number of the minimum productivity that a firm needs to survive in a

given market. It is also a determinant of overall competitiveness, inversely cor-

related with it. Hence, at a given level of domestic cut-off chh
s , the effect of a

‘multilateral’ protectionist move is shown graphically by the downward shift of

the expected profits curve and the corresponding shift to the right of the inter-

section point between the curves representing expected profits and fixed costs

of entry in a market ( f h
s ) respectively. As shown graphically, the new equilib-

rium domestic cut-off chh
s will have a higher level, implying that firms will

become on average less productive.
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This outcome is attributable to the following sequence of events. The lower

expected profits result in the exit of some foreign firms from the domestic mar-

ket. This has the immediate effect of releasing some of the import competition,

thereby allowing the weakest domestic firms to survive somewhat more easily

by selling on the domestic market. This is shown by the increase in the area

denoted ‘Home’, which indicates an increase in firms that concentrate on home

sales and a reduction in the area denoted ‘Exit’, which indicates that the less

competitive environment allows more of the smaller and less productive firms

to survive. However, granting survival to more home firms comes with an

important aggregate welfare cost and a decrease in the average productivity of

the country. The welfare cost materialises in the form of an increase in the

average price and mark-up, as well as by a reduction in the number of products

and varieties sold on the domestic market.

The results of the simulation, reported in Figure 10, are shown as a differ-

ence with respect to the previously computed level of overall competitiveness,

used as a baseline. The results can be interpreted as follows. If all 15 countries

in the sample increased their barriers to imports, in a hypothetical trade war,
� 2011 Blackwell Publishing Ltd.
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the loss in overall worldwide competitiveness would be substantial. As

expected, in terms of international competitiveness, all countries would lose to

some extent. This is attributable to the fact that an increase in protection forces

firms to reduce their average scale of operations. This in turn leads to a less

efficient productive environment, higher average prices for consumers and

higher mark-ups.19 The expected losses would, however, be larger for the

smaller and more competitive countries (most notably Belgium, Finland and

Denmark). In comparison, losses for relatively disadvantaged countries – either

because of a poor level of producer competitiveness (Portugal) or because geo-

graphically remote (Australia and Japan) – would be of a relatively small mag-

nitude, primarily owing to an already poor performance prior to the move

towards protectionism. At the same time, countries that benefit from a large

domestic market, such as the United States, would also be likely to be less

affected by an increase in trade protection.

To provide a benchmark for the gains=losses resulting from increasing trade

barriers by 5 per cent, Figure 10 also shows ranges resulting from a compari-

son of the effects of imposing prohibitive trade barriers, i.e. barriers that pre-

vent any trade, in all countries in the sample. The extent of the losses in

overall competitiveness resulting from an increase in trade protection of 5 per

cent ranges from 4 per cent (Netherlands) to 20 per cent (Belgium) of the

losses in competitiveness countries would experience should they impose pro-

hibitive trade barriers. This indicates that the effect of protection on countries’

competitiveness, while being consistently negative, is non-linear. A combination

of domestic and international factors contributes to determine its impact.
5. CONCLUSIONS

After three decades of steady progress towards liberalisation of trade and

financial flows, during which a marked rollback of protectionist pressures took

place, the issue of protectionism has suddenly returned to the policy agenda

with the outbreak of the global crisis. This reversal was especially noteworthy

in that it coincided with a collapse in trade flows.

The aim of this paper was to evaluate the seriousness of the protectionist

threat by monitoring protectionist measures over the medium to long term, by

reporting on protectionist pressures and by providing an evaluation of a poten-

tial protectionist backlash on the global economy and on competitiveness. This
19 In general, the losses in terms of efficiency, scale and prices are associated with ambiguous
effects in terms of product variety. Mélitz and Ottaviano (2008) shows that in this model, the former
always dominate. This implies that a lower domestic competitiveness necessarily delivers lower
national welfare.

� 2011 Blackwell Publishing Ltd.



850 M. BUSSIÈRE ET AL.
evaluation drew in particular on model-based simulations using models devel-

oped at the European Central Bank: the MCNAWM model (Jacquinot and

Straub, 2008) and the framework of Ottaviano et al. (2007, 2009).

Some key results stand out. First, while actual protectionist measures to

restrict trade through tariff and non-tariff barriers have risen during the crisis,

their economic impact so far remains moderate. At the same time, public pres-
sure for protectionist measures has been on the rise since the mid-2000s and

there is a risk of it escalating further if a vulnerable macroeconomic environ-

ment persists over time. In this respect, the paper presented a battery of indica-

tors that can be used in future work to monitor protectionist trends in the world

economy. Second, the increasing calls for protectionism, which have intensified

since the start of the financial crisis, appear clearly linked to the widening of

global imbalances over recent years. Third, the economic literature, supported

by our own simulations, suggests that a rise in protectionism is unlikely to mit-

igate widening external imbalances; moreover, protectionist measures would

have negative implications for real GDP growth and competitiveness in the

medium term.

Overall, therefore, the risks attached to protectionism should not be

neglected. While our indicators do not point to a substantial rise in protec-

tionist measures so far, the rise in protectionist pressures that we have

recorded could signal a forthcoming increase in actual measures. Looking for-

ward, the comparison with the 1930s may not be fully justified: first, public

opinion is still attached to free trade; second, emerging market economies

have benefited substantially from globalisation and are therefore unlikely to

wish to reverse it; third, countries are now bound by a series of treaties and

free trade agreements that considerably limit the scope for protectionism. Yet,

the risks of protectionism remain elevated; it would take the form of indirect

measures, as repeatedly explained by WTO Director Pascal Lamy. This calls

for heightened vigilance and for the ongoing systematic monitoring of

protectionism.
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Kyvik Nordås, H. (2006), ‘Time as a Trade Barrier: Implications for Low Income Countries’,
OECD Economic Studies No. 42, 2006=1.

Limao, N. (2007), ‘Are Preferential Trade Agreements with Non-Trade Objectives a Stumbling
Block for Multilateral Liberalization?’, Review of Economic Studies, 74, 821–55.

Mattoo, A. and B. Gootiiz (2009), ‘Services in Doha: What’s on the Table?’, Policy Research
Working Paper No. 4903, World Bank.

Mélitz, M. and G. Ottaviano (2008), ‘Market Size, Trade and Productivity’, Review of Economic
Studies, 75, 295–316.

Mimouni, M., C. Averbeck, O. Skorobogatova and E. Gamberoni (2009), ‘Business Perceptions
of Changing Trade Measures’, in S. Evenett, B. Hoekman and O. Cattaneo (eds.) The Fateful
Allure of Protectionism: Taking Stock for the G8. Available at http://www.voxeu.org/.
� 2011 Blackwell Publishing Ltd.



852 M. BUSSIÈRE ET AL.
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