EVALUATION NOTE

July2015
N201519

te p aV Economic Policy Research Foundation of Turkey

Simon EVENETT

THE G-20 AND PROTECTIONISM - A JULY 2015 UPDATE '

The past monith has seen the publicafion of four reports that
reveal much about the slowaown of export growth and the frade
diistortions that have the greatest reach. Since resforing economic
growth is a key G-20 mandate factors that hold back global
exports should be a prionty. The G-20 should rein in the most
imporfant frade distorfions, many of which aon’t receive the
affention they deserve in official moniforing of profectionism.

Recent reports confirm 2015 export growth slowdown

Trade data comes out with lag—even so the latest readings are
worrying. In late May the OECD confirmed sharp falls in Q1 2015
exports from the G-7 nations and from several large emerging
nations (the OECD includes here Brazil, China, India, Indonesia,
Russia, and South Africa.) On 24 June 2015 the respected CPB
World Trade Monitor confirmed falls in both the volume and the
average price of world frade. Falling prices are not confined 1o
volatile commodities markets—average prices of imported
manufactures have now fallen back to levels last seen in May
2009.

Worse, when measured in US dollars, total exports of the G-7
countries have not yet to recover to pre-crisis peaks. Among the
large emerging markets mentioned above, only China manages
to export more than before the crisis. All of this diminishes the
contribution that exports are making to the recoveries of G-20
economies. The markdowns in forecasted growth for 2015 and
2016 reported in the IMF's July 2015 World Economic Outlook
suggest that G-20 economies cannot afford another pronounced
export slowdown.

1Prepared by Professor Simon J. Evenett and Dr. Johannes Fritz of the University of St. Gallen, Switzerland.

Professor Evenett is co-Director of the most established group of international trade researchers in Europe and

Coordinator of the Global Trade Alert, an independent watchdog on trade policy.
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All foo offen fast export growth is used fo aemofe frade policy, with the cumrent global
economic slowdown there is no room for complacency.

Official reports on protectionism substantially understates threats to export recovery

No doubt demand factors--amplified in some cases by supply chains--have had a part to play
in the global export slowdown. However, from the beginning of the crisis, the G-20 has rightly
been concerned about protectionism and to not repeat the mistakes of the 1930s. To that
end, official monitoring of protectionism began.

Coloured perhaps by references to the 1930s, WTO reports on protectionism have focused
primarily on trade restrictions. The latest WTO report, published on 12 June 2015, emphasised a
slight deceleration in the monthly resort to trade restrictions by G-20 countries. Sulbbsequently,
on 7 July 2015, the independent Global Trade Alert (GTA) published its report on crisis-era trade
distortions. Covering the same policies and monitoring the same countries as the WTO; the GTA
team found:

. 156 trade restrictive measures have been imposed by the G-20 from mid-October
2014 to mid-May 2015, 31% more than the WTO.

. 2080 trade restrictive measures have been imposed by the G-20 since 1 November
2008, 53% more than the WTO.

A direct comparison of the amount of protectionism found by the WTO and the GTA in their
latest reports can be found in the Annex to this note. That Annex concludes:

Official moniforing consistently undersfates the resort fo frade distorfions by the G-20. The G-20
work programme on frade should be informed by the most up-fo-date and comprehensive
stafistics on resort fo frade dlistorfions.

The biggest distortion to world tfrade come from artificial export incentives, not import
restrictions

New evidence on the relative importance of different types of frade distortion is now available.
Over 6,800 state measures taken by governments worldwide since the first G-20 Leaders
Summit have been documented by the independent Global Trade Alert tfeam and, where the
data is available, conservative estimates of the share of G-20 exports potentially affected by
each trade distortion were computed. Figures 1T and 2 show the main findings.

The WIO's reported estimates of G-20 trade affected by import restrictions are generally very
small and this is because they focus principally on recording anti-dumping, anti-subsidy, and
safeguard actions. Figure 1 confirms that the share of G-20 exports confronting trade barriers
arising from this narrow set of policies has been less than 2% during the crisis era.
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An amost exclusive focus on trade defence is misleading for two reasons. First, other import
restrictions have been growing in importance over time. The percentage of G-20 exports
facing new tariff increases has risen from 7.5% af the end of 2009 to over 12% by May 2015. A
growing percentage of G-20 exports are of products where new “Buy National” provisions have
been imposed on state spending. In terms of exports at risk the fastest growth among import
restrictions are in new measures that require local content 1o be purchased—a finding which
accords with the growing atftention so-called “localisation” measures are receiving in trade
policy circles.

Figure 1: The share of G-20 exports affected by import restrictions—in particular, by non-
tariff barriers—is rising.
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Second, for all the attention given to import restrictions it is the spread of incentives 1o export
(normally hidden in arcane provisions in national tax systems) where the action really is. Such
has been the spread of export incentives since the crisis began that around 70% of G-20
exports compete against at least one subsidised foreign rivals in third markets (see Figure 2).
The scale of the export incentives available in particular in manufacturing may help explain
why export prices of these goods aren’t growing. Subsidised firms can reduce their prices in a
bid to win contracts and other firms must match those price cuts. Finance ministries ought to
be worried about the total cost of export-related tax breaks as well,
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Figure 2: The exposure of G-20 exports to import restrictions, however, pales in comparison
to the scale of subsidised rivals competing for market share in third markets.
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Overall, as Figure 2 shows, since the crisis began 75% of G-20 exports face at least one new
frade distortion. That percentage hasn't fallen. This finding must call into question any confident
assertions that governments around the world have refrained from introducing trade distortions
since the crisis began or that protectionism shot up in 2009 and has been removed. Moreover,
the fact that so many of the contemporary trade distortions are not traditional tariff increases
and the like points to the wisdom of last year's request by the G-20 for analysis of non-tariff
measures. The broader lesson for policymakers is:

Not repeating the mistakes of the 1930s means more than not hiking fariffs and imposing
import quoras. Focusing on one type of frade distorfion encourages some fo use orhers.

Recommendations for the G-20

To contribute to the revival of global exports, and recognising the role that non-tfransparent
policies play in detering firms from selling in world markets because they face greater
uncertainty, the G-20 should:

. Highlight the global frade slowdown as a major concermn and a threat to growth.

. Reaffirm the protectionist pledge.
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. Mandate the WTO in its monitoring of frade policies to give as much aftention to
policies that artificially stimulate exports as it does to import and export restrictions.

. Mandate the WTO to update its earlier reported totals for protectionism fo take account
of information subbsequently received about policies implemented by the G-20.

Annex: Comparison of latest WTO and GTA reporis on frade measures

The WTO published its latest Report on G-20 Trade Measures on 12 June 2015. This report
covered measures taken by G-20 governments between mid-October 2014 and mid-October
2015,

The Global Trade Alert published its latest report on 7 July 2015, Since the GTA's last report
(published in November 2014), 1,066 more government policy initiatives have been
documented by the GTA team.

It is possible 1o compare the findings of the WTO report with statistics extracted from the GTA
database for the measures implemented by the G-20 countries, for the reporting period
chosen by the WTO secretariat 2, and for the types of frade measures specifically mentioned in
the WIO's report.

The purpose of making this comparison is to inform deliberations on protectionism and related
matters at the WTO, at other international organisations, and in national capitals. Some may
find the different findings of the WIO and GTA confusing. The goal here is to present the
cleanest apples-for-apples comparison based on the parameters chosen by the WIO
secretariat 2.

Trade-restrictive measures implemented during latest reporting period

According to the Executive Summary of the WTO's report on its website *; “Since mid-October
2014, G-20 economies applied 119 new frade-restrictive measures over the period — an
average of 17 new measures per month.”

2 Specifically, for the purpose of the comparison conducted here “Mid October 2014 to Mid May 2015” was taken
to by 15 October 2014 to 15 October 2015.

3 Doing so does not constitute an endorsement of the approach taken by the WTO secretariat, in particular as it
relates to the range of policy measures that are relevant to understanding changes in the commercial landscape
facing the diverse forms of international commerce in the twenty-first century.

* Specifically https://www.wto.org/english/news _e/newsl15 e/trdev_15junl5 e.htm
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Over the same time period, considering the same countries (G-20) and the same trade
measures considered relevant by the WTO secretariat, the GTA team found that the G-20 had
implemented 156 trade-restrictive measures, 31% more than the WIO secretariat.

Trade restrictions implemented since October 2008

Again from the same page on the WIO welbsite: “*Overall, this report shows that of the 1,360
restrictions recorded by the monitoring exercise since October 2008, only 329 have been
removed.”

The GTA database includes government measures implemented since 1 November 2008, a
slightly shorter reporting period than the WIO. Nevertheless, the total number of trade
restrictions implemented by the G-20 that are documented in the GTA database is 2080, 53%
more than that mentioned in the latest WTO report,

With respect 1o the numiber of trade restrictions that have been removed, in the GTA database
415 measures implemented by the G-20 are no longer in force. Therefore, 20% of G-20 trade
restrictions documented in the GTA database have been removed. The comparable removal
percentage implied by the WTO report is 24%.

Public procurement measures

The summary on the WTO website of its report makes direct reference to OECD work on public
procurement matters. Specifically: “In the area of government procurement, work from the
OECD identifying 65 measures implemented since the financial crisis, suggests that
discriminatory government procurement policies have become increasingly popular and
potentially affect USS423 billion of government procurement in the implementing economies.”

In the GTA database, 139 G-20 public procurement measures that are discriminate against
foreign commercial interests have been documented. During the period mid-October 2014 to
mid-May 2015 the GIA team documented 12 more public procurement measures
implemented by G-20 members.

General Economic Support measures

Again from the WTO website summary of the latest report: “This report shows that G-20
economies implemented 48 new general economic support measures during the period
under review with the majority targeting the manufacturing and agricultural sectors through
various incentive schemes, often, but not exclusively, in the context of exports.”

Over the same time period, the GTA team documented the following measures implemented
by G-20 countries:
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. 63 new non-export-related subsidies, state aids, and bailouts
. 12 new export incentives or subsidies
. 8 new trade finance measures

In sum, the GTA has documented 72% more general economic support measures than the
WTO secretariat over the same reporting period.

TBT and SPS measures

No comparison is presented here as the GTA does not collect information on these measures.

Conclusion

On every metric relating to frade distortions--where clean comparisons can be made between
the recent WIO and GTA reports--the independent GTA team has documented more
measures. The difference in performance continues a pattern found with earlier reports and
implies that official monitoring consistently understates the extent of G-20 resort to trade
distortions.

The G-20 work programme on trade should be informed by the most up-to-date and
comprehensive statistics on resort 1o tfrade distortions.
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