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Foreword
Following the 2008 global financial crisis, the world economy has experienced slow recovery and now we are about to enter an inflection point.
Currently, protectionism is one of the most significant obstacles hindering recovery in the global economy. Protectionism is a typical beggar-thy-neighbor
policy when considering the negative impact it has on the global economy.
Protectionism also hurts domestic firms. While it would appear that import barriers protect them from import competition, the few protected firms eventually
crowd out more productive firms from global value chains. Local firms’ products become more expensive due to the higher costs for intermediate inputs.
Domestic consumers are the primary victims of protectionism.
At this moment, emerging economies could not have a more important position in the global economy. According to a recent IMF economic forecast, the
growth rate for emerging economies is about 5 percent over the mid-term and
accounts for about 80% of world GDP growth in terms of purchasing power.
While a small number of advanced economies are retreating into inward looking
policies, emerging economies are taking a larger share of the world market
through their trade facilitation policies. Amidst the resurge in protectionism,
comprehensive and in-depth research on emerging economies is crucial for better
strategical cooperation to support free trade and the multilateral trading system.
The Korea Institute for International Economic Policy (KIEP) launched the
“Studies in Comprehensive Regional Strategies” project in 2009 with the aim of
providing readily applicable international economic policy recommendations
for policymakers and the public, to respond to the increasing demands for systematic and insightful research on emerging markets.
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KIEP carries out a mixed bag of projects as it strengthens networks with regional experts, publishes research papers, jointly holds the international conference “KIEP and Associations of Area Studies,” and invites prominent scholars
from around the world. In particular, we annually call for research papers from
regional experts in Area Studies and publish these papers in a single volume.
This year, seven prominent scholars across the world have conducted original
research in the areas of Africa, India-South Asia, Latin America, the Middle
East, Northeast Asia, Russia-Eurasia, and South East Asia. I hope that this informative body of research will prove useful to broaden readers’ understanding
and knowledge of Area Studies. We also hope these research papers will contribute to the lively overseas expansion of Korean enterprises and the establishment of trade policies by the Korean government, and suggest ways to overcome
challenges that trouble emerging economies.
On behalf of KIEP, I would like to express our deepest gratitude and appreciation to the referees for their rigorous and helpful reviewing of the papers, as
well as the authors for their endeavors to create considerable merit in the papers.
The opinions expressed in the papers are the authors’ own and do not represent
the official views of KIEP.
We sincerely look forward to your continued interest in and encouragement
of “Studies in Comprehensive Regional Strategies” and KIEP.
December 2017
Jung Taik Hyun
President of KIEP
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Perspectives and Coping Mechanism of the Kenyan Economy from the Changes in
Political and Economic Environment of the USA and UK

1. Introduction

1.1 Background
Greater openness of markets has played a significant role in shaping global
economic developments. The unprecedented growth of world GDP in the last
two decades has been underpinned by rapidly growing interdependence of
economies worldwide, coupled with increased cross-border transactions in
goods and services (Mark et al. 2004, pp. 310-311). Consequently, some
countries that were traditionally cautious and protective gradually opened up and
became important actors in global economic transactions. For instance, China
and India grew by more than 11 percent and 9 percent, respectively, becoming
the largest contributors to world GDP growth in 2007. Africa's economic
performance was equally impressive with many countries posting sustained
growth of over 5 percent during the period after the 2008 financial crisis (Figure
1). The positive economic performance was primarily propelled by global price
surge for African commodities and driven by surge in demand for the said
commodities in the emerging South, especially in China. Besides, prudent
policies pursued and increased investment across the continent buoyed the
observed growth rates. Economic growth in Africa has been significant,
especially when compared to the decimal growth registered in the 1980s and
1990s.
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Figure 1. Africa's Recent Growth 2000 - 2016
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Source: World Development Indicators, http://databank.worldbank.org/data/reports.asp(accessed
on 15th September, 2017).

The global economic performance has largely been epitomized by the
dynamism in world trade. This is evident from two perspectives: first, world
trade grew significantly faster than global output, by around one and a half times
between 1985 - 2007, and second, the degree of openness of many countries
which is measured by the sum of total exports and total imports as a ratio of GDP
also increased significantly (IMF 2016, pp. 63-74). More so, rapid developments
in information and communication technology, falling cost of transportation and
increases in cross-border activities with more domestic companies increasingly
being involved in international trade were all factors that facilitated the
exemplary economic performance.
Nevertheless, the global financial crisis marked a turning point for growth,
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particularly for the developed economies. Most governments retreated inwards,
heightening further the growing wave of protectionism and anti-globalization
rhetoric especially in the US and Europe in the aftermath of the crisis. Following
the crisis, depressed economic indicators would raise the levels of inequality and
social deprivation, and fuel resentment against free trade. In addition, the
backlash against progressive cultural changes brought about by greater global
openness and the threats associated with international migration and terrorism
gave greater impetus to proponents of protectionism (Inglehart et al. 2016).
Indeed, the international trading system has undergone a fundamental shift
following the re-emergence of protectionist policies restricting the movement of
trade, persons and finance. Power plays of protectionism and economic openness
have increasingly shaped political landscapes and election outcomes the world
over. In the US, President Trump won the US elections on the premise that
prevailing trade deficits and unemployment were largely due to unfair trading
practices, especially on the part of China and Mexico (Productivity Commission
2017, pp. 23-27). Subsequently, he promised a 45 percent tariff on Chinese
imports and 35 per cent on Mexico, called for renegotiation of the North
American Free Trade Agreement (NAFTA) and withdrew the US from the
Trans-Pacific Partnership (TPP) agreement involving Australia, Asia and other
countries in the Pacific Rim. Similarly, the United Kingdom citizens' vote to
leave the European Union in 2016 was largely driven by the belief that deeper
European economic integration gave rise to economic insecurity and social
deprivation, namely decreased prosperity and job opportunities. This notwithstanding,
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the UK had from the early stages favoured a free trade area in the EU to enable it
have flexibility in handling its special relations with other trading partners and
former colonies (Aichele et al. 2015, p. 5).
Rising protectionism is further reflected by the slowdown of international
trade negotiations, particularly the Doha Round of WTO negotiations and the
General Agreement on Trade in Services, which point to the rising protectionist
pressures on governments (Bussière et al. 2016, p. 24). The Doha Round began in
2001, aimed at liberalizing agriculture and services and to boost trade and
development in poor countries, yet its conclusion remains unclear despite several
attempts to reach consensus. Delays in conclusion of multilateral agreements
signal weak public support for free trade. In contrast, there is a plethora of
regional free trade agreements being negotiated amongst major industrial powers
seeking to block access to their markets. For instance, the mega regional trade
agreement being negotiated between the biggest trade economic blocs i.e. the US
and Europe is largely perceived as a reaction to the rapid expansion of China and
India in the global trading arena in the last two decades. Consolidation and
deepening integration within RTAs are taking centre stage. Nothing better
illustrates the rethinking of trade policy than the signature of the CanadaEuropean Union trade agreement (CETA) following the election of the Trudeau
administration. The agreement, which removed 99% of customs duties between
the two sides, reflects a new “progressive trade policy” and stands in contrast to
the US withdrawal from the Trans-Pacific Partnership trade agreement under the
Trump administration. These contrasting developments pose serious challenges
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to actualizing the benefits of globalization, especially to poor countries.
International trade theories posit that protectionist tendencies arise whenever
domestic market failures cause free trade policies to be sub-optimal. Domestic
market failures can always be corrected by first-best policies directly aimed at the
sources of the problems. That is why WTO members retain some flexibility to
support structural transformation. Hence, protectionism cannot be presented as a
substitute to free trade or the goal of expanding ties with the global economy. In
the meantime, transnational corporations are further subdividing their production
processes to exploit comparative advantages along value chains in different
countries. Profitable links are maintained in host nations, while others are
outsourced or off shored through regional and international production networks.
It would be interesting to see how protectionism thrives amidst international
segmentation of production.

1.2 Overview of the Kenyan Economy
Kenya is the largest economy in the East African region with a GDP of US$ 70
billion and population of about 45.5 million people. It is a market-based economy
and maintains a liberalized external trade system. Economic performance has
remained resilient in the recent past partly due to rapid expansion in domestic
consumption and public infrastructure investments, in turn supported by a
dynamic services sector, stable monetary conditions and low inflation. Economic
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activities were robust in 2016 growing at 5.8% but are expected to slow down in
2017 to 5.5% due to weak credit growth, the ongoing drought, and rising global
oil prices. The steady growth has largely been driven by agriculture, financial,
construction and tourism sectors (KNBS 2017).

Table 1. Structure of EAC Economies, 2016
Indicator

Burundi Kenya

GDP
3,007.0 70,529
(US$ millions current prices)
GDP growth rate
-0.6
5.85
Population (millions)
10.5
46.1
GDP per capita
285.7
1,455
(USD current prices)
Exports as % of GDP
6.2
16.9
Imports as % of GDP
31.9
34.2
Agriculture as % of GDP
36.3
31.9
Industry as % of GDP
13.9
18.9
Manufacturing as % of GDP
9.1
11.0
Services as% of GDP
49.8
49.1

Rwanda

South
Sudan

Tanzania Uganda

8,376.0

13,167

47,431.0

25,527

5.9
11.9

2.03
12.3

7.0
55.6

4.65
39.0

702.9

1,067

879.2

615

15
33.2
34.6
15.1
5.1
50.3

34.8
33.7
4.6
58.0
2.3
37.4

17.6
19.2
29.6
22.9
6.5
47.3

16.3
27.6
25.6
21.5
9.2
52.9

Source: World Development Indicators. http://databank.worldbank.org/data/reports.asp(accessed
on 15th September, 2017).

According to KNBS (2017), international trade plays a significant role in
Kenya's economy. The share of trade in GDP has remained above 40 percent
since 2000 but declined to 38% in 2016 as indicated in Figure 2. However, the
share of Kenya’s trade in total global trade is barely 0.1 per cent; a low figure
when compared to the share of the United States (11.6%), China (11.6%), Japan
(3.9%), the United Kingdom (3.3%) and South Africa (0.5%) during the year
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2016. Total trade declined by 19%, from US$ 25 billion in 2014 to US$ 20 billion
in 2016. As for the services sector, the tourism sector was the second largest
contributor in foreign exchange earnings behind the agricultural sector in 2016. It
contributed about 10.0 per cent to GDP, 9.0 per cent to formal wage employment
and 3.5 per cent to total employment. However, the sector remains sensitive to
security conditions, hence vulnerable to travel bans from the key source markets
in Europe and America.
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Figure 2. Kenya's Trade Performance 2000 - 2016
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Source: UNCTAD(2016).

Kenya’s export destination market is narrow, with over 70 percent of total
exports being destined to only 15 countries globally. During the year 2016,
Africa was the leading destination of total exports accounting for 40.6 per cent of
total exports. The EAC, EU and Asia are Kenya’s leading export destinations
(Figure 3).
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Figure 3. Kenya's Exports to the Rest of World 2015 and 2016
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Source: Kenya Economic Report(2017).

According to the Kenya Economic Report 2017, the medium term growth
prospects point to the need to accelerate private investment and export growth.
Protectionism in global markets, especially the US and EU markets therefore
directly constrains expansion of Kenya's exports and economic performance.
The growing wave of protectionism insinuates that inequalities generated by
trade are not being sufficiently addressed. This paper examines the implications
of emerging wave of protectionism in the global economy and its implications on
Kenya's trade and FDI flows. The analysis specifically focuses on the trade
policies of the new US administration and those of the United Kingdom
following the latter's pullout from the EU. The key questions examined include:1) how have trade theories and policies evolved? 2) What impacts might the US
protectionist policies and the Brexit have on the Kenyan economy and 3) what
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key coping mechanisms or strategic policy options does Kenya have?
The rest of the report is structured as follows: Section 2 revisits the foundations
for free trade and protectionism. The evolution of the US protectionist regime,
and United Kingdom's exit from the European Union and its implications on
bilateral relations with Kenya are discussed in sections 3 and 4, respectively. In
section 5, the possible coping mechanisms and options available for Kenya and
similar countries are presented. The final section presents the conclusion and
policy suggestions.

2. Revisiting the Foundations for Free Trade and
Protectionism

2.1 The Basis for Free Trade
It is widely argued that free trade enables a country to generate greater national
output, more variety of products and superior consumption choices. These are
brought about by improvements in production and consumption efficiencies as
demonstrated in the Ricardian model, the immobile factor model, the specific
factor model, the Heckscher-Ohlin model, the simple economies-of-scale model,
and the monopolistic competition model (Faneestra 2004).1) Production
efficiencies imply that countries can produce more goods and services with the
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same amount of resources. They can also produce a greater variety of goods and
services to meet consumer preferences. Improvements in production efficiency
require that resources are shifted between and within industries, hence leading to
expansion and contraction of other industries depending on the underlying
stimulus or basis for trade. This would empirically be reflected in an increase in
a country's national output and income.
On the other hand, individuals experience efficiency improvements in their
consumption whenever changes in the relative prices of goods and services
enable them to attain higher levels of utility and as more satisfying choices
become available. Whenever multiple varieties of goods and services are
available, consumption efficiency improvements imply that consumers are able
to consume more varieties or are able to purchase varieties that are closer to meet
their optimal satisfaction needs.
The changes that occur in the economy as a result of free trade lead to shifts and
redistribution of resources and incomes across industries and households,
respectively. In ideal situations, aggregate economic efficiency arising from free
trade would create sufficient gains such that winners would compensate losers.
However, this seldom happens from a political economy stand point due to forces
of self-interest. Individuals, firms, industries or interest groups are quite often
1) As trade opens up, a country specializes in the products in which it has a comparative
technological advantage, or production is shifted to industries that use the country’s relatively
abundant factors most intensively, or production is shifted to products in which the country has
relatively less demand compared with the rest of the world, or production shifts to products that
exhibit economies of scale in production.

∙ 20

Perspectives and Coping Mechanism of the Kenyan Economy from the Changes in
Political and Economic Environment of the USA and UK

more interested in their own costs and benefits than the common good of their
country, regional economies or the globe. Thus, individual consumers or groups
tend to favour trade protection of their own interests and industries.

2.2 The Political Economy of Protectionism
The fact that winners from free trade do not compensate losers, in the real
sense of the word, constitutes the foundation of protectionism. The economics of
fairness and emergence of protectionism in regulating international trade are best
explained by the collective action or interest group argument, and the median
voter theorem is also critical in understanding them.

a. The Interest Group Argument
Political activity is often described as a collective action problem that lay with
individual preferences and interest groups (Rodrik 1995). Concentrated efforts
by well-organized interest groups give them incentives to be highly active
politically and influence political processes and outcomes (Kaempfer et al.
2002). These developments may lead to increases in mass support for populism,
reflecting divisions between the winners and losers from global markets, and
economic inequalities.
Tullock (1967) argues that the resources absorbed in lobbying for protection
may outweigh the cost of protection itself. For instance, whereas consumers as a
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group have an incentive to advocate free trade, each individual consumer may
have no incentive to do so because his benefit is not large compared to the cost
and time required to advocate free trade. Policies that impose large losses for
society as a whole but small losses on each individual may therefore not face
strong opposition. On the contrary, for those groups who may suffer large losses
from free trade (for example, unemployment, closure of industries), respective
members generate strong incentive to advocate policies in their favor.
According to Krueger (1974), government restrictions on economic activities
are real and give rise to rents, for which people compete and expend resources.
Consequently, rewarding rent seekers undermines the faith of the public in the
fairness of markets, which leads to more government intervention and hence a
vicious circle of ever increasing rent seeking. These events heighten economic
grievances linked with rising income inequality, the loss of manufacturing jobs,
and stagnant wages; all of which exacerbate resentments and pressure for
protectionism. In addition, populism favors national self-interest over international
cooperation and development aid, closed borders over the free flow of peoples,
ideas, labor and capital, and traditionalism over progressive and liberal social
values (Inglehart et al. 2016, pp. 6-8).

b. The Median Voter Theorem
The median voter theorem is based on the idea that public officials enact
policies with the objective of maximizing the probability of being re-elected into
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public offices. In this regard, it is predicted that democratic political parties may
change their policies to court the voter in the middle of the ideological spectrum
or “the median voter” (Tabellini and Alesina 1990; Markussen, Melvin, Kaempfer
and Maskus 1995). This is illustrated by an electorate process in which voters are
arranged in order of the level of protectionism that they support. If the level of
protectionism in a given trade policy is to be decided by referendum, the bill with
the most support will be that which appeals to the median voter. If instead the
voting is by a legislature, then legislators who support the level of protection
favoured by the median voter would tend to be elected.
Voters own different amounts of capital but all of them own similar amounts of
labor as a factor of production and the median voter is likely to vote according to
the interests of owners of labor (Kaempfer 2002). Indeed, according to the
Stolper-Samuelson theorem, when both labor and capital are mobile between
sectors, labor will benefit or suffer from protection depending on whether labor is
the country’s abundant or scarce factor of production. The empirical implication
of this is that labor-scarce countries are likely to have higher tariff rates on
average than labor-abundant countries. In the ‘overlapping generation’s model’,
individuals who have already accumulated assets will gain from liberalization,
while the young, who are workers now may become either winners or losers
(Gokcekus et al. 1998). Therefore free trade may be resisted in a labour-scarce
economy with a youthful population, even though it ultimately benefits the whole
economy.
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c. Forms of Trade Protectionism
The primary goal of the GATT system was to promote fairness and arbitrate
international trade. It provided the framework upon which import-competing
interests in a country do not block a country's participation in the negotiations to
reduce tariffs, while at the same time providing for room under which a
government can restrict imports.
According to Kaempfer et al. (2002 pp. 3-9), the formulation and choice of
protectionist trade policies is influenced by public choices. Trade policies
including tariffs, quotas, and voluntary export restraints (VERs) are a direct
result of concentrated efforts by well-organized interest groups that influence
political processes to protect and pursue their interests. The effects of trade policy
instruments differ in forms and magnitudes in various sectors or interest groups.
For instance, the welfare losses per unit of protection and protected industry from
quotas generally exceed that from tariffs, and also exceed that from subsidies.
But quotas are less visible to the public and therefore more preferred by protected
industries.
Besides, Kaempfer et al. (1989) argue that beneficiaries of government
expenditures are likely to prefer the revenue raising tariff to the neutral quota, and
both are preferred to the revenue absorbing subsidy. On the other hand, the quota
rights of VERs accrue to foreigners by buying off foreign resistance through
restriction of sales and raising prices. Finally, Krueger (1983) argue that all forms
of import-substituting protection are inferior to export subsidies as ways of
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encouraging particular sectors, because the former have no budgetary cost, and
are therefore more likely to be used excessively.

3. Implications of US Trade Policies on Bilateral
Trade and Investments by Kenya

3.1 Evolution of US Trade Policies
The United States has a long history of international cooperation in
international trade policy. In the early days, free trade was associated with peace,
whereas protectionism including high tariffs, trade barriers and unfair economic
competition was believed to breed conflict and war. This notion further explains
the Cold War with Russia in the sense that if the United States did not open its
markets to other countries, they would have been taken over by the Communist
bloc.
According to Kaempfer et al. (2002, p. 5), liberal trade policies during the post
war era helped promote US foreign policy and national security considerations.
Thus, both Democratic and Republican administrations promoted trade
liberalization and fought protectionism despite being major electoral
competitors. The progressive lowering of US trade barriers during the first
several decades of the postwar period were primarily based on the ideals
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expanding foreign policy interests and securing peace and national security
(Goldstein 1993; Ikenberry et al. 1988 and Rowley et al. 1995). However, the
zeal with which the US pursued trade liberalization has gradually waned off in
the recent past. According to Willett (1995), the slowing of the US movement
toward trade liberalization can be explained by the weakening of national
security concerns and the intensified pressure from different interest or producer
groups.
Protectionism in the US market takes two broad forms i.e. tariff and non-tariff
measures. Import tariffs are levied on the quantity or value of imported goods and
services as specific tariffs/duties or those paid per unit of import, or ad valorem
tariffs or those levied as a percentage of the cost insurance freight (cif) import
values. On the other hand, non-tariff measures are policy measures other than
tariffs that affect international trade by changing their prices and/or quantities
traded. NTMs provide protection in the US domestic market from competition
and may be in the forms of import bans, import quotas, export subsidies,
voluntary export restraints, standards and technical barriers to trade. In terms of
standards, the sanitary and phytosanitary (SPS) and technical barriers to trade
(TBT) have become very prominent in restricting trade for agricultural products.
While SPS and TBT measures are intended to ensure that exporters meet food
safety, animal or plant health, and technical regulations, they can also restrict
trade by adding compliance, inspection, and operational costs. The costs incurred
in certain circumstances are prohibitive and restrictive to trade. According to
Anderson et al. (2012), exporters raise concerns over SPS and TBT measures
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whose requirements are disproportionate to the actual levels of risk or which
excessively impede trade. Krueger (1983) argues that all forms of importsubstituting protection are inferior to export subsidies as methods of encouraging
particular sectors, because the former have no budgetary cost, and are therefore
more likely to be used excessively.
Presently, international trade in the US is governed by the Trade Act of 1974.
Section 301 of the Act authorizes the President to take all appropriate action,
including retaliation, to obtain the removal of any act, policy, or practice of a
foreign government that violates an international trade agreement or is
unjustified, unreasonable, or discriminatory, and that burden or restricts US
commerce. Further amendments of section 301 provided for preparation of the
annual Special 301 Report which identifies trade barriers that the US companies
and their products face in the rest of the world. The Act deals with two categories
of practices in protection of US interests i.e. (a) violations of US rights under a
trade agreement, and (b) unreasonable or discriminatory action or policy that
burdens or restricts US commerce.

3.2 Trade Relations between Kenya and the United States
Trade between Kenya and the US is conducted under the Most Favoured
Nation (MFN) and the African Growth and Opportunity Act (AGOA). The
relationship between the two countries is relatively open towards each other in
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terms of trade and investments, particularly following the enactment of the
AGOA Act 2000 which give Kenya and other Sub - Saharan countries duty free
and quota free access to the US market. Kenya had a favourable trade balance
with the US during 2016 and 2017. Total exports stood at US$ 340.3 million
against US$ 381.3 million worth of imports of goods during 2017 (Figure 4). The
decline in total imports beginning in 2016 was attributed to reduction in the
imports of aircraft and transportation equipment. The bulk of Kenya’s exports to
the US include woven apparels, knit apparels, coffee, spices and edible fruits.

Values in US$, millions

Figure 4. US Trade with Kenya 2010-20172)
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On the other hand, top categories of imports from the US include aircraft,
machineries, cereals, and electrical equipment. With regard to AGOA

2) The 2017 figures are up to August, 2017.
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preferences there was a decline in total exports during 2016 after a gradual
increase over the period 2013-2015 as shown in Figure 1. Total exports under
AGOA declined from US$ 434.0 million in 2015 to US$ 394.8 million in 2016.
Textile and apparel products are the main export commodities, which stood at
US$ 339.3 million in 2016; down from US$ 367.3 million in 2015, representing
a 7.9 per cent decline.
Overall, export performance has remained below expectations despite the
significant market access opportunities the AGOA framework offers. The bulk of
exports are largely textiles and apparels, which also face stiff competition from
other countries including Bangladesh and China. The US is the biggest market
for apparels valued at over US$ 100 billion and Kenya barely captures 1% of it
despite the preferential treatment accorded to her export products. On the
positive side, the renewed version of AGOA Act 2015 provides for use of third
country fabrics. This allows African apparel exports to the US to remain eligible
under AGOA even when the fabrics used in producing those goods are imported
from non-AGOA countries.
Agricultural products are the second leading export commodities and recorded
US$ 50.6 million in 2016, down from US$ 61.8 Million in 2015 (Figure 5). Other
export sectors include: miscellaneous manufactures, forest products, footwear,
chemical and related products, minerals and metals, electronic products,
transportation equipment, and machinery.
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Values in US$, 000

Figure 5. Kenya's Leading Exports to the US 2014 - 2016
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The US emerged as Kenya’s top source tourist market in 2016, overtaking the
United Kingdom which for years has been the country’s leading source market.
For instance, arrivals from the US market to Kenya rose to 97,097, up from
83,396 in 2015 while the UK market had 96,315 arrivals; down from 98,195 in
2015 (Figure 6).

Figure 6. Kenya's Leading Tourist Sources 2010 - 2016
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Source: www.ktb.go.ke/trade/arrivals(accessed on 29th September, 2017).

Despite the sensitivity of the performance of the tourism sector to security
issues and terrorist threats, the upgrade of the Jomo Kenyatta International
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Airport (JKIA), to a category one status by the United States in February 2017 is
anticipated to further boost direct long-haul tourist arrivals and further expand
bilateral trade between the two countries. The upgrade further boosts Kenya's
safety as a travel destination from other regions across the globe.
The opening up of air transport services is also likely to boost FDI flows into
Kenya from the US in the near future. Presently, FDI flows between the two
countries are low, with South Africa, Ireland and Rwanda being the major
sources of FDI inflows to Kenya valued at US$ 1.2 billion, US$ 463.0 million
and US$ 112.0 million, respectively during 2015 (Table 2). FDI inflows from the
US were US$ 14 million during the year 2015. The top ten source countries
accounted for 91.9 percent of the total proposed FDI inflows to Kenya in 2015.
Table 2. Kenya’s Major Sources of FDI, 2014 and 2015

Country

China
Japan
UK
Turkey
South Africa
Switzerland
Italy
USA
Malaysia
Mauritius
Sub-total
Rest of world
Total

2014
No. of
US$
Employment
projects
millions

20
2
7
5
4
1
6
11
1
1
58
66
124

3,253
48
331
220
387
19
118
177
261
8
4,822
1,880
6,702

272
33
26
25
27
17
16
13
6
4
440
434
874

Country

South Africa
Ireland
Rwanda
Japan
UK
China
Qatar
India
Italy
USA
Sub-total
Rest of world
Total

2015
No. of
US$
Employment
projects
millions

9
2
4
7
13
24
1
23
12
16
111
140
251

357
76
554
1,243
590
1,043
35
624
313
322
5,157
5,694
10,851

1,201
463
112
72
41
33
29
25
20
14
2,010
178
2,187

Source: EAC(2016).
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3.3 Implications of US Protectionism on Trade with Kenya
Trade relations between Kenya and the US has largely been driven by the
AGOA framework since its inception in 2000. However, AGOA remains a
unilateral agreement between the US and Sub-Saharan African countries at the
behest of the decisions of the US government. Hence, eligible countries
including Kenya, may be struck off the list of beneficiary countries without
recourse to negotiations should they be deemed as flouting eligibility
requirements.
Kenya and the other East Africa Community (EAC) Partner States do not have
the flexibility to protect its domestic textile sector from imported second-hand
clothes, especially from the US. Industrialization has been prioritized as a key
pillar in the EAC's development strategy, which hinges on the textile, leather and
automotive sectors. The community has planned to gradually phase out imports
of used clothing as part of the EAC’s Industrialization Policy. The phasing out of
importation of used textile and footwear is to be undertaken gradually, within a
period of three years.
However, the intended ban on imported second-hand clothes has met
resistance from the US government. This is being considered restrictive and/or
burdensome to US commercial interests as provided for under section 301 of the
Trade Act 1974 and the US government has issued threats to withdraw the
countries from the AGOA eligibility list. Productivity and competitiveness of the
textile industry holds the key to the region's industrialization and structural
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transformation of the regional economies. Nevertheless, the upgrade of Kenya's
biggest international airport opens greater opportunities for trade and investments
between the two countries in the middle and long term.

4. Relations between Kenya and the United
Kingdom following Brexit

4.1 Overview of Kenya’s Bilateral Relations with United Kingdom
Bilateral relations between Kenya and the United Kingdom has largely been
under the auspices of the Africa Caribbean Pacific (ACP) and the European
Union (EU) and guided by the Lome Conventions (1975-2000) and later the
Cotonou Agreement (2000-2007). Kenya is also a member of the Commonwealth,
which further strengthens their political and socio-economic ties.
The Lome Conventions provided the ACP countries with non-reciprocal
market access to the EU market. However, these agreements were challenged as
being incompatible with World Trade Organization (WTO) principle of
non-discrimination. This gave room for signature of the Cotonou Agreement and
subsequently the Economic Partnership Agreement (EPAs) as the basis for a new
trading regime between the EU and the ACP countries. Kenya negotiated and
signed the interim EPA with the EU under the EAC configuration on 27th
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November 2007 in Kampala, Uganda. Subsequently, Kenya signed and ratified
the final agreement in 2015. The EAC had committed a market access offer
consisting of liberalization of 82.6 percent of imports from the EU for a
period of 25 years starting 2010 to 2033, and to be implemented in three phases.
Approximately 17.4 percent of EAC imports from the EU are excluded from
liberalization under EPAs. However, only Kenya and Rwanda has so far signed
the EPA agreement.
According to KNBS (2017), The United Kingdom is one of Kenya's major
trading partners. Approximately 6.5 percent of Kenyan exports went to the UK
and 2.3 percent of imports were sourced from the UK in 2016 (Figure 7). Tea,
flowers and vegetables accounted for the largest share of total commodity
exports by Kenya to UK in 2016. The major import products are motor vehicles,
tractors, aircraft parts, and second-hand clothes. Imports from UK are
diversified, unlike the exports which are concentrated on a few products. UK is
the second largest export destination for cut flowers after the Netherlands.
However, total trade with Britain declined by 12.5 per cent to US$ 739 million in
2016 from US$ 844 million in 2015. Total exports to UK decreased marginally
by 0.5 percent from US$ 399.3 million in 2015 to US$ 397.1 million in 2016.
However, the imports from the UK declined significantly, by 23 percent, during
the same period.

∙ 34

Perspectives and Coping Mechanism of the Kenyan Economy from the Changes in
Political and Economic Environment of the USA and UK

Figure 7. Bilateral Trade between Kenya and the United Kingdom 2000-2016
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Source: World Development Indicators, http://databank.worldbank.org/data/reports.asp(accessed
on 25th September, 2017).

Besides, UK is one of Kenya’s most committed investor partners over many
years. At the end of 2015, UK was among the top 5 major source of FDI inflows
to Kenya with investments worth US$41 million as indicated in Table 2. UK's
FDI is largely in the telecommunications and financial services sectors as well as
development aid and infrastructure projects.

4.2 Implications of Brexit on Kenya's Trade with UK
The referendum vote taken on 23rd June 2016 supported a decision by British
citizens to exit the EU. This was mainly driven by protectionist ideals including
calls for restoration of UK's sovereignty, greater flexibility in policy and
decision-making as well as immigration issues.
The vote by the UK to leave the EU has affected developing countries in
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various respects, especially the uncertainties regarding future UK trade policy
after Brexit. In addition, the populist anti-free trade ideas continue to influence
domestic trade policies in Europe. Generally, trade and investment will be the
most affected by Brexit, particularly loss in market access preferences. This is
due to the fact that most of the trade arrangements the UK has with African
countries, including Kenya, were negotiated through the EU. The EU’s GSP
would no longer apply to trade between the UK and developing countries in
general. If UK exits the EU customs union, any products from third countries,
and specifically developing countries like Kenya, into the UK would no longer
circulate freely in the EU 27 and might face the EU's common external tariff and
other trade policy rules and regulations (Rollo 2016, p. 26; Emily 2016, p. 31).
This means the agreements will cease to apply or will have to be renegotiated
when UK finally leaves the EU. Indeed, much more is at stake for developing
countries, including Kenya, if the UK does not form part of a customs union with
the EU and instead decides to offer and negotiate trade tariffs. If the UK were to
reduce margins of preference for developing countries, this will effectively
increase the duties paid by beneficiary countries and directly affect their access to
the UK market.
Kenya’s lucrative cut flower industry, for which the UK is the second-largest
export market after the Netherlands is bound to suffer from market access
constraints. This is likely to happen especially if no alternative or transitional
arrangements are put in place prior to exit of UK from the EU. Kenya signed the
EU-EAC Economic Partnership Agreement in a bid to maintain her market share
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of the British and the larger EU market. Kenya risks losing billions of shillings
should Brexit stall the implementation of the EPA agreement.
In addition, should Brexit weaken UK's role as the world's financial hub, there
could be negative effects on domestic banking services, given the innovative
roles played by leading British banks like the Standard Chartered Bank with
eminent gaps in the provision of financial services and diminishing consumer
confidence.
Furthermore, diplomatic ties could also be affected. The UK has traditionally
provided scholarships for undergraduate and higher learning to several Kenyan
students in British universities. A more inward looking UK may therefore affect
travelers and students seeking to enroll in British universities. This would
definitely affect the long standing historical, political, and economic ties the
countries have enjoyed in the past.
Besides, UK is among the main development partners both bilaterally and at
regional levels, hence shaping national, regional and continental development. It
has emerged as a key ally in helping Africa's continental integration by funding
projects aimed at facilitating regional trade i.e. improving hard and soft trade
infrastructures, cutting red tape, and reducing investment related costs. Other
trade effects will be felt when UK starts renegotiating the trade deals it had under
the EU umbrella.
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5. Coping Mechanisms with International Trade
Protectionism

5.1 The US Market Protections
Kenya and the other EAC partner states should lobby for the transformation of
AGOA into a bilateral agreement from its current unilateral status. A bilateral
agreement would enhance investment and sustainable development of local
industries. This would make the investment environment more predictable and
guarantee long term returns to local and foreign investors. In addition, it would be
important to effectively support implementation of the EAC and national AGOA
strategies which have already been developed.
Besides, the envisaged EAC-US trade and investment partnership is pertinent
especially in defining the relations beyond the AGOA period. Close partnership
would support trade facilitation and industrialization in the region. The latter
would also promote diversification of the export base from apparels e.g. services
sectors, including tourism and transport sectors.
The upgrading of the Jomo Kenyatta International Airport (JKIA) into a
category one status should promote tourism, particularly from the US. Kenya
should therefore invest more in enhancing efficiency in related infrastructures,
strengthening security and surveillance, expansion of the scope of tourism
products and marketing. Harnessing the potentials of the tourism sector can, in
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itself, support inclusive growth, employment and sustainable development.
Kenya should also pursue stronger ties with the US particularly with respect to
maintenance of regional peace and security in order to reduce the threat of
terrorism. Kenya’s strategic location, connectivity and economic resilience
places it at a locus, for strengthening relations beyond trade and investments.

5.2 Kenya’s Relations with UK Post Brexit Era
Kenya's economic relationship with UK is intrinsically tied to the latter's
membership in the EU. Hence, it will be necessary to negotiate a bilateral
agreement with the UK either as Kenya or under the umbrella of the EAC. There
is however need to seek transitional arrangements that extend current market
access regimes with the UK beyond the two-year horizon associated with the exit
as per Article 50 of the Lisbon Treaty, which could take two or more years.
Kenya should pursue more favourable bilateral relations with the UK beyond
tariff preferences. Greater focus on lowering trade costs and enhanced Aid for
Trade (AfT) assistance should suffice. AfT includes aid funds spent on
improving infrastructure and building productive capacities and modernizing
institutions dealing with trade, such as customs, standards, health etc to make
their procedures more efficient. Supporting the development of supply-side
capabilities to meet standards of UK buyers has greater importance regarding
efforts to compensate for the erosion of preferences that is likely to follow Brexit.
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It is envisaged that UK could as well consider a continental approach to a
comprehensive trade agreement with African countries rather than individual
bilateral agreements. It is therefore incumbent upon Kenya and the other 54
African states to remain committed to the realization of the continental
integration. A continental approach would not only reduce the multiplicity of
new arrangements facing UK negotiators but also facilitate consolidation of
investment resources to support trade and integration programmes. Already, 26
southern and eastern African states comprising the East Africa Community
(EAC), the Common Market for Eastern and Southern Africa (COMESA) and
the Southern African Development Cooperation (SADC), have signed a
Tripartite Free Trade Agreement (TFTA). The TFTA aims at tariff liberalisation,
trade facilitation and disciplines on non-tariff barriers, among other areas. The
TFTA is also seen as a building block for the creation of a pan-African
Continental Free Trade Area (CFTA) for goods and services which is also under
negotiations.
The UK market is important for Kenya's horticultural products and has been
subject to EU technical and standards regulations. The latter are arguably more
restrictive compared to the revised UK plant health regulations, according to the
Citrus Growers’ Association of Southern Africa. Less restrictive requirements in
the UK market could therefore provide an opportunity for greater access of
horticultural and other products from Kenya.
The UK remains a critically important donor to Kenya in supporting various
development projects. Indeed, British assistance has evolved in Africa from
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narrow poverty-reduction efforts to funding business projects in countries like
Ethiopia and Rwanda. It has therefore emerged as a key ally in helping Africa
execute its own development strategy. Thus, if Brexit leads to a less globally
engaged UK in development assistance, recipients of development assistance
from UK will suffer for it.

6. Conclusion and Policy Implications for Kenya’s
Future Growth and Development

6.1 Summary and Conclusions
Rising protectionist sentiments and actions in some parts of the globe have
enhanced pessimism about the benefits of free trade. The uncertainties
surrounding the likely effects of trade and investments is fueled by empowerment
of protectionist regimes in the US and parts of Europe and the intensified
formation of mega regional trade agreements. These developments are taking
place at a time multilateral trade negotiations have literally stalled.
Developing and least developed countries, particularly in Africa, face the
greatest risk of being closed out of the global trade arena. Higher tariffs and
erosion of preferences are likely to reduce exports to developed and emerging
markets, reduce production and erode development gains in these economies. For
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Kenya, the US and UK economies have been significant in terms of international
trade and foreign direct investments.
Notwithstanding the protectionist pressure, not all countries fall prey to global
attempts to resist free trade. There is overwhelming evidence that the benefits of
free trade override costs. Kenya stands to gain by associating more with countries
that embrace free trade as an important mechanism for enhancing economic
growth and development. The pan-African continental integration initiative for
which Kenya is an active player provides one such important avenue. By
resisting widespread protectionism, regional economic integration initiatives
provide opportunities for cooperation in trade and investments, a platform for
engagement with third parties and consolidating resources for supporting trade
and investments.

6.2 Policy Implications
There is urgent need for Kenya to negotiate transitional bilateral trade
arrangements with the UK to safeguard her market preferences after UK's formal
withdrawal from the European Union. The Brexit negotiations are complex and
may take long to conclude. Besides, the post Brexit trade relationships between the
UK and the EU is engulfed in uncertainties and UK's new trade policy will take
some time to develop given the diverse relations it has with various trading partners.
Kenya needs to invest in value addition, and diversify export production base
and markets in order to reduce the risks associated with increasing protectionist
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tendencies across the globe. There is a need to provide incentives to increase
innovations and adoption of medium and high technology in order to enhance
industrial competitiveness and facilitate industrial expansion. Furthermore,
sub-contracting strategies should be encouraged as new investments are made in
order to support the growth and development of small and medium enterprises
and enhance transfer of technology.
Kenya should also put greater focus on expanding exploiting regional markets
through regional economic integration. For instance, 70 percent of Kenyan
exports are destined for only 15 countries worldwide. In addition, there is room to
increase the share of Kenya's exports in total exports to African markets, which
currently stand at a meager 5 percent. Besides, should its ties with the US, UK or
the EU become complicated, China, Brazil, India and South Africa are
alternative emerging markets for Kenya's exports.
There is a need to build future Kenya and/or Africa-US relations based on a
negotiated bilateral framework beyond the AGOA 2015. This would foster trade
and investment confidence necessary for sustainable development. It would also
allow pursuit of industrialization as envisaged in national and regional
industrialization strategies.
Finally, a continental approach to international trade and development is the
optimal platform to respond to growing marginalization of the continent. It
reduces the burdens and challenges associated with multiplicity of trade
arrangements. Kenya should therefore remain at the forefront in supporting
efforts towards realization of continental integration.
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1. Introduction
The world has been witnessing a continued moderation in terms of trade
restrictions. Between mid-October 2016 and mid-May 2017 the World Trade
Organisation (WTO) members have recorded the lowest monthly average of new
trade restrictions since the financial crisis of 2008.1) During this period, WTO
members have implemented 74 new trade-restrictive measures, including new or
increased tariffs, customs regulations and quantitative restrictions, amounting to
almost 11 new measures per month. Trade restrictive measures (TRM) among
the WTO member countries have declined from a peak of 22 per month in 2011
to 12 in 2016 (Figure 1). This represents a significant fall and marks the lowest
monthly average in the post-2008 period. At the same time, developed
Figure 1. Trends in Trade Restrictive Measures (Average per Month)
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Source: WTO Secretariat.

1) According to the WTO Director-General’s mid-year report on trade-related developments
presented to members on 24 July 2017 (WTO 2017).
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economies have introduced new protectionist trade measures at the fastest pace
since the 2008 financial crisis.2)
While TRMs have been falling across countries, sluggish growth in the global
economy has slowed down the global trade.3) The WTO commented: “The
erection of trade barriers have been contributing to the wiping out of more than
half of global trade.”4) A host of literature captures the reasons for the lackluster
performance of trade and output growth in 2016, which are multi-faceted,
including cyclical and structural factors.5)
India’s exports of goods and services have decelerated in recent years amidst
global slowdown. Shares of both export and import of goods and services in the
country’s GDP have been declining since 2013 (Table 1). With fluctuating
growth in trade in goods and services, India’s exports of goods and services has
declined from US$ 472 billion in 2013 to US$ 434 billion in 2016, and imports
from US$ 571 billion in 2012 to US$ 467 billion. As a result, India has been
witnessing falling shares in both world exports and imports; India’s share in
world trade has declined from 5.5 percent in 2012 to 4.4 percent in 2016.

2) This has been indicated in the WTO in a report in July 2016, that developed countries have
introduced several new TRMs between mid-October 2015 and mid-May 2016 (refer, WTO 2016).
3) World merchandise trade growth in 2016 was the lowest since the global financial crisis, just 1.3
percent in volume terms as measured by the average of exports and imports. WTO (2016)
indicates: “Sluggish trade volume growth in 2016 was accompanied by world real GDP growth of
2.3 percent at market exchange rates, down from 2.6 percent in the previous year and below the
2.8 percent average since 1980.”
4) Refer, WTO (2016)
5) Refer, for example, WTO (2017).
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Table 1. Trends in India’s Trade
Exports

Imports

Exports of
Share Annual Imports of
Share Annual
Year goods and Share in world growth goods and Share in world growth
in GDP
in GDP
services
exports rate
services
imports rate
(%)
(%)
(US$ billion)
(%)
(%)
(US$ billion)
(%)
(%)

1991

22.875

8.6

0.5

2001

60.782

12.7

0.8

2011

447.384

24.5

2.1

2012

448.401

24.5

2.2

2013

472.180

25.4

2014

468.331

2015
2016

9.7

22.887

8.6

0.5

0.0

4.3

65.065

13.6

1.0

2.9

15.6

566.667

31.1

2.8

21.1

6.8

571.307

31.3

2.9

6.0

2.3

7.8

527.555

28.4

2.6

-8.1

23.0

2.3

1.8

529.240

26.0

2.5

0.9

421.152

19.9

2.1

-5.3

469.967

22.3

2.3

-5.9

434.064

19.2

2.1

4.5

467.066

20.6

2.3

2.3

Source: Calculated by authors based on WDI, the World Bank.

There are three proximate explanations for the slowdown of India’s trade and
rising volatility.
First, while deceleration of global trade and a shift in importing patterns of
global economies have caused slower growth rate in exports, simultaneous rise in
trade restrictiveness across countries have also slowed down the growth of Indian
exports (Rajan 2016). This was not limited to India, as trade growth had also
weakened among the majority of 174 countries (IMF 2016).
Second, while deceleration of global trade could be a proximate reason for
such slowdown, at the same time, India faces significant non-tariff barriers that
also limit its trade with the world. Most of the trade agreements that India has
signed offer only partial access to markets limited to specific goods (Prasad et al.
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2017). The latest trade restricting actions documented by the WTO include
introduction of checks at the border, export restrictions on various products, the
introduction of new quotas and tariffs, and anti-dumping measures, among
others. India, in particular, has been facing strong protectionist attitudes from the
United States in the IT services.
Third, sources of trade contractions also came from within the country.6)
India’s exporters found it difficult to cope with the rising challenges in the
aftermath of demonetization of currency and recent introduction of Goods and
Services Tax (GST). Regarding trade facilitation, while the documents and
procedures related to exports have decreased from around 129 pages in 2012 to
around 100-108 pages in 2016, further streamlining is needed to reduce the
number to the barest minimum (Prasad et al. 2017).
In view of the above, this paper analyses the intensity of trade barriers that
India has been facing in the global market and vice versa. Based on the CGE
analysis, we aim to answer what are the economic implications if India’s trading
partners eliminate import tariffs and non-tariff measures (NTMs) while
importing from India, and India also improves trade facilitation? Rest of the
paper is organized as follows. Section 2 presents stylized information on trade
policy instruments and effects of trade protection. Section 3 analyses intensity of
trade restrictions faced by India in recent years and vice versa. Section 4 presents

6) For example, as industrial countries become more competitive, and as China moves up the value
chain, more of the inputs going into final products are being sourced from inside a country than
from outside (Rajan 2016). Also refer, Singh (2017).
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CGE results, whereas the policy implications are drawn in Section 5, followed by
concluding remarks in Section 6.

2. Understanding the Effects of Trade Protection
Any sort of trade protection such as tariff and/or non-tariff (e.g. NTBs,
transport charges, etc.) raises the price in the home market while lowering the
price in foreign markets. Ultimately, the volume traded declines. Figure 1
illustrates the effects of a specific protection (e.g. tariff) of US$ t per unit of
commodity A (in small economy). In the absence of a tariff, the price of
commodity A would be equalized at Pw, in both Home and Foreign as seen at
point 1 in the middle panel (world market). The protection here drives a wedge
between the prices in the two markets. Tariff raises the price in Home to PT and
lowers the price in Foreign to P*T = PT – t. In Home, producers supply more at the
higher price, while consumers demand less, so that fewer imports are demanded
(as one can see in the move from point 1 to point 2 on MD curve). In Foreign,
lower price leads to reduced supply and increased demand, and thus a smaller
export supply (as seen in the move from point 1 to point 3 on XS curve).
Therefore, the volume of commodity A traded declines from Qw, the free trade
volume, to QT, volume with a tariff. At the trade volume QT, Home import
demand equals Foreign export supply when PT – P*T = t.
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The increase in the price in Home, from Pw to PT, is less than the amount of the
tariff, because part of the tariff is reflected in a decline in Foreign’s export price
and thus is not passed on to Home consumers. This is the normal result of a tariff
and of any trade policy that limits imports. Size of this effect on the exporters’
price is often, in practice, very small. When a small country imposes a tariff, its
share of the world market for the goods it imports is usually minor to begin with,
so that its import reduction has little effect on world export price.

Figure 2. Effects of Protection
Home market

World market

Foreign market
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Price, P

Price, P
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Table 2. Effects of Alternative Trade Policies

Producer
surplus
Consumer
surplus

Tariff

NTM*

Export
subsidy

Trade
transactions

Import
quota

Voluntary
export
restraint

Increases

Falls

Increases

Falls

Increases

Increases

Falls

Falls

Falls

Falls

Falls

Falls

Government
revenue

Increases

Falls

Falls
(government
spending
rises)

Overall
national
welfare

Ambiguous
(falls for
small
country)

Falls

Falls

No change
No change
(rents to
Falls
(rents to
license
foreigners)
holders)
Ambiguous Ambiguous
(falls for
(falls for
Falls
small
small
country)
country)

*Refers to SPS and TBT.
Source: Authors.

The effects of the major instruments of trade policy are summarized in Table 2.
Most of the trade policies hurt consumers, and overall national effect has been at
best ambiguous, or even hurt the national economy. It affects the country’s
productivity and growth. What follows is that countries need to lower trade
barriers to address the stalling productivity. An IMF study argues that the
elimination of remaining tariffs would result in productivity gains ranging from
0.2 percent in Japan to 5 percent in South Korea (IMF 2016). At the same time,
the recently ratified Trade Facilitation Agreement (TFA) of WTO is expected to
provide a needed boost to global growth by streamlining the trade regime,
reducing the costs and time involved, and improving transparency (WTO 2017).
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3. Trade Restrictions and India
As illustrated in the foregoing section, trade restrictions across countries had
increased to 22 TRMs per month in 2012, and then declined to 12 in 2016. These
trade restrictions are mostly NTMs in nature. Introduction of trade procedures at
the border such as port restrictions, inspections, compliance to new standards,
etc. have been witnessed. Here, we analyze how India has faced TRMs from
trade partners and introduced TRMs to protect the domestic market. For the sake
of analysis, we have taken three scenarios: (i) India (including all partners)
affected by NTMs from all partners, (ii) India (specifically) affected by NTMs
from all partners, and (iii) India imposed NTMs to all partners for two periods,
namely, 2005-2009 and 2010-2016. Data for NTMs were drawn from UNCTAD.
Table 3 presents NTMs, mainly SPS and TBT, on the above three scenarios. The
idea behind these measures is to ensure the quality of goods seeking access into
the market, but many countries use them as protectionist measures. Following
observations are worth noting:
Table 3. India and Trade Restrictions
Particulars

India (including all partners)
affected by NTMs from all partners
India (specifically) affected by
NTMs from all partners
India imposes NTMs to all partners

SPS

TBT

2005 to
2009

2010 to
2016

2005 to
2009

2010 to
2016

1454

2855

3888

4776

130

343

12

27

15

29

7

9

Source: Collected from UNCTAD (i-tip.unctad.org).

55 ∙

Studies in Comprehensive Regional Strategies Collected Papers (International Edition)

Table 4. India Facing Trade Restrictions, 2016
Member
maintaining

Member
concerned

Requirements

Phase

STC

Australia

India

SPS Specific Trade Concern

In force

3

Australia

India

SPS Specific Trade Concern

Initiation

3

Brazil

India

TBT Specific Trade Concern

In force

1

Brazil

India

TBT Specific Trade Concern

Initiation

1

China

India

SPS Specific Trade Concern

In force

3

China

India

SPS Specific Trade Concern

Initiation

3

EU

India

SPS Specific Trade Concern

In force

11

EU

India

SPS Specific Trade Concern

Initiation

11

EU

India

TBT Specific Trade Concern

In force

11

EU

India

TBT Specific Trade Concern

Initiation

11

France

India

TBT Specific Trade Concern

In force

1

France

India

TBT Specific Trade Concern

Initiation

1

Germany

India

SPS Specific Trade Concern

In force

1

Germany

India

SPS Specific Trade Concern

Initiation

1

Japan

India

SPS Specific Trade Concern

In force

5

Japan

India

SPS Specific Trade Concern

Initiation

5

Russia

India

SPS Specific Trade Concern

In force

2

Russia

India

SPS Specific Trade Concern

Initiation

2

Switzerland

India

SPS Specific Trade Concern

In force

1

Switzerland

India

SPS Specific Trade Concern

Initiation

1

Chinese Taipei

India

SPS Specific Trade Concern

In force

1

Chinese Taipei

India

SPS Specific Trade Concern

Initiation

1

USA

India

SPS Specific Trade Concern

In force

4

USA

India

SPS Specific Trade Concern

Initiation

4

USA

India

TBT Specific Trade Concern

In force

1

USA

India

TBT Specific Trade Concern

Initiation

1

Source: Collected from UNCTAD (i-tip.unctad.org).
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Table 5. India Imposing Trade Restrictions, 2016
Member
imposing

Partner affected

Requirements

Phase

No of
Products

India

All partners

Quantitative Restrictions

In force

59

India

All partners

Quantitative Restrictions

Initiation

59

India

All partners

Safeguards

In force

21

India

All partners

Safeguards

Initiation

42

India

All partners

SPS

In force

28

India

All partners

SPS

Initiation

162

India

All partners

State Trading Enterprises

In force

9

India

All partners

State Trading Enterprises

Initiation

9

India

All partners

Tariff-rate quotas

In force

3

India

All partners

Tariff-rate quotas

Initiation

3

India

All partners

TBT

In force

1

India

All partners

TBT

Initiation

101

India

Bilateral

Anti dumping

In force

548

India

Bilateral

Anti dumping

Initiation

730

India

Bilateral

Countervailing

In force

1

India

Bilateral

Countervailing

Initiation

3

India

Bilateral

SPS

In force

1

India

Bilateral

SPS

Initiation

1

Source: Collected from UNCTAD (i-tip.unctad.org).

First, there has been a more visible rise in NTMs, particularly, SPS and TBT
measures, in the first half of the ongoing decade than that of second half of last
decade at the multilateral level (read, under WTO).
Second, India has been facing specific SPS and TBT measures, mostly arising
at regional/subregional/bilateral level(s). Number of such barriers has increased
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in the period 2010-2016, compared to 2005-2009. In particular, number of SPS
measures was far higher than TBT measures. In terms of imposition of new
SPS/TBT measures, EU comes at the top, followed by Japan and USA (Table 4).
There are cases such as export tax imposed by Indonesia and Malaysia on raw
materials like palm oil, sharp increase in anti-dumping investigation on Indian
exports, particularly, steel and related products by EU and USA; new
certification norms by EU for supply of steel to the construction industry in EU
and increasing NTBs by many countries on India’s pharmaceutical exports. Box 1
presents recent AD initiation of the USA on imports of steel from India.
Third, India as an importer has imposed 9 TBT measures and 29 SPS measures
to all its trade partners during the period 2010-2016, which are higher than that of
the period 2005-2009. In particular, most of the trade restrictions arise from
anti-dumping duties, followed by SPS measures, quantitative restrictions and
safeguards, where some of the restrictions are imposed at the bilateral level and
some at multilateral level (Table 5). However, except QRs, there are lag between
initiation of restrictions and putting them in force. Anti-dumping and
countervailing measures are permitted by the WTO. India imposes these
measures from time-to-time to protect domestic manufacturers from dumping.
Apparently, India seems to have aggressively increased its application of the
anti-dumping law in recent years.
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Box 1. US to Launch Anti-dumping Probe against Steel Flanges from India7)

The Trump administration has said it will initiate new anti-dumping and countervailing
duty probe to determine whether imports of stainless steel flanges from India and China
are being dumped in the US. These investigations were initiated based on petitions filed
by the Coalition of American Flange Producers and its individual members - Core Pipe
Products and Maass Flange Corporation on August 16, according to the commerce
department. The estimated dumping margins alleged by the petitioners range from
99.23 to 257.11 percent and 78.49 percent to 145.25 percent for China and India,
respectively. In 2016, imports of stainless steel flanges from China and India were
valued at an estimated US$ 16.3 million and US$ 32.1 million, respectively. From
January 20, 2017, through September 6, 2017, the department has initiated 62
anti-dumping and countervailing duty investigations - a 41 percent increase over the
previous year. It currently maintains 407 anti-dumping and countervailing duty orders
which provide relief to American companies and industries impacted by unfair trade.
Source: Extracted from Hindustan Times, New Delhi, 7 September 2017.

Therefore, there has been an explicit rise in trade restrictions in recent years,
which has affected India’s exports. Indian exports do face trade restrictions in
major export markets especially the US, EU, Japan and other developed
countries, which significantly hinder India’s exports to these markets.

7) Refer, http://www.hindustantimes.com/world-news/us-to-launch-anti-dumping-probe-against-steelflanges-from-india-china/story-PPZdkdJam5gkPc971nSEvM.html.
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4. Economic Impacts of Trade Restrictions:
A CGE Analysis
The main objective of this section is to investigate the potential economic
impacts on Indian economy if its trading partners eliminate their import tariffs
and non-tariff measures (elimination of exports subsidy to India) while importing
from India.

4.1 Methodology
The most common modeling technique for estimating economic impacts of
trade barriers and their economy-wide effects involves the CGE modeling
framework of the Global Trade Analysis Project (GTAP). The general
equilibrium model is thoroughly documented in Hertel (1997) and in the GTAP
database documentation.
The basic structure of the GTAP database includes industrial sectors,
households, governments, and global sectors across countries. Countries and
regions in the world economy are linked together through trade. Prices and
quantities are simultaneously determined in both factor markets and commodity
markets. The main factors of production are skilled and unskilled labour, capital,
natural resources and land.
We assume producers operate under constant returns to scale, where the
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technology is described by the Leontief and CES functions. Two broad
categories of inputs are identified: intermediate inputs and primary factors of
productions. In the model, firms minimize costs of inputs given their level of
output and fixed technology. First, producers use composite units of intermediate
inputs and primary factors in fixed proportions while following a Leontief
production function. At the second level of the production nest, intermediate
input composites are obtained combining imported bundles and domestic goods
of the same input-output group.
Trade policy including tariffs and non-tariffs can affect the price of traded
goods relative to domestically produced goods. As a result, a key relationship for
model analysis is the degree of substitution between imported and domestic
goods. This key relationship is commonly identified as the Armington elasticity.8)
It is assumed that domestically produced goods and imports are imperfectly
substituted.
Households’ behaviour in the model is determined from an aggregate utility
function. The aggregate utility is modelled using a Cobb-Douglas utility function
with constant expenditure shares. This utility function includes private
consumption, government consumption and savings. Current government
expenditure goes into the regional household utility function as a proxy for
government provision of public goods and services. Private households’
consumption is explained by a constant difference elasticity expenditure
8) The constant elasticity of substitution (CES) specification for the trade substitution elasticity is
derived from Armington (1969).
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function.
Domestic support, tariff and NTMs are modelled as ad valorem equivalents.
These policies have a direct impact on the production and consumption sectors in
the model. The simulation represents what the economy would look like if the
policy change or shock had occurred. The difference in the values of the
endogenous variables in the baseline and the simulation represents the effect of
the policy change.

4.2 The GTAP Model for Macroeconomic Analysis9)
India’s major trade partners are the EU, USA, China, Japan, Korea, etc. Table
6 shows sectoral bilateral tariff structure among these regions/countries. We use
the Version 9 of the GTAP database. Data on regions and commodities are also
aggregated to meet the objectives of this study. The Version 9 of the GTAP
database covers 57 commodities, 140 regions/countries and 8 factors of
production. For the sake of convenience, the 140 regions have been aggregated
into 10 regions whereas the 57 commodities have been aggregated into 10 as
shown in Appendix 5. This study has simulated two scenarios: (i) all bilateral
tariff eliminations by all Indian partners; and (ii) improvement of trade
facilitation by 25 percent by India. Here, iceberg trade costs “ams” and
import-augmenting “technical change” variables have been used to represent

9) Refer, Hertel (1997) for a full introduction to the database, https://www.gtap.agecon.purdue.edu.
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trade facilitation. The parameter “ams (i,r,s)” has been introduced to handle
bilateral services liberalization as well as other efficiency-enhancing measures
that serve to reduce the effective price of goods and services imports. The
introduction of this variable facilitates simulation of efficiency improvements
such as customs automization or e-commerce. When ams (i,r,s) is shocked by 25
percent, 25 percent more products become available to domestic consumers,
given the same level of exports from the source country. In order to ensure that
producers still receive the same revenue on their sales, effective import prices
(pms) fall by 25 percent.

Table 6. India Facing Bilateral Import Tariffs (%)
RTMS
(Products)

GrainsCrops
MeatLstk
Extraction
ProcFood
TextWapp
LightMnfc
HeavyMnfc
Util_Cons
TransComm
OthServices

EU Ocenia Japan Korea

5
2.7
0.2
8.1
7.9
1.3
0.2
0
0
0

0.2
0.4
0.3
2.9
9.4
4.1
2.7
0
0
0

5.1
0.9
0.1
2.5
5.4
0.7
0.4
0
0
0

288.5
2.8
0.2
11.1
7.8
4
4.6
0
0
0

Rest of
Rest of
Rest of
East China
South USA MENA
SE Asia
Asia
Asia

2.1
0.6
0.8
5.7
3.3
0.2
1.3
0
0
0

0.2
11.5
0.1
3.3
5.1
4
4.4
0
0
0

8.6
9.2
2.8
5.8
9.2
4.5
3.1
0
0
0

7.9
5.6
9.2
12.9
8.8
13.8
10
0.8
0
0

1.2
0.6
0
2.2
9.1
0.3
0.5
0
0
0

10.1
7
6.8
12
12.7
16.3
7.5
0
0
0

Note: Average tariff for the period 2011-2013.
Source: Author's calculation based on GTAP version 9.
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4.3 Analysis of the Simulation Results: Welfare and Macroeconomic
Effects
The welfare and other macroeconomic effects of the simulations for India are
presented in Table 7. The results show that if India’s trade partners remove their
tariffs, India is expected to experience huge gains in welfare, real GDP and
exports. The welfare gain will be about US$ 15.4 billion. The real GDP could rise
by 0.39 percent, which amounts to US$ 5.45 billion. Indian exports may increase
tremendously, by 3.4 percent and US$ 8.5 billion; at the same time, imports could
be increased by 6.6 percent or about US$19.2 billion.

Table 7. Macroeconomic Impact of Tariff Eliminations
Welfare Effect
(US$ billion)

15.4

Change in Real GDP
(%)

Value
(US$ billon)

0.39

4.9

Change in Exports

Change in Imports

(%)

Value
(US$ billion)

(%)

Value
(US$ billion)

3.42

8.0

6.6

19.2

Source: Authors simulation from GTAP version 9.

At the product level, India’s exports will likely go up in cases of grains and
crops, processed food, textile and clothing, and light and heavy manufactured
goods. Exports of textile and clothing could become the highest gainer,
increasing to around US$ 8.8 billion. Agricultural exports (Crops and Grains)
could also increase tremendously. The export of heavy manufacturing sector
could be another major gainer, which could increase by 7.4 percent.
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Table 8. Impact of Tariff Eliminations on Sectoral Exports of India
Export Items

Change (%)

Change (US$ million)

GrainsCrops
MeatLstk
Extraction
ProcFood
TextWapp
LightMnfc
HeavyMnfc
Util_Cons
TransComm
OthServices

39.12
1.97
-6.19
15.16
39.21
2.28
7.47
-16.3
-10.93
-15.64

3089.97
25.09
-663.49
1021.08
8842.29
722.81
5589.65
-133.03
-2703.64
-7890.06

Source: Authors simulation from GTAP version 9.

Some of the trade costs (e.g. the costs of customs clearance) are not explicitly
covered in the GTAP database. How do we then introduce these non-tariff shocks
and analyze their likely impact on trade flows? The approach we have taken is to
introduce the notion of an “effective price” of commodity i, imported from
country r at domestic prices in destination markets s. The technical coefficient
“import augmenting technical change (ams) is unobserved, and equal to one in
initial equilibrium. Changes in its value capture the impact of trade facilitation
measures on the price of imports from a particular exporter. Thus, an increase in
“ams” ensures a fall in the effective domestic price of good i exported from
country r to country s.
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Table 9. Macro-economic Impact if Trade Facilitation Improved by 25 Percent
Welfare Effect
(EV) (US$
billion)

77.6

Change in Real GDP
(qgdp)
Value
(%)
(US$ billon)

2.2

24.8

Change in Exports

Change in Imports

(%)

Value
(US$ billion)

(%)

Value
(US$ billion)

19.22

44.5

39.1

113.4

Source: Authors simulation from GTAP version 9.

The results presented in Table 9 indicate that India would gain enormously if
the country reduces trade costs by 25 percent. Economic welfare could be
increased by US$ 77.6 billion and real GDP by 2.2 percent. Indian exports and
imports may increase by 19.2 percent and 39.1 percent, respectively. One
interesting finding emerges. South Asian welfare and GDP would also be
increased due to enhanced trade facilitation by India, which would help South
Asian trade overall.
The outcomes from trade facilitation, customs automation, transparency,
customs efficiency, etc. have multidimensional effects. First, this is nondiscriminatory and benefits all trading partners. Second, unlike tariff cuts which
lead to lost revenue, trade facilitation and all other services save time, and hence
lowers the effective price of the products. There is no lost revenue-apart from the
cost of implementation. Transparency and reduction of other NTMs are critical,
in that business people can assess clearly what their opportunities are. An
unforeseen blockage to trade can lead to delay and even the loss of a transaction.
But the bigger danger is that because they cannot be sure that no such blockages
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will arise, business people just forego some opportunities altogether. This
counterfactual effect can be much larger than the direct effect.

5. Dealing the Trade Barriers: Some Thoughts
With the rise in trade protections, removal of such barriers through trade
negotiation becomes almost mandatory. Trade negotiation among the countries
is an important tool in reducing trade barriers. Imagine there are two countries
and two non-residual industries. We suppose that under free trade each country
would be an importer, and that each has a politically optimal tariff and NTB that
one has to pay and comply with. Let T1 and T2 be tariff and NTBs imposed by the
first and second countries, respectively. Ti = ti+NTBi, where i represents country.
Figure 3 illustrates trade protection bargaining.
Here, T*1 and T*2 are the individual optima. The individual contour line
reflects the fact that an increase in either country’s trade barriers (T) hurts the
other country’s objective function, both by reducing welfare and additionally, by
hurting exporting producers. Now, if the two countries set barriers noncooperatively, the outcome will be at point N. But, as is evident from Figure 3,
both countries prefer points to the southwest. This is because countries are
concerned, to some extent, about national welfare, and also they want to provide
benefits to domestic producers.
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Figure 3. Trade Protection Bargaining
T2

T*2

N

B
Contract curve
T*1

T1

Source: Adapted from Krugman (1994).

Therefore, movement from Point N to Point B raises trade efficiency. An
efficient bargain B will lie somewhat on the contract curve between the two
countries, and will involve a reduction in both trade barriers from the
non-cooperative outcome. However, trade bargaining in this description is
characterized by a ‘prisoner’s dilemma’. This dilemma arises in part from the
terms of trade effect on conventional optimal tariff analysis, but also from the
effect of each country’s trade restriction measures on the other country’s
producer interests. Therefore, countries have to reduce both tariff as well as
NTBs to provide further boost to the global trade.
Since tariff is no more the prime trade barrier, the major concern today is how
to revive India’s export growth in the wake of slow growth in the rest of the world
and rising NTMs. A major strategy and series of policy reforms should be
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initiated at the global level (recalling the findings in Figure 2) as well as the
national level. India may design appropriate strategy(ies) to take results forward.
First, NTMs, particularly TBT and SPS, across the countries under WTO
should be streamlined. Countries must consider imposing new NTMs. WTO may
be specially requested to come out with an action plan for countries to follow.
Implementation of WTO TFA would help generate further momentum for global
trade. Integration with global value chains (or regional value chains) would help
facilitate trade while reducing trade barriers through consensus.
Second, India has undertaken a series of steps to reform trade policy in the past
and a more outward oriented regime has been put in place in the country.
However, India has to initiate fresh policy measures. The new measures should
look at alternate export markets for India either through diversification of exports
or through export sophistication. The later approach primarily means moving up
in the trade value chain. At the same time, India has to raise the comfort level of
exporters in the post-GST phase through streamlining export promotion
schemes. Implementation of GST has generated many hurdles to exporters and
importers in the country. At the macro level, India has to invest more in
improving trade logistics, digital infrastructure; simplification of trade
procedures and compliance to standards; trade facilitation and connectivity, and
faster settlements of trade disputes, to mention a few. Indian exporters face
multiple compliance requirements before and/or after exports. Special emphasis
should be given to revitalize the export promotion schemes, particularly in view
of GST.
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6. Concluding Remarks
The world has been witnessing a continued moderation in trade restrictions in
recent months. At the same time, developed economies have introduced new
protectionist trade measures at the fastest pace seen since the 2008 financial
crisis. While TRMs have been falling across countries, slow growth in the global
economy has led to slowdown in the global trade.
India’s exports of goods and services have decelerated in recent years amidst
global slowdown. Shares of both export and import of goods and services in the
country’s GDP have been declining since 2013. India faces significant non-tariff
barriers that limit its trade with the world. Most of India’s FTAs offer only partial
access to markets limited to specific goods.
Any sort of trade protection such as tariff and/or non-tariff (e.g. NTBs,
transport charges, etc.) raises the price in the home market while lowering the
price in foreign markets. Countries need to lower trade barriers to address stalling
productivity and job creation.
There has been an explicit rise in trade restrictions in recent years, which has
affected India’s exports. India has been facing specific SPS and TBT measures,
mostly arising at regional/subregional/bilateral level(s). Number of such barriers
has increased in the first half of the ongoing decade. In terms of imposition of
new SPS/TBT measures, EU comes at the top, followed by Japan and USA.
India as an importer has also imposed trade restriction measures in recent
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years. Most of India’s trade restrictions arise from anti-dumping duties, followed
by SPS measures, quantitative restrictions and safeguards, where some of the
restrictions are imposed at the bilateral level and some at multilateral level.
However, except QRs, there is a lag between initiation of restrictions and having
them go into force.
The CGE simulations show that removal of trade barriers in the form of tariff
and NTMs would generate welfare gains and increase real GDP and exports. The
same trend may likely to continue also at the product level. However, gaining
welfare in optimum scale would depend on how and in which way countries
negotiate to eliminate the trade barriers.
The major concern today is how to revive India’s export growth and generate
jobs in the wake of slow growth of trade in the world along with rising trade
protections. India may consider a two-pronged strategy to deal with some of the
challenges imposed by trade restrictions. Fresh policy reforms should be initiated
at the global as well as bilateral levels. The initiatives would need to be
undertaken to simplify trade procedures, harmonize standards, raise transparency
and reduce arbitrariness in an integrated and coordinated manner. At the national
level, India need to continue with trade policy reforms to improve competitiveness,
thereby bringing back the confidence of exporters and importers in the economy.
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Appendix 1
Trends in Applied Tariff
Year

1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013

Tariff rate, applied, simple mean, all products (%)
India
World

28.9
32.47
32.32
31.03
28.18
25.37
28.39
16.05
13.71
14.09
9.44
9.74
8.31
9.91
10.12
10.1

9.74
10.79
10.51
10.19
10.13
9.68
9.37
8.27
8.27
8.01
7.34
7.05
7.13
6.9
6.18
6.8

Source: WTO.
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Appendix 2
India Facing NTMs
Group

Country

Africa

Benin
Burkina Faso
Cabo Verde
Côte d'Ivoire
Ethiopia
Ghana
Guinea
Liberia
Mali
Niger
Nigeria
Senegal
The Gambia
Togo

Africa Total
Asia
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Afghanistan
Australia
Brunei Darussalam
Cambodia
China
Hong Kong, China
Indonesia
Japan
Lao PDR
Malaysia
Nepal
New Zealand
Pakistan
Papua New Guinea
Philippines
Singapore
Sri Lanka

2005 to 2009
SPS
TBT

13
7
17
2
6
1
8
2
50
19
2
4
131
1
4
2
15
13
42
5
14
15
25
82
30
101
23
19
4

17
2
21
1
7
12
4
6
14
4
19
1
4
12
124
18
456
30
21
51
20
86
35
17
14
3
1152
40
18
71
75
12

2010 to 2016
SPS
TBT

3
2
5
2
95
14
1
8
7
2
1
1
74
215
1
15
5
35
5
78
179
21
3
64
88
265
2
27
21
15

11
4
2
214
22
9
14
15
7
19
3
35
15
370
7
509
18
29
8
13
195
520
48
18
17
88
125
27
112
46
5
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Appendix 2. Continued
Group

Country

Thailand
Viet Nam
Asia Total
Commonwealth of
Independent States (CIS)

Europe Total
LDCs

LDC Total
North America

North America Total
South and Central America
and the Caribbean

2010 to 2016
SPS
TBT

34
9
438

108
29
2256

118
122
1064

121
112
2018

3

23

14

1
3
4
85
1
86
1
13
7
15
17
2
6
14
1
8

14
7
24
222
14
236
18
17
2
21
21
7
4
17
6
14

131
5
159
15
131
146
1
3
2

25
2
19
2
4
136
1
25
181
207

3
4
1
4
12
151
74
41
300
415

372
1
40
390
431

300
11
325
89
300
389
7
11
4
29
2
214
9
48
14
15
17
88
7
3
35
15
518
66
127
458
651

57

58

69

53

Kazakhstan
Russian Federation
Tajikistan

CIS Total
Europe

2005 to 2009
SPS
TBT

European Union
Russian Federation
Afghanistan
Benin
Burkina Faso
Cambodia
Cabo Verde
Ethiopia
Guinea
Lao PDR
Liberia
Mali
Myanmar
Nepal
Niger
Senegal
The Gambia
Togo
Canada
Mexico
USA
Argentina

5
95
1
21
8
7
64
88
2
1
74
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Appendix 2. Continued
Group

Country

Bolivia
Brazil
Chile
Colombia
Costa Rica
Cuba
Ecuador
El Salvador
Guatemala
Honduras
Nicaragua
Panama
Paraguay
Peru
Uruguay
Venezuela
South and Central America
and the Caribbean Total
Grand Total
Source: WTO.
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2005 to 2009
SPS
TBT

6
81
61
40
13
2
39

2010 to 2016
SPS
TBT

4
62
107
50
166

7
20
54
143
3
48
8
10

3
238
46
85
12
10
78
87
12
2
97
18
21
33
42
15

48
9
18
33
67
182
9
97
70
8

5
217
76
93
50
2
423
32
45
22
132
60
19
13
78
28

592

857

999

1348

1454

3888

2855

4776
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Appendix 3
India Facing NTMs at Bilateral Level
Group

Country

Africa

Guinea
Senegal

Africa Total
Asia

Indonesia
China
Japan
Malaysia
New Zealand
Papua New Guinea
Philippines
Thailand
Viet Nam

Asia Total
Commonwealth of
Independent States (CIS)
Total
Europe Total
Least-developed countries
Total

2005 to 2009
SPS
TBT

2010 to 2016
SPS
TBT

3
1
4
1
1
1
5
9
1

18

1
3

3
7

9

7

53

3

22

4

1
2
2

88

15

15

8

15

8

157

2

4

North America

United States of
America

15

South and Central America
and the Caribbean

Brazil

18

9

Chile
Ecuador
Panama
Peru

8
10
43
14

11
8

93

83

2

343

27

South and Central America
and the Caribbean Total
Grand Total

130

5

2

12

Source: WTO.
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Appendix 4
Anti Dumping Duty Imposed by Trade Partners
Year

1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016*

AD Initiations by
Exporter
India
World

3
11
8
13
13
10
12
16
14
8
14
6
4
6
7
4
7
10
11
15
13
3

Source: WTO.
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157
226
246
264
359
296
372
311
234
221
199
203
165
218
217
173
165
208
287
236
230
145

AD Initiations by
AD Measures by AD Measures by
Reporting Member
Exporter
Reporting Member
India
World
India
World
India
World

6
21
13
28
64
41
79
81
46
21
28
31
47
55
31
41
19
21
29
38
30
48

157
226
246
264
359
296
372
311
234
221
199
203
165
218
217
173
165
208
287
236
230
145

4
1
5
7
9
7
6
6
7
10
2
12
3
6
4
2
3
3
6
6
7
3

120
92
127
185
190
238
169
218
223
154
138
142
106
143
143
134
99
120
161
157
181
76

7
2
8
22
23
55
38
64
52
29
18
16
24
31
30
32
26
30
12
15
38
27

120
92
127
185
190
238
169
218
223
154
138
142
106
143
143
134
99
120
161
157
181
76
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Appendix 5
Table (a): Regional and Commodity Aggregation of GTAP Database
No.

New Code

Region Description

Comprising old regions

1

Oceania

Australia, New Zealand

aus nzl xoc

2

EastAsia

East Asia

hkg mng twn xea

3

China

chn

4

Japan

jpn

5

Korea

kor

6

SEAsia

Southeast Asia

khm idn lao mys phl sgp tha vnm xse

7

SouthAsia

South Asia

bgd npl pak lka xsa

8

India

9

NAmerica

10

USA

11

LatinAmer

Latin America

arg bol bra chl col ecu pry per ury ven xsm
cri gtm hnd nic pan slv xca xcb

12

EU_25

European Union 25

aut bel cyp cze dnk est fin fra deu grc hun irl ita
lva ltu lux mlt nld pol prt svk svn esp swe gbr

13

MENA

Middle East and North
Africa

xws egy mar tun xnf

14

SSA

Sub-Saharan Africa

ben bfa cmr civ gha gin nga sen tgo xwf xcf
xac eth ken mdg mwi mus moz rwa tza uga
zmb zwe xec bwa nam zaf xsc

15

Rest of World

Rest of World

che nor xef alb bgr blr hrv rou rus ukr xee
xer kaz kgz xsu arm aze geo bhr irn isr kwt
omn qat sau tur are xtw

ind
North America

can mex xna
usa

Source: Authors simulation from GTAP version 9.
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Table (b). Description of Sectoral Aggregation
No.

New Code

Sector Description

Comprising old sectors

1

GrainsCrops

Grains and Crops

pdr wht gro v_f osd c_b pfb ocr pcr

2

MeatLstk

Livestock and Meat Products

ctl oap rmk wol cmt omt

3

Extraction

Mining and Extraction

frs fsh coa oil gas omn

4

ProcFood

Processed Food

vol mil sgr ofd b_t

5

TextWapp

Textiles and Clothing

tex wap

6

LightMnfc

Light Manufacturing

lea lum ppp fmp mvh otn omf

7

HeavyMnfc

Heavy Manufacturing

p_c crp nmm i_s nfm ele ome

8

Util_Cons

Utilities and Construction

ely gdt wtr cns

9

TransComm

Transport and Communication

trd otp wtp atp cmn

10

OthServices

Other Services

ofi isr obs ros osg dwe

Source: Authors simulation from GTAP version 9.
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Mexico’s Proposal to Rising Protectionism:
Assessing the Scope of an Industrial Policy in
Facilitating Trade Diversification
10)
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1. Setting the Stage
Free trade is an important source of economic growth through the development
of regional value chains within North America. While the North American Free

* The views and opinions expressed in this article are those of the author and do not necessarily
reflect the official position of the author’s institution of affiliation.
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Trade Agreement (NAFTA) is undoubtedly an important institutional milestone,
its member countries can further benefit while improving the economic
integration with the development of infrastructure; customs and regulatory
collaboration; and the liberalization of strategic provisions. In addition, the
Transpacific Partnership (TPP) is being envisaged in support of this integration
process on a normative multilateral basis and also by linking existing free trade
agreements among the party countries (Dadush and Leycegui 2016).
However, the approval of TPP is an incomplete process and there is no
decisive evidence to indicate that it will be conceded or denied in the future. In
contrast, the North American trade establishment is still in place and so is the
policies designed to encourage growth and prosperity in the benefit of its citizens.
However, it has to be acknowledged that there is a trend towards rising income
inequality not only in North America but also in other parts of the World. This
latter process corresponds to a long-term deterioration of the income distribution
of many countries, strengthening in the late Twentieth century (Piketty 2014, p.
28 and p. 29). Though trade and capital liberalization cannot be blamed as the
central drivers of the observed raise in income inequality, this reversing process
has nurtured a growing skepticism toward the benefits of conventional trade and
integration policies.
Mexico, which is a NAFTA member and a potential adherent of the TPP
proposal, has gradually gone through a process of trade diversification within and
beyond NAFTA. This process is largely the result of opportunities enabled by a
network of twelve free trade agreements established between Mexico and
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forty-six countries. A trade opening index for Mexico shows a rise in total trade
as a percentage of GDP from 26.6% in 1994 (the year in which NAFTA went into
effect) to 72.8% by the end of 2016.1)
Further progress of trade integration requires a comprehensive industrial
policy able to speed up the accumulation of technological capabilities in industry,
which would serve as a basic condition for the successful promotion of free trade.
More importantly, policies encouraging trade integration and diversification
must also create the capabilities to deliver competitive jobs in the region. Only
concerted action and consensus on the common benefits of trade and economic
integration, therefore, can offer logical response that would overcome the rising
attitudes in support of economic protectionism. Nonetheless, trade diversification
policies and the competitiveness of a nation will remain a hollow myth, if
resolute industrial policies are absent.
Generally, industrial policy and trade diversification are two separate areas of
research which are normally addressed individually, with no explicit connection
in the literature. This is not a coincidence in view of industrial policies
traditionally thought of as a group of measures oriented to protect the
development of nascent domestic industries, by means of tariff rates, domestic
content requirements, trade quotas, and foreign investment restraints. It is only in
a context of trade liberalization and globalization that industrial policies are
conceived in a different manner; that is, they represent policy tools to strengthen
1) Author’s estimations based on data from the Mexico’s National Institute of Statistics and
Geography (INEGI) and the International Monetary Fund (IMF).
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the technological capabilities to successfully participate in global markets.
In this new context, the literature on recent industrial policy only offers hints,
in a theoretical manner, towards understanding the connection between industrial
policies and the process of trade diversification. General assertions on the
breadth of industrial policies triggering diversification are offered in (Carrere et
al. 2011, p. 254, p. 273, p. 274; Rodrik 2004, pp. 6-7; Brenton and Newfarmer
2007, p. 3).
The main contribution of this paper would be to present a novel approach to
addressing this gap in research. First, it is argued from a conceptual standpoint
that the case of industrial policy measures are precedents to trade diversification.
Reaching different geographical markets or manufacturing and exporting new
products are unlikely to happen without the sufficient technological, innovation
and manufacturing capabilities (this outcome is the concern of industrial policy
in the conceptual setting of this paper). Second, to my knowledge, there is no
previous empirical work on the study of trade diversification across economic
regions and states. The ‘value added’ of this paper lies precisely within the
province of the empirical analysis of diversification, with the use of trade data for
each of the thirty-two States of Mexico (i.e. each State represents the unit of
analysis rather than the country). Thus, the approach in this paper provides a
granular characterization of the diversification process.
The research presented in this paper is concerned with the identification of the
conditions that underlay the process of Mexico´s trade diversification from the
perspective of production. Most of Mexico’s trade takes place with its main
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partners in North America (nearly 84% of its exports were directed to North
America whereas 64.5% of its imports came from this region in 2016).2) Also, the
amount of trade with Asia has increased from the beginning of the current
century, particularly with China, thus indicating geographical diversification in
terms of markets (i.e. only 2.4% of Mexico’s imports came from China in 2001,
which increased to 18% by the end of 2016).3)
The goal of this research is to offer a detailed understanding of the
interrelationship

between

Mexico’s

industrial

production

and

trade

diversification over the most recent decade (2004-2014). This endeavor is guided
by the following research inquiry: What is the scope of a dynamic industrial
policy conducive to a strategic diversification of trade in Mexico? The research is
based on an industrial sector approach with the use of recent methodological
advances and data on economic complexity at the country level, and also by using
each State of Mexico as the unit of analysis.
The paper is organized into the following five main sections. After this
introductory section, a literature review on the conditions accounting for trade
diversification is presented in section 2. The following section presents a case on
the advantages of a comprehensive industrial policy with the use of an industrial
value chain approach. This provides an analytical framework with which to
elaborate and propose a conjecture on the path of trade diversification as

2) Author’s estimations based on data from the International Trade Center (ITC).
3) Op. Cit.
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supported by the existing process of economic complexity within the industry
space. Section 4 presents a revision of the trends of global trade liberalization and
integration through the 1980’s and 1990’s, a process in which Mexico has
participated; this section also offers an overview of Mexico’s current situation
and its potential diversification. Section 5 presents an empirical model and the
results, assessing a group of industrial conditions supportive of trade
diversification. The conclusions are presented in Section 6.

2. Related Literature on the Process of Trade
Diversification
Empirical regularities are identified regarding the relationship between the
stages of development across countries, measured by per capita income levels,
and their concentration or otherwise diversification of exports (Carrere et al.
2011, p. 261; Cadot et al. 2011, p. 9, p. 14; Hesse 2007; Imbs and Wacziarg 2003;
apud Hesse 2007, p. 4). However, this strand of literature appears as fragmented,
suggesting a theoretical void on the drivers of trade diversification and the way
this process takes place (Agosin et al. 2012, p. 1; Hesse 2007, p. 2). In the realm
of policy making, there is not a single prescription that can successfully lead to
trade diversification given that the policy of interest is dependent on specific
contexts (Bonaglia and Fukasaku 2003, p. 20).
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This existing literature is quite informative on the factors underlying the
process of trade diversification. For instance, export diversification of small and
medium size enterprises in the manufacturing sector, acquisition of information
through trade fairs and missions, and the mix of foreign markets – both
industrialized and less developed countries – enable a process of export expansion
(Denis and Depelteau 1985, p. 84, p. 85, p. 86, p. 88). Export diversification
impacts favorably the pace of economic growth and offsets the effects of trade
shocks (Lederman and Maloney 2007, apud Hesse 2007, p. 1, p. 2, p. 4). In
opposition to this view, research on portfolio models contend that instability in
export flows is not necessarily averted by trade diversification policies (Love
1979).
Export market diversification under a voluntary export control can be
accomplished by exporting quantities of a corresponding product to markets
without export quotas. Export diversification under a voluntary export control is
said to be aided by the arrangement of a two-tier rationed allocation system on the
basis of export licensing, but also by successive voluntary export controls (Bark
and de Melo 1988, p. 342, p. 347).
Exporting dynamics and diversification of exporting industries are also
supported by the maturity of the financial sector and an adequate provision of
lending. The availability of quality information on the financial behavior of
borrowers and competition in the banking industry are crucial for increasing the
delivery of loans (Nakhoda 2013, p. 1, p. 3, p. 36). Conversely, other analyses
offer indication of a minimum role of financial development in the facilitation of
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export diversification (Agosin et al. 2012, pp. 2-3). Instead, skills accumulation
and educational training policies lead a more relevant impact on the
diversification of manufactured exports and complex services during shocks of
favorable terms of trade (Op. Cit; Edwards and Alves 2006, p. 494).
Related conditions for export diversification include the availability of
infrastructure and logistics leading to lower transaction costs (Op. Cit. 2006, p.
492). In opposition, remote (geographical) markets and trade liberalization are
found to favor export concentration rather than diversification (Agosin et al.
2012, pp. 18-19).
At the firm level, productivity appears to deteriorate during the early stages of
market diversification, but this trend is reversed after a threshold, positively
pairing off larger market diversification and productivity improvements through
cumulative experience and cost-saving decisions (Xuefeng and Yasar 2016, p. 5,
p. 7, p. 33). Productivity enhancement is determined by prominent availability of
export variety leading to a diversification process (Melitz 2003; apud Agosin et
al. 2012, p. 2). A reversed path of causality is also noted in the literature. That is,
productivity gains through the introduction of new products are assisted through
trade diversification (Brenton and Newfarmer 2007, p. 3).
The success of exporting firms largely depends on their knowledge concerning
foreign markets and the production processes. More importantly, knowledge of
foreign markets plays a key role in diversification. Market diversification of
firms entering export markets is enabled through a sequential hierarchy of the
most popular export destinations. Export firms gradually undergo trade
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diversification, and the process becomes feasible only after attaining some tenure
in export markets (Cebreros-Zurita 2016, p. 6, p. 21, p. 22). Only a handful of
Mexican entrant export firms could serve multiple markets simultaneously
within the same product categories (i.e. only 8% of Mexican firms starting
exports in 2001), (Op. Cit). In turn, diversification will be a rather difficult
process without the supporting institutions in place.
The United States was the most popular destination of a total of 61 thousand
exporting firms located in nine LATAM countries in 2011 (with 34,933 firms
exporting to the United States), followed by LATAM as the second export
destination (with 30,382 exporting firms), and the European Union (with 12,076
firms). Conversely, more distant markets in Asia had a relatively lower share of
exporting firms from LATAM (ECLAC 2015, p. 46).
The majority of exporting firms from LATAM are based in Mexico and Chile,
with 35,694 and 7,634 firms, respectively. When considering each country
separately, the United States stood out as the most popular export destination for
73% of Mexican firms whereas around 69% Chilean firms exported within
LATAM (Op. Cit., p. 46). These figures give some indication on market
proximity as a facilitator of trade. Likewise, production networks are also
developed by trademark manufacturers which predominantly operate on a
regional basis (Gereffi 1999, p. 39).
From an institutional perspective, transparency of rules (i.e. specification of
the governing trade rules; guidelines; duties; specification of national product
standards; licensing requirements; and so on) is an important component in the
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process leading to trade diversification. Trade extensive margins (i.e. the number
of products exported by destination and the number of export destinations served
by a product) are found to be positively affected by trade facilitation (Beverelli et
al. 2015, p. 1, p. 20).
Theoretical developments on the role of competition and the diversification of
procurement are offered in (Babich et al. 2007). Diversification of input sources
is an alternative for firms in view of the latent risks of disruption in the supply
chain (Op. Cit., p. 123). A retail firm looking to shelter supply sources faces a
dilemma wherein the advantages of diversifying its supply sources are surpassed
by the costs of higher equilibrium wholesale prices. This trade-off originates in a
framework of two contractors and a retailer, elicits high correlation in the
behavior of the contractors in choosing the price level. Additional suppliers may
strengthen competition which is likely to increase the gains from source
diversification and lower the risk of disruption in the supply chain (Op. Cit., pp.
142–143).

3. A Governing Mechanism of Global Value Chains
and Industry Upgrading
Industry strategies contribute to shaping the path of a nation’s development
and prosperity in as much as they are envisaged by industry leaders as a means of
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gaining a competitive edge. However, markets frequently do not allocate the
necessary resources for the development of strategic activities nor unleash their
productivity potential, providing a realm for policy interventions to expedite the
fulfillment of specific industrial and trade goals (Moreno-Brid 2013, p. 218, p.
219).
From the stance of governments, industrial policies consist of the directed use
of tools to achieve a change in the productive structure of an economy,
supporting specific activities within a range of industries (Moreno-Brid 2013, p.
227; Rodrik 2004, p. 3; Melo 2001, p. 3). The role of industrial policies is to
facilitate cooperation between governments and the private sector in the
identification of unrealized costs and opportunities as part of a process of
industrial development (Rodrik 2004, p. 3). Advancement of the integration of
firms into global value chains (Blyde 2014a, p. 14) also provide fertile ground for
collaboration between the private and public sectors. Nevertheless, there is a
fuzzy area, with regard to establishing collaborative partnerships concerning the
safeguard institutions to prevent rent seeking behavior or trade-off between
vested interests and higher economic performance.
Coordination activities among firms and governments while managing more
dynamic segments of the value chains can lead to further integration of industry
linkages and larger creation of wealth. In this regard, a commodity chain
approach consists of the whole set of stages encompassing the product concept,
manufacturing, marketing, distribution, and after-sale service of a product
(Gereffi et al. 2001, p. 2; Gereffi 1999, p. 38).
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This catching up process along an integrated value chain is commonly
regarded as industry upgrading which may consist of product, process,
intra-chain, and inter-chain upgrading (Gereffi et al. 2001, p. 5). Industrial
upgrading will also result in the establishment of more sophisticated backward
and forward industry linkages allowing, at their best, the participation of
suppliers that would operate only with a domestic perspective otherwise. Latin
America (LATAM) characterizes experiences of incomplete industrial upgrading
and economic convergence processes, featuring middle income trapped economies
(Gill and Kharas 2016, pp. 2-3; Loser and Kohli 2012; Cimoli et al. 2008a, pp.
11-12; Cimoli et al. 2008b, pp. 5-6; Garrett 2004, p. 91). This outcome is, to some
extent, related to institutional weaknesses, poor contract enforcement, and
inadequate protection of property rights (Blyde 2014b, p. 7). Mexico is an upper
middle-income economy with a per capita gross national income (GNI)
amounting to $ 9,710 current US dollars (USD) in 2015.4)
Fragmented global production can be understood in terms of its organizational
forms whether it relates to a buyer-driven or producer-driven commodity chain
(Gereffi 1999, p. 38, pp. 41-43). The first type commonly consists of labor
intense and consumption product industries wherein major wholesalers, branded
producers and merchandisers are catalysts in establishing networks of
decentralized production for exports located in developing economies.5) The

4) Estimations are based on the World Bank Atlas method.
5) Examples of the like consists of garments, footwear, toys, housewares, consumer electronics, and
a variety of handicrafts where contractors from developing nations produce the finished goods
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second consists of capital and technology intensive industries where production
networks are mostly organized by large, multinational firms (Op. Cit).6)
Some East Asian economies and Japan offer paradigmatic experiences in
industrial 'catch-up' as part of buyer driven chains; from the phase of imported
inputs for assembly processes to the incorporation of domestic value added in
goods for export markets (Kimura and Obashi 2011, p. 1, p. 2, p. 6; Kuchiki 2007,
pp. 40-41; Weiss 2005, p. 9, p. 14, p. 18; Gómez-Chiñas and Piñeiro-Santana
1996, pp. 1006-1007). Industrial development and changes in trade patterns can
be assessed as part of a commodity chain structure consisting of the processes in
which firms learn on foreign markets; become exporters; and create organizational
contexts for industrial upgrading (Gereffi 1999, p. 39).
A directed use of industrial policies and trade interventionist approaches as
documented in the early development of many industrialized economies (Chang
2002), supports the view that globalization through the establishment of trade
agreements is an insufficient development strategy. That is, development
strategies need to be complemented with the implementation of domestic
industrial policies (Rodrik 2017) if they are conducive to sustained economic
growth.
Within this approach, long term economic growth and the creation of wealth
are reliant on the composition of a nation’s output and exports (Moreno-Brid

according to the specifications of the foreign buyers.
6) For instance, automobiles, aircraft, computers, semiconductors, and heavy machinery.
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2013, p. 222, p. 227). Economies with a more diversified productive structure are
more likely to grow faster through a process of industrial development
(Moreno-Brid 2013, p. 227; Hausmann et al. 2006, p. 4, p. 16). The economic
complexity underlying the type of economic output is indicative of the embedded
knowledge; the capabilities displayed by individuals; and organizational
know-how for producing specific products for export markets (Hausmann et al.,
2013, pp. 15-17).
The complexity of an economy and its products consists of the combination of
diverse individuals’ knowledge and capabilities through the interaction of
markets and organizations (Hausman and Hidalgo 2011, p. 5; Hausmann and
Hidalgo 2010, p. 2, p. 5; Hidalgo et al. 2007, p. 4). Economic complexity will
generally allow for the production and exports of more sophisticated products.
Hence the composition of a country’s productive output provides an approximation
of its economic complexity and productive structure. Product and economic
diversification are more likely with larger accumulation of specific productive
knowledge for a range of activities (Hausmann et al. 2013, p. 46).
Supporters of industrial policy conceive it with the purpose of building
competitive edge in existing export industries rather than developing new
comparative advantages (Moreno-Brid 2013, p. 220). Other approaches point out
the relevance of deploying new activities and technologies as a basis of existing
industries (Rodridk 2004, p. 7). Export diversification is less likely to take place
without government intervention, given the existence of informational and
coordination externalities. Learning the economic cost structure or accessing

∙ 94

Mexico’s Proposal to Rising Protectionism: Assessing the Scope of an Industrial Policy
in Facilitating Trade Diversification

adequate information on profitable activities is an important condition for an
economy to diversify (Op. Cit., p. 8, p. 9).
Market proximity tends to facilitate trade across regional economies. If every
good is differentiated according to its origin, regional trade will concentrate
around a bilateral partner, given the barriers between a region and other trading
regions (Anderson and Van Wincoop 2003, p. 170, p. 176). However, assuming
every country imports all types of products and that these products are
manufactured in all countries is actually a weakness of the gravity models on
trade (Op. Cit., p. 174, p. 189). This methodological weakness is addressed with
the concept of economic complexity as discussed above; that is, countries differ
in knowledge embedded in goods and exports that are not generally present but
rather dispersed in some markets.
In the research presented in this paper, I consider this latter approach as an
alternative explanation needed to assess a group of basic conditions allowing for
the path of diversification. In so doing, the scope of Mexico’s trade diversification
and industrial upgrading is empirically assessed in Section 5.

4. Shifts in Global Trade Patterns and the Scope of
Mexico’s Trade Diversification
Trade and globalization of production carried out by multinational enterprises
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(MNE) show some regularity from an industry perspective (Caves 2007, pp.
37-39). The amount of intra-firm trade, vertical integration, and in-house
research and development (R & D) positively affect outward foreign direct
investment (FDI) and the volume of trade. The distribution of outward FDI
depends on the capital intensity of plants. Capital intensive and large economies
of scale industries are more likely to export rather than invest abroad. Exports
from subsidiaries of an MNE tend to be more likely in countries with less
subsidiaries of the parent company (Op. Cit).
Emerging economies have played an increasingly important role in global
markets through the development of new global firms over the most recent
decade (Boston Consulting Group 2016, p. 3); they also have increased their
trade in goods and services and FDI flows during the 1990’s (Aykut and
Goldstein 2006, p. 26; Aykut and Ratha 2004, p. 157). Significant trade
integration and industrialization of developing countries took place by the end of
1980’s and during the 1990’s (World Trade Organization 2013a); many regional
trade agreements were signed during this period (Urata 2002, p. 21). There was
also international fragmentation of production, largely due to the process of trade
liberalization (Antras 2013, p. 27, p. 48).
FDI between emerging economies (or South to South FDI flows) was driven
by convergence of the following factors: i) wealth expansion with greater
availability of capital; ii) liberalization of capital controls and financial
deregulation in developing economies; iii) access to foreign markets through
regional trade integration; iv) and the accumulation of firm specific technological
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capabilities (Gammeloft 2008, p. 2; Aykut and Ratha 2004, p. 168).
South to South outward FDI occurred in three major waves in the Twentieth
century according to a classification developed by (Gammeloft 2008, pp. 4-5).
Multinational firms predominantly from LATAM expanded to neighboring
markets, driven by market and efficiency-seeking motives in the first wave,
spanning from the 1960’s till the beginning of the 1980’s. A process of
industrialization centered on import substitution strategies was carried out over
this period. The second wave of outward FDI in the 1980’s based on export-led
industrialization strategies, was carried out mainly by multinational firms from
Asia with the emergence of South Korea, Taiwan, Hong Kong, Singapore, and
Malaysia, among other economies. The third wave of outward FDI consisted of
major Asian multinational companies competing with Western firms and
investing in industrialized economies. Emerging economies (South Korea and
Hong Kong) attained net-positive FDI. In general, outward FDI took place in
emerging economies (Op. Cit).
Companies from emerging economies with evolving world-class capabilities
are considered drivers of trade and investment in global markets. A group of a
hundred companies recognized as “global challengers” increased revenues by
four-fold from USD 234 to 944 billion in the period 2005-2014, accounting for
46% of total international revenues (Boston Consulting Group, 2016, p. 3, p. 6).
Around three-quarters of these companies have expanded in international
markets through intra-firm sales of intermediate products7) rather than final
consumption products (Op. Cit., p. 8). Two-thirds of current global trade consists
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of intermediate goods which are mainly exported by the European Union, China,
the United States, Japan, South Korea, and Hong Kong (World Trade
Organization 2013b).
Trade between emerging economies (or South-South trade) intensified
through the 1990’s (Ortiz-Ospina and Roser 2017). This trend strengthened after
2000 whereas trade between industrialized economies (i.e. North-North trade)
declined as a share of World merchandise trade from the beginning of the current
century.8) The emergence of China in the global market was supported by its
accession to the World Trade Organization in 2001. Growth in Chinese trade has
contributed to an increasing role of South-South trade as a share of World
Merchandise Trade.
North – North and South – South trade accounted for, respectively, 30% and
28% of World Merchandise trade in 2011 (Human Development Report 2013).
China represented 11.9% (USD 3.96 billion) of World Merchandise Trade
whereas the United States accounted for 11.5% (USD 3.81 billion) in 2015.9)
Conversely, trade between industrialized and emerging economies showed a
modest and stable growth after 2000, representing a fifth of World Merchandise
Trade by 2011 (Ortiz-Ospina and Roser 2017 apud Human Development Report
2013).
7) Many global companies produce and trade commodity, engineering products, and infrastructures
related products.
8) Countries making up the North consist of Australia, Canada, Japan, New Zealand, the United
States, and Western Europe.
9) Author’s estimations based on data from the World.

∙ 98

Mexico’s Proposal to Rising Protectionism: Assessing the Scope of an Industrial Policy
in Facilitating Trade Diversification

Trade among emerging economies have been more dynamic since 2010 but
evolved unevenly across developing regions (Table 1), coinciding with factors
such as political instability in some developing countries; a noticeable reliance
on commodity exports; instability in international commodity prices; an increasing
global oil supply capacity and a fall in oil prices; and export manufacturing
specialization in Southeast Asian economies (World Trade Statistical Review
2016).

Table 1. Developing economies’ merchandise trade by region, 2015
(US$ billion and percentage)

Exports
Imports
Share in Annual %
Share in Annual %
Value
Value
World
change
World
change
2015 2014 2015 2014 2015 2015 2014 2015 2014 2015

Developing economies (a)
Latin America
Developing Europe
Africa
Middle East
Developing Asia (a)
World (a)
Developed economies
Commonwealth of
Independent States

6,934
920
169
388
841
4,616
15,985
8,550

43.6
5.9
1.0
3.0
7.0
26.8
100.0
52.4

500

4.0

43.4 1
5.8 -3
1.1 4
2.4 -8
5.3 -4
28.9 4
100.0 0
53.5 0
3.1

-6

-14
-15
-9
-30
-35
-7
-14
-12

6,664
1,027
247
559
707
4,124
16,299
9,290

41.0
6.2
1.5
3.5
4.2
25.6
100.0
56.3

-32

345

2.7

40.9 0
6.3 -1
1.5 -3
3.4 2
4.3 2
25.3 1
100.0 1
57.0 1
2.1

-13
-11
-14
-14
-10
-14
-13
-11

-11 -32

Note: (a) Excluding Hong Kong (China) re-exports or imports for re-exports.
Source: World Trade Statistical Review(2016).

Multinational firms from LATAM (the so-called multilatinas) are taking on
greater importance in global markets, going beyond the export stage and
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undertaking outward investment strategies (Santiso 2007, p. 1, pp. 6-7). Change
in global trade is tied to outward FDI from emerging economies in Asia and
LATAM.
Trade between LATAM and the Caribbean and Asia has gradually expanded.
Exports from LATAM to multiple trade regions in Asia and the United States
have risen faster than imports since the beginning of the current century. Exports
from LATAM to the Asia Pacific Trade Agreement (APTA) grew the fastest (at
19.2% compound annual growth rate) whereas exports from the region to the
United States grew the slowest (6.0%) over the period 2001-2016 (Table 2).
Exports from LATAM to China which is an APTA member grew at 21.9% over
the same period. Likewise, LATAM imports from APTA grew the fastest
whereas imports from the Unites States registered the slowest growth.

Table 2. Annual average growth rate in exports and imports between LATAM and
selected regions/countries, 2001-2016 (%)
United
South
European
China
APTA ASEAN
States
Korea
Union (15)

Latin America and the
Caribbean’s exports to
Latin America and the
Caribbean’s imports from

6.0

21.9

13.0

19.2

16.0

6.8

7.5

4.7

22.1

10.8

18.6

12.7

6.4

7.5

Source: author’s estimations based on data from ITC.
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Recently, both exports and imports between LATAM and different regions
including China and the United States have decreased, except for LATAM
exports to and imports from the Association of South-East Asian Nations
(ASEAN), with an annual compound growth rate, respectively, at 10.2% and
5.3% in the period 2014-2016 (Table 3). Given the recent modest performance in
global trade, emerging ASEAN economies appear as engines of trade that offset
a recent decline in regional trade with LATAM. Among ASEAN economies,
Singapore, Malaysia, and Vietnam have fostered a more dynamic trade
relationship with LATAM compared to other regions of the World. APTA and
ASEAN include member economies that are different in terms of size and level
of economic development as China, Singapore, and South Korea.10)

Table 3. Annual average growth rate in exports and imports between LATAM and
selected regions/countries, 2014-2016 (%)
United
Korea,
European
States of China Republic APTA ASEAN Union
World
America
of
(EU 15)

Latin America and the
Caribbean's exports to
Latin America and the
Caribbean's imports
from

-0.5

-4.7

-1.7

-2.2

10.2

-7.2

-7.3

-4.4

-2.6

-5.4

-3.3

5.3

-8.2

-6.6

Source: author’s estimations based on data from ITC.

10) South Korea has upgraded its status to a developed economy according to Banco Bilbao Vizcaya
(BBVA) Emerging and Growth Leading Economies (EAGLEs) classification (BBVA 2014).
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Trade balances between LATAM and different economies and regions are
shown in Figure 1. LATAM shows a trade surplus with the United States, in
contrast with its trade balance vis-a-vis other regions of Asia and Europe.
LATAM trade surplus with the United States show a steady rise between 2001
and the pre-crisis period (2001-2006) from around USD 23 billion to USD 119
billion, with a sharp drop afterwards, leveling off at around USD 102 billion in
2016. On the other hand, LATAM trade deficits with the European Union and
Asian markets have gradually increased, showing the largest trade deficit with
APTA of around USD 94 billion in 2016. LATAM trade deficit with China and
South Korea amounted, respectively, to USD 84.1 billion and almost USD 16
billion in 2016.

Figure 1. Trade balances between LATAM and selected regions/countries, 2001-2016
(Unit: USD billions)

Trade balance (billios USD)

150
100
50
0
-50
-100
-150 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
LATAM and USA
LATAM and South Korea
LATAM and ASEAN

Source: Author’s estimations based on data from ITC.
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Trade balances that appear across regions are indicative of the inter-industry
web of transactions along the regional value chains. Trade balances are the
outcome of multiple businesses from many participants located in different
jurisdictions (transcending the national boundaries), organized into different
stages along the value chains. Trade diversification and industrial policies must
be based on a full understanding of the myriad inter-relationships if they are to be
successfully established.
The United States represented by far the most important market destination for
exports from LATAM, accounting for 45.5% of LATAM exports amounting to a
total of USD 879.6 billion in 2016. APTA is the second largest destination
(12.8%) for LATAM exports, followed by the European Union (10.3%). China
and South Korea which are APTA members stood out at, respectively, 9.1% and
1.5% of total exports from LATAM in the same year. ASEAN accounted for
2.8% of total LATAM exports.
The United States was also the main origin of LATAM imports, accounting for
nearly a third (32.3%) of the total imports in the region by 2016, followed by
APTA (22.4%) – with China representing 17.8% – and the European Union
(12.9%) in 2016. South Korea accounted for 3.2% of total LATAM imports in the
same year. These patterns are indicative of the role of geographical proximity as
a factor conducive to the establishment of regional value chains (Palacios 2012).
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4.1 LATAM and Asia Regional Trade
Trade across individual LATAM and Asian economies is not as unbalanced,
compared to their respective industrial catch-up. Trade between LATAM and
emerging Asian economies is largely inter-industrial; with some LATAM
countries (Brazil, Chile, and Peru) exporting processed and unprocessed
commodities (i.e. basic metals and primary products) and a handful of natural
resource-based manufacturing (ECLAC 2015).
On the other hand, new industrialized Asian economies are increasingly
exporting medium and high technology products (ECLAC 2015; Palacios 2012),
and a similar trend is increasingly followed by China (Wang and Shang-Jin 2010,
p. 65). Even though an evolving manufacturing powerhouse, most exports from
Mexico are not as diversified given their concentration on a handful of
manufactured product categories (Palacios 2012; Mun and Quintana 2003).
Asymmetries in the productive structure are also identified in the number of
exporting firms (ECLAC 2015).
Unlike most LATAM countries, Mexico has integrated into the North
American trade region, building an important manufacturing powerhouse largely
oriented to serve foreign markets with a significant increase in exports but with a
low content of domestic value added. This outcome is associated with a group of
industrial strategies in the early 1980’s promoting imports of intermediate goods
for subsequent exports (Moreno-Brid 2013).
The direct domestic value-added of Mexico’s manufacturing exports is less
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than two thirds of total value-added (De la Cruz et al. 2011, p. 12) with
fluctuating value-added content, depending on the industrial sector. For instance,
global manufacturing export value added of auto manufacturing in Mexico
accounted for 24.1 % of global manufacturing exports total value added, whereas
global manufacturing export value added of data processing machines (i.e.
computers and peripheral equipment) in Mexico represented 2.0% of global
manufacturing exports total value added of data processing machines in 2016
(INEGI 2017).11) Growth of Mexico´s manufacturing exports has been largely
reliant on primary and intermediate imports, whose dynamics gives an indication
of the challenges for domestic inter-industry linkages.
Most inward Mexican FDI has originated from the United States and to a
minor extent, from some industrialized countries (commonly from OECD).
Cumulative US FDI to Mexico reached USD 195.2 billion between 2001 and
2016 which accounted for 45% of Mexico’s overall cumulative inward FDI.12)
That is, Mexico’s inward FDI and trade fit into a North to South trend; Mexico’s
commercial ties with emerging markets in Asia have increased over the most
recent decade.
Mexico’s total trade rose from USD 326.8 billion to USD 760.9 billion
between 2001 and 2016, an average growth rate of 6.4% annually.13) Trade
between Mexico and APTA has been highly dynamic, rising from 2.7% to nearly
11) Percentages are reported using 2013 constant prices.
12) Author’s estimations based on data from INEGI.
13) Author’s estimations based on data from ITC.
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13% of Mexico’s total trade over the same period (Figure 2). On the other hand,
trade between Mexico and ASEAN has remained fairly stable, representing an
average 2.3% of Mexico’s total trade over the same period.
Figure 2. Trade between Mexico, APTA, and ASEAN, 2001-2016 (% of Mexico’s total trade)
(Unit: %)

% of total Mexico’s trade

14.0
12.0
10.0
8.0
6.0
4.0
2.0
0.0
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
Trade between Mexico and APTA

Trade between Mexico and ASEAN

Source: author’s estimations based on data from ITC.

Within APTA, China and South Korea are the most dynamic of Mexico’s trade
partners. Out of a total trade amount of USD 97.9 billion between Mexico and
APTA, China accounted for 76.6% whereas it was 16.5% for South Korea in
2016 (Figure 3). Exports from Mexico to APTA have been more dynamic (at
nearly 23% average annual growth) than Mexico’s imports from APTA (i.e.
18.4% average annual growth rate).
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Figure 3. APTA trade share in Mexico’s total trade (%), 2016
6.5%

0.3%

0.2%

0.002%

China
South Korea

16.5%

India
76.6%

Bangladesh
Sri Lanka
Laos

Source: author’s estimations based on data from ITC.

Within ASEAN, Malaysia, Thailand, and Vietnam are Mexico’s major trade
partners. Out of a total trade of USD 25.6 billion between Mexico and ASEAN,
Malaysia accounted for a third (33.7%), followed by Thailand (23.2%), and
Vietnam (19.8%) in 2016, (Figure 4). Exports from Mexico to ASEAN have

Figure 4. ASEAN trade share in Mexico’s total trade (%), 2016
5.4%
8.3%

0.5%

0.01%
0.01%

0.1%

9.1%
33.7%

19.8%

Malaysia

Indonesia

Thailand

Cambodia

Vietnam

Myanmar

Philippines

Laos

Singapore

Brunei
Darussalam

23.2%

Source: author’s estimations based on data from ITC.
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risen at a more rapid pace (i.e. 17.9% average annual growth) than Mexico’s
imports from ASEAN (i.e. 11.0% average annual growth) over the period
2001-2016.

5. Method Specification and Empirical Analysis
This section assesses a group of basic industrial conditions supportive of trade
diversification based on data for Mexican exports and imports at the geographical
State level between 2004 and 2014. The analysis is carried out using each State
out of thirty-two States of Mexico as the unit of analysis. Theil’s entropy indexes
are estimated based on exports and import values as in (Cadot et al. 2011) but in
a novel manner considering each State of Mexico as the unit of analysis. The
purpose of this research strategy consists of taking into account the spatial
distribution and variation of industrial characteristics within groups (i.e. across
each State of Mexico).
The research strategy also considers total Mexican exports and imports to
estimate Theil’s indexes as a benchmark (i.e. the general case). Afterwards,
Theil’s indexes are estimated for Mexican exports and imports considering each
Mexico’s foreign markets individually. These latter markets are regarded as
particular cases concerning exports and imports between Mexico and the United
States, China, South Korea, and ASEAN (Table 4).
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Table 4. Research Strategy: Mexico’s exports and imports Theil’s indexes by country of
destination and origin
Theil’s indexes based on:
Exports
Imports

1) Mexico’s total trade (General case)
2) Trade between Mexico and the United States (Case 1)
3) Trade between Mexico and China (Case 2)
4) Trade between Mexico and South Korea (Case 3)
5) Trade between Mexico and ASEAN (Case 4)

√
√
√
√
√

√
√
√
√
√

Source: author’s development.

Export and import diversification is measured according to the Theil’s entropy
index (as in Cadot et al. 2011) which is estimated with the following equation
accounting for inequality decomposition (Op. Cit):
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(1)

(1A)

Where,
∙ T denotes the Theil’s index
∙ xk denotes the exported amount of k; similarly, xk denotes the imported
amount of k.
∙ µ represents the average dollar value, and
∙ n denotes the number of export (or import) lines.
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5.1 Data Sources
Data on Mexico’s total exports and imports was collected on a year basis from
the Trade Statistics for International Business Development (this data was used
to depict the general trends in the previous section). The period of analysis
comprises eleven years between 2004 and 2014. Data on Mexico’s economic
activity and demographics at the State level was obtained from the Mexico’s
National Institute of Statistics and Geography (INEGI), the National Council of
Population (CONAPO), and public-access data on economic complexity for
Mexico. Data on Mexico’s exports and imports by State and market
destination/origin was obtained with this latter source.

5.2 Model Specification
Trade diversification and more specifically export diversification of a country
depends on certain conditions as reviewed in the literature in Sections 2 and 4.
Some of these features (i.e. per capita income, foreign direct investment, research
and development efforts, and labor productivity, among others) are incorporated
into the definition of the explanatory variables affecting the process of Mexico’s
export diversification in the model of this paper.
The model specification in equation (2) does not impose an ex ante functional
form (except for some of the instruments as discussed below) wherein the
dependent variable is denoted by Theil’s index:
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   _

      ln       
         

(2)

Where,
∙   : is the Theil’s index for total exports of Mexico’s State i in year t. The
higher the Theil’s index, the lower the export diversification; conversely, the
lower the Theil’s index, the higher the export diversification.
∙ _  : is the  economic complexity index for Mexico’s
State i in year t; States with a higher _  are better endowed in
regards to their industrial capabilities and know-how. Every State of Mexico
has a representative data on _   in the corresponding year which
encompasses a range of industry codes for that State as follows:

_       _    ⊂   

(2A)

Equation (2A) denotes a variety of j codes for each industry exporting from
State i in year t which share a representative industry economic complexity index
(  ) in the reported data.
According to the Atlas of Economic Complexity from public-access data for
Mexico (datos.gob.mx 2017), the industry space denotes the similarity
(“proximity”) among industries in regards to its technological base and
knowhow. Industries may also be connected according to similar production
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capabilities between them. For instance, an industry space for the State of Nuevo
Leon is depicted in Figure 5 (panel a); each circle in this figure represents an
exporting industry j of which location in the “space” consists of an ordered pair
(i.e. distance and complexity), respectively, on the horizontal and vertical axis.
Capability distance consists of a country’s skills for producing a particular good
as path-dependent on its current production. Capability distance is a measure
denoting an opportunity gain (Hausmann et al. 2013; Hausmann and Hidalgo 2010).
However, not every industry space is feasible in panel a; industries whose
revealed competitive advantage (RCA) is greater than 1 are feasible. Panel b in
Figure 5 contains the industry feasible space (i.e. with RCA>1) which consists of
a subset of industries collected from panel a. A representative
_  for this State considers both types of industries (denoted by

industry codes in panel a) regardless of the feasibility space. That is, the value of
_  is representative of every industry depicted in panel a; this

reported value is used as an independent variable in the model of equation (2).
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Figure 5. Industry map for the State of Nuevo Leon, 2014
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∙   : is an index of State i’s GDP per capita in year t, in relation to base
year 2008.
∙ ln     : is the natural log of State i’s inward foreign direct investment in
year t.
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∙   : is the average year of schooling of the population of State i in year t.
∙   : is the ratio of the GDP value of the professional, scientific, and
technical services and the number of researchers enrolled in the National
Research System of State i in year t, expressed as an index in relation to base
year 2008;   is used as general proxy of R & D efforts, given that
the data on R & D expenditure by State is not available.
∙   , represents non-observable fixed effects at the geographical market (i.e.
in this case, across the States of Mexico) and    , consists of a random error
term.
The literature review in the previous sections is used to make a case in the
definition of an empirical model. However, unlike the existing literature,
economic complexity is an industrial policy aspect (as discussed in Section 3)
which, to the extent of present knowledge, has not been treated as an independent
variable affecting export diversification in the specification of empirical models.
This gap in the empirical literature is not incidental for two reasons. First, the
framework on economic complexity and its metrics (such as the economic
complexity index – ECI –, product ECI, and industry ECI) are recent conceptual
developments in the field of industrial policy. A more systematic approach,
interpretation, and assessment of industrial policy is enabled thanks to the
theoretical work in (Hausman and Hidalgo 2011; Hausmann and Hidalgo 2010;
Hidalgo et al. 2007). Second, only in recent years has the view of industrial
policy been changed into a different vision that can be regarded as new industrial
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policy or rethinking of the role of industrial policies in the context of global trade
and economic integration (ul Haque 2007).
This new approach on industrial policy replaces the former (old fashioned)
view from the 1970’s and 1980’s, that ended up turning into protectionist
approaches by the time globalization began to rise from its nascent stage to
greater prominence. A fundamental axiom in this paper is that export diversification
may change an unlikely (unrealistic) process without the implementation of
industrial policies (p. 95, paragraph 3). Thus, the research design in this paper
relies on the use of reported data on industry economic complexity in order to
assess and discuss the role of industrial policy in regards to diversification.
Giving support to an expected sign of the coefficient of industry economic
complexity as an explanatory variable in equation (2) is not a straightforward
process. Some industrial policies may reinforce the performance of specific
industries rather than spreading it out for balanced development, thus triggering
a concentration of exports of particular goods and deepening the imports of
specific intermediate product categories. Table 5 organizes the expected signs for
each independent variable in equation (2).
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Table 5. Expected signs of the estimated coefficients in equation (2)
Independent
variable

1)

_

2)



3)

ln  

4)



5)



Expected sign

It depends on the phase of industrial development;
and the context of the industrial policy.
A country (region) with low per capita income (at
early stages of development) tends to increase export
diversification (i.e. a lower Theil’s index) as income
U-shaped
rises (stage 1). This process reverts at a certain point
curve: stage 1 of development after which export diversification
(-); stage 2 (+). tends to a decrease (an increase in export
concentration) with higher per capita income levels
(i.e. a higher Theil’s index in stage 2), (Cadot et al.,
2009, pp. 5 and 34).
Inward FDI appears to restrain export diversification
(+)
and foster concentration (i.e. a higher Theil’s index),
as discussed in (Carrere et al., 2011, p. 268).
The higher the average years of schooling of the
population, the lower the Theil’s index (i.e. a larger
export diversification). According to (Carrere et al.,
2011, p. 268). Higher education favors export
(-)
diversification in the context of positive terms of
trade shocks (Agosin et al., 2012, pp. 3, 18). This
variable is important in the context of liberal (trade)
regimes.
Human capital accumulation and investment in R &
D are supposed to have a positive impact on export
diversification (i.e. a lower Theil’s index), (Op. Cit.,
p. 262). Value creation from professional and
(-)
scientific activities per researcher (i.e. a proxy of the
outcome from R & D) may enable the accumulation
of technological capabilities thus enhancing the
industry's economic complexity.
(+) or (-)

Source: author’s development.
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Industry economic complexity is not an isolated process (i.e. it results from the
interaction of structural conditions in the economy). Changes in industry
economic complexity are related to the development of industrial capabilities
(i.e. up-grading or down-grading otherwise). Therefore, industry economic
complexity ( _ ) is not taken as a given parameter determined outside
the model in equation (2). Instead, _ is endogenously determined in
the model as follows:

_        cos         
              

(3)

Substituting (3) in (2) yields:

        cos             

(4)

             ln       
         

Where,
∙     : is the squared value of the labor productivity index (base
year 2008) of State i’s in year t-1.
∙ cos    : is State i’s labor unitary cost in year t-1, expressed as an index
(base year 2008). Labor unitary cost consists of the ratio of average labor
compensation and labor productivity.
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∙     : is the squared value of State i’s   in year t-1.
∙      : is the Gini coefficient for Mexico’s total exports in year t-1. This
is a supplementary metric of Theil’s index which measures the inequality in
the distribution of export values. The closer the Gini to zero, the more even
the distribution of export values across existing export products. The Gini
coefficient is estimated for Mexico’s exports and not at the state level.
∙   , represents non-observable fixed effects at the geographical market (i.e.
in this case, across the States of Mexico) and      , consists of a random
error term.
(_ ) is an explanatory variable which is endogenously determined
in a system of two simultaneous equations in (3) and (4). The instruments are
specified in equation (3) as lagged variables (i.e. t-1 indicating a year difference),
given that the endogeneity problem should be avoided in the empirical analysis in
order to obtain unbiased estimators.
For instance, State i’s export diversification measured by the Theil’s index is a
function of the industry economic complexity index ( _ ) in equation
(4). At the same time, ( _ ) of State i is a function of the squared value
of labor productivity; the unitary labor costs; the squared value of the
professional, scientific, and technical services GDP; the Gini coefficient for
exports; and the random error term      , in equation (3). Therefore, the State
i’s Theil’s index is correlated with random error term      , in equation (4). In
order to deal with the endogeneity problem, lagged variables (t-1) are used in the
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specification of equation (3) and incorporated in equation (4) which allows for
the use of a two stage least square (2SLS) model.
Imports diversification for each State as dependent on a group of industry
characteristics is also specified in the following equations:

   _       ln       

(5)

         

_        cos         
              

(6)

Substituting (6) in (5) yields:

        cos        
                   ln   

(7)

            

Where,
∙   : is the Theil’s index for Mexican State i’s total imports in year t.
∙      : is the Gini’s coefficient for Mexico’s total imports in year t. The
Gini coefficient is estimated for Mexico’s imports and not at the state level.
Summary statistics of the variables in the model are presented in Table 6. A
panel data consists of ten variables reported annually for thirty-two States of
Mexico; and eleven years over the period 2004-2014. All variables are presented
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in national currency based on real prices (base year 2008). The panel data
consists of 3,289 observations from the ten variables. Each variable consists of
352 observations (i.e. 11 years × 32 States), except for school (2004 data is not
available), and laborprod_1 and cost_2 (data from 2004 to 2006 is not available
for these two later variables). Also, 2004 data is missing for the transformed
variables using a lag denoted by (*_1) in Table 6. The number of observations for
each variable in Table 6 corresponds to the observations used in the panel data
analysis (minus the missed variables due to lag transformations).

Table 6. Summary Statistics
Variable

Obs

Mean

Std. Dev.

Min

Max

xtheiloverall
industry_eci
gdppc2
lnfdi
school
rdoutput2
rdoutputsq_1
laborprosq_1
cost_1
xginioverall_1

352
352
352
349
320
352
351
255
255
351

3.1
0.3
99.0
8.6
8.5
92.2
1,077.7
11,438.4
96.5
0.2

5.0
0.2
7.0
1.2
0.9
26.9
2,882.6
3,104.9
14.6
0.0

0.0
0.0
73.4
4.9
6.1
20.6
4.7
3,602.4
63.0
0.2

23.0
0.7
127.2
11.4
10.9
179.4
31,131.1
25,699.3
166.8
0.2

Source: author’s estimations.

5.3 Results
In the majority of cases, values for Theil’s indexes based on total Mexican
exports and imports vary across States but are fairly stable through time. Total
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exports from Northern States of Mexico (Chihuahua, Coahuila, Baja California,
and Tamaulipas) and also Central States (Jalisco and Mexico) are less diversified
compared to the rest of States (Figure 6).

Figure 6. Theil’s indexes based on overall Mexican States' exports, 2004 and 2014
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Source: author’s estimations based on data from the Atlas of Economic Complexity, public-access
data for Mexico(datos.gob.mx.2017). Labels in capital letters in Figure 6 and Figure 7
denote each State of Mexico.
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Figure 7. Theil’s indexes based on overall Mexican States' imports, 2004 and 2014

2004

2014

Source: author’s estimations based on data from the Atlas of Economic Complexity, public-access
data for Mexico(datos.gob.mx.2017). Labels in capital letters in Figure 6 and Figure 7
denote each State of Mexico.
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This pattern is indicative of the majority of exports from these Northern States
as being concentrated in North America. The State of Coahuila (labeled as
COAH in Figure 6) showed significant diversification of its exports between
2004 and 2014 (i.e. a dramatic reduction of its Theil’s index) whereas the State of
Mexico (MEX in Figure 6) reduced its total export diversification (i.e. a rise of its
Theil’s index).
Overall imports to Mexico City (labeled as CDMX in Figure 7) and the
Northern States of Chihuahua, Baja California, and Coahuila are less diversified
(i.e. higher Theil’s indexes) in comparison to the rest of States of Mexico.
Mexico City showed a significant import diversification decline whereas
Coahuila increased its import diversification.
Mexico’s exports and imports diversification by country of destination and
origin are presented, respectively, in Figures 8 and 9. This comparison across
markets corresponds to data for 2014. Mexico’s exports to the United States are
as diversified as Mexico’s overall exports. This pattern is consistent with the fact
that the majority of Mexico’s exports are concentrated in North America (more
than four fifths).
Export diversification is fairly similar across Mexico’s States in 2014 when
considering market destinations in Asia except for some outliers (Figure 8).
Diversification of exports from the State of Mexico to China (labeled as MEX in
Figure 8) is significantly higher as compared to the rest of States.
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Figure 8. Theil’s indexes based on Mexican
States' exports and by country of
destination, 2014

YUC
VER
TLAX
TAMS
TAB
SON
SIN

AGS BC
ZAC30
BCS
CAMP
20
CHIS
10
CHIH
0
COAH
-10
COL
-20
-30

SLP

YUC
VER
TLAX
TAMS
TAB
SON

CDMX

SIN

DUR

SLP

GTO

QROO

Figure 9. Theil’s indexes based on Mexican
States' imports and by country of
origin, 2014
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capital letters in Figure 8 and Figure 9 denote each State of Mexico.

Conversely, diversification of exports to South Korea from the Central
Southern States of Puebla, Oaxaca, Guanajuato, and Veracruz are lower (i.e. a
higher Theil’s index) in comparison to the rest of States. Export diversification to
ASEAN from the Central States of Jalisco and Aguascalientes and the Northern
State of Chihuahua is lower in comparison to the rest of Mexico.
Overall Mexico’s import diversification is as diversified as Mexico’s imports
from the United States with the exception of some outliers (Figure 9). Mexico
City’s imports (labeled as CDMX in Figure 9) from the United States are less
diversified with respect to the rest of the country. This pattern is consistent with
the fact that Mexico City is not a significant manufacturing hub, thus only shows
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a relative concentration of imports of inputs or final consumption products. Baja
California’s and Chihuahua’s imports from China are less diversified relative to
the rest of the country’s imports from China. Similarly, Baja California’s imports
from South Korea are less diversified with respect to the rest of Mexico.
Chihuahua’s and Jalisco’s imports from ASEAN are also less diversified.
Predicted values of the dependent variable in equation 2 (i.e. Theil’s index
based on total exports for each State) and the instrumented variable (i.e.
industry_eci) are estimated as linear and polynomial. These variables are plotted
versus the instrument variables in the model – i.e. gdppc, ln(fdi), school,
rdoutput2, laborprodsq1, cost1, rdoutputsq1, and xginioverall1 –, in order to
identify basic associations. Figure 10 includes two-way plot curves.
Ex-ante functional form is imposed on two instrument variables (i.e. labor
productivity and GDP value for professional, science, and technical services)
which are estimated as square values in the model. Export diversification tends to
decrease (i.e. a higher Theil’s index) with a higher index of industry economic
complexity (panel 1 in Figure 10). Given that the majority of Mexico’s exports take
place in North America, this can be interpreted as the economic complexity of
Mexico’s industrial base evolving around a set of concentrated products and markets.
A quadratic fitted line curve on the Theil’s index for exports and per capita
GDP gives indication of decreasing export diversification with a higher GDP per
capita (i.e. a higher Theil’s index) across the States of Mexico up to a “turning
point” from which export diversification increases (i.e. a lower Theil’s index);
this is represented with an inverse U-shaped curve (in panel 2 of Figure 10).
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Figure 10. Linear and polynomial curves for the dependent variables versus instrumented
and instrument variables in equations 2 and 3
Panel 2 - Two way fitted line for export
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This pattern on export diversification across the States of Mexico differs from
the findings on export diversification and per capita income across countries
reported in (Carrere et al. 2011).
The larger the amount of inward FDI in each State of Mexico, the lower the
export diversification (panel 3 in Figure 10), which is consistent with industry
characteristics related to MNE activity as in (Caves 2007, see Section 4). The
higher the average years of schooling among the population, the lower the
diversification of Mexico’s exports across States (panel 4 in Figure 10).
Similarly, the remainder panels in Figure 10 are left to be interpreted by the
reader due to limited space permitted in the paper. Pearson correlation
coefficients are shown in Table 7 whereas scatter plots of the variables of the
model are presented in Figure 11.
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Table 7. Pearson correlation coefficients of the variables in equations 2, and 3
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Figure 11. Scatter plot graphs with the variables in equations 2 and 3
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Estimated coefficients of the variables accounting for export diversification
(equations 3 and 4) and import diversification (equations 6 and 7) are reported,
respectively, in Table 8 and Table 9. Across the States of Mexico, higher indexes
of industry economic complexity are associated with lower export diversification
levels (i.e. a higher Theil’s index). These result stands for all cases except for
Mexico’s exports to China (case 2 in Table 8) where higher industry economic
complexity tends to increase export diversification (i.e. a negative sign of the
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estimated coefficient of industry economic complexity in case 2). This result is
not unexpected given that the majority of industrial development and the
formation of value chains have taken place in the NAFTA region (i.e. Mexico’s
productive

structure

and

know-how,

codified

with

the

variable

_ , is concentrated on specific product categories in the NAFTA

region).
Also, industry economic complexity shows the highest effect on export
concentration in comparison to the rest of the variables in the model (i.e. the
estimated coefficient is significantly larger in all cases in Table 8).
Higher per capita income (measured as real GDP) tends to increase export
diversification (i.e. a negative sign of the estimated coefficient of  in Table
8) except for China and South Korea. That is, across States of Mexico, those with
higher economic development (measured as per capita GDP) are more likely to
diversify. The interpretation of this is as follows: States gain experience in
production as they move towards more advanced stages of economic
development thus becoming better endowed (i.e. they build up capabilities and
know-how) to diversify. Per capita income is also indicative of divergent
development of production structures (i.e. industry output) across the States of
Mexico.
The empirical evidence gives support to the fact that Mexico’s inward FDI
leads to reduction of Mexico’s export diversification (i.e. a positive estimated
coefficient of ln     in Table 8). This result stands in all cases except for
China (i.e. a negative estimated coefficient of this variable in case 2 where States
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with higher inward FDI tend to diversify their exports). This result can be
interpreted as follows: in general, Mexico’s inward FDI does not support export
diversification, given that the development of supply chains and intra-industry
trade (imports and exports) are mostly located in North America. Thus, inward
FDI can be viewed as contributing to the build-up of significant efficiency and
competitiveness across the supply chains in this region. The exception, as in the
case of China, lends support to the idea of geographical remoteness (i.e. distant
markets in Asia) and inward FDI as deterrents for export diversification.
Export diversification is positively associated with higher average years of
schooling of the population across States (i.e. a negative sign of the estimated
coefficient of  in Table 8), except for Mexico’s exports to China and
ASEAN. This variable does not capture the quality or suitability of educational
programs. This result is not unanticipated, given that adults with higher
educational levels are more likely to be unemployed compared to those with
lower educational levels. That is, higher educational levels in Mexico are not
necessarily matched with a better performance in the labor market (OECD 2014,
p. 4) which suggests an area of opportunity for better matching of accumulated
skills with job positions in industry.
A more plausible interpretation is that the current industry structure and the
path of Mexico’s export diversification may not always demand highly
specialized labor for innovation practices (such as engineering master’s degrees
and Ph.Ds in industry). A large population of workers is informal and employed
or self-employed in low productivity activities. This attribute of labor market
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skills is also consistent with the estimated coefficient of industry economic
complexity in the model which tends to support export concentration (i.e. current
routines at the work place do not need to be disruptive in view of the existing path
of exporting industries).
Higher GDP output of professional, scientific, and technical services
positively affects the export diversification process across the States of Mexico
(i.e. a negative estimated coefficient of  in Table 8), except for
Mexico’s exports to the ASEAN. These activities in the economy are related to
exporting sectors in the case of professional services or creation of competitive
spillovers from industry ties to scientific and technical services.
GDP output of the professional and scientific services is different from efforts
at R & D (expenditure) since  corresponds to the sector GDP value for
these activities (i.e. this is viewed as an output and not an input in the innovation
process). However, the value of the estimated coefficient of  in absolute
terms is low; that is, the value from scientific and professional activities could
have a larger effect on trade diversification. This is an opportunity for industrial
policies implemented in each State of Mexico through the promotion of a
stronger alignment between the scientific/technical activity and the space of
production and trade.
Similar interpretations on the estimated coefficients associated with Mexican
imports diversification can be made with the results reported in Table 9.
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-0.04 0.01 0.013
12.21 4.77 0.011
Instrumented:
industry_eci;
Instruments: gdppc
lnfdi school rdoutput
rdoutputsqlag1
laborprodsqlag1
costlag1
m_gini_overall_lag1
0.0000
0.6026
223

Source: author’s estimations.
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Table 8. Export diversification conditions in a panel data, 2004-2014, 32 States
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6. Conclusions
Mexico has significantly increased its trade within NAFTA over the last
twenty years. Also, Mexico has diversified its trade with some markets in Asia
from the beginning of the current century. While transforming the productive
structure of a country, industrial policies may entail the diversification of trade
both within existing and new markets. Industry strategies targeting a creation of
larger value added will necessarily be reflected on a higher per capita income.
Measures facilitating the integration of producers into regional value chains are a
fertile ground for industrial policy while implementing a set of policy tools.
Higher levels of per capita income for a group of States of Mexico appear to be
associated with trade diversification within NAFTA, thus giving indication on
economic development as a channel of diversification. Some States of Mexico
may attain higher per capita income because they have built up relevant
knowledge and capabilities for industrial upgrade; in turn, these States may be in
a better position to diversify trade and capitalize additional opportunities. Thus,
policies must reinforce the complementarities of the current know-how (i.e. with
training programs on managerial and engineering competences); assess the
current export supply; and acquire specific knowledge on the “taste” of foreign
markets. There is room to integrate these policies with the industry programs
framed in the Mexico’s 2015 Act on Sustained Productivity Growth and
Competitiveness.
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Further integration of Mexico across North American value chains can be
supported through inward FDI, although this may not necessarily increase trade
diversification within the region. The majority of Mexico’s inward FDI appears
as enablers for the functioning and efficiency of existing value chains, without
affecting further diversification.
Any industrial policy that promotes investment from both domestic and
foreign sources could identify potential trade opportunities; and foster existing
trade and find specialized niche markets according to consumers’ “taste” in
additional markets. Given the geographical distance between Mexico and Asian
markets, trade niche markets could rely on the use of evolving information and
telecommunications (ITC) infrastructure to further improve the logistics;
identify ITC supportive trade services; and make greater use of evolving
technologies such as big data to expand the existing trade infrastructure.
Accurate knowledge on the target markets by using these tools is a feature that
can complement investment plans. Diversification policies need prioritization of
the role of export promotion agencies in integrating these components into an
active plan that can be constantly updated. However, cumulative experience by
firms when accessing (and trading in) foreign markets may become more
relevant than promotional information regarding foreign market needs and
consumers’ preferences.
Diversifying imports from Asia (i.e. China and South Korea) may be
indicative of a complex network of intermediate goods along regional and global
value chains. It was documented in Section 3 that two thirds of global trade
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involve intermediate goods. In this regard, Mexico can rely on a wider menu of
imported intermediate goods with consequential gains in productivity given the
provision of competitive prices for imported inputs.
Training and the quality of education is a medium-term strategy that can
improve Mexico´s composition of value added and allow for a better position to
diversify markets. Thus, the implementation of educational programs aligned
with industry needs must consider activities that can generate higher value added.
Any industrial policy that promotes trade diversification should actively
encourage the formation of a professional, scientific, and technical base at the
regional and State level that complement the technological spillovers (i.e.
know-how) embedded in inward FDI. That is, FDI may be an important source of
technological transference which in turn positively affects the economic
complexity of the host State. Multinational activity can be a vehicle for
transferring knowledge and technology through FDI while creating additional
capacity or new plants in the host region, with the consequential capability of a
region to produce complex goods.
However, rendering industrial upgrading (and technological transference) to
FDI decisions is not the most comprehensive part of any industrial policy that
actively develops a domestic core of industrial competencies. Technical and
engineering capabilities need to be in place if trade and diversification policies
are to be successful. People with engineering and managerial degrees are not
sufficient, but the level of quality and relevance of skills for manufacturing
complex products and services is. Thus, a comprehensive industrial plan must
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implement strategies for a dynamic promotion of industrial investment; higher
value-added activities on science and engineering; R&D linked to large scale
commercialization strategies; and improvement of the quality of educational and
professional training programs.
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Donald Trump’s election as President of the United States capped a series of
political turns against globalization, especially as it related to trade that, without
much doubt, preoccupied decision-makers everywhere. Under the circumstances,
it was important to ask whether the international community was heading
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towards a new era of protectionism? If so, what might this new era look like?
Crucially, what steps should or can multinational corporations take in order to
minimize loss? How can they take advantage of new opportunities that might
emerge and, in the case of the Middle East, how vulnerable are these countries
against Trump’s protectionist preferences?
These questions were best answered in an acerbic commentary by Joakim
Reiter—a former Deputy Secretary General of the United Nations Conference on
Trade and Development (UNCTAD), senior trade official and ambassador to the
World Trade Organization (WTO) for Sweden—and Guillermo Valles—the
Director for Trade at UNCTAD and a former vice minister and ambassador to the
WTO for Uruguay—who wrote: “While US President Donald Trump has
promised an ‘America first’ approach to economic policy, it is simplistic—even
misleading—to describe that approach as merely protectionist. Rather, Trump’s
modus operandi is revanchism.”1) Interestingly, Reiter and Valles referred to
Trump’s January 20, 2017 Inaugural Address in which he declared that the
United States ought to protect its “borders from the ravages of other countries
making our products, stealing our companies, and destroying our jobs.”2)
Rhetorical aspects of this oratory aside, Trump actually believed and continues to
hold that the global economy is rigged against America, which is precisely what
1) Joakim Reiter and Guillermo Valles, “What Drives Trump’s Trade Policies: Protectionism or
Revanchism?” EuroNews, March 3, 2017, http://www.euronews.com/2017/03/03/view-whatdrives-trump-in-his-trade-policies-protectionism-or-revanchism.
2) “Inaugural address: Trump’s full speech,” CNN, January 21, 2017, http://edition.cnn.com/2017/01/20/
politics/trump-inaugural-address/.
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he pledged to change, though seasoned trade negotiators understood that what the
newly elected American president aimed to achieve was to impose significant
and comprehensive tariffs on most imported goods even if this was unlikely to
occur anytime soon. In fact, terminating existing trade agreements, or
disregarding the global trade rules that prevent any power from unilaterally
raising tariffs, would invite a trade war, which would have immediate and harsh
economic consequences on everyone concerned but especially on the country
breaking rules and regulations painstakingly negotiated over a long period of
time. Consequently, and it is worth repeating, this is unlikely to occur, even if
Trump’s erratic character may usher in surprises when no one suspects irrational
behavior. Instead, President Trump may well instruct his team to impose specific
trade remedies, including anti-dumping duties that may or may not be justified;
cutting deals directly with companies in order to reduce exports to the United
States (though the practice may be illegal and draw the ire of global regulators);
enter into bilateral “grievance” negotiations, whereby the U.S. will “compel
reciprocity from countries that are seen as piggybacking on American openness;”3)
and recommend unilateral enforcement or shaming alleged guilty countries
through the WTO’s dispute-settlement system.4)
3) Reiter and Valles, op. cit.
4) The scientific literature on this topic is rather slim given the short period of time that elapsed since
Donald Trump’s election though two useful sources may be cited at this juncture. See Harley
Shaiken, “In Whose Interest?: Inclusive Trade vs. Corporate Protectionism,” Berkeley Review of
Latin American Studies, Spring-Fall 2016, pp. 12-19 and pp. 40-45; and Matthew Rimmer, The
Greenwashing of the Trans-Pacific Partnership, submission to the Productivity Commission, the
Joint Standing Committee on Treaties, and the Senate Foreign Affairs, Trade, and References
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Irrespective of the direction that the new administration will follow in the
future, and barely nine months into Trump’s term, it may be fair to observe that a
series of political turns against globalization, especially as these relate to trade,
are under way. The prospects for ratification of the Trans-Pacific Partnership
(TPP) and Transatlantic Trade and Investment Partnership (TTIP) have never
been bleaker, although all countries are likely to diversify their exports to new
markets even if fresh TPP, TTIP, Trade in Services Agreement, and the
Environmental Goods Agreement negotiations jeopardize numerous accords. Of
course, it remains to be determined whether the United States will impose strict
new trade restrictions, or if key trading countries will shoulder more
responsibility for the global trading system, and even whether America’s trading
partners can reach a common understanding that they will avoid emulating
Washington’s revanchist trade measures, all precisely to avoid a global cascade.
In other words, the next phase may well hover around the possibility that
Washington’s major trading partners will behave like real adults, instead of
responding tit for tat although revanchism can, and often does, cut both ways!
Indeed, Ottawa and Mexico City, two key partners, recently called on
Washington to uphold the political foundations that underpin the North
American Free Trade Agreement (NAFTA) that, to say the least, are
deteriorating alongside difficult U.S.-Mexico relations and puzzling

Committee, Canberra and Melbourne: Australian Parliament and Productivity Commission,
October 2016, https://eprints.qut.edu.au/102049/1/Dr%20Matthew%20Rimmer%20TPP%20and%
20Environment.pdf.
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U.S.-Canadian developments.5) In addition, various statements from officials in
Washington and Beijing imply that a major trade war would be triggered in the
near future, especially if China and key European states demand that the World
Trade Organization grant them market status.6)
Within the larger global economic framework, therefore, one can imagine a
Trump approach to protectionist policies and, in the case of the Middle East,
might blend militarism with economic nationalism. Still, the former real-estate
mogul’s apparent disinterest in the region, his political mission statement to
expand working-class economic opportunities, and his background as a reality
television celebrity all suggest that he sees trade policy as the overriding focus of
his administration’s foreign policy. Consequently, it is logical to assume that
Trump will focus on three specific areas, which will be addressed in detail below,
and that might well define his preferred approaches towards the region:
1. Preferential economic deals and increased arms sales.
2. Leveraged U.S.-Iran economic ties to U.S.-GCC7) agreements; and
3. Favored U.S.-GCC trade accords.
In this paper, an effort is made to answer the above specific questions as
5) Ana Swanson, “Here’s What Canada and Mexico will Hate About Trump’s NAFTA Plans,” The
Washington Post, July 18, 2017, https://www.washingtonpost.com/news/wonk/wp/2017/07/18/
heres-what-canada-and-mexico-will-hate-about-trumps-nafta-plans/?utm_term=.3a8c18977aa2.
6) Shawn Donan, “Trump Trade Tsar Warns Against China ‘Market Economy’ Status,” The
Financial Times, June 21, 2017, https://www.ft.com/content/4d6ba03e-56b0-11e7-9fed-c19e
2700005f.
7) The Cooperation Council of the Arab States of the Gulf, better known as the Gulf Cooperation
Council (GCC), groups the six conservative Arab Gulf monarchies nestled on the Arabian
Peninsula—Bahrain, Kuwait, Oman, Qatar, Saudi Arabia, and the United Arab Emirates.
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President Trump insisted on renegotiating the economic relationships between
Washington and Gulf Cooperation Council States, led by the Kingdom of Saudi
Arabia, a fellow member of the G20 and the nineteenth largest economy in the
world. It may be useful to add that while the United States is not geographically
located in the Middle East, it arguably remains the key outside actor whose
long-term interests in the region matter far more than many assume, both at the
political/security level as well as the economic one.

2. Evolving Trade Policies
Less than two months after President Trump’s inauguration, several world
leaders hinted that they may drop a 2008 pledge to eschew protectionist policies,
now that the United States intended to shun its leadership role on trade matters.
This was no small issue, as the November 2008 meeting of the Group of 20
accord proved to be extremely difficult to reach, even though Russia first
sabotaged it when it raised car tariffs. It was critical to note that WTO and
NAFTA rules prevented protectionist pressures to flourish. As the newly
appointed American trade representative, Robert Lighthizer—who was deputy
United States Trade Representative under President Ronald Reagan and who
negotiated voluntary restraints of Japanese car exports to the U.S. during the
1980s—positioned himself vis-à-vis his global counterparts, it remained to be
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determined whether his preferences over trade policy would herald dramatic
transformations.
In the event, Lighthizer showed his mettle at the first chance he had, when he
disagreed over protectionism matters with the twenty other members of the Asia
Pacific Economic Cooperation (APEC) group, who met in Vietnam in mid-May
2017. Interestingly, APEC delegates could not even agree on a joint statement
because Lighthizer opposed a reference to “protectionist trends that could have
strong impacts on the process of global economic recovery and economic
integration.” In fact, APEC officials intended to include a reference to “unfair
trade practices that result in unbalanced trade” along with a call for the removal
of barriers that distort trade to ensure that it is “both free and fair,”8) but were
persuaded instead to settle on a joint declaration. APEC thus issued a mild
statement from the Vietnamese chairman of the talks, Trade Minister Tran Tuan
Anh, and a separate joint “Actions Statement,” which reflected some differences
of opinion that, to say the least, highlighted “how global economic powers
intended to fight against all forms of protectionism.”9) While such wrangling was
not new to the Group of 20 and Group of 7 financial leaders, given periodic
clashes among negotiators who held to their cherished positions, seldom had the
United States accepted the word “protectionism” from appearing in official

8) A. Ananthalakshmi and My Pham, “New Trump Trade Rep Lighthizer Spars Over Protectionism
in Asia,” Reuters, May 21, 2017, http://www.reuters.com/article/us-apec-vietnam-lighthizer-id
USKBN18H0VN.
9) Ibid.
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declarations, even if several other powers wished to call a spade a spade. The
word reappeared a few weeks later at the 2017 Hamburg G20 gathering, for
example, when Chancellor Angela Merkel insisted that Germany intended to
defend the Paris climate agreement, from which Trump pulled the United States
out of in early June 2017, adding: “Anyone who believes the problems of this
world can be solved with isolationism and protectionism is making a huge
mistake.”10) Press reports and carefully leaked information confirmed that while
leaders agreed on security measures, they sharply disagreed on trade issues,
including steel production, with Washington accusing China and leading
European countries from dumping. Interestingly, the U.S. threatened to impose
an anti-dumping duty, though a temporary compromise was agreed upon, as the
G20 officially demanded a report of overcapacities by November 2017.11) That,
at least, was a clever compromise even if Merkel held on to her principles.
It was worth recalling that a few days before the G20 Hamburg gathering, the
forty-third G7 summit was held in Taormina, Italy, where, and in addition to
foreign policy and security concerns, Western leaders emphasized that their top
priority was “to raise global growth to deliver higher living standards and quality
jobs,” and on trade issues, acknowledged “that free, fair and mutually beneficial

10) Justin Huggler, “Angela Merkel Challenges Donald Trump on Climate Change and Trade Ahead
of G20,” The Telegraph, June 29, 2017, http://www.telegraph.co.uk/news/2017/06/29/g20live-merkel-vows-fight-paris-climate-accord.
11) Bryce Bashuk, “G20 summit 2017: US Squeezes Steel Concessions Amid Tariff Threat,”
Bloomberg, July 10, 2017, http://www.business-standard.com/article/international/us-squeezessteel-concessions-amid-tariff-threat-117071000065_1.html.
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trade and investment, while creating reciprocal benefits, [we]re key engines for
growth and job creation.” Once again, the official G7 communiqué stressed that
member-states remained committed to keep markets “open and to fight
protectionism, while standing firm against all unfair trade practices,” which
highlighted deep divisions.12) Whether Trump won a round—as the G7 leaders
pledged to remove “all trade-distorting practices-including dumping,
discriminatory non-tariff barriers, forced technology transfers, subsidies and
other support by governments and related institutions that distort markets—so as
to foster a truly level playing field,” will now be debated by experts. Suffice it to
say that G7 leaders recognized the need to strengthen cooperation and to “address
global excess capacity in the steel, aluminum and other key industrial sectors,”
though they also underlined that all states were called upon to respect “the
rules-based international trading system—which means the WTO—and which
translated in an effective censure of the Trump leadership.
What all of these difficulties implied went beyond disagreements over
language used in official documents that changed at any given time and under
specific circumstances! Rather, the international community witnessed the rise
of two diametrically opposed visions, with the Trump administration seeking to
take protectionist revenge versus those who preferred to encourage the creation
of free and fair trade. Of course, Washington insisted that it too wanted free and
fair trade, though it emphasized a system that, presumably, would lead to greater
12) “G7 Taormina Leaders’ Communiqué,” May 27, 2017, http://www.g7italy.it/sites/default/files/
documents/G7%20Taormina%20Leaders%27%20Communique_27052017_0.pdf.
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market efficiency everywhere. Yet, under Trump’s America First policy,
bilateral deals took precedence over multilateral commitments, which free and
fair trade could not possibly encourage when agreed upon rules were jettisoned at
will. How could there be free and fair trade when President Trump ditched the
multilateral TPP trade deal, for example? Could several of America’s trading
partners, including China, which have been circumspect about sharply criticizing
the Trump administration over trade, display limitless patience with such policies
without imposing reciprocity?13) Was it not fair to ask whether the world was
heading towards a new era of protectionism and, if so, what might this new era
look like? Crucially, what steps could multinational corporations take in order to
minimize loss, and how could they take advantage of new opportunities that
might emerge? Was the Middle East, especially the critical Gulf Cooperation
Council (GCC) States led by Saudi Arabia, vulnerable to Trump’s rising
protectionist preferences at a time when Riyadh was anxious to implement its
vast and hugely ambition Vision 2030 development reform plans that did not
need any more hurdles than those that existed in the Kingdom?

13) “Watching and Waiting for Donald Trump’s Protectionism: America’s Trading Partners Would
do Well to Pick their Battles,” The Financial Times, 20 March 2017, https://www.ft.com/content/
09bcb23e-0d6c-11e7-b030-768954394623.
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3. Early Results of Trump’s Protectionist
Visualization
Notwithstanding the Trump Administration’s protectionist rhetoric, and as the
2017 gathering of the G7 nation-states confirmed, the United States agreed to
include a pledge to fight trade protectionism in the final communiqué. This, in
effect, meant that trade-dependent emerging markets would not suffer as much as
many assumed, especially as several of these developing economies were no
longer as dependent on the West for the bulk of their trading activities.14) To be
sure, the chief reason for this phenomenon was the reality that a growing
percentage of global trade increasingly occurred among emerging markets and,
equally important, because of a qualitative improvement among savvy
developing economies that were and are harvesting the technology curve. Such
conditions will, by definition, survive and prosper any protectionist tendencies,
which also meant that major global powers like the United States no longer set
the global trade agenda by themselves. Perhaps the best illustration of this
development was the decision of the eleven countries—other than the U.S.—that
signed on to the TPP trade deal agreement, precisely to proceed “expeditiously”
without Washington. Remarkably, and while most observers assumed that TPP
was all but dead after Donald Trump pulled the U.S. out of the pact, no such thing
14) Leslie Shaffer, “Why Trump’s Protectionist Bark May not Hold Much Bite for Emerging
Markets,” CNBC, 27 May 2017, http://www.cnbc.com/2017/05/21/why-trumps-protectionistbark-may-not-hold-much-bite-for-emerging-markets.html.
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occurred, and Trump was forced to renege on some of his protectionist campaign
rhetoric, including his vow to label China a currency manipulator on “day one.”
Even Trump’s oft-repeated and controversial plan to build a “big, beautiful wall”
along the Mexico border, presumably to keep the “bad hombres” [bad men] out,
failed to garner speed because, in reality, the intention was to impose strict trade
restrictions, which came to naught.15)

4. New Trade Policies Towards the Arab Gulf States
It was within such an overall framework that the Trump administration’s trade
policies towards the Arab Gulf States necessitated re-evaluation. Importantly, for
example, what kind of specific preferences were likely to develop over the course
of the next four years, given President Trump’s appetite for global protectionist
policies? Was it possible to draw any preliminary conclusions regarding trade
policies and protectionism from the American leader’s first nine months in
office?
To quote former President Barack Obama: “Yes We Can.” In fact, the Trump
approach to the Middle East blended militarism with economic nationalism,
notwithstanding the apparent disinterest he displayed during his painful
15) Kavitha Surana, “The Other Dispute on the U.S.-Mexico Border,” Foreign Policy, April 10, 2017,
http://foreignpolicy.com/2017/04/10/the-other-dispute-on-the-u-s-mexico-border-trump-wallbad-hombres/.
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campaign that combined inexperience with crudeness. To his credit, Trump
believed that his political mission was and is to expand working-class economic
opportunities for Americans, and it is worth repeating that his background as a
real estate developer and reality television celebrity suggested that he saw trade
policy as the overriding focus of his administration’s foreign policy.
Consequently, it was logical to assume that Trump quickly focused on
preferential economic deals, increased arms sales, several initiatives that
leveraged U.S.-Iran economic ties to U.S.-GCC agreements, and favored
U.S.-GCC trade accords. With these specific goals in mind, Trump embarked on
his first foreign visit, which surprised everyone as it was to the Kingdom of
Saudi Arabia, where he received a warm welcome even if most observers
perceived the trip as being opportunistic.
At the outset, Trump insisted on renegotiating the political and economic
relationships between Washington and Gulf Cooperation Council States, since
he supposed that Arab leaders were lackadaisical and subject to easy pressure.
His perceptions may well have changed after he assumed office, though the
record spoke volumes, and not always with positive implications. Indeed, at an
early March 2016 rally in Virginia, then candidate Trump insisted that
Washington would leverage military power with financial concessions when he
opined that he would introduce safe zones in Syria, presumably to win that
conflict and bring it to an end. “I will get the Gulf States, who are not doing much,
believe me,” he said, adding: “The Gulf states have nothing but money. I’m going
to get them to pay. We owe 19 trillion, we’re not paying for it. Don’t forget,
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without us, the Gulf States won’t exist,” he concluded.16) A similar leverage was
articulated as early as December 2015, when Trump uttered his anti-Muslim
diatribe, claiming that they would be banned from entering the United States, and
though his plan intertwined in legal proceedings that will take months and years
to disentangle, Muslims across the world, including in the Arab Gulf region were
deeply offended. Still, and led by the Kingdom of Saudi Arabia, few let their
innermost sentiments prevail over raw political interests, which is precisely what
nation-states engage in, to protect and promote their welfare. The fact that
President Trump chose ExxonMobil Chief Executive Officer Rex W. Tillerson—
an engineer with considerable negotiation experience but none in traditional
national security policy—as his secretary of state, certainly pleased GCC leaders
who knew Tillerson first hand, and believed that he might well influence the new
administration’s trade policies. Nevertheless, and notwithstanding Tillerson’s
critical influence, the Trump administration’s new trade policy was still at its
infancy after nine months in office, even if it was neither “unpredictable” nor
“chaotic” as many critics have claimed. Rather, the policy appeared to be far
more nuanced and consistent, and could be traced back to not only the president’s
campaign promises but also his early open letters in the mass media. What Trump
was inclined to do was and is to alter the existing multilateral trading system,
which dated back to the end of the Second World War, something that may well
upset many, including within the GCC.
16) “Trump Says Gulf States Will Pay for Syrian War,” Euronews, March 8, 2016, http://www.
euronews.com/2016/08/03/trump-says-gulf-states-will-pay-for-syrian-war.
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Preferential Economic Deals and Increased Arms Sales
Trump’s visit to Riyadh in May 2017 was hailed as “a turning point” with
respect to American ties with a vital Arab/Muslim ally. Beyond pomp and
circumstance, which Saudis fine-tuned by simultaneously hosting 55 world
leaders in what were in reality three separate gatherings—the Saudi
Arabia-United States Summit [masterfully labeled “Together We Prevail”], the
Gulf Cooperation Council-United States Summit [which included Qatar that was
isolated less than two months later], and the first ever Arab/Islamic American
Summit—that set new global political standards as it introduced Muslim leaders
to the freshly elected American who vividly stroked anti-Muslim sentiments in
his native land. Riyadh and Washington quickly renewed their mutual
commitment to global security and further strengthened existing business ties. In
fact, both sides boasted of mutually beneficial and lucrative agreements that were
signed in public ceremonies, with some estimates reaching the $380 billion mark
over the next decade. King Salman bin ‘Abdul ‘Aziz, the host, went out of his
way to welcome President Trump, saying his presence reflected “the care given
by His Excellency and his country to this summit.” Adel al-Jubeir, the Minister of
Foreign Affairs was even more complimentary, maintaining that the visit marked
“the beginning of a turning point” in relations with the Arab world.17)
17) On the Trump visit to Riyadh, see “Full Speech of King Salman at the End of President Trump’s
Visit,” Arab News, May 22, 2017, http://www.arabnews.com/node/1102971/saudi-arabia. See
also Lulwa Shalhoub and Hani Hzaimeh, “Trump Means Business: $380bn Deals Signed in
Riyadh,” Arab News, May 21, 2017, http://www.arabnews.com/node/1102401/business-economy.

157 ∙

Studies in Comprehensive Regional Strategies Collected Papers (International Edition)

Although details were scarce, Riyadh and Washington signed several major
memoranda of understandings and agreements, including a multi-billion dollar
military accord, which was divided into $110 billion deals effective immediately,
while $270 billion were stretched over the next decade. This was an exponential
increase in American military commitments to Saudi Arabia when compared
with $115 billion in arms agreements signed between 2009 and 2016 under
President Obama. In 2017, the White House maintained that these fresh contracts
were necessary to “support the long-term security of Saudi Arabia and the Gulf
region” as well as to bolster “the kingdom’s ability to contribute to counterterrorism
operations.”18)
In addition to the multi-billion arms accords, the two countries inked $22
billion worth of oil and gas industry contracts, most of which were slated to go to
the refining industry in the United States. In March 2017, Saudi Aramco took 100
percent control of the largest oil refinery in the U.S. (and the largest in the
Americas), at Port Arthur, Texas. Saudi Aramco, the Kingdom’s state-owned oil
giant, previously owned 50 percent of the facility, though the latest move was a
further illustration of the Saudi commitment to the U.S. market, notwithstanding
candidate Donald Trump’s previous calls to halt all imports of oil from Saudi
Arabia.19) During Trump’s visit to Riyadh, Aramco signed 16 new agreements
18) Office of the Spokesperson, “Supporting Saudi Arabia’s Defense Needs,” Washington, D.C.:
U.S. Department of State, May 20, 2017, https://www.state.gov/r/pa/prs/ps/2017/05/270999.htm.
19) Robbie Gramer, “Saudi Arabia Now Controls the Largest Oil Refinery in North America,”
Foreign Policy, May 3, 2017, http://foreignpolicy.com/2017/05/03/saudi-arabia-now-controlsthe-largest-oil-refinery-in-north-america-energy-middle-east-aramco/. In November 2016,
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with 11 companies valued at about $50 billion, with one initial deal—worth $15
billion—signed with General Electric for several power generators.20) Honeywell
International Inc., Nabors Industries Ltd., Exxon Mobil Corporation and
Lockheed Martin were among several companies to sign contracts as well.
Raytheon agreed to help develop further defense-related projects through a
newly established subsidiary, Raytheon Arabia, in Riyadh. A new institution, the
Saudi Arabia Military Industries (SAMI) was also set up to help reduce reliance
on foreign purchases, as the Kingdom contemplated military independence even
if the process was a long-term project, part of Vision 2030.21)
Critics of Saudi Arabia perceived Trump’s visit to Saudi Arabia not as a
dramatic departure for radically different policies towards the Middle East, but a
conventional focus on “cooperation with traditional regional allies against Iran
and terrorism,” even if one observer opined that “Trump’s Saudi visit [must be
viewed] through the lens of intra-alliance bargaining games.”22)
candidate Trump repeatedly stated that the U.S. needed to block all oil imports from Saudi
Arabia, vowed to secure U.S. energy independence from “our foes and the oil cartels” and, in
what was a long sought effort, create “complete American energy independence.” See Tim
Daiss, “No Saudi Oil Says Trump; Saudi Arabia Fires Back,” Forbes, November 16, 2016,
https://www.forbes.com/sites/timdaiss/2016/11/16/no-saudi-oil-says-trump-saudi-arabia-firesback/#35ca09e620fe.
20) “GE Signs $15 Billion in Business Deals With Saudi Arabia,” Reuters, May 20, 2017, http://
fortune.com/2017/05/20/general-electric-saudi-arabia-15-billion-deals/.
21) Sabahat Khan, “Challenges of Cultivating a Saudi Defence Industry,” The Arab Weekly, July 9,
2017, http://www.thearabweekly.com/Gulf/8811/Challenges-of-cultivating-a-Saudi-defence-industry.
See also, Rob L. Wagner, “Can Saudi Arabia Become an Armament Producer?” The Arab Weekly,
May 15, 2016, http://www.thearabweekly.com/Top-Stories/5065/Can-Saudi-Arabia-become-anarmament-producer%3F.
22) Marc Lynch, “What Kind of Deal is Trump Making with Saudi Arabia?” The Washington Post,
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Unlike President Obama, who allegedly sought to “push regional allies toward
his view of American interests and values through a combination of pressure,
inducements such as arms sales, and rhetorical persuasion,” Trump apparently
“made many more concessions to the preferences of Arab regimes in the hopes
that they will respond with financial and political support.”23) This was both
unfair as well as inaccurate because Obama embraced the Arab Uprisings, which
no Arab regime interested in survival could, and literally loathed Arab leaders
who rejected his overtures towards their arch-foe, Iran.24) Trump was no less
critical of Arabs and Muslims, as his campaign illustrated ad nauseam, and while
he dismissed America’s century-old alliance strategies, he nevertheless
converted and embraced key GCC governments to advance American interests.
Indeed, the embrace went beyond the Trump administration’s dislike of Iran and,
perhaps, reflected a conscious effort not to antagonize nearly a quarter of the
world’s population—the 1.3 billion Sunni Muslims—though this was impossible
to know for a fact.25) In the event, what was unclear was whether Trump and his
May 22, 2017, https://www.washingtonpost.com/news/monkey-cage/wp/2017/05/22/what-kind-ofdeal-is-trump-making-with-saudi-arabia/.
23) Ibid.
24) For insights on the Obama-Iran relationships, see Trita Parsi, Losing an Enemy: Obama, Iran,
and the Triumph of Diplomacy, New Haven and London: Yale University Press, 2017. See also
Jay Solomon, The Iran Wars: Spy Games, Bank Battles, and the Secret Deals That Reshaped the
Middle East, New York: Random House, 2016.
25) Details on the Sunni-Shi’ah demographic transformations are seldom discussed but tilt in favor
of Sunnis, estimated at over 1.3 billion, versus about 200 million Shi’ahs. See Nabil Khalifé, The
Attempt to Uproot Sunni-Arab Influence: A Geo-Strategic Analysis of the Western, Israeli and
Iranian Quest for Domination, translated from the Arabic and introduced by Joseph A.
Kéchichian, Brighton, Chicago, Toronto: Sussex Academic Press, 2017.
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advisors adopted this policy because of a clear understanding of global
geo-political shifts, or whether they acted solely because they opposed Iran.
Naturally, what mattered was the end result, even if the way conservative Sunni
leaders behaved mattered a great deal as the mid-2017 Qatar crisis amply
illustrated.

U.S.-Iran Economic Ties vs. U.S.-GCC Agreements
Whether Saudi Arabia accepted Trump’s demands for fresh Saudi investments
into the U.S. economy voluntarily will long be debated, though agreements for
hundreds of billions of dollars cannot be fathomed without such a desire, even if
the astronomical sums raised serious sustainability questions at a time when the
price of oil remained relatively low. Press reports confirmed that the Public
Investment Fund, one of the Kingdom’s sovereign wealth funds, committed $20
billion to an infrastructure investment fund with Blackstone Group LP.
According to Forbes, the fund was poised to double in size to $40 billion, and
perhaps even reach $100 billion, with money raised “from other investors.”26) “I
can’t imagine another business day that’s been as good for the United States and
for the kingdom,” Commerce Secretary Wilbur Ross said in the Saudi capital at

26) Antoine Gara, “Blackstone Unveils $40 Billion Infrastructure Mega Fund With Saudi Arabia As
President Trump Visits,” Forbes, May 20, 2017, https://www.forbes.com/sites/antoinegara/
2017/05/20/blackstone-unveils-40-billion-infrastructure-mega-fund-with-saudi-arabia-as-trumpvisits/.
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the end of a carefully managed day during the presidential visit, which spoke
volumes. For his part, the Saudi Minister of Energy Khalid Al Falih declared on
a panel at the inaugural Saudi-U.S. CEO Forum that included Saudi billionaire
Lubna Al Olayan and Minister of Finance Muhammad Al Jadaan: “Many of us
sitting at the table are overseeing substantial investments in the United States”
that, once again, highlighted the level of attention being devoted to the matter.
Yasir Alrumayyan, the managing director of Saudi Arabia’s PIF, claimed that the
fund would help his country’s strategy of developing a diversified,
knowledge-based economy, which was certainly accurate and in line with the
Kingdom’s Vision 2030 mega plan for genuine economic reforms.27) PIF entered
into a separate deal with the SoftBank Group Corporation to create the
largest-ever technology investment fund, with more than $93 billion secured
from various global backers.
For its part, Saudi Aramco, which stood as the world’s biggest exporter of
crude oil and already worked with numerous American companies on resource
extraction, believed that the company’s market value could be as high as $10
trillion, though many observers questioned the math. In the event, Riyadh
planned to sell approximately five percent of Aramco through a global initial
public offering (IPO) and intended to raise an estimated $100 billion to oversee
the country’s radical economic reform projects. Part of these resources were

27) Matthew Martin, Vivian Nereim, and Zainab Fattah, “Saudi Arabia Welcomes Trump With
Billions of Dollars of Deals,” Bloomberg, May 19, 2017, https://www.bloomberg.com/news/
articles/2017-05-20/aramco-to-sign-50-billion-in-deals-with-u-s-companies-today.
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expected to fund various socio-cultural ventures, including an entertainment city
outside of the capital, while other portions were slated for the mega-purchases
signed onto in recent months and years. In other words, Saudi leaders intended to
leverage their financial might to balance, even eliminate, any gains associated
with American-Iranian contracts that saw light when sanctions were lifted in
early 2016. Whether the Aramco IPO would be a “stand alone” feature or
whether it could be supplemented with additional resources drawn from
sovereign wealth funds was impossible to know though the possibilities could not
be dismissed. Likewise, and in addition to Saudi Arabia, it was possible to
contemplate similar approaches in the United Arab Emirates and Qatar even if
the ongoing security and political crises associated with Doha might delay such
steps for the foreseeable future. For now, and despite the nuclear deal, American
economic sanctions on Iran seem to grow in number instead of decreasing, with
eighteen individuals and entities recently designated for supporting what the
White House claimed were “illicit Iranian actors or transnational criminal
activity.”28) The Trump administration was unhappy with Tehran’s ballistic
missile programs, which continued unabated, as well as sustained Iranian
military interferences in Iraq, Syria, Lebanon, Yemen, Bahrain and elsewhere
and, to express his disapproval, the president delivered a sharp rebuke to Tehran
at the 2017 United Nations General Assembly gathering.29) To be sure, beyond

28) “US Announces New Sanctions over Missile Programme,” Al Jazeera, July 18, 2017, http://
www.aljazeera.com/news/2017/07/hits-iran-economic-sanctions-170718135536529.html.
29) Clark Mindock, “Donald Trump Calls Iran a ‘Murderous Regime’ in Surprisingly Hostile UN
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the rhetoric and the fact that there was a lot of money to be made in Iran,
Washington was careful not to jeopardize its massive political, military and
economic ties with the conservative Arab Gulf monarchies especially when
Tehran prided itself with extremist and, more often than not, anti-Western
positions.30)

Favored U.S.-GCC Trade Accords
On July 14, 2015, then U.S. Secretary of State John Kerry, along with the other
permanent members of the United Nations Security Council and Germany’s
foreign ministers (the so-called P5+1), signed the Joint Comprehensive Plan of
Action (JCPOA) with the Iranian Minister of Foreign Affairs, Muhammad Javad
Zarif. In exchange for major sanctions relief, the agreement introduced a
decade-long moratorium on Iran’s ongoing military nuclear programs, though
candidate and now President Donald Trump voiced his strong opposition calling
Speech,” The Independent, September 19, 2017, http://www.independent.co.uk/news/world/
americas/us-politics/trump-iran-un-speech-murderous-regime-saudi-arabia-latest-a7955641.html.
30) In his rebuttal, the President of Iran Hassan Rouhani, declared that Trump’s speech reflected an
“ignorant, absurd and hateful rhetoric” that was “unfit to be heard at the United Nations.” He
added: “Iran was waiting for Trump to apologize for the speech and what he described as an
insult to the Iranian people,” as “it would be a great pity if [the nuclear] agreement were to be
destroyed by rogue newcomers to the world of politics.” See Julian Borger and Philip
Oltermann, “Tillerson Says Iran is Not Meeting ‘Expectations’ of Nuclear Deal,” The Guardian,
September 20, 2017, https://www.theguardian.com/world/2017/sep/20/iran-president-rouhanitrump-speech-un. See also “Iran Slams Trump’s ‘Ignorant Hate Speech’ to UN,” The New Arab,
September 20, 2017, https://www.alaraby.co.uk/english/news/2017/9/20/iran-slams-trumpsignorant-hate-speech-to-un.
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it “a bad deal” as early as September 2015. He added: “A Trump presidency will
force the Iranians back to the bargaining table to make a much better deal.”31)
Barely nine months into his term in office, Trump formally certified that Iran was
in compliance with the JCPOA, but added that the country may be subjected to
non-nuclear terrorism related sanctions, allegedly because Tehran displayed
ambitions to acquire hydrogen power, other technology transfers, and ballistic
missiles.32) In late July 2017, Trump told the Wall Street Journal that he might
overrule the Department of State when the next certification comes around in
October 2017, because Iranians “have taken advantage of a president named
Barack Obama who didn’t know what the hell he was doing.”33) After his UN
General Assembly address, Trump answered questions from the media, asserting
that he reached his decision on whether to withdraw certification of the 2015
nuclear deal by the congressional deadline of 15 October. “I have decided,” he
affirmed, and repeated it three times, though he did not reveal what his decision
was except to state: “I’ll let you know.” Needless to say that were he not to certify

31) Jamsheed K. Choksy and Carol E. B. Choksy, “Trump Vs. Iran: Going Beyond the JCPOA,”
Forbes, January 20, 2017, https://www.forbes.com/sites/realspin/2017/01/20/trump-vs-irangoing-beyond-the-jcpoa/#246065789515.
32) James Reinl, “Nuclear deal or no nuclear deal, US-Iran standoff continues,” Middle East Eye,
July 19, 2017, http://www.middleeasteye.net/news/analysis-nuclear-deal-or-no-nuclear-deal-usiran-standoff-continues-1559935966. See also Michael Rubin, “Can Trump Walk Away from
the Iran Deal?,” FoxNews, November 11, 2016, http://www.foxnews.com/opinion/2016/
11/11/can-trump-walk-away-from-iran-deal.html.
33) “Trump Signals he Might Pull Out of the Iran Nuclear Deal. What’s at stake?” PBS NewsHour,
July 26, 2017 http://www.pbs.org/newshour/bb/trump-signals-might-pull-iran-nuclear-dealwhats-stake/.
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the agreement, Congress would then have 60 days to decide whether it was ready
to impose new U.S. sanctions, although that process was arduous as well. Press
reports revealed that Trump received support from Israeli Prime Minister
Benjamin Netanyahu, as well as Saudi Arabia. The kingdom’s foreign minister,
Adel al-Jubeir, clarified that his country did not believe Tehran was abiding by
the deal.34)
Beyond the merits of the deal and compliance thereof, what the JCPOA
achieved was to highlight the looming conflicts between Arab and Western
interests in the region, as Arab Sunni perceptions of American neglect
crystallized. Between the “Persian Pivot” and “America hates Sunnis,” two
propositions advanced by several pundits, many were persuaded that leading
Western powers, led by the United States, have now ushered in a fresh balance of
power in the Gulf region.35) Importantly, and for the purposes of this essay, the
JCPOA lifted many of the commercial sanctions that were imposed on Iran
during the past few decades, which allowed Tehran to purchase goods and
services long denied. Starting in January 2016, sanctions were removed on entire
sectors, including banking and insurance, along with Iranian entities or
individuals who were blacklisted because of their alleged nuclear-related
activities who were henceforth able to do business with Western companies.
34) Julian Borger and Philip Oltermann, op. cit.
35) Daniel Twining, “Why Asia Should Fear the ‘Persian Pivot’,” Foreign Policy, July 17, 2015,
http://foreignpolicy.com/2015/07/17/iran-china-japan-nuclear/. See also Hussain Abdul-Hussain,
“America hates Sunnis,” NOW, July 20, 2015, https://now.mmedia.me/lb/en/commentary/565606america-hates-sunnis.
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Airbus and Boeing signed mega contracts for dozens of civilian aircrafts as have
oil companies like France’s Total SA and China’s state-run China National
Petroleum Corporation to develop the South Pars offshore field, one of the
world’s largest natural-gas fields.36)
Yet, the question that lingered was how to go about doing this when
Washington was simultaneously embarked on accelerated U.S.-GCC trade
agreements that President Trump favored, even if his interpretations on the
mechanisms were certainly different from the ones contemplated by GCC
governments. Ironically, the solution came in late April 2017 at Qatar University,
where the former Prime Minister, Shaykh Hamad bin Jasim bin Jabir Al Thani,
delivered a highly praised speech titled: “The States of the Gulf Cooperation
Council: Regional Challenges and the Future of the Relations with Neighboring
Countries.” At the time, Shaykh Hamad declared that it was necessary to create
joint institutions between GCC member-states “to offer effective solutions to the
economic challenges in the post gas and oil phase,” and as this pronouncement
occurred before the latest crisis between Qatar and the Anti-Terror Quartet
(ATQ)—composed of Bahrain, Egypt, Saudi Arabia, and the United Arab
Emirates—few appreciated the correlation between security matters and the
36) J. Weston Phippen, “Iran Signs a $5 Billion Energy Deal With France’s Total: The Deal is the
First with a Foreign Energy Company since Sanctions were Lifted,” The Atlantic, July 3, 2017,
https://www.theatlantic.com/news/archive/2017/07/iran-total/532560/. For the aviation related
accords, see Thomas Erdbrink, “Iran and Boeing Sign $16.6 Billion Deal on Sale of 80 Aircraft,”
The New York Times, December 11, 2016, https://www.nytimes.com/2016/12/11/world/middleeast/
iran-boeing-airplane-deal.html; and Chris Johnston, “Airbus Signs $25bn Deal to Sell 118
Planes to Iran,” BBC News, January 28, 2016, http://www.bbc.com/news/business-35434483.
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impact of economic issues that inevitably left their marks on intra-regional ties.
Indeed, and as unpleasant as the Qatar-ATQ confrontation was, what were even
more problematic were the variances on how to best deal with regional and
international conflicts. For Hamad bin Jasim, the solution was joint institutions
ostensibly to offer effective solutions to the economic challenges in the post gas
and oil phase. For the ATQ, it was something else: to isolate Iran that meddled in
intra-Arab affairs.
This fundamental dissimilarity preoccupied GCC governments at a time when
Washington was anxious to foster trade deals with individual GCC States. In fact,
and ever since the 1950s when the global economy actively pursued the
liberalization of international trade activities, key oil producers were targeted for
steps to eliminate commercial barriers that, over the course of less than three
decades, saw their share of trade in world GDP increase. Gradually,
protectionism was replaced by free exchanges, ably administered by the WTO
after 1995. The United States sought Free trade agreements (FTAs) that literally
dictated modern-day commerce even if GCC countries accounted for only six
percent of world merchandise exports in 2014. Given this small percentage,
however, it was fair to wonder whether the U.S.-GCC FTAs were used as foreign
policy tools precisely to intervene and control the economic bloc, especially
when intra-GCC trade was somewhat limited. The benefit, therefore, was in
favor of the larger partners—the United States, the European Union, etc…—even
if GCC member-states increased intraregional merchandise export from $7
billion in 1995 to $60 billion in 2014 while total merchandise exports expanded

∙ 168

Trump, Protectionism, and Middle East Trade Policy

from $103 billion in 1995 to $1 trillion in 2014.37) Inasmuch as GCC States
destinies were intrinsically linked in their iron-clad security associations with
major powers, trade policies were often subjected to non-economic vagaries,
which is why the Trump Administration preferred methods stood an excellent
chance to prosper.

5. Challenges and Opportunities For GCC States
To better assess the consequences of President Trump’s new protectionist
policies towards Arab Gulf monarchies, it may be useful to briefly discuss
whether the GCC integration plans on trade matters have, or will soon, bear
results. Although the Kingdom of Saudi Arabia announced major economic
reforms in its Vision 2030 blueprint, something that other GCC member-states
were also contemplating, intra-regional efforts to boost business stalled in the
past because, and this must be stated as clearly as possible, there simply is not a
lot of intra-GCC trade to begin with. GCC economies are chiefly based on the
production of the same oil-based products, and while total intra-GCC trade in
goods and services stood at around US$85 billion in 2016, this was still less than
10 per cent of total GCC trade volumes.38) How could GCC States meet
37) The data drawn from World Bank statistics in Shailesh Dash, “Trade Agreements: Net Positives
and Negatives,” Khaleej Times, May 9, 2016, http://www.khaleejtimes.com/business/economy/
trade-agreements-net-positives-and-negatives.
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challenges under these exceptional circumstances?
According to a seasoned observer who first revealed the news, Shaykh
Muhammad bin Rashid, the Vice President of the UAE and Ruler of Dubai,
recently gathered about 150 Emirati and Saudi officials at a retreat appropriately
titled al-‘Azm [determination], when he called for a combination of the
capabilities of the UAE and Saudi Arabia to face various socio-political and
economic challenges to the region. Shaykh Muhammad apparently opined that
“through our integration, solidarity and unity, we can protect our gains, enhance
our economies and build a better future for our people,” even if it was unclear
whether he had in mind a bilateral alliance or whether he foresaw full GCC union
on these critical matters. Indeed, while the integration idea was most welcome,
and although key barriers were eliminated among GCC states during the past
decade, it was important to ask why GCC leaders postponed vital decisions that
would have accomplished what the Emirati Vice-President envisaged. Of course,
and without taking anything away from genuine steps to finally establish a GCC
customs union and a common market modeled on the European Union paradigm,
Arab Gulf leaders failed to apply their 1981 pledge to coordinate and integrate
most activities between member-states in all fields. Naturally, several reasons
prevented GCC countries to forge political cooperation, as all were relatively
young nation-states that grappled with sovereignty concerns and where trust was

38) John Sfakianakis, “As Global Protectionism Rises, GCC Should Dare to Open-up Trade,” The
National, February 26, 2017, https://www.thenational.ae/business/john-sfakianakis-as-globalprotectionism-rises-gcc-should-dare-to-open-up-trade-1.38917.
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rare while its application was even scarcer. Moreover, and as John Sfakianakis
summarized the financial dilemmas best, the “Economic Agreement of 2001 set
goals and targets for achieving a common market and monetary union,” even
while the 2003 customs union was seriously hampered by a “discord in
revenue-sharing schemes [as to] whether the member state of first entry or the
product’s final destination of consumption should retain tax revenue.”39) This
quandary was exacerbated after Bahrain and Oman signed bilateral free-trade
agreements with the United States in 2004 and 2006, respectively, which upset
Saudi Arabia, though an even more egregious complication arose in 2008 when
the GCC common market was launched. A technical stroke of genius, the GCC
common market allegedly granted economic equality for companies and citizens
across the region, and while major barriers on goods as well as capital and labor
were removed, each country continued to impose its separate rules and
regulations. Even the 2010 adoption of a single currency, the Khaliji, was
heralded as a significant accomplishment though Oman refused to join. For its
part, the United Arab Emirates raised major objections over the location of the
central bank, which it desired to be in Abu Dhabi and that obscured the path
ahead when that wish was not fulfilled, further postponing genuine union
initiatives.
Truth be told, few doubt that Saudi Arabia and the UAE can, in fact, do a lot to
increase non-oil, intra-GCC trade and investment, something that probably

39) Ibid.
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gained unprecedented legs after the Spring 2017 crisis between Qatar and the
ATQ. Nevertheless, it was critical to ask whether GCC States had the intrinsic
capabilities to both enhance economic ties on either a bilateral level or
multi-laterally and, simultaneously, stand-up to American protectionist policies.
To be sure, this was easier said than done because of specific American
grievances against Saudi protectionism, something that the Kingdom’s WTO
membership was supposed to prevent, even if Washington practiced equally
egregious policies. Inasmuch as American objections predated the Trump
presidency, how did Washington present its case, and under what circumstances?
According to the United States Department of Commerce, Saudi business
practices and laws favored Saudi citizens, which meant that the Kingdom had
trade barriers in place, mainly of the regulatory and bureaucratic nature. Against
these objections, Riyadh updated its procedures in recent years that liberalized
several sectors, allowed foreign investors to establish joint ventures and retain a
51 percent share of their 100 percent in the case for retail. In 2017, non-Saudis
were able to establish all types of industrial enterprises and could trade in the
products they manufactured inside the Kingdom, although restrictions on
individual professions remained in force, “limiting who can practice law,
medicine, accounting and financial services, architecture and engineering and
other similar professions.”40) Because of some notorious cases, where dispute
settlement and enforcement of foreign arbitral awards lingered and caused
40) “Saudi Arabia—Trade Barriers,” Washington, D.C.: United States Department of Commerce,
July 19, 2017, https://www.export.gov/article?id=Saudi-Arabia-trade-barriers.
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partners and creditors to block an American’s access to exit visas, Washington
concluded that the Kingdom harbored unfair arbitration laws. In the event,
Riyadh restructured certain provisions of its business laws, and created the Saudi
Center for Commercial Arbitration (SCCA) in 2016, whose writ was to settle
disputes without resorting to Shari‘ah [Islamic] Law. This was certainly a major
step forward that added credibility and, based on real changes brought forth by
the National Transformation Plan (NTP) and Vision 2030, announced by the then
Heir to the Heir Apparent—now Heir Apparent—Prince Muhammad bin Salman
(MBS) in April 2016, Saudi Arabia entered a period of intense transformations.
Indeed, Vision 2030 intended to streamline the bloated state bureaucracy,
increase private sector investments, and curb youth unemployment in order to
end the Kingdom’s dependency on oil. Towards that end, both the NTP and
Vision 2030 could make Saudi society more vibrant and sustainable or, where
they to fail, undermine the country’s relative stability. The danger that failure
would have devastating consequences for the greater Middle East region, as well
as global energy and financial markets, cannot be underestimated and although
many Arab states faced mounting protests and calls for political liberalization
during the post-2011 Arab Uprisings, Saudi Arabia maintained relative peace
and stability. That was the good news, even if fundamental changes to the
Kingdom’s socio-economic system were coming, transformations that could lay
the groundwork for similar dissent by sparking demands for social and political
reforms while undermining Saudi cohesion, again if Vision 2030 were to fail.
That is why, among other reasons, any protectionist plans may well damage
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relations between the United States and Saudi Arabia not because of any direct
linkages between Vision 2030 and Trump’s protectionist policies but because
added economic pressures threatened to derail Riyadh’s long-term reform
programs.

6. Conclusion
Beyond these latest developments that were still unraveling at the time of
writing, and though President Trump was unlikely to fulfill campaign threats to
withdraw from NAFTA or to impose a 45 percent import tariff on China, the
American head-of-state favored specific protectionist duties on various products,
including steel and aluminum. One observer concluded that Trump intended to
“alter the existing multilateral trading system, which dates back to the end of the
Second World War,” and which would target allies like Canada, Germany,
Japan, Mexico and South Korea. Ironically, these countries have been American
allies at least since 1945, and seldom posed a threat to U.S. national security even
if that was the clause Trump utilized to impose new restrictions.41) In the Middle
East, and specifically in the Arab Gulf region, the United States conducted most
of its trade with preferential economic and military deals as it further leveraged
41) Chad Brown, “Trump is a New Kind of Protectionist — He Operates in Stealth Mode,” The
Washington Post, June 12, 2017, https://www.washingtonpost.com/news/monkey-cage/wp/2017/
06/12/trump-is-a-new-kind-of-protectionist-he-operates-in-stealth-mode/.
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its activities between Iran and the conservative Arab Gulf monarchies that are, it
is critical to emphasize, American allies. As discussed above, Riyadh responded
with a commitment to embark on serious economic reforms in what stood as an
impressive blueprint, Vision 2030, which further intended to open Saudi
Aramco, the nation’s state-owned oil conglomerate, to public investment.
Naturally, such a step would necessitate more transparency within the private
company, which could expose management preferences and that could
undermine the public’s trust in critical state institutions, although this was not
expected because the will to succeed was unblemished. While an assessment of
Aramco’s value by public markets might require the disclosure of relevant audits
of Saudi oil fields, it is now amply clear that Riyadh is determined to be open
about the entire process, as the Saudis aim to successfully implement the Vision
2030 reforms. Such a process ensured elite and citizen support because Saudi
leaders were conscious that the country must also be open to course corrections in
the event of economic turmoil, precisely to prevent instability as well as stand-up
to American protectionism that, in the end, was also GCC States’ favored
inclinations.
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1. Introduction
Economic crises are often followed by a rise in protectionism. Over the past
few years, protectionist measures have been rising along with a slowing down of
the global economy. Even though the global economy is now under optimistic
recovery, there are worrisome signs of a coming era of New Protectionism.

* Professor, China Institute for WTO Studies, University of International Business and Economics.
** Assistant Professor, China Institute for WTO Studies, University of International Business and
Economics.

181 ∙

Studies in Comprehensive Regional Strategies Collected Papers (International Edition)

Marked by Brexit and the United States presidential election, a wave of
de-globalization is challenging the world as never before. Globalization is at the
crossroads. How the future of globalization and international trade landscape will
evolve are under great uncertainty.
With this backdrop, this research aims to provide an analysis on the
characteristics, the roots and future development of the New Protectionism, and
focus on its implications for China. The emerging economies, especially China,
have benefited greatly from international trade and globalization. China’s rapid
growth in the past is largely attributable to its opening up policy. After decades of
development, China has not only emerged to be the world’s second largest
economy as well as major trading partner of many countries, but also grown from
a passive acceptor of international rules into an active participant in the global
economic governance. In this stalling time of globalization, the role that China
plays is inevitably crucial and has drawn much attention from the world. On the
one hand, since China is now highly integrated with the world economy, the
coming era of New Protectionism will impose big challenges for China, in that
China is very likely to suffer from the beggar-thy-neighbor policies. On the other
hand, United States’ withdrawal from the TPP and its absence from leading the
rule-making of global trade and investment liberalization can also open up new
opportunities to China. Based on our findings and understanding on the current
and future situation, this paper seeks to contribute to a timely discussion on what
China can do and should do to overcome the challenges and grasp the
opportunities in the era of New Protectionism.
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2. The Emergence of a New Era of Protectionism
Throughout history, globalization has gone through several peaks and troughs.
In this section, we outline three current major changes that signal a coming era of
New Protectionism and discuss how they are the same or different from previous
waves of protectionism.

A. Increasing Protectionist Measures
Protectionist measures have been rising since 2012, especially during recent
economic downturns. According to a Global Trade Alert (GTA) report, in the
first four months of 2016, trade restricting measures increased significantly
compared to the same period last year, reaching 150 in total, where the trend of
protectionism in developed countries was the most pronounced. In the current
wave of protectionism, trade protectionist measures are now not only taken by
developing countries to promote the competiveness of their industries, but also
more and more taken by developed economies. According to GTA data, in the
first three quarters of 2016, the countries that utilized the most trade remedies
were the United States, Germany, France, the United Kingdom, Italy and other
developed economies.
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B. Dramatic Change of the U.S.
This is not the first time that the U.S. has turned to protectionism. In the
mid-1980s, the U.S. showed a similar radical change of its foreign policy stance
towards protectionism, especially in its adoption of aggressive protective trade
policies towards Japan in order to balance its bilateral trade deficit. Even so, the
United States at that time still supported multilateral liberalization and initiated
the Uruguay Round negotiations. This time is different. Marked by Trump’s
election, the United States, which had been a vital contributor toward
globalization and the leader of free trade, is now flying the flag for protectionism.
Americans are questioning whether the trade policies they have hitherto pursued
have produced results that serve the interest of Americans. The U.S. has
abandoned the Doha Round, withdrawn from the TPP, and Trump’s “America
First” talks are going on. The United States no longer continues to pursue a strong
market opening agenda through the WTO and regional negotiations.

C. BREXIT and De-globalization
Britain’s exit from the European Union (the Brexit) has sparked a debate
centered on globalization. It is the worst setback for the European Union, which
is regarded as the most ambitious experiment in globalization. Many experts
show their concern that globalization will turn back to shallow integration and
Brexit might trigger a domino-like skepticism surrounding globalization both

∙ 184

The Era of New Protectionism and China’s Strategies

within the EU and around the world which would become a threat to globalization.
Many people believed that economic integration means a sacrifice of policy
autonomy and Brexit is a reflection of this underlying problem and a fear of
losing control. Different from the previous waves of protectionism, the United
States presidential election and Brexit have shown that anti-globalization is no
longer mainly coming from the labor unions and NGOs that advocate the voice
of the workers and grassroots; it is now coming from political leaders and
intellectuals. Brexit and the American election also show that anti-globalization
is no longer a sentiment. It has become a strong power that can influence political
outcomes.

3. Underlying Reasons of the New Protectionism

A. Trade Imbalances
U.S. President Donald Trump considers the large trade deficit of the United
States (as shown in Figure 1) a serious problem that the U.S. needs to tackle.
Protectionism has become a handy solution toward this. Figure 2 shows the
markets that have the largest share of bilateral deficit on U.S. trade in recent
years. Ever since the year 2000, China’s share has surpassed that of Japan and has
continued to grow immensely. NAFTA countries also have a large trade surplus
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with the U.S. In 1999, Canada accounted for 10.21% of the total US trade deficit,
while in 2016 it declined to 2.16%. Mexico’s share has slightly increased, from
7.06% in 1999 to 9.53% in 2016. The share of India (1.6% in 1999) and South
Korea (2.6% in 1999) also have somewhat increased after the financial crisis,
accounting for 3.26% and 3.68% in 2016, respectively. From the figures, we can
see that the U.S. trade deficit is concentrated in a small number of economies.
Large and increasing trade imbalance between China and the U.S. has led to
increasing disputes and frictions between the two countries.
Developing countries, especially China, have benefited greatly from trade
liberalization. There is a decline of global power status of the U.S. and threats to
the economic pre-eminence of the Western world (Daianu 2017). Trade deficit is
seen by the Trump administration (and perhaps believed by many others) as a
threat to national interests and national security (AFP-JIJI 2017). Rising trade
deficit has been the concern of the U.S. while different administrations approach
it differently. The multilateral liberalization that the U.S. steered in the 1970s can
be seen as an offensive (export-promoting) strategy. The strategy it adopts now is
more defensive (import-restricting). The United States, an important founder of
the multilateral trading system now finds it difficult to make the system work for
its own interests. It is then not surprising that it will choose to abandon its agenda
of multilateral trade liberalization.

∙ 186

The Era of New Protectionism and China’s Strategies

Figure 1. Trade balance of the U.S. since 1999
(Unit: billions of dollars)
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Figure 2. Bilateral deficits on U.S. trade in goods with some of its major trading partners
(Unit: percent)
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B. Financial Crisis
Protectionism always accompanies economic downturns. After the 2008-09
financial crisis, many countries are suffering from low recovery and high
unemployment. As the OECD puts it, the global economy has been stuck in a
“low growth trap” (OECD 2016, 2017) in recent years. The global recovery has
been weak and fragile ever since the 2008-09 financial crisis. In order to protect
domestic industries and raise domestic employment, countries tend to use
protectionist measures out of self-protection. Efforts to map protectionism in the
crisis-era shows that, after correcting for reporting lags, overall the G20 is
resorting to more protectionism over time. Since the onset of the global economic
crisis, G20 governments have frequently used a blend of trade restrictions, state
largesse, and localization requirements to discriminate against foreign
commercial interests (Evenett and Fritz 2017).

C. Lost Jobs and Skepticism about Globalization
Many people think that trade, import competition, offshoring, migration or
other aspects of the globalization are accountable for job losses in their own
countries. Inevitably, there are problems accompanying the process of
globalization, including rising inequality. However, trade and globalization
becomes easy targets to criticize for the domestic problems of rising
unemployment and inequality. According to international trade theories, overall
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national welfare increases through free trade, especially the consumers who can
benefit through access to more varieties of goods at cheaper prices. Existing
evidence also suggests that protectionist measures can be very costly. For
example, Hufbauer and Lowry (2013) investigate the U.S. tire tariff against
China and estimate that a maximum of 1,200 jobs were saved while the total cost
to American consumers was about $1.1 billion in 2011. To save one job, the
average cost was at least $0.9 million in that year. Moreover, “only a very small
fraction of this bloated figure reached the pockets of tire workers. Instead, most
of the money landed in the coffers of tire companies, mainly abroad but also at
home.”
However, according to a public survey by the Pew Research Center in 2014,
not everyone is convinced that international commercial activity is a good thing,
especially in advanced economies. Such skepticism is particularly strong in
France, Italy, Japan and the United States. The lost jobs are easier to be seen than
the benefits that trade brings. As working classes—suffering from stagnant
incomes and joblessness—lash out at the free movement of money, goods, and
people, their elected politicians face pressure to detach from an increasingly
interconnected world (Schuman 2016).

D. The Roots of the Anxieties
In spite of the above phenomena and problems that caused the anxieties
surrounding trade and globalization, the roots of this new protectionism lie in the
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process of de-industrialization and the hollowing out of manufacturing industries
that follows in the developed countries. The following table shows the industrial
value added (as a percentage of GDP) of some advanced economies and the
BRICS countries. The USA and the UK, where the anti-globalization sentiment
seems to dominate, are among the most de-industrialized economies, with a
small proportion of industrial value added as well as a low share of employment
in the industrial sector.

Table 1. Share of industrial value added and employment
Country

United Kingdom
France
United States
Brazil
OECD members
European Union
High income
India
Canada
Japan
South Africa
Germany
Russian Federation
Upper middle income
Korea, Rep.
China

Industry, value added
(% of GDP)
2005
2016*

22.03
21.51
21.93
28.47
26.02
26.46
26.56
33.59
-30.11
30.28
29.40
38.08
40.33
37.50
47.02

19.17
19.35
20.03
21.24
24.27
24.40
24.45
28.85
28.85
28.89
28.95
30.45
32.42
33.86
38.56
39.81

Employment in industry
(% of total employment)
2005
2016*

22.16
23.69
20.64
21.40
24.86
27.52
25.02
18.97
22.69
27.50
25.62
29.84
29.78
24.00
26.85
23.80

18.53
20.12
18.39
22.20
22.54
23.96
22.33
22.38
19.60
24.32
23.85
27.69
27.18
27.53
24.89
29.30

Note: *2016 or latest year available; the economies are sorted by industrial value added (% of
GDP) in 2016 or latest year available.
Source: The World Bank World Development Indicators.
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The fundamental economic changes in these countries, including technology
development and de-industrialization, are the underlying reasons of rising
unemployment of the working class. Along with the upgrading of industrialization,
industries become more technology-intensive, while labor-intensive manufacturing
sectors move out to developing countries. Factors are then allocated towards
high-tech or service sectors. The economy as a whole has benefited from higher
productivity, higher efficiency and cheaper consumption goods. However, this
will result in some domestic blue-collars or low-skill workers losing their jobs.
The growth in production per worker played a significant role in change in
manufacturing employment. Almost 88 percent of job losses in manufacturing
from 2000 to 2010 can be attributable to productivity growth (Hicks and Devaraj
2015). Compared with manufacturing industries, jobs in service sectors tend to
be more unstable and have relatively higher entry barriers. The laid-off workers
are not able to flow into service sectors due to various frictions and market failures.
Additionally, mobility of products and factors increases economic efficiency
while bringing challenges to equity. The benefits of globalization are not shared
equally by all the people in the country. Most of the profits are obtained by
multinational corporations and wealth is concentrated in the hands of a small
number of people. The bargaining power of the working class continues to
decrease in this process. However, less attention is paid to compensating the
losers and training the jobless, to help them adapt to or even gain from the
structural changes of the domestic economy. The lack of government actions to
deal with this problem adds to the worsening of the situation.
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4. The Future of the New Protectionism

A. New Protectionism is Not a Certain Global Trend
The radical change of the United States and the wave of skeptics of
globalization in some European countries do not mean that other countries will
follow suit. Even though there are worrisome signs of a coming era of new
protectionism. It is not a certain global trend. There are several observations that
lead us to this conclusion.

1) Anti-globalization has not been turned into global actions
Anti-globalization mainly happened in the United States and the EU. In many
other countries in the world, it is more of a sentiment or stunt of politicians and
has not become a dominant trend that is to be transformed into actions and
policies. As for the United Kingdom, Brexit is more about the problems of
migration, rather than about anti-globalization. The large-scale protests against
the TTIP in Germany are not of an anti-globalization nature either. They mainly
protest against genetically modified food and the use of American standards
(CCG 2016). The balance of power in American politics, domestic interest
groups, restrictions from global institutions, and the risk of retaliation from other
countries have also been restraining the U.S. from taking unilateral protectionist
measures.
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As for the developing economies, especially the emerging markets, their
economic growth is largely attributed to their integration into the global market
and production. Their stage of development also determine that they are still in
need of globalization and will continue to benefit from it. For most countries and
for most people, they acknowledge the need and benefits of trade and investment
liberalization. They are not against the process of globalization. They are simply
against the problems that arise from it.

2) Globalization is an Irreversible Trend
Globalization is an objective law throughout the development of history, but
its evolution is not linear. There are times that it underwent self-adjustment and
seemed to be stagnant. However, globalization lived and developed through the
skeptics and several crises that threatened it. Globalization has affected every
aspect of modern life, including economics, politics, culture, technology, ecology,
etc. The world is now highly interdependent. Countries cannot turn back to an
isolated status. Protectionism can reduce or slow down the flow and exchange of
goods, capital, people, etc. Anti-globalization sentiment may change policies for
a time through direct or indirect political participation. Nevertheless, the
fundamental interconnectivity and needs of the consumers and producers will
continue to push globalization forward. A recent report by the Asian Society
Policy Institute characterizes five key developments of trade and investment,
namely, the development of global value chains, the growing importance of
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service trade, growth of digital commerce, linkages between investment and
trade agreements, and SME engagement in the global economy. As the report
argues, these trends point toward a world in which openness has never mattered
more. Countries that are amenable to commerce can reap the benefits of access to
better technology, less expensive inputs, and greater investment. With the proper
domestic policies in place, these advantages can translate into higher productivity,
wages, and growth (ASPI 2017). Though globalization has brought a series of
problems to the surface, the great benefit it brings cannot be ignored. The
protectionist stance of some countries will not change the trend of globalization.

B. Problems Accompanying Globalization Can Trigger Future
Protectionism
Due to restrictions imposed by domestic and international institutions,
protectionist sentiments have not been turned into actions. However, problems
accompanying globalization still exist and can lead to new waves of trade
protectionism. As we’ve argued in the text above, the root of the sentiment and
oppositions to globalization mainly lies in the structural change of the economy
and the unequal distribution of the gains from globalization. Therefore,
anti-globalization or protectionism cannot solve the problems fundamentally. If
these problems accompanying the process of de-industrialization are not taken
seriously, rising inequality, populism and the anxieties of the losers will still
remain and are very likely to trigger future waves of protectionism.
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5. Challenges and Opportunities for China

A. Challenges
As the largest exporting economy, China is the primary target of international
trade protectionism. In the short run, China will inevitably face more protectionist
measures from other countries, especially the United States. Several countries
frequently impose restrictions on imports of Chinese products for the protection
of their domestic industries. It is less likely for the United States to impose a 25%
tariff on Chinese products, which would trigger a fierce trade war. But it can use
specific trade policy instruments to restrict Chinese exports to the U.S., including
anti-dumping, countervailing, safeguard measures, and domestic trade laws such
as the 301 Clause. In 2016, Chinese exports encountered 119 trade remedy
investigations from 27 countries and regions, of which 91 were anti-dumping
investigations, 19 countervailing investigations, and nine were safeguard measures.
The number of investigations has hit a historic high and involves 14.34 billion
U.S. dollars. The EU and the United States’ refusal to grant China market economy
status in the anti-dumping investigations is also part of the protectionism. The
protectionist measures will be more likely to be targeted against sectors or
products that have a large scale of exports to the U.S., for example, steel,
aluminum, textiles, leather, transportation equipment, furniture and so on.
Protectionist measures are also becoming more concealed and can be justified
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in the name of “fair trade.” The 2017 G20 Summit is one of the signs of this trend.
In the G20 Leaders' Communiqué, the leaders did not “reiterate our opposition to
protectionism on trade and investment in all its forms” due to opposition from the
U.S. The Leaders’ Declaration says instead that the G20 will “fight protectionism
including all unfair trade practices and recognize the rule of legitimate trade
defense instruments in this regard.” The latter line, as described in the news, is a
loophole or a skirt of their commitment that countries can have “legitimate trade
defense instruments” in the name of “fair trade.”

B. Strategic Opportunities
One of the main reasons for the TPP was to counter China’s regional economic
dominance. From a strategic standpoint, withdrawal of the United States from the
TPP may inhibit the U.S.’ ability to exert influence in the Asia-Pacific region.
U.S. trade partners and allies may also be alienated by its “America First” stance.
For the remaining country members, one option will be to allow China to fill the
vacant seat (Graceffo 2017). Even though China is not very likely to join the TPP
due to high requirements in its content, without the United States playing as a
major price offeror (i.e., party making concessions in order to reach an
agreement) in the TPP, it will also be difficult for the TPP to move forward. The
coming era of new protectionism will open up opportunities for China to propose
solutions and contribute its own efforts, which can deepen the cooperation
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between China and other countries, as well as win trust from the international
community.

C. Will China Lead Globalization?
1) Attitude and actions taken by China
In many occasions, China has declared its stance in supporting globalization.
President Xi’s speech at the Davos 2017 sent a strong and positive message to the
world to persist with free trade and say no to protectionism. Specific actions have
been taken. China has been seeking outcomes in multilateral negotiations,
including ITA expansion negotiations and environmental goods negotiations. In
order to promote inclusive globalization and regional cooperation, China has also
promoted a series of regional economic cooperation mechanisms and
institutions, such as the RCEP (Regional Comprehensive Economic Partnership
Agreement), Belt and Road Initiative, and Asian Infrastructure Investment Bank.
China is now involved in feasibility studies and negotiations concerning the
upgrading of existing FTAs as well, including the China-Singapore FTA,
China-Chili FTA, China-New Zealand FTA, and China-ASEAN FTA. China at
the same time recognizes its need for domestic reform and continues to pursue a
path of opening-up. The Shanghai Free Trade Pilot Zone, established in 2013, is
the experimental field of China’s new round of opening-up. It has explored the
“negative list” administrative approach of foreign investment based on
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international norms, built up the International Trade Single Window for trade
facilitation, and innovated a bank account system (the free trade account) to
prevent financial risks. A series of reforms have been carried out, and more are on
the way, to create a regulatory environment on cross border investment and trade
that is aligned with international standards and practices. In 2015, Guangdong,
Fujian and Tianjin become the second tier of Free Trade Zones after Shanghai.
Most recently, as seven more Free Trade Zones are established, a “1+3+7” system
of Free Trade Zones is then set up, indicating a new round of deepening reform.

2) China still has a long way to go
Beyond the firm stand and the actions taken, should and will China lead
globalization? As shown by world history, globalization can only be advanced by
advanced economies. China has emerged to be the world’s second largest
economy, yet it is still very distant from a developed country. China’s GDP per
capita is still below the world average. If measured by Human Development
Index (HDI),1) China only ranks 90th in the list, between Ecuador (rank 89) and
Fiji (rank 91). According to the global competitive index constructed by the World
Economic Forum, a comprehensive measurement of national competitiveness,
China only ranks the 27th by overall index 2017-2018 (Table 2), lower than many
developed economies.

1) The HDI is the geometric mean of normalized indices for each of the three dimensions of human
development: long life expectancy, being knowledgeable and a decent standard of living.
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Table 2. The Global Competitiveness Index 2017–2018
Rank (Score)

OVERALL INDEX

Subindex A: Basic requirements
1. Institutions
2. Infrastructure
3. Macroeconomic environment
4. Health and primary education
Subindex B: Efficiency enhancers
5. Higher education and training
6. Goods market efficiency
7. Labor market efficiency
8. Financial market development
9. Technological readiness
10. Market size
Subindex C: Innovation and sophistication factors
11. Business sophistication
12. Innovation

27 (5.00)

31 (5.32)
41 (4.42)
46 (4.66)
17 (6.00)
40 (6.21)
28 (4.88)
47 (4.78)
46 (4.55)
38 (4.55)
48 (4.23)
73 (4.18)
1 (7.00)
29 (4.33)
33 (4.51)
28 (4.14)

Source: The Global Competitiveness Report 2017–2018.

Even though China is one of the largest trading countries of the world, the
center of the current globalization has shifted away from negotiations on trade
rules to negotiations on investment rules. China has a large amount of FDI inflow
and outflow, yet China’s stock of inward and outward FDI as a percentage of
GDP are far below the average level of developing countries (as Figure 3 shows).
Chinese firms are also much less internationalized. The top 100 Chinese
multinational firms own an average of 15.55% foreign assets, 19.71% foreign
sales and 7.64% foreign employment, dwarfed by those of the top 100
multinational enterprises in the world (Figure 4). Chinese multilateral firms are
not able to serve as an engine to steer a new wave of globalization, as MNEs of
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the advanced economies did in the past.
In terms of technology and innovation, China has made remarkable
achievements, including skyrocketing patent applications, development of
leading technologies in several fields and commercial success of the high-tech
companies. China ranks the 22nd in the Global Innovation Index 2017 rankings,
topping the middle-income economies. However, as CSIS pointed out, “China
still has a substantial distance to travel before it approaches the level of
innovation found in the world’s most advanced economies. Most importantly, the
level of inputs China is mobilizing is not consistently and smoothly translating
into successful technology innovation outputs” (Kennedy 2017).

Figure 3. FDI inward/outward stock as a percentage of GDP (selected countries, 2016)
India
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Brazil

34.8

9.6
12.1
11.4

China
Developing economies
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Japan
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21.7
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29.6
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World
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South Africa
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Source: World Investment Report 2017.
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Figure 4. Level of internationalization of top 100 multinational enterprises of the world
and of China (2016)
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Furthermore, globalization is not only driven by global trade and investment
liberalizing policies, but also driven by a more liberalized and open domestic
market. China has a lot to reform before it can meet the requirements or make
commitments as those made by developed countries in the high-standard
economic integration agreements. For example, China’s service industry is not
yet as open to the global community as it could be (Tu and Zhou 2016). China has
a much higher level of FDI regulatory restrictiveness compared with other
advanced economies in almost all sectors (Table 3). As for the business
environment, in the Doing Business 2017 report by the World Bank, China’s
ranking in the “ease of doing business” category is 78 in 2017, with a DTF score2)
2) The distance to frontier (DTS) score shows how far on average an economy is at a point in time
from the best performance achieved by any economy on each Doing Business indicator since

201 ∙

Studies in Comprehensive Regional Strategies Collected Papers (International Edition)

of 64.28, which is still far from the economies that top the list. China has good
ease of enforcing contracts and registering property. But in other areas, China
falls much behind the U.S. and the U.K. (Figure 5).

Table 3. FDI Restriction Index of Selected Economies in 2016
Country

US

UK

Germany Japan

Korea

Brazil

India

China

Total FDI Index
Primary sector
Secondary sector
Tertiary sector
Wholesale
Retail
Transport
Hotels &
restaurants
Media
Communications
Financial
services
Business
services
Real estate

0.089
0.181
0.028
0.094
0
0
0.550

0.040
0.138
0
0.029
0
0
0.092

0.023
0.069
0
0.022
0
0
0.200

0.052
0.069
0.005
0.077
0.001
0.001
0.275

0.135
0.250
0.060
0.141
0
0
0.508

0.101
0.188
0.025
0.118
0.025
0.025
0.275

0.212
0.213
0.041
0.321
0
0.583
0.093

0.327
0.373
0.184
0.402
0.105
0.140
0.538

0

0

0

0

0

0.025

0

0.050

0.250
0.110

0.225
0.000

0.025
0.000

0.200
0.265

0.563
0.325

0.550
0.025

0.280
0.175

1.000
0.750

0.042

0.002

0.005

0

0.050

0.108

0.279

0.493

0

0

0

0

0

0.025

0.563

0.250

0

0

0

0.100

0

0.025

1.000

0.110

Source: OECD Statistics.

2005 or the third year in which data for the indicator were collected. The measure is normalized to
range between 0 and 100, with 100 representing the frontier.
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Figure 5. Ease of Doing Business Scores
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6. China’s Strategies in the New Era of Protectionism
Given the above situation, what strategies should and can China take to
promote globalization, overcome the new protectionism and grasp the new
opportunities that are likely to emerge?

A. At the Multilateral Level
As a beneficiary of globalization, supporting and promoting multilateralization
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is not only the responsibility of China, but also the optimal choice given China’s
constraints and capacity. On the one hand, China can reply on the existing WTO
rules to counter specific protectionism measures raised by the United States and
other countries to protect China’s interests. China needs to prepare itself in case
of possible forms of protectionism that are likely to come, including higher
at-the-border and behind-the-border trading costs with its trading partners, more
trade remedy investigations, and other insidious forms of protectionism. On the
other hand, China should continue to support and uphold the authority of the
multilateral trading system. For example, China can contribute to improving the
efficiency of dispute settlement mechanisms and trade policy review. China
should also endeavor to make incremental progress in negotiations on new issues
such as e-commerce and investment facilitation. In a world with more and more
concerns about de-globalization, China needs to communicate the benefits of
globalization to both developed and developing countries so as to achieve
outcomes and make advancements in the multilateral negotiations.

B. At the Regional and Bilateral Level
China should continue to promote regional integration and seek mutual
benefits with the developed countries, to promote cooperation and minimize the
risks and uncertainty of the new protectionism. As the world, especially the East
Asia and the Asia-Pacific region, is getting more and more interdependent in not
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only trade and investment, but also production and value chains, China should
continue to build high-quality FTAs to ensure smooth flows of trade and
investment as well as address emerging issues that are beyond the scope of WTO
rules. At the current stage of development, China can actively participate in the
regional negotiations such as RCEP, FTAAP, jointly promoting the negotiation
process with other countries, instead of acting as the leader in these negotiations.
China has not formed its own advantage in either sub-regions like East Asia and
Northeast Asia, or in the mega-region of the Asia Pacific. Furthermore, Japan and
Australia have inconsistent directions with China, which makes it more difficult
for China to lead globalization at the regional level. Given this situation, bilateral
cooperation is a relatively more effective approach for China. China can
cooperate with countries that it has consensus with, to promote globalization and
fight against the new protectionism, including advancing the negotiation of
investment agreements. Moreover, any country that China cooperates with can
be anywhere in the world. It does not have to be in the same geographic region
with China.

C. The Belt and Road Initiative
The Belt and Road Initiative is “Chi-globalization” which is different from any
of the traditional multilateral, regional and bilateral cooperation initiatives.
Countries do not sit together at the same time to negotiate over a set of rules.
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Instead, China serves not as a leader of the negotiation, but as an initiator and a
“hub” to negotiate one-to-one with each country and seek the common interests
of the different economies. The Initiative will contribute to globalization by
promoting connectivity between the Asian, European and African continents and
their adjacent seas. The Belt and Road Initiative is an important platform for
China to play a role in consolidating globalization. If China can provide the
capital, technology and human resources the countries need, some of the factors
that limit the countries’ long-term economic growth may be alleviated, which
will further accelerate cross-border trade and investments.

D. At the Domestic Level
Trade and investment liberalization is consistent with China’s need in the
process of opening up and during integration with the world economy. China’s
domestic reform used to be mainly driven by external pressures. But nowadays,
domestic reform and further opening up of the market has become China’s
voluntary move. This change is due to China’s economic development and
China’s recognition of its strategic position. Trade negotiations are about give
and take. As the second largest economy of the world, the Chinese market is
energetic and attractive. Even though it has different comparative advantages
from the U.S. economy and does not have comparable soft powers with the
advanced economies, China still has much to offer in the multilateral and
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regional negotiations where the U.S. is now no longer actively involved. By
opening its market more, China can exchange for other countries’ liberalizing
concessions and reach agreements in the negotiations at both the multilateral and
regional level. It should not be ignored that reforms will face pressures and raise
debates. Many reforms have very few precedents to refer to and the outcomes and
challenges the country will face are difficult to fully anticipate. China should
base its reform on a gradual and experimental approach. Specific actions include
accelerating the supply-side structural reform and the reform of state-owned
enterprises, advancing and evaluating the construction of free trade zones,
extending the experiment to other areas of China, fostering an enabling and
orderly environment for investment and so on.

7. Conclusion
Exemplified by the “America first” stance of the Trump administration and the
British exit from the EU and rising protectionist measures, there are worrisome
signs of a coming era of New Protectionism. The United States has abandoned its
market opening agenda and turned to protectionism. Globalization is challenged
as never before. In this paper, we ask the following questions. What are the
fundamental reasons underlying this new protectionism and how will it evolve in
the future? What strategies can China take to cope with the new challenges? How
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can China grasp the new opportunities to promote its domestic reform and
development?
We argue that it is the de-industrialization and distributional problems
accompanying the process of globalization that lie behind the recent
protectionism and sentiment of anti-globalization. Though some developed
economies will share this tendency towards protectionism, this does not mean the
end of globalization. New Protectionism is not a certain global trend. However,
such problems as the unemployment and unequal benefit allocation that
accompany globalization need to be taken seriously, to avoid the outbreak of
further waves of protectionism. Globalization needs to be more inclusive. China
needs to recognize the various positions and interests of major developed
countries on trade, investment, domestic issues, etc., and promote mutual
benefits and cooperation.
At its current stage of development, China still has a long way to go to steer
globalization. China is not yet an advanced economy and is not capable to take on
a leadership role. A multilateral approach will be the optimal choice of China
given the current situation. China should uphold the authority of the multilateral
trading system and rely on the existing multilateral rules to protect itself from
protectionist measures that are likely to hike. China should also promote
globalization through active participation in the multilateral, plurilateral and
regional negotiations. Since China does not yet have dominant advantage at the
global or regional level, at the present time, a more doable approach for China is
through bilateral cooperation with countries that have consensus with China,

∙ 208

The Era of New Protectionism and China’s Strategies

pushing forward the Belt and Road Initiative and endeavoring to promote
domestic reforms. The role that China plays, and how much China can contribute
to the construction of a liberalizing world, will depend on its own development
and domestic reforms.
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1. Introduction
If the history of the post-Cold War era has taught the humankind lessons, the
most valuable is simple: left to themselves, things tend to go from bad to worse.
At the advent of the fourth industrial revolution with repercussions capable to
shake the very foundations of the human civilization as we know it today, to keep
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this in mind is especially timely. Regrettably, instead of joining efforts in
producing a collective response to pending challenges, the international
community has plunged into new conflicts. Among them, economic wars with
the guaranteed mutual detrimental effect are raising to prominence.
Possibly, Russia knows this better than anyone else, as it encounters constantly
expanding economic pressure. Suffering from losses, Russia has been forced to
amend many directions of its policies. One of them is the pivot to the Asia-Pacific
region aimed at developing the Far East. To trace the effectiveness and the
prospects of the pivot in the light of broader Russia’s foreign policy directions
generated by the present global disorder and economic sanctions is a timely
exercise.
Its urgency further enhances as Russia’s pivot to the Asia-Pacific region has
been undergoing a profound transformation since the anti-Russian sanctions
were imposed. As things currently are, the pivot to the Asia-Pacific is being
integrated in a bigger project-the Greater Eurasia Partnership (GEP).
Judging by the display of interest and political will to cooperate with Russia
demonstrated by the President of the Republic of Korea Moon Jae-in at the Third
Eastern Economic Forum held in September 2017, relationship between Russia
and Korea might well experience a new renaissance. Coincidence or not, during
the first seven months of 2017, Russian-Korean trade accounted for 136,4% of
the corresponding period of the previous year.1) To catch and further develop the
1) (2017) ВнешняяторговляРоссийскойФедерациипоосновнымстрана
мзаянварь-июль2017г. ФедеральнаятаможеннаяслужбаРФ [(2017) The
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upward trends in Russian-Korean relationship, Moscow and Seoul should
elaborate upon practically-oriented measures embedded in the fundamental
interests and prospective developmental plans of both countries.
The task to reveal the principal factors that influence the export and import
flows between the Russian Federation and the Republic of Korea can be achieved
by means of building a correlation table and conducting regression modelling.
While there can be different regression models of import and export volumes,
most economists in their works offer export models. The existing diversity of
models makes it possible to identify the main factors affecting the volume of
foreign trade. Among them, the most common are: the volume of GDP, the real
exchange rate of the national currency, the volume of imports and the output of
export-oriented industries. This type of analysis allows identifying the inherent
interdependencies between the indicators and establishing quantitative
coefficients of the relationships. In the study of economic exchanges, the
regression models are widely used and applicable to forecast the volumes of
exports and imports on the basis of steady cause-effect relationships.
Another type of model used in the analysis of bilateral trade is the gravity
model. It takes into account the size of the economy (GDP) for the given time
period and the distance between two countries as a constant. The concept of a
gravitational approach to modeling foreign trade is based upon the classical

External Trade of the Russian Federation with Main Partners, January-July 2017. Federal
Customs Service of the Russian Federation]. http://www.customs.ru/index2.php?option=com_
content&view=article&id=25396&Itemid=1978 (in Russian, accessed: October 4, 2017).
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theory of gravitation of I. Newton, which states that the force of gravitational
attraction between two material points is proportional to the product of their
masses and inversely proportional to the square of the distance between them.2)
With regard to the foreign trade, this law can be formulated as follows: the
volume of foreign trade between the two countries is proportional to the size of
their economies and inversely proportional to the distance between them. This
approach is used to analyze the trade volumes between countries in the same
region, for example, the trade in European Union3) or the trade between the USA
and Canada.4)
In this study, the correlation-regression analysis is applied, as the distance
factor would not be relevant in our research. To build the model, the data on the
volume of trade between Russia and South Korea, the data on the aggregate trade
volumes and the GDP indicators of countries are used. A detailed description of
the model, all the data used and the outcomes are presented in the relevant
chapters of this paper. In addition, the author also analyzes the export structure
2) РадионоваМ.В., Кулакова, А. М. (2015), Моделированиевзаимнойторг
овлитоварамимеждустранами(напримерегосударств-членовЕвр
азийскогоэкономическогосоюзавотраслевомразрезе. Финансов
аяаналитика: проблемыирешения, 34 (268), 41-54. (Radionova M., Kulakova A.
(2015), Modeling of Mutual Trade between Countries (on the Example of the Member States of
the Eurasian Economic Union in the Sectoral Context), Financial Analytics: problems and solutions,
34 (268), 41-54). (in Russian).
3) Serlenga L, Shin Y. (2007), Gravity Models of intra‐EU Trade: Application of the CCEP‐HT
Estimation in Heterogeneous Panels with Unobserved Common Time‐Specific Factors. Journal
of applied econometrics. 1;22(2), 361-381.
4) McCallum, J. (1995), National Borders Matter: Canada-US Regional Trade Patterns. The
American Economic Review, 85(3), 615-623.
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changes from 2013 to 2016 to compare the periods before and after the sanctions
imposition on Russia.
The paper aims to carry out an in-depth and comprehensive analysis on the key
repercussions of the economic sanctions for the Russian economy in the context
of the global trends and Russia’s evolving prospective plans. Among the latter,
the Greater Eurasian partnership is becoming the central direction of Russia’s
foreign policy, in which the present Russian pivot to the Asia-Pacific region is
going to be embedded.
Understandably, Russian specialists are on the forefront of research on the
economic impact of the sanctions upon the Russian economy and their
repercussions for Russia’s foreign policy, including in the Asia-Pacific region. In
these circumstances, it is logical that the Russian bulk of original sources and
academic literature in Russian is prioritized. The mainstream of the existing
research analyzes the results of and the prospects for economic cooperation
between Russia and EU.5) Another bulk of literature explores possibilities to
develop the economy of Russia under international sanctions. This has been in
the spotlight of research carried out by the Russian economists M. Dudin, N.
Lyasnikov,6) S. Glazyev,7) A. Portansky.8)9) The impact generated by the
5) КлиноваM., СидороваE. (2014), Экономическиесанкциииихвлияниен
ахозяйственныесвязиРоссиисЕвропейскимсоюзом. Вопросыэко
номики, 12, 67-79. (Klinova M., Sidorova E. (2014), Economic Sanctions and Their Influence
upon Russia-EU Value Chains. Economic Issues, 12, 67-79) (in Russian).
6) ДудинМ.Н., ЛясниковН.В. (2014), РазвитиеэкономикиРоссиивуслови
яхэкономическихсанкций: национальныеинтересыибезопаснос
ть. Национальныеинтересы: приоритетыибезопасность, 43 (280), 2-11.
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sanctions upon the Russian companies was explored in detail by E. Fedorova,
A.Nikolaev and M. Fedotova.10) Concerning the previous research of RussiaSouth Korea economic relations, the most insightful studies were prepared by
S.Lukonin, A.Fedorovsky, V.Mikheev, S.Suslina, O.Davydov.11) The value-

(Dudin M.N., Lyasnikov N.V. (2014), The Development of Russia’s Economy under the
Economic Sanctions: National Interests and Security. National Interests: Priorities and Security,
43 (280), 2-11) (in Russian).
7) ГлазьевС.Ю. (2015), Онеотложныхмерахпоукреплениюэкономическ
ойбезопасностиРоссииивыводуроссийскойэкономикинатраект
ориюопережающегоразвития. Доклад/ С.Ю. Глазьев. М.: Институтэ
кономических стратегий, Русский биографический институт.
(Glazyev S.Y. (2015), About the Urgent Measures to Strengthen Russia’s Economic Security and
Stimulate the Advanced Development of Russia’s Economy. A Report/ Glazyev S.Y. Institute of
Economic Strategies, Russian Biographical Institute) (in Russian).
8) Портанский А.П. (2014), Антироссийские санкции-меры деструктивн
ыеиконтрпродуктивные. Деньгиикредит, (10), 8-10. (Portanskiy A.P. (2014),
Anti- Russian Sanctions-Measures Destructive and Counter-Productive. Money and Credit, (10),
8-10.) (in Russian).
9) ПортанскийА.П (2014), Санкциинаотсталость? Россиявглобальной
политике, 12 (3), 98-108. (Portanskiy A.P. (2014), Sanctions for Backwardness? Russia in
Global Affairs, 12 (3), 98-108.) (in Russian).
10) ФедороваЕ., НиколаевА., ФедотоваМ. (2016), Оценкавлияниясанкцийна
результатыдеятельностироссийскихкомпаний. Вопросыэконом
ики, 3, 34-45. (Fedorova E., Nikolaev A., Fedotova M.A. (2016), The Influence of Sanctions
upon the Activity of Russian Companies: an Assessment. Economic Issues, 3, 34-45.) (in Russian).
11) Lukonin S. (2015), Russian Policy Towards the Korean Unification. International Journal of
Korean Unification Studies, 24 (3), 101-124; Mikheev V., Fedorovsky A. eds. (2016), The
Korean Unification: Traps and Challenges. Moscow: IMEMO.; СуслинаС.С. (2016), Эко
номикаЮжнойКореивпоискахсбалансированногороста. Корейс
кийполуостроввэпохуперемен. М.: ИДВРАН, С. 176-187. (Suslina S. (2016),
The Economy of South Korea: in Search of a Balanced Growth. The Korean Peninsula in the
Time of Change. M: IFES-RAS, 176-187.) (in Russian); (2017) Прогнозстратегийст
рантранстихоокеанскогопространства. Подред. В.В. Михеева, В.
Г. Швыдко. – М.: ИМЭМО РАН. (2017), Predicting Future Strategies of Pacific Countries
/ Mikheev V., Shvydko V.Moscow, IMEMO. (in Russian).
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added of the present research, as compared to the already existing, is an increase
of knowledge of the repercussions produced by the anti-Russian sanctions for the
Russian policy in the Asia-Pacific region and possibilities for Russia and Korea
to expand cooperation based upon the new-Eurasian-narrative in Russia’s
prospective plans.
Starting with a broad overview of the emerging trends in the globalization, the
paper proceeds with an assessment of anti-Russian economic sanctions and the
retaliatory measures. Then it discusses the interim results of the Russian pivot to
the Asia-Pacific region to finally turn to insights in the state and prospects of
cooperation between the Russian Federation and the Republic of Korea. The
conclusion summarizes the foregoing analysis.

2. Globalization of Mistrust
The present stage of globalization radically differs from the way it was
developing ten or fifteen years ago. The already omnipresent and constantly
increasing digitalization generates profound changes in the global economy,
social sphere and even the existential side of human being.
The world is becoming more interconnected than ever, but the nature of the
interconnectedness is changing: flows of data and information far exceed those of
trade and investment. According to McKinsey estimates, from 2007 to 2014, in
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spite of the global financial and economic crisis, the data flows increased 45
times while the flows of goods, services and investment flattened or even
decreased. Ample evidence suggests that this may be a long-term trend.12)

Figures 1-2. Foreign Direct Investment flows
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Source: IMF CDIS; UN World Tourism Organization; McKinsey Global Institute analysis
Goods Flows.13)

12) (2016) McKinsey Global Institute analysis Digital Globalization: The New Era of Global Glows.
http://www.mckinsey.com/business-functions/digital-mckinsey/our-insights/digital-globalizationthe-new-era-of-global-flows (accessed: June 10, 2017).
13) Ibid.
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Figures 1-2. Continued
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Figure 3. Data flows
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14) Ibid.
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The consequences might well include changes in the conditions for doing
business all over the world. Even now, the predominant business model of a
successful company shifts from production to on-line platforms linking
producers and consumers. As exemplified by Uber and Airbnb, to own assets is
not obligatory. Competition unfolds between platforms, and the key criteria are
business expertise and breakthrough ideas: winners are online venues that can
attract more customers. The big data storage and management as instruments to
collect and disseminate information, goods and services allow not only
monitoring market processes but deliberately shaping them on the global scale.
The integration of ICT with nano-, bio- and cognitive technologies changes
many industries. As a result, the traditional logic of production and consumption
will shift to cyber-physical systems led by self-organizing and self-maintaining
processes. The likely consequences will also include shifts in human being,
education, leisure, employment and social relationship.
To benefit from the on-going changes and respond to inevitable challenges as
products of the pending shifts in globalization, the international community has
to optimize the system of international cooperation making it more transparent
and predictable. At the same time, conclusive evidence demonstrates the
opposite trends exemplified by the rise of global turbulence. In the emerging
pattern of globalization, many of its present (emphasis added) leaders are unable
both to conceptualize and respond to changes.

15) Ibid.
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The reasons are numerous, but the following are the most significant. The
liberal-democratic model of state-building is losing in competitiveness to the
traditional “authoritarian balancing” modernization paradigms adopted by rising
powers. In liberal-democratic countries, politicians seldom see beyond the next
electoral circle and try to satisfy the present demands of the constituencies. The
latter seldom claim more than the “here-and-now” consumption. This
undermines the leaders’ intention to think strategically for the sake of tactical
priorities. In the strategic perspective, to implement truly effective policy
becomes virtually impossible.
More importantly, the Anglo-Saxon management of globalization, being
unable to offer new growth opportunities, visibly loses moral credentials. The
US’ and EU’s examples are noteworthy in this regard.
In the United States, the Trump administration regards international relations
and, by implication, the US foreign policy as a sphere subordinate to the internal
tasks. Foreign policy is conspicuously being delegated the instrumental function:
the world is visibly becoming the arena of American domestic contradictions.
Approaches to global problems are increasingly based upon the internal
“give-and-take” calculations. At the same time, the new administration continues
the line of its predecessors based upon the promotion of democracy worldwide.
In its turn, Europe is plunging into internal contradictions with Brexit being just
the first shot. The expansion of EU, initially seen as an instrument to “civilize”
the economically backward East European countries, poorly calculated
migration policy and the crisis of traditional European values cast doubts about
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the feasibility of the EU as a geopolitical project. Coupled with the rise of
nationalism, the “reverse colonization” in developed European countries
generates double consequences: on the one hand, the radicalization of the party
and political landscape, and on the other-the Israelization of Europe with the
threat of terrorism as an everyday reality.16)
The West has entered a period of transformation, a search for new forms of
self-organization and a new role in the international arena. At the same time, the
West considers the present global trends as an “aberration from the normal,” the
latter being the liberal world order. At the same time, examples that the West
tends to discredit its opponents rather than foster dialogue with them increase in
number. As a result, mutual respect disappears, and the dialogue itself becomes
irrelevant. This reality is grasped by the Russian expert T.Bordachev who
observed that the resolution of conflicts based upon the transformation of the
dialogue partner makes the discussion, as well as diplomacy itself, fruitless if
mutual respect is eliminated from the agenda.17)

16) For more details, see: ЛукьяновФ., КарагановС. (2017), Какимбудетновыймир?
Россиявглобальнойполитике, (7 апреля) (Lukyanov F., Karaganov S. (2017),
What Will the New World Be? Russia in Global Affairs, (7 April)), http://www.globalaffairs.
ru/redcol/Kakim-budet-novyi-mir--18668 (in Russian, accessed: July 25, 2017); МиллерФ., Л
укъяновФ. (2017), Сдержанностьвместонапористости. Советповнешн
ейиобороннойполитике, (Miller F., Lukyanov F. Restraint Instead of Forcefulness.
Council on Foreign and Defense Policy), http://svop.ru/wp-content/uploads/2017/07/report_miller_
lukyanov_rus_2.pdf (in Russian, accessed: 18.07.2017).
17) БордачевТ. (2017), Пушкиапреля, илиВозвращениестратегической
фривольности. Россия в глобальной политике, (3 июля) (Bordachev T.
(2017), Guns of April or the Return of Strategic Frivolity. Russia in Global Affairs, (3 July)),
http://www.globalaffairs.ru/number/Pushki-aprelya-ili-Vozvraschenie-strategicheskoi-
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Against this background, the limited effectiveness of global regulatory
institutions is obvious. In December 2015, the Nairobi WTO Ministerial
Conference failed to reaffirm the Doha mandate for the first time after the round
was launched. The simultaneous escalation of traditional and non-traditional
security challenges ranging from the North Korean nuclear issue to the activity of
the Islamic State of Iraq and Al-Sham (forbidden in Russia) cast doubt over the
effectiveness of the global non-proliferation regime and international antiterrorism efforts. Even a single factor from the afore-mentioned would be enough
to undermine the present global order, not to mention their cumulative effect.
In these circumstances, the rise of alternative dialogue formats and
mega-projects shaping the global economic and political trends can, though
unwillingly, aggravate the existing problems. The implementation of One Belt,
One Road (OBOR), even underpinned by the Asia Infrastructure Investment
Bank, Silk Road Fund and potentially other financial instruments, might well
stumble in areas where the repercussions of the ISIS policy are felt. More
importantly, even if OBOR is a success, it has ample chances to accelerate the
global segregation as many developing countries, for instance, in the African
continent, remain isolated from good infrastructure, high technologies and social
lifts. If so, new religious, ethnic and social tensions with the worldwide
repercussions will not be long in coming.
Taken together, these factors suggest the advent of the globalization of

frivolnosti-18803 (in Russian, accessed: July 9, 2017).
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mistrust. While at the beginning of the liberal economic paradigm in the late
1980s-early 1990s politics and economy underpinned and supported each other,
at present nothing like this happens. As a result, the humankind has to cope with
challenges potentially most serious for the human existence simultaneously with
a fragmented response in both vision and action.

3. Russia under International Sanctions:
Damage and Retaliatory Measures
Anti-Russian sanctions were imposed after Crimea was re-unified with Russia.
On March 6, 2014, B. Obama signed an executive order which initiated sanctions
imposition on the officials responsible for the presumable violation of the
territorial integrity of Ukraine (Executive Order 13660, 2014). The second
executive order was signed 9 days later, this order declaring Russian policy
towards the Crimea as a violation of the democratic principles (Executive Order
13661, 2014).
Since then, a number of countries, including the European Union, Canada,
Australia and New Zealand, have also imposed sanctions against Russia.
The EU sanctions were introduced in three steps:
1. Diplomatic measures (travel ban for individuals responsible for the alleged
breach of the Ukraine territorial integrity).
2. The exclusion from several international organizations (e.g. G8 forum).
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3. Economic sanctions. This includes mainly a ban on the provision of
long-term loans to Russian banks and companies, as well as trade
restrictions.
The United States and the European Union used instruments like travel bans,
asset freezing, trade restrictions. The sanctions were targeted at the principal
sectors of the Russian economy, including the oil and gas sector (Rosneft,
Novatec), arms production (Kalashnikov Bazalt), construction, logistics,
restrictions imposed on several financial institutions (SMP Bank, Bank of
Russia, Vnesheconombank, VTB, Sberbank). As a result, nearly 150 Russian
companies and 100 individuals are under international sanctions.
In terms of influence of the sanctions on Russia’s economic indicators, the
negative effect is in place. The GDP has fallen from 2230,6 bln dollars in 2013 to
1283,2 bln dollars in 2016,18) the annual inflation was 2-fold higher in 2015 than
in 2013, reaching 12,91%.19) The USD/Ruble exchange rate was unstable in the
period of 2014-2016. In 2013 the rate was nearly 30 rubles per dollar, and the
exchange rate reached its peak in 2016 at the level of 82 rubles per dollar, in 2017
it was relatively stable at 58-60 rubles. These factors influence the Russian
interest rate CBR (base rate) ‒ this is the minimum interest rate at which the
Central Bank of Russia (CBR) lends to commercial banks for a period of 1 week,
and at the same time it is the maximum rate at which the CBR is willing to accept

18) Trading Economics, https://tradingeconomics.com/russia/gdp (accessed: August 1, 2017).
19) Worldwide Inflation Data, http://www.inflation.eu/inflation-rates/russia/historic-inflation/
cpi-inflation-russia.aspx (accessed: August 1, 2017).
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cash from banks for deposits. The dynamics of changes in the base rate are given
below (Table 1).20) The figures demonstrate that the highest rise was in the 1st
quarter 2015, when the interest rate increased to 17%. To compare, the key
interest rate in the US is 1,25%21) and in China it is 4,350%.22)

Table 1. Russian interest rate CBR (base rate) 2013-2017
Period

%

2013
1 Q 2014
2 Q 2014
3 Q 2014
4 Q 2014
1 Q 2015
2 Q 2015
3 Q 2015
4 Q 2015
1 Q 2015
2 Q 2015
3 Q 2015
4 Q 2015
1 Q 2017
2 Q 2017

5,5
7
7,5
8
10,5
17,0
14,0
12,5
11,5
11,5
11,0
11,0
10,5
10,0
9

Because of the sanctions, Russian manufacturing industry came under strong
pressure. Specifically, the Russian oil industry was deprived of technologies like
20) CBR Key Rate - Russian Central Bank’s Interest Rate, http://www.global-rates.com/interestrates/central-banks/central-bank-russia/cbr-interest-rate.aspx (accessed: August 1, 2017).
21) FED Federal Funds Rate, American Central Bank’s Interest Rate, http://www.global-rates.com/
interest-rates/central-banks/central-bank-america/fed-interest-rate.aspx (accessed: August 1, 2017).
22) PBC Base Interest Rate - Chinese Central Bank’s Interest Rate, http://www.global-rates.com/
interest-rates/central-banks/central-bank-china/pbc-interest-rate.aspx (accessed: August 1, 2017).
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deep-sea drilling and shelf exploration, which led to significant economic losses.
As for the financial sector, Russian banks and companies under sanctions were
forced to look for the ways to pay off debts23) in foreign currencies along with the
prohibition for lending for these companies in European banks. As a result,
foreign reserves were significantly reduced.24)
More than that, the sanctions generated unplanned consequences. One
involved problems with debt repayment in foreign currencies for individual
lenders, forcing banks to convert these loans into rubles and cover losses by
internal reserves. Another was a decrease in government spending, including on
healthcare and infrastructure. The fall in oil prices further complicated the
situation, as Russia is an oil exporting country and is strongly vulnerable to price
changes. The researches conducted by Y. Tuzova, F. Qayum25) and C. Dregera,
K. Kholodilin,26) in which the econometric modelling methods are applied,
prove the significant impact of low oil prices on the economy of Russia, generally
on the ruble exchange rate, that in turn affects general economic indicators (GDP,
23) Shirov, A. A., Yantovskii, A. A., Potapenko, V. V. (2015), Evaluation of the potential effect of
sanctions on the economic development of Russia and the European Union. Studies on Russian
Economic Development, 26(4), 317-326.
24) (2017) УсилениеантироссийскихсанкцийимировойТЭК. Энергети
ческийбюллетень (июль) [(2017), The Strengthening of Anti-Russian Sanctions and
the Global Fuel-Energy Complex. Energy Bulletin (July)], http://ac.gov.ru/files/publication/a/13864.
pdf (in Russian, accessed: August 4, 2017).
25) Tuzova, Y., Qayum, F. (2016), Global Oil Glut and Sanctions: The Impact on Putin’s Russia.
Energy Policy, 90, 140-151.
26) Dreger, C., Kholodilin, K., Ulbricht, D., Fidrmuc, J. (2016), Between the Hammer and the Anvil:
the Impact of Economic Sanctions and Oil Prices on Russia’s Ruble. Journal of Comparative
Economics, 44(2), 295-308.
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GDP per capita). To minimize the effect of the fall in oil prices, the government
decreased the export tax for the oil producing companies and increased the
investment in this sector, stimulating the stable oil production. Therefore,
although the low oil price factor cannot be ignored, nevertheless, its impact is not
crucial, as the Russian economy has been affected by other factors analyzed in
this paper.
According to a PricewaterhouseCoopers research conducted in 2016, 86% of
consumers responded that the Russian economy at the current moment is in
crisis, 79% of them took the view they were personally influenced by the crisis.
60% of respondents did not have savings, mainly because they had no disposable
income. 88% were not willing to take a loan from the bank due to the high
uncertainty. Moreover the share of overdue loans is growing. In 2016, it was
twofold higher (10.2%) than in 2013. It is worthy of note that this indicator was
lower during the previous crisis in 2008-2009.
As for companies, 58% indicated the negative influence of crisis, while the
average profits fell by 10% in 2015 and by 7% in 2016. To explain these declines,
companies provide the following reasons:
∙ 67% of respondents noted a sharp drop in overall market demand (owing to
the reduction in real disposable income);
∙ 33% of respondents mentioned the decline in market prices;
∙ 29% of respondents reported a reduction in their market share. This is
relevant for market participants in the middle and premium segments as
consumers are increasingly switching to cheaper goods and services.
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∙ 90% indicated a sharp rise of costs (materials prices, non-production
expenses, etc.)27)
International pressure on the Russian fuel and energy complex received
another impulse in 2017. In the spring, a bill was submitted to the US Senate to
tighten sanctions against Iran and Russia. In June, the Senate adopted it. The
project was submitted to the House of Representatives, and at this stage it faced
serious objections, as its effects could go far beyond the limits of Russian
jurisdiction. Congressmen were forced to make some softening adjustments to
the draft, and on July 25 the House of Representatives supported it (419 votes in
favor at 3 against). Because of the amendments, the bill was again considered by
the Senate on July 27: "for" 98 senators, "against" - two.
The new US bill presupposes a significant expansion of restrictions for US
citizens and organizations on interaction with Russian partners including in the
fuel and energy sector. First, the maximum term for the provision of loan
financing for a number of oil and gas companies and for financial institutions is
shortened. However, even without this measure the term was not more than 90
days.
Secondly, the range of projects for the development of shale oil, the Arctic
shelf and deep-sea deposits, in which the participation of American companies is
to be restricted or prohibited, is expanding. According to the new bill, a minimum

27) PricewaterhouseCoopers / Publications / Consumer Business Report /Russia’s protracted recession,
https://www.pwc.ru/ru/publications/consumer-business-report/e-russias-protracted-recession_rus.
pdf (accessed: July 1, 2017).
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threshold for the share of Russian companies under sanctions was introduced
(33%).
Thirdly, the bill outlines a possibility of imposing sanctions by restricting the
supply of American goods and technologies, providing funds from the United
States for participants in the Russian pipeline projects. Moreover, the bill
mentions the opposition to the construction of the Nord Stream-2 gas pipeline as
an objective of American policy.28)
Economists take the view that new sanctions are unlikely to seriously affect the
growth of GDP, because the Russian economy is hampered by previous
restrictions. The forecasts of annual growth are limited to 2%. According to A.
Mikheev, member of the expert-consultative council under the Federal Property
Agency, Chairman of the Innovation Business Development Center, with low oil
prices, 2% growth will be possible only should new growth factors be created.29)
To analyze changes in trade flows, it is worth considering trade indicators from
2014 to 2016. Table 2 illustrates the European Union trade with Russia and the
percent of change in export and import during the corresponding period. The
figures demonstrate that the imports fell gradually while the export indicator fell
sharply in 2015, but was relatively the same for 2016. Sanctions and
28) (2017) УсилениеантироссийскихсанкцийимировойТЭК. Энергетич
еский бюллетень (июль), [(2017), The Strengthening of Anti-Russian Sanctions and
the Global Fuel-Energy Complex. Energy Bulletin (July)], http://ac.gov.ru/files/publication/a/13864.
pdf (in Russian, accessed: August 4, 2017).
29) (2017) Тормозимибезсанкций. Banki.ru (31 июля), [(2017), Slowing Down Even
without Sanctions. Banki.ru. (July 31)], http://www.banki.ru/news/daytheme/?id= 9902104 (in
Russian, accessed: August 4, 2017).
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counter-measures present “a lose-lose” game for the EU and Russia owing to
their high interdependence in trade in agricultural products. After the ban, the EU
farmers lost their main export market worth nearly €5.5 billion. On the one hand,
the cumulative impact on the EU economy is not so straightforward. In addition
to the consequences of the sanctions and the counter-sanctions, there are also
side-effects of the trade disruption due to the interdependence of the EU
economies. On the other hand, these economies can compensate the loss exports
to Russia by developing alternative markets.30)

Table 2. EU-Russia trade 2014-2016
(Unit: € billions)

EU- Russia trade
2014-2016, (€ billions)

EU imports

% change to the
% change to the
EU exports
previous year
previous year

2014

182,4

103,2

2015

136,4

-25,2

73,7

-28,6

2016

118,7

-13,0

72,4

-1,8

Source: European Commission Trade Statistics / European Union, Trade in Goods with Russia.31)

Considering the impact of the sanctions on the US economy, the consequences
are not profound as the trade flows between Russia and the US are not significant
(Table 3).

30) European Parliament 2015 Economic impact of sanctions on the European Union, http://www.
europarl.europa.eu/RegData/etudes/BRIE/2015/569020/EPRS_BRI(2015)569020_EN.pdf
(accessed: August 2, 2017)
31) European Commission Trade Statistics / European Union, Trade in Goods with Russia, http://trade.
ec.europa.eu/doclib/docs/2006/september/tradoc_113440.pdf (accessed: July 15, 2017).
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Table 3. United States of America - Russia trade
(Unit: $, billions)

United States of
America - Russia trade
($, billions)

US imports

% change to the
% change to the
US exports
previous year
previous year

2014

24,5

10,8

2015

17,2

-29,8

7,1

-34,1

2016

15,3

-11,1

5,8

-18,2

Source: International Trade Center Database,32) the author's calculations.

As far as the Russian overall trade turnover is concerned, it fell from 784,5 bln
dollars to 467,7 bln dollars (Table 4). The change refers mainly to the export
volumes.

Table 4. Russian trade to world
(Unit: $, billions)

Russian trade to world
($, billions)

Russia
imports

% change to the
previous year

Russia
exports

% Change to the
previous year

2014

286,6

2015

182,8

-36,2

343,9

-30,9

2016

182,3

-0,1

285,5

-17,0

497,8

Source: International Trade Center Database33), the author's calculations

If Western sanctions had not been imposed upon Russia, the economic
downturn would have been limited to 2015 only, and in 2016, the Russian

32) International Trade Center Database, http://www.trademap.org/Index.aspx (accessed: August 2,
2017).
33) International Trade Center Database, http://www.trademap.org/Index.aspx (accessed: August 2,
2017).
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economy could already have grown by 1%. According to the available
calculations, the losses of the Russian economy from the imposed sanctions are
estimated up to 900 billion rubles.34)
Another research conducted by the Institute for Strategic Analysis revealed
that in 2014 the losses from sanctions accounted for about 0,2% of GDP or 121,4
bln. rubles. As for 2015, the losses peaked up to 1,2% of GDP (950 bln. rubles).35)
Estimations are based on the corporate debt dynamics indices and the
comparison of forecasted (without the influence of the sanctions) and real (with
this influence) data.
Despite this, the top government officials, including D. Medvedev, A.
Ulyukaev, I. Shuvalov, M. Oreshkin and others, claimed that the Russian
economy adapted to the sanctions and low oil prices. Nevertheless, sanctions and
other external factors became a convenient explanation for Russia’s internal
economic problems. Only at the end of 2016, Russian President Vladimir Putin at
the Address to the Federal Assembly acknowledged that "the main reasons for
the economic slowdown lie primarily in our internal problems.”36)
The prominent Russian economist Y. Mirkin asserts that economic

34) ДанныеновостногопорталаMacster (Data from News Portal Macster), http://www.
macster.ru/ (in Russian, accessed: August 4, 2017).
35) ДанныеновостногопорталаMacster (Data from News Portal Macster), http://www.
macster.ru/ (in Russian, accessed: August 4, 2017).
36) (2016) Путин: откладыватьразвитие“напотом” Россияпозволитьс
ебенеможет. ИнформационноеагентствоРоссииТАСС. (1 декабря)
[(2016), Putin: Russia Cannot Afford Prolonging with the Development. TASS Information
Agency. (1 December)], http://tass.ru/ekonomika/3830609 (in Russian, accessed: July 24, 2017).
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liberalization is a matter of urgency. This includes: credit availability, interest
rate reduction, higher investment rates and increased investment in the Russian
regions, a moderately weakened ruble, a sharp reduction in the administrative
burden, the privatization and reduction of taxes. If implemented, these measures
will stimulate economic growth.37)
The industries and sectors most dependent on imported raw materials and
components are agriculture, engineering and information technology. The share
of imports reaches 90% in the production of individual goods.
Responding to this, Russia initiated the following import-substitution
protectionist measures:
1. With regard to agricultural goods, in 2014 measures to promote importsubstitution were initiated. This marked a sharp cessation of the supply of
products from foreign countries to promote the state program for the
development of the agro-industrial complex (AIC) in Russia. The final aim
is to reduce the dependence of food production which was generally
imported from the European countries.
2. Besides, the government imposed a number of restrictions in the field of
information technology. For example, it imposed a ban on the admission for
procurement purposes for municipal and state needs of software not
included in the "Unified Register of Russian Programs for Electronic

37) (2017) Счетнатриллионы. Тригодасанкций. Век(5 мая) [(2017), Account for
Trillions. Three Years of Sanctions. Vek (5 May)], https://wek.ru/schet-na-trilliony—tri-godasankcij- (in Russian, accessed: July 24, 2017).
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Computers and Databases." Applications developed in Russia are easily
included in this Register, which stays in contrast to foreign production.
Such protectionist measures can further exacerbate the negative results. If the
suppliers of raw materials are only the local producers, they will demand any
price for the material. This will be a problem for the purchasers of these
resources, primarily for the industrial and the agricultural sectors. With respect to
public procurement, the overpayment will be at the expense of taxpayers whose
funds will be used to finance projects on the import substitution.
The rise in oil prices and the strengthening of the ruble led to an increase in
imports in the first quarter of 2017. Imports grew 24.9% at once to $ 47.6 billion.38)
As result, the potential of the import substitution has diminished. A weak ruble
and cheap oil have reduced the purchasing power of the population, people began
to save, and the demand shifts towards cheaper goods. In its turn, the positive
impact of the import substitution was insufficient to compensate for the overall
decline in the manufacturing sector (in the first half of 2016, it was 1.7%).
Some countries counter-sanctioned by the Russian food embargo experienced
losses, provoked by the decline in exports of goods. For Norway a total decline in
exports reached 11.3%, of which exports to the Russian market account for
10.1%, for Finland it is 24.5% and 20.9% respectively, for Lithuania: 20.7% and

38) Курс рубля убивает импортозамещение. Деловая газета Взгляд.
(12 апреля) ((2017), The Ruble Exchange Rate Kills the Import-Substitution. The Business
Newspaper Vzglyad. (12 April)), https://vz.ru/economy/2017/4/12/866009.html (in Russian,
accessed: July 25, 2017).
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20.6%, for Latvia: 21.5% and 11.5%, Estonia: 22.8% and 12.2%, Poland 4.8%
and 4.6%39).
These developments convincingly demonstrate that the anti-Russian sanctions
and the counter-measures generated a chain reaction. Regardless of who is to
blame and who loses more, one thing is clear: the globalization of mistrust
continues its course. In these circumstances, what is needed is to create an
international context conducive to fostering a cooperative rather than conflicting
paradigm in global economic and political processes. Russia’s turn to the
Asia-Pacific region is part of this task.

4. Russia’s Eastern Pivot: from Asia-Pacific to
Greater Eurasia
Russia’s pivot to the Asia-Pacific region started in the late 2006. At the Hanoi
session of APEC, Russia endorsed its proposal to host the APEC Summit in
2012; a month later, the President of Russia convened a session of the Security
Council focusing on the socio-economic development of Russia’s Far East. In
March 2017, preparations for the APEC summit in Vladivostok were launched.
These measures, as well as the summit itself, aimed to increase Russia’s presence

39) Loginova, D., Uzun V. (2016), Russian Food Embargo: Minor Losses in Western Countries.
Russian Economic Developments, (9), 32-37.
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in the Asia-Pacific economic exchanges and expand the external resources for the
modernization of Russian Far East. Among the Russian priorities, strengthening
connectivity between Russia and its APEC partners was placed at the top
position.40) Good results of Russian APEC chairmanship coupled with the
connectivity discourse in the agendas of Indonesia and China as two consecutive
APEC chairs, made positive assessments of Russia’s policy in the Asia-Pacific
region well-substantiated.
Later on, however, Russia’s pivot to the Asia-Pacific region was transformed
by new realities. The Ukraine crisis marked the collapse of Russian plans to
re-integrate the Post-Soviet space within the framework of “Small Eurasia.”41)
Simultaneously, China announced its project One Belt, One Road, which, if left
unattended, could have aggravated nascent contradictions between Russia and
40) For details, see: (2012) Karaganov S., Barabanov O., Bordachev N. Toward Great Ocean, or the
New Globalization of Russia. Valdai Discussion Club Analytical Report / Ed. by Karaganov
S.-Moscow, July, http://vid-1.rian.ru/ig/valdai/Toward_great_ocean_eng.pdf (accessed: July 15,
2017); (2014) Karaganov S., Makarov I., Barabanov O. Bordachev T., Kanaev E., Larin V.,
Ryzhkov V. Toward the Great Ocean-2, or Russia’s Breakthrough to Asia. Valdai Discussion
Club Report /Ed. by Karaganov S.-Moscow, February, http://vid-1.rian.ru/ig/valdai/Twd_Great_
Ocean_2_Eng.pdf (accessed: July 15, 2017); (2012) Sumsky V., Kanaev E., Koldunova E.
Russia’s Interests in the Context of Asia-Pacific Region Security and Development / Ed. by
Ivanov I.-M.: Izdatelstvo Prospect, http://russiancouncil.ru/common/upload/riacapren.pdf
(accessed: July 15, 2017); (2013) Sumsky V.V., Kanaev E.A., Koldunova E.V., Zavadsky M.S.,
Zinovyeva E.S., Iontsev V.A., Kireeva A.A., Likhachev V.L.,Lukonin S.A., Menzhulin G.V.,
Novikov A.V., Prokhorova Yu.A., Sevastyanov S.V., Stapran N.V. Russia’s Guiding
Landmarks in the Asia-Pacific after the APEC Summit in Vladivostok /Ed. by Ivanov I.S.-М.:
Spetskniga, 2013. // http://russiancouncil.ru/common/ upload/AsiaPacific2_En.pdf ( accessed:
July 15, 2017).
41) See: Trenin D. (2017), Russia’s Evolving Grand Eurasia Strategy: Will It Work? Carnegie
Moscow Center, http://carnegie.ru/2017/07/20/russia-s-evolving-grand-eurasia-strategy-will-itwork-pub-71588(accessed: July 17, 2017).
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China, mainly in Central Asia. More importantly, Russia came to realize that its
global ambitions must be underpinned by its own integration project in which
Moscow would play the central role. In this light, the nearly simultaneous
establishment of the Eurasian Economic Union and the Russian-Chinese
agreements on cooperation, the main being to conjugate the EAEU and Silk Road
Economic Belt, was not a mere coincidence.
But the key factor was Russia’s realization of inherent limitations in its
potential to raise cooperation with Asia-Pacific partners to a qualitatively new
level. In the economic realm, lack of diasporas, recognizable brands, mass
consumption goods, absence from technologically-advanced supply-production
chains, let alone the “success story” in developing its Far Eastern territories, were
key reasons. The belated establishment of Territories of Advanced Development
could not resolve all the problems overnight. Vietnam’s decision to abandon the
Ninh Thuan-1 nuclear power plant, a flagship project of Russian-Vietnamese
cooperation, despite the rhetoric about the virtues of Comprehensive Strategic
Partnership between Russia and Vietnam, brought further disillusionment.
Possibly, the only exception was Russian-Chinese cooperation. Contracts signed
in 2014-2016 even made some Russian observers note that Russia’s pivot to Asia
was de-facto becoming Russia’s pivot to China.42)

42) See, for instance: Gabuev A. (2015), A “Soft Alliance?” Russia-China Relations after the Ukraine
Crisis. European Council on Foreign Relations. February, http://lea.vitis.uspnet.usp.br/arquivos/asoft-alliance-russia-china-relations-after-the-ukraine-crisis_alexander-gabuev.pdf(accessed July
15, 2017).
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Below are trade figures from 2013 to 2016 in relations between Russia and its key
partners in the Asia-Pacific region – China, Japan, India. Of ten ASEAN states,
Vietnam, Indonesia and Singapore as Russia’s biggest trade partners in 2016
among the ASEAN countries, are chosen. For more details, see Attachment 1.
Figures and other relevant information accounting for cooperation between
Russia and the Republic of Korea will be given in the next section.

Figure 4. Russian exports change to its key partners in the Asia-Pacific region
(China, Japan, India, Vietnam, Indonesia and Singapore)
80000.0
70000.0

66768.2

68755.8

60000.0

51067.2
46291.2

50000.0
40000.0
30000.0
20000.0
10000.0
0.0
2013

2014

2015

2016

Source: International Trade Center Database,43) the author's calculations.

Seen through these lens, it can be argued that the anti-Russian sanctions neither
43) International Trade Center Database, http://www.trademap.org/Index.aspx (accessed: August 4,
2017).

241 ∙

Studies in Comprehensive Regional Strategies Collected Papers (International Edition)

stimulated nor seriously hampered Russia’s pivot to the Asia-Pacific region.
Rather, they demonstrated the internal limitations of Russia’s possibilities and
urged Moscow to change its tactics.
The simultaneous global trends further urged Russia to make this choice. The
key included the unprecedentedly quick redistribution of global power from
West to East, relative de-globalization and regionalization of global economy
and the politicization of economic relationship. As a result, the dependence from
one market and source of growth became much less beneficial and even
dangerous. But most importantly, Russia’s self-identification has changed: it
came to perceive itself as a big northern Eurasian power rather than the economic
and cultural periphery of Europe.
All factors considered, Russia’s response materialized in the project Greater
Eurasian Partnership (GEP). With the crisis between Russia and the West further
unfolding, Greater Eurasia looms all the larger in Russia’s political and expert
narrative. Its key assumption is a necessity to balance China’s policy in Eurasia
by other actors cooperating on the equal and non-hegemonic basis. The
presumable institutional framework is the link between ASEAN, SCO and
EAEU simultaneously increasing incentives for EU to join the GEP.44)

44) (2017) ОтповоротанаВостоккБольшойЕвразии. Россиявглобаль
ной политике. (30 мая) [(Karaganov S. (2017) From Pivot to the East to the Greater
Eurasia. Russia in Global Affairs. (30 May)), http://www.globalaffairs.ru/pubcol/Ot-povorotana-Vostok-k-Bolshoi-Evrazii-18739 (in Russian, accessed July 22, 2017); Kanaev E. (2017),
Sources of ASEAN’s Success and Emergence of Greater Eurasia. International Trends, 15(3),
68-75.
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According to Russian experts, the time is ripe to integrate Russia’s pivot to the
Asia-Pacific region in the Eurasian agenda.45)
Apart from academic exercises, the pivot to the Asia-Pacific region as part of
the Eurasian narrative increasingly captures Russia’s foreign policy vision and
practice. This is exemplified by speeches made by the Russian President at the
Saint Petersburg Economic Forum and Eastern Economic Forum in 2016 and
2017 respectively. Notably, a link between the development of Russia’s Far East
and the project GEP was clearly pronounced. Speaking at the Belt and Road
Forum in May 2017, the Russian President intertwined the Trans-Siberian and
Baikal-Amur railways, as well as Northern Sea Route, with the project One Belt,
One Road.46) In the documents on cooperation between Russia and China signed
in 2016-2017 the development of infrastructure projects in the Far East as part of
the integration of SREB and EAEU was elaborated on. But most importantly,
Russia’s commitment to “establishing a common, open and non-discriminatory
economic partnership and joint development space for ASEAN, SCO and EAEU
members with a view to ensuring that integration processes in Asia-Pacific and
Eurasia are complementary” became part of the current version of Foreign Policy
Concept of the Russian Federation.47)
45) БордачевТ. (2016), ЛицомкАзии. ИтогиповоротаРоссиинаВостокв2016
году. Lenta.ru. (22 декабря) (Bordachev T. (2016), Facing Asia. The Results of Russia’s
Pivot to Asia in 2016. Lenta.ru. (22 December)), https://lenta.ru/articles/2016/12/22/face_to_
face_with_east/ (in Russian, accessed: July 11, 2017).
46) (2017) Belt and Road international forum. President of Russia. (14 May), Available at http://
en.kremlin.ru/events/president/news/54491 (accessed: July 11, 2017).
47) (2016) Foreign Policy Concept of the Russian Federation. Approved by President of the Russian
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Being aware that the project GEP will neither be quick and problem-free,
Russia nevertheless considers its implementation as both conceptual response to
the advent of global turbulence and external prerequisite for the development of
the Far East. As before the present revolutionary changes in global politics,
Russia’s leadership considers this task as Russia’s national priority for the entire
twenty-first century.48)

5. Implications for Russia-ROK Relations
The Russian-Korean relationship as a case-study provides a remarkable
example of inherent limitations of Russia’s pivot to the Asia-Pacific region and
good prospects of cooperation in the Eurasian area.
As portrayed by Russian experts with experience working in Korea, reflecting
on the Ukraine crisis the ROK leadership and most Korean intellectuals, not to
mention the grass-root public, take a neutral view on the anti-Russian sanctions.
While the accident with the Malaysian aircraft in the Eastern Ukraine,
reminiscent of the accident with the Korean aircraft in 1983, generated criticism
from Korean mass-media, with a course of time their tone again became neutral.49)
Federation Vladimir Putin on November 30, 2016. The Ministry of Foreign Affairs of the
Russian Federation. (1 December), http://www.mid.ru/en/foreign_policy/official_documents/-/
asset_publisher/CptICkB6BZ29/content/id/2542248 (accessed: July 12, 2017).
48) (2015) Interview to TASS and Xinhua news agencies. President of Russia. (September 1),
http://en.special.kremlin.ru/events/president/news/50207 (accessed: August 5, 2017).
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What really matters for ROK is relations with China, Japan and the US, and
provocations from the north of the peninsula. Such an attitude prompted ROK
unwillingness to join the anti-Russian sanctions.
Nevertheless, ROK reduced contacts with Russia. Apart from several
companies that increased their activity with Russia ‒ Hyundai Motors in Saint
Petersburg, Samsung Electronics in Kaluga Oblast, LG Electronics in Ruza and
the Trade and Hotel Complex Lotte in Moscow being the key examples ‒ other
contacts have been virtually non-existent. Occurrences like the opening of a
branch of Woori Bank in Primorye, the contract between EXIAR, a Russian
specialized institution to support export, and Korean Insurance Corporation
K-SURE, or the contract between Khrunichev State Research and Production
Space Center and Korea Aerospace Research Institute for the launch of the
Multi-Purpose Satellite Arirang50) have been the only few examples. The
feedback from business missions has been mostly limited to demonstrations of
49) ЛаньковА. (2014), ПочемуЮжнаяКореяневвеласанкцийпротивРосс
ии. Slon.ru. (8 сентября) (Lankov A. (2014), Why South Korea Has Not Imposed Sanctions
on Russia. Slon.ru. (8 September)), https://republic.ru/world/koreya_i_sanktsii- 1153950.xhtml
(in Russian, accessed: July 22, 2017).
50) (2014) K-SURE иЭКСАРподписалисоглашениеоподдержкесовместных
проектов. ЭКСАР. (24 марта), [(2014) K-SURE and EKSAR Have Inked an Agreement
on the Support of Joint Projects. ERSAR. (24 March)], https://www.exiar.ru/press/ news/876/ (in
Russian, accessed: August 5, 2017); (2014) Крупнейшийкорейскийбанкоткрыл
свое представительство в Приморье. Prima Media. (11 ноября) [(2014)
The Largest Korean Bank Has Opened its Representation in Primorye. Prima Media. (11
November)], http://primamedia.ru/news/399809/ (in Russian, accessed: August 5, 2017); (2016)
International Launch Services announces first commercial contract for Angara 1.2 launch for the
Korea Aerospace Research Institute (KARI) with the KOMPSAT-6 satellite. (1 August),
http://www.khrunichev.ru/main.php?id=4&nid=1041 (accessed: August 5, 2017).
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investment potential with preliminary agreements to launch cooperation “in an
appropriate time.”
In these circumstances, it is hardly surprising that trade and investment
volumes between Russia and Korea plunged while trade structure has not
changed significantly.

Table 5-6. Russia-ROK trade dynamics (2013-2016)
The Russian Federation's exports to the Republic of Korea 2013

Mineral fuels, mineral oils and products of their distillation;
79%
bituminous substances; mineral ...
Fish and crustaceans, molluscs and other aquatic invertebrates 7%
Iron and steel
3%
Aluminium and articles thereof
3%
Wood and articles of wood; wood charcoal
1%
Ores, slag and ash
1%
Others
5%
90%

2015

2016

83%

80%

74%

6%
3%
3%
1%
1%
3%

7%
2%
4%
1%
1%
4%

10%
3%
3%
1%
1%
8%

Mineral fuels, mineral oils and
products of their distillation;
bituminous substances; mineral...

80%
70%

Fish and crustaceans, molluscs
and other aquatic invertebrates

60%

Iron and steel

50%

Aluminium and articles thereof

40%
30%

Wood and articles of wood; 
wood charcoal

20%

Ores, slag and ash

10%
0%

2014

Others

2013

2014

2015

2016

Source: International Trade Center Database,51) author's calculations.

51) International Trade Center Database, http://www.trademap.org/Index.aspx (accessed: August 1,
2017).
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Figure 5. Russian export to ROK (2013-2016)
Russian Federation’s exports to Republic of Korea (min $)
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Source: International Trade Center Database,52) author's calculations.

To analyze factors that influence trade volumes between the Republic of Korea
and Russia, a linear regression trade model between Republic of Korea and
Russia was made.
Such regression models are widely used in studying patterns of foreign trade
characteristics. According to the existing research, the main factors affecting the
volume of foreign trade are as follows:
∙ The GDP volume. As a rule, it has a positive effect on the volume of foreign trade;
∙ The volume of imports. Generally, it has a positive impact on exports;
∙ Indicators like the real exchange rate of the national currency and the output
of export-oriented industries are considered.
Below is presented a regression econometric model aimed at identifying key
52) International Trade Center Database, http://www.trademap.org/Index.aspx (accessed: August 1,
2017).
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dependencies between factors affecting trade, based on the following indicators
(Attachment 1):
1. The Republic of Korea exports to the Russian Federation;
2. The Republic of Korea GDP indicators;
3. The Russian Federation GDP indicators;
4. The Russian Federation's exports to ROK;
5. The Russian Federation's exports to world;
6. The Russian Federation's imports from world;
7. The Republic of Korea exports to world;
8. The Republic of Korea imports from world.
All the mentioned indicators are taken for the period from 2001 to 2016, as for
the previous periods there are no reliable sources of information.
First of all, export and import indicators are brought into conformity with the
consumer price index (Attachment 2), as all the units must be specified in
comparable prices (constant prices of the base year).
Secondly, the factor correlation table was made to identify the most
interdependent indices (Table 1). The red and green colors in the table mean the
low and the high correlation level of indices respectively. The correlation indices
in this table vary from 50% (the correlation between ROK GDP and Russian
exports to Korea) to 98% (correlation between Russian GDP and Russian exports
and imports). This table is used to examine the model outcomes and prove that
the model simulations do not contradict the correlation table.
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58%

76%

90%

70%

87%

89%

87%

91%

GDP Korea

GDP Russia

Russian Federation's
exports to ROK

Russian Federation's
exports to world

Russian Federation's
imports from world

Republic of Korea exports
to world

Republic of Korea imports
from world
94%

89%

98%

97%

68%

-

GDP
Russia

67%

66%

73%

62%

-

92%

85%

-

96%

-

Russian
Republic of Republic of
Federation's
Korea
Korea
imports
exports to
imports
from world
world
from world

53) International Trade Center Database, Available at http://www.trademap.org/Index.aspx (accessed: August 1, 2017).

96%

92%

95%

-

Russian
Russian
Federation's
Federation's
exports to Korea, exports to
Republic of
world

Source: International Trade Center Database,53) the author's calculations.

64%

67%

56%

56%

50%

-

-

Republic of Korea exports
to Russian Federation

GDP
Korea

Republic of
Korea exports
to Russian
Federation

Indices

Table 7. Factors correlation
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Thirdly, the table of increment indicators was built to avoid the influence of the
trend of the yearly augment in trade (Attachment 3) to gain more precise model
simulations.
Using the Microsoft Excel analysis extension, several model simulations were
conducted. Insignificant factors were excluded from the calculations in series.
Thus, the most important factors to forecast export volumes from Korea to Russia
were derived: the Republic of Korea and the Russian Federation GDP. These
factors have the strongest influence on the bilateral trade between ROK and
Russia.
The final outcome of the model simulation is presented in Table 6. The results
show that, in general, the regression model is a high-quality one with values of
the coefficient of determination from 0.8 and higher. R Square which reflects the
reliability of the model is also relatively high and equals 92%, i.e. the model is
correct in 92% of cases. Adjusted R Square indicator also reflects the model
reliability; the percent adjustment is based on the number of predictors. P-value
reflects the probability of lack of connection between the analyzed factors. In this
model, the p-value is low and varies from 0 to 0,02. The number of observations
is the number of years under consideration, from 2001 to 2016.
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Table 8. Regression statistics

Regression Statistics
Multiple R
R Square
Adjusted R Square
Standard Error
Observations
Regression
Residual
Total

Intercept
ROK GDP
Russian
Federation GDP

96%
92%
90%
12%
16

df
2
14
16

SS
1,5
0,1
1,6
Standard
Coefficients
t Stat
Error
-0,18
0,05
-3,62
1,26
0,46
2,75
1,62

0,26

6,35

MS
0,75
0,01

F
51,1

Significance F
0,000

P- Lower Upper Lower Upper
value 95% 95% 95,0% 95,0%
0,01 -0,29 -0,07 -0,29 -0,07
0,02 0,22
2,31
0,22
2,31
0,00

1,04

2,20

1,04

2,20

Source: the author's calculations.

The model simulations prove that growing the GDP of the Russian Federation
and Republic of Korea would provoke a rise in import from ROK to Russia.

 
 
ln    ln    ln   
   
   

But in practice, in spite of talks about possibilities to increase the share of
innovative component in Russian export to Korea, this still remains just wishful
thinking. ROK is satisfied with the present trade structure with Russia, regarding
it, first and foremost, as a supplier of energy and raw materials and a consumer
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market that absorbs Korean production. In its turn, Russia cannot provide Korean
business with strong incentives to expand its chains of technologically-advanced
production to Russia to the extent they function in East Asia. If so, an FTA
between Russia and Korea remains a remote scenario. Political issues ranging
from North Korean nuclear and missile provocations to the deployment of
THAAD in South Korea, not to say about the new anti-Russian package of
sanctions, further aggravate Russia-ROK exchanges.
Does this mean that prospects for economic cooperation between Russia and
Korea are doomed to be bleak? Obviously, it does not. A well-known quotation
of Dwight D. Eisenhower, “If the problem cannot be solved, enlarge it,” might
well be applied to relations between Russia and ROK. In this light, the Eurasian
vector of cooperation rises in significance.
The Eurasian initiative (EAI) of the former President Park Geun-hye aimed to
create around the Korean Peninsula a milieu conducive to socialize North Korea
and eventually to re-unify the country under the ROK auspices. But permanent
instability on the Korean Peninsula made Seoul re-think this course. In March
2016, ROK officially suspended its participation in the logistic project
Khasan-Rajin.54) Reflecting on this, Russian experts even expressed the view
that under the US pressure ROK rejected the idea in its initial form.55)
54) (2016) S. Korea informs Russia of halt to trilateral project with N. Korea. Yonhap News Agency
(March 8), http://english.yonhapnews.co.kr/northkorea/2016/03/08/0401000000AEN20160308
003551315.html (accessed: August 3, 2017).
55) (2016) Кореевед: СеулотказалсяотпроектасРоссиейиз-заСША. Н
ациональнаяслужбановостей. (11 февраля) (2016), Korean Studies Scholar:
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As seen from Moscow and based on the available documents, it is too early to
assess the degree of continuity in ROK Eurasian policy under the present and the
previous administration. At the time of writing this paper, neither the new Korean
president nor his foreign policy and security advisers clearly spoke out of the
Eurasian initiative in the form it was implemented under the previous cabinet.
What is abundantly clear, however, is the unambiguously pronounced intention
to cooperate with Russia. Possibly, the best example has been President Moon
Jae-in’s speech at the Third Eastern Economic Forum in Vladivostok in
September 2017. Stressing that cooperation with Russia is a lynchpin of Korea’s
Northern Policy, the ROK president outlined Korean-Russian cooperation with a
clear Eurasian component. Among them, of note are the development of the
Northern Sea Route, the connection of the Trans-Korean and the Trans-Siberian
railway, negotiations about the EAEU-ROK FTA.56) Being perfectly aware of
Russia’s demand for cooperation in the Eurasian geo-economic area, reiterated
by Russian President at the Third Eastern Economic Forum, ROK has no other
choice than to integrate its cooperation with Russia in the Eurasian narrative.
For Seoul, this is especially important since China remains unwilling to extend
OBOR to Northeast Asia. As B. Hwang observed, “EAI explicitly acknowledges
that the single impediment to creating a continuous geographical link between
Seoul Has Rejected the Project with Russia Because of the US. National News Service. (11
February)), http://nsn.fm/in-the-world/seul-v-roli-buridanova-osla-ili-kto-stoit-za-otkazom-yugaot-uchastiya-v-vygodnom-proekte.php (in Russian, accessed: August 3, 2017).
56) (2017) Plenary session of the Eastern Economic Forum. President of Russia (7 September),
http://en.kremlin.ru/events/president/news/55552 (accessed: September 8, 2017).
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the Atlantic and Pacific oceans through the European and Asian landmasses is
the ongoing division of the Korean Peninsula”. At the same time, “… for China,
maintenance of the status quo – division of the Korean Peninsula – even with
North Korea’s ongoing pursuit of nuclear weapons programs, serves Chinese
strategic goals: ensuring extra-territorial stability, particularly in its bordering
countries”.57) The developments of 2016-2017, exemplified by North Korean
nuclear and missile tests and the deployment of THAAD in ROK with the Moon
Jae-in administration inclination to continue this course,58) further solidify
stability over change in Beijing’s priorities. In light of this, Seoul’s sensitivities
expressed by Park Byeong-seug, head of the ROK delegation in the Belt and
Road Forum that OBOR will bear fruit only if it embraces the Korean Peninsula
which is situated in the eastern part of Eurasia59) are unlikely to matter much for
Beijing.
The idea to strengthen the Eurasian vector of ROK policy, including by means
of cooperation with Russia, is well elaborated on in Korean expert community.
Among the recent examples, the intervention of Lee Jae-young, a prominent
Korean scholar, is worthy of note. Pointing to the factors behind the
57) Hwang B. (2017), What South Korea Thinks of China’s ‘Belt and Road’. The Diplomat (14
January), https://thediplomat.com/2017/01/what-south-korea-thinks-of-chinas-belt-and-road/
(accessed: September 23, 2017).
58) (2017) South Korean’s Moon Orders Talks with US to Deploy More THAAD Units after North
Korea ICBM Test. Reuters. (July 28), https://www.reuters.com/article/us-northkorea-missilesthaad-idUSKBN1AD2ES (accessed August 5, 2017).
59) (2017) Interview: Belt and Road Initiative to embody Eurasia era: S.Korean chief delegate.
Xinhua. (May 13), http://news.xinhuanet.com/english/2017-05/13/c_136279406.htm (accessed:
August 15, 2017).
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establishment of an integrated Eurasia and the vulnerabilities encountered by the
Korean Peninsula as its eastern flank, he turns to the priorities of the Moon Jae-in
administration linking the success of its North Korean vector with cooperation
with Russia to finally outline a list of measures to make this approach work.
Remarkably, Russia is positioned as a state that has influence over North Korea
and China, which makes the Russian Federation an especially valuable partner
for ROK.60)
Suggesting a broad outline of promising directions of Russian-Korean
cooperation in the conditions of the anti-Russian sanctions, it must be clear that
they should not be at the level of MoUs and should be based upon the de-facto
existing demand from both sides. To start with, it is worth noting that Russia has
come to realize that it is against its interests to integrate in cooperative schemes
managed by other actors. Instead, Russia should offer the world its own projects,
based upon its competitive advantages, and meet the expectations of its partners.
With this in mind, the substantive and institutional components of cooperation
between Russia and ROK can be distinguished.
In the substantive respect, Russia is likely to create its own supply-production
chains based upon the innovative resource-based economic sectors. Contrary to a
widespread view, the resource-based economy has a very high innovative
potential. The technologies of extraction, processing and transportation of raw

60) Lee Jae-young (2017), To Solve North Korea Issue, Moon Admin. Should Pursue Northern
Cooperation. Hankyoreh (June 4), http://english.hani.co.kr/arti/english_edition/e_editorial/
797394.html (accessed: August 5, 2017).
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materials are becoming more complicated owing to the depletion of resources
and the rising demand for ecologically-friendly development. Taking into
account that the key potential of Russia’s Far East is its natural resources, the
resource-based component will be central in their establishment and further
development. Seen through these lenses, the Korean technological experience
and potential become highly valuable assets.
In specific terms, Russia-ROK cooperation in the agricultural sector can be
particularly promising. The Republic of Korea, with its population exceeding 50
mln people, remains highly dependent upon the import of all basic agricultural
products except rice and potato. Stating that Russia, despite its geographical
proximity, does not have strong positions at the Korean food market, Russian
experts note the following factors: “At present, food supplies to South Korea are
controlled mostly by Western transnationals. However, first, the South Korean
government intends to diversify its food imports. Second, Russia’s agricultural
produce in the Far East is not genetically modified, which makes it more
valuable. Third, the ruble devaluation could make potential exports from Russia
attractive.”61) All this makes the necessity to stimulate this line of Russian-Korean
cooperation all the more urgent.
The institutional part of Russian-Korean cooperation will stem from the extent
to which the parties integrate their shared priorities in the project GEP. Although

61) (2017) Toward the Great Ocean-5: from the Turn to the East to Greater Eurasia /Ed. by Karaganov
S. Moscow (September), P. 12, http://valdaiclub.com/files/15300/ (accessed: September 18,
2017).
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the Republic of Korea is not part of the format ASEAN-SCO-EAEU, without the
participation of Northeast Asian countries the project GEP will not be
implemented. In this regard, ways to integrate ROK in the GEP project as a
fully-fledged participant should be elaborated on. At the initial stages,
ASEAN-led formats such as the ASEAN Regional Forum, ASEAN Defense
Ministers Meeting Plus Eight and East Asia Summit can be used to develop and
solidify links between ROK and ASEAN-SCO-EAEU. Though the instruments
of integration may be different, the indispensability of ROK participation in GEP
is unquestionable in the Russian top expert community.62)
At present, the Russian Federation and the Republic of Korea have strong
incentives to develop cooperation based upon their fundamental interests.
Without the Korean Peninsula, the project Greater Eurasia partnership will be
neither complete nor effective. Also, without the peaceful and stable external
milieu the northern policy of the Moon Jae-in administration will hardly bear
fruit. This co-incidence of perceptions further strengthens incentives for Russia
and the Republic of Korea to integrate their Eurasian vision into coordinated
actions.

62) See, for instance: Karaganov S. (2016) From East to West, or Greater Eurasia. Russia in Global
Affairs (25 October), http://eng.globalaffairs.ru/pubcol/From-East-to-West-or-Greater-Eurasia18440 (accessed: October 3, 2017).
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6. Conclusion
As globalization continues its course, the world becomes increasingly
fragmented and fragile. Contrary to perceptions widely spread in the 1990s and
2000s, the economic and informational interdependence has not made the world
prone to cooperation. On the contrary, a breach between long-term and
fundamental economic interests and the shallow, situational political
calculations, amply exemplified by the consequences of anti-Russian sanctions
and the retaliatory measures, becomes all the wider.
The contemporary stage of Russia’s pivot to the Asia-Pacific region coincides
with the rise of turbulence in global politics. Experiencing setbacks at the
Euro-Atlantic direction, Russia’s policy encounters objective limitations in the
Asia-Pacific region. Under these circumstances, Russian success depends upon
the international milieu conducive to developing relations with Asia-Pacific
neighbors rather than possibilities to overcome obstacles based upon the
presently limited resources. The optimum response is to integrate the
Asia-Pacific pivot in the project Greater Eurasia partnership. As the crisis with
the Western partners deepens, the GEP will loom in Russian foreign policy
priorities all the larger.
Linking these developments to relationship between the Russian Federation
and the Republic of Korea, conclusive evidence reveals their high “safety
coefficient” in terms of the ability to separate the critical factors from the
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secondary and the long-term factors from the conditional. Practice has
demonstrated that developing the Eurasian geo-economic projects in close
cooperation with Russia matters much for Korean fundamental interests while
the Republic of Korea enjoys the top rank in Russia’s order of international
priority, including in Eurasia. In these circumstances, Russia and Korea are
natural Eurasian partners given their shared interests, political will and extensive
academic expertise on how turn their coordination of prospective plans into a
large-scale geo-strategic project.
The consequences, although important for the bilateral relations between
Russia and Korea, will have a broader dimension. Stating that the Asia-Pacific
region succeeded in performing a geo-economic miracle, at present a new task
becomes increasingly urgent – to perform another such geo-political miracle, this
time not on the Asia-Pacific, but on the global scale. The project Greater Eurasian
partnership can make a substantial contribution to the achievement of this
objective with the Russian Federation and the Republic of Korea as important
architects of the new world order in which cooperation and co-development
rather than conflict and confrontation are prioritized.
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Attachment 1. Economic cooperation between Russia and its
Asia-Pacific partners
Table 1-2. Russia-China exports dynamics (2013-2016)
Russian Federation's exports to % of exports % of exports % of exports % of exports
China
(2013)
(2014)
(2015)
(2016)

Mineral fuels, mineral oils and
products of their distillation;
bituminous substances; mineral ...
Wood and articles of wood; wood
charcoal
Ores, slag and ash
Machinery, mechanical
appliances, nuclear reactors,
boilers; parts thereof

71%

74%

67%

64%

6%

7%

8%

9%

5%

4%

3%

3%

3%

3%

5%

4%

Source: International Trade Center Database,63) the author's calculations
Year

Russian Federation's
exports to China (mln$)

% change to the
previous year

% change to the base
year (2013)

2013
2014
2015
2016

35625,4
37414,6
28335,0
28021,3

5,0
-24,3
-1,1

5,0
-20,5
-21,3

Source: International Trade Center Database,64) the author's calculations.

63) International Trade Center Database, http://www.trademap.org/Index.aspx (accessed: August 3,
2017).
64) International Trade Center Database, http://www.trademap.org/Index.aspx (accessed: August 3,
2017).
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Table 3-4. Russia-Japan exports dynamics (2013-2016)
Russian Federation's exports to % of exports % of exports % of exports % of exports
Japan
(2013)
(2014)
(2015)
(2016)

Mineral fuels, mineral oils and
products of their distillation;
bituminous substances; mineral ...
Aluminium and articles thereof
Natural or cultured pearls,
precious or semi-precious stones,
precious metals, metals clad ...
Wood and articles of wood; wood
charcoal

87%

87%

83%

74%

4%

4%

6%

8%

3%

2%

2%

3%

2%

2%

2%

4%

Source: International Trade Center Database,65) the author's calculations.
Year

Russian Federation's
exports to Japan (mln$)

% change to the
previous year

% change to the base
year (2013)

2013
2014
2015
2016

19667,5
19830,8
14426,4
9384,2

0,83
-27,2
-34,9

0,83
-26,6
-52,3

Source: International Trade Center Database,66) the author's calculations.

65) International Trade Center Database, http://www.trademap.org/Index.aspx (accessed: August 3,
2017).
66) International Trade Center Database, http://www.trademap.org/Index.aspx (accessed: August 3,
2017).
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Table 5-6. Russia-India exports dynamics (2013-2016)
Russian Federation's exports to % of exports % of exports % of exports % of exports
India
(2013)
(2014)
(2015)
(2016)

Aircraft, spacecraft, and parts
thereof
Natural or cultured pearls,
precious or semi-precious stones,
precious metals, metals clad
Machinery, mechanical
appliances, nuclear reactors,
boilers; parts thereof
Arms and ammunition; parts and
accessories thereof

26%

0%

0%

0%

12%

25%

22%

18%

11%

16%

12%

12%

10%

1%

6%

0%

Source: International Trade Center Database,67) the author's calculations.
Year

Russian Federation's
exports to India (mln$)

% change to the
previous year

% change to the base
year (2013)

2013
2014
2015
2016

6982,66
4395,7
4549,9
5312,8

-37,0
3,5
16,8

-37,0
-34,8
-23,9

Source: International Trade Center Database,68) the author's calculations.

67) International Trade Center Database, http://www.trademap.org/Index.aspx (accessed: August 3,
2017).
68) International Trade Center Database, http://www.trademap.org/Index.aspx (accessed: August 3,
2017).
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Table 7-8. Russia-Vietnam exports dynamics (2013-2016)
Russian Federation's exports to Vietnam

2013

2014

2015

2016

Ships, boats and floating structures
Arms and ammunition; parts and accessories thereof
Electrical machinery and equipment and parts thereof;
sound recorders and reproducers, television ...
Optical, photographic, cinematographic, measuring,
checking, precision, medical or surgical ...
Mineral fuels, mineral oils and products of their
distillation; bituminous substances; mineral ...

25%
25%

1%
15%

1%
18%

0%
2%

10%

12%

19%

5%

8%

4%

2%

4%

6%

19%

23%

16%

Source: International Trade Center Database,69) the author's calculations.
Year

Russian Federation's exports
to Vietnam (mln$)

% change to the
previous year

% change to the base
year (2013)

2013
2014
2015
2016

1373,461
644,536
824,444
1373,024

-53,1
27,9
66,5

-53,1
-40,0
0,0

Source: International Trade Center Database,70) the author's calculations.

69) International Trade Center Database, http://www.trademap.org/Index.aspx (accessed: August 4,
2017).
70) International Trade Center Database, http://www.trademap.org/Index.aspx (accessed: August 4,
2017).
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Table 9-10. Russia-Singapore exports dynamics (2013-2016)
Russian Federation's exports to Singapore

Mineral fuels, mineral oils and products of their
distillation; bituminous substances; mineral ...
Electrical machinery and equipment and parts thereof;
sound recorders and reproducers, television ...

2013

2014

2015

2016

89%

98%

86%

92%

5%

0%

1%

1%

Source: International Trade Center Database,71) the author's calculations.
Year

Russian Federation's exports
to Singapore (mln$)

% change to the
previous year

% change to the base
year (2013)

2013
2014
2015
2016

1885,6
5551,8
2492,0
1796,5

194,4
-55,1
-27,9

194,4
32,2
-4,7

Source: International Trade Center Database,72) the author's calculations.

71) International Trade Center Database, http://www.trademap.org/Index.aspx (accessed: August 4,
2017).
72) International Trade Center Database, http://www.trademap.org/Index.aspx (accessed: August 4,
2017).
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Table 11-12. Russia-Indonesia exports dynamics (2013-2016)
Russian Federation's exports to Indonesia

2013

2014

2015

2016

Aircraft, spacecraft, and parts thereof
Iron and steel
Mineral fuels, mineral oils and products of their
distillation; bituminous substances; mineral ...
Vehicles other than railway or tramway rolling stock,
and parts and accessories thereof
Machinery, mechanical appliances, nuclear reactors,
boilers; parts thereof

36%
12%

0%
4%

0%
7%

0%
4%

9%

60%

23%

23%

9%

1%

1%

0%

7%

1%

1%

0%

Source: International Trade Center Database,73) the author's calculations.
Year

Russian Federation's exports
to Indonesia (mln$)

% change to the
previous year

% change to the base
year (2013)

2013
2014
2015
2016

1233,6
918,3
439,5
403,4

-25,55
-52,14
-8,20

-25,55
-64,37
-67,30

Source: International Trade Center Database,74) the author's calculations.

73) International Trade Center Database, http://www.trademap.org/Index.aspx (accessed: August 4,
2017).
74) International Trade Center Database, http://www.trademap.org/Index.aspx (accessed: August 4,
2017).
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Attachment 2. Factors used for making the regression trade model for
ROK and Russia
ROK
exports to
GDP Korea
Russian
Federation

GDP
Russia

Russian
Russian
Russian
Federation' Federation' Federation'
s exports to s exports to s imports
ROK
world
from world

ROK
exports to
world

ROK
imports
from world
141097

938

533052

306603

1108

99868

41865

150431

1054

609020

345110

1126

94493

40897

160651

150425

1627

680521

430348

1053

106298

45608

190074

175372

2268

764881

591017

1466

135640

56444

246136

217645

3694

898137

764017

1654

169273

69200

271893

249731

4753

1011797

989931

1722

199233

91051

298699

283943

7204

1122679

1299705

3699

213975

121318

330909

317872

8447

1002219

1660844

4347

261254

149080

365678

377175

3490

901935

1222644

2804

148725

84183

302487

268830

6232

1094499

1524916

4584

174897

100829

374545

341480

8106

1202464

2031769

5386

208880

123670

436754

412522

8507

1222807

2170144

5051

191147

115174

419966

398288

8294

1305605

2230625

4847

171910

102685

416327

383560

7288

1411334

2063662

5265

144949

83460

412251

378063

3249

1382764

1365865

3340

87056

46269

365293

302695

3206

1411246

1283162

2139

60888

38871

333070

272969

Source: International Trade Center Database.75)

75) International Trade Center Database, http://www.trademap.org/Index.aspx (accessed: August 1,
2017).
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Abbreviations

AEC
AFTA
APEC
ASEAN
AANZFTA
BTA
CIA
EAEU
EFTA
EVFTA
EU
FDI
FIA
FTA
FTAAP
GDP
GSO
GSP
GVC
IPRs
MOIT
MUTRAP
NAFTA
NTB
PCA
RCEP
ROO
SME
SOE
SPS
TBT
TPP
TQR
TTIP
UK
VKFTA
WB
WEF
WTO
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ASEAN Economic Community
ASEAN Free Trade Area
Asia-Pacific Economic Cooperation
Association of South-East Asian Nations
ASEAN - Australia and New Zealand Free Trade Agreement
bilateral trade agreement
US Central Intellegence Agency
Eurasia Economic Union
European Free Trade Area
EU-Vietnam Free Trade Agreement
European Union
foreign direct investment
Vietnam’s Foreign Investment Agency
free trade agreement
Free Trade Agreement in the Asia-Pacific
gross domestic product
Vietnam’s General Statistical Office
Generalized System of Preference
global value chain
intellectual property rights
Vietnam’s Ministry of Industry and Trade
Trade Policy and Investment Support Project
North America Free Trade Agreement
non-tariff barrier to trade
partnership and cooperation agreement
Regional Comprehensive Economic Partnership
rule of origin
small and medium enterprise
state-owned enterprise
sanitary and phyto-sanitary
technical barrier to trade
Trans-Pacific Partnership
tariff-rate quota
Trans-Atlantic Trade and Investment Partnership
United Kingdom
Vietnam-Korea Free Trade Agreement
World Bank
World Economic Forum
World Trade Organization

The Rise of New Protectionism: How Will It Impact Vietnam and How Should the Country Respond?

1. Vietnam’s International Economic Integration
1986-2016

A. Overview1)
1) Before 1986: Largely Closed and Inward-looking Economy
Before 1986, Vietnam, like other socialist states, followed the central planning
model, under which all economic activities were strictly planned ahead by the
government. The economy was largely closed and inward-looking. The only
economic group Vietnam joined in 1978 was the Council of Mutual Economic
Assistance, a cooperative body of the Soviet bloc.
Vietnam traded mainly with socialist states of the Soviet bloc. The trade
regime was characterized by state monopoly. Trade was carried out by a few
licensed state-owned enterprises (SOEs). The government imposed tight trade
regulations and rigid quantity targets. Export volume was tiny as Vietnam was a
small and poor economy.
There was no legal framework regulating FDI, hence no FDI activities in the
country.

1) The concept of international economic integration includes a wide range of activities. This
research focuses on three aspects, which are most important to Vietnam: international trade, FDI,
and joining economic groups.
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2) Since 1986: Shifting To a Market-oriented and Open Economy
In the 1980s, Vietnam was confronted with critical economic conditions,
caused by the poor performance of central planning and the international
economic embargo against the country since 1979. To encounter the crisis, the
sixth Congress of the Communist Party of Vietnam held in December 1986
launched a radical reform program.
At home, policy measures have been implemented to move the economy to a
market-oriented system. The central planning system has been partially
abolished. The private sector has been given a more important role while the state
sector has undergone restructuring.
In the area of foreign trade, radical policy changes have been conducted to
liberalize trade regime. State monopoly was partially removed. Private
companies were allowed to participate in foreign trade. Quotas were removed
from almost all export and import goods. The fixed exchange rate regime was
abandoned with the devaluation of over-valued domestic currency, which
resulted in a more realistic official rate. Vietnam has expanded its trade
relationship, moving from trade mainly with the Soviet bloc to dealing with other
major trade players such as the US, the EU and Japan. These changes have
unlocked the country’s huge trade potential.
Major measures have been conducted to open up the economy to FDI. The
Law of Foreign Investment, adopted in December 1987, has paved the way for
foreign investors. The State Committee for Cooperation and Investment was
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established to oversee FDI activities. Following these moves, FDI funds began
flowing in.
To facilitate further expansion of exports and FDI, the government has actively
engaged in talks with its partners for agreements over trade, investment and other
economic activities. As a result, Vietnam has concluded 12 free trade agreements
(FTAs), 90 bilateral trade agreements, 50 investment promotion and protection
agreements and 40 double tax avoidance agreements (WTO Center, 2017). The
country has joined various regional and multilateral groups.
The following events are regarded as milestones of Vietnam’s international
integration 1986-2016 (Le Quoc Phuong, 2016):
1995: Vietnam joined ASEAN.
1996: Vietnam joined the ASEAN Free Trade Area (AFTA).
1998: Vietnam joined the Asia-Pacific Economic Cooperation (APEC).
2000: Vietnam-US Bilateral Trade Agreement (BTA) was concluded.
2007: Vietnam was admitted to the WTO.
2002-2009: Vietnam concluded five FTAs between ASEAN and its major
trading partners (known as ASEAN+1), namely China, Japan,
Korea, India, and Australia and New Zealand (NZ).
2008: The Vietnam-Japan FTA, or Economic Partnership Agreement (VJEPA),
was concluded.
2015: The EU-Vietnam FTA (EVFTA) was signed. The Vietnam-Korea FTA
(VKFTA) and ASEAN Economic Community took effect.
2016: The Trans-Pacific Partnership Agreement (TPP) was signed. The
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Vietnam-Eurasian Economic Union (EAEA)2) FTA took effect.

B. Impacts on Vietnam
Before 1986, Vietnam was a poor economy which was devastated by nearly
one century of French colonial rule (1858-1945) and a series of wars that
followed. These include the Indochina War (1946-54), the Vietnam War
(1965-75), war with Cambodia’s Khmer Rouge (1977-89) and its Chinese
supporters (1979-88). In addition, the economy was severely hurt by the 16-year
long international embargo (1979-1995), imposed on the country after
Vietnamese forces overthrew genocide Khmer Rouge regime in 1979.
Despite these adverse events, economic reforms and international integration
efforts, implemented since 1986, have changed the economy’s landscape.

1) Impacts on Trade3)
Even after 1986, Vietnam’s trade has been hurt by huge external shocks. The
collapse of the Soviet Union and other Eastern European socialist states
(Vietnam’s main economic partners) in 1989-91 hit the country hard. The Asian
financial crisis in 1997-98 severely hurt Vietnam and its Asian major trading
partners (Korea, Indonesia, Thailand and Malaysia). The global economic crisis

2) The EAEU includes Russia, Belorus, Armenia, Kazakhstan and Kyrgystan.
3) This research is concerned mainly with trade in goods.
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in 2008-09 badly affected Vietnam and its largest trading partners (the US, the
EU and Japan).
Nevertheless, Vietnam’s trade has expanded, thanks to economic reforms and
international integration efforts. Export value rises from $350 million in 1986 to
$176 billion in 2016. Average export growth for 1987-2016 amounts to 24.4%,
placing Vietnam in the group of economies with top export growth.
Exports-to-GDP ratio increases from 9% in 1986 to 86% now, putting Vietnam in
the group of countries with this top ratio. The openness of Vietnam’s economy,
as measured by total trade-to-GDP ratio, amounts to 173% in 2016, which is
among the highest in the world (Table 1).
Although Vietnam accounts for only 0.27% of global GDP, ranking #59 in the
world in 2016, the country makes up 1.1% of world exports, ranking #34 (CIA
2017). This clearly indicates the export-oriented nature of Vietnam’s economy.

Table 1. Vietnam’s Economy, 1986 and 2016
Indicators

Foreign Trade
Number of Trading Partners a

1986

2016

43

225

a

Export Value ($ billion)

0.35

175.9

Import Value ($ billion)a

0.59

Note

Vietnam ranks #34 in world
versus its GDP ranking #59d

173.3

Export per Capita ($)b

10

1,900

Export/GDP (%)b

9

86

Economic Openness (Total Trade/GDP, %)b

20

173

Vietnam ranks #3/16 in East
Asia and #2/10 in Southeast
Asiad
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Table 1. Continued
Indicators

1986

Inward FDIc
Number of Investing Countries/Territories
Number of FDI Projects
Registered Capital ($ billion)
Realized Capital ($ billion)

0
0
0
0

Outward FDIc
Number of Economies Vietnam Invests In
Number of Vietnam’s Outward FDI Projects
Registered Capital ($ billion)
Economya
GDP (Current $ billion)
GDP Per Capita (Current $)
GDP Structure (%)
- Agriculture
- Industry and Construction
- Services

0
0
0

2016

Note

Cumulative 1988-2017 (as at
September 2017)
68
126
2,556
24,199
24.3
310.2
15.8
167.4
Cumulative 1999-2017 (as at
January 2017)
NA
70
NA
1,188
NA
21.4

4.8
80

202.6
2,215

38.1
28.9
33.0

16.3
42.7
40.9

Sources: a) GSO (2001; 2017a, b); b) Author’s calculation from GSO (2017a), WB (2017); c) FIA
(2017); d) CIA (2017).

The number of Vietnam’s trading partners has risen from 43 in 1986 to 225
today (Table 1). Vietnam has become the world’s leading exporter of many
commodities including cashews (#1), coffee and footwear (#2), rice, apparel,
natural rubber and seafood (#3), and wood products (#4) (Table 2).

2) Impacts on Inward and Outward FDI
Inward FDI. Since the Law on Foreign Investment was adopted in 1987, 126
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countries and territories have invested 24,199 projects in Vietnam (as at
September 2017). Cumulative registered capital for 1988-2017 amounts to
$310.2 billion, of which $167.4 billion (or 54%) have been realized. In 2016
alone, 68 economies invested in 2,556 new projects with registered capital of
$15.2 billion (FIA 2017). For Vietnam, a developing country in need of huge
funds for economic development, FDI capital is an important investment source.
FDI has become a vital sector of Vietnam’s economy which creates some 3
millionjobs. The FDI sector accounted for 71.5% of Vietnam’s total exports and
18% of GDP in 2016. As FDI in the industrial sector makes up nearly 60% of total
FDI capital and 60% of Vietnam’s industrial production (GSO 2017b), it is
pivotal in shifting the country’s GDP away from agriculture toward industry and
services.
Outward FDI (OFDI). Not only has Vietnam opened its economy toforeign
investment, it also encourages its own firms to invest globally. After the
government issued Decree 22/1999/NĐ-CP in 1999 to set out the framework for
OFDI, Vietnam’s companies began investing overseas. OFDI has surged after
the government issued Decree 78/2006/NĐ-CP in 2006 to allow any investor and
company to invest overseas.
Cumulatively as of January 2017, Vietnam’s companies have invested in
1,188 projects in 70 economies with total registered capital of $21.4 billion
(Table 1).
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Table 2. Vietnam as World’s Leading Exporter of Many Commodities
Commodities

Export Value
2016 ($ billion)a

Vietnam’s
Share in World
Exports (%)b

Vietnam’s
Rankingc

Cashew
Coffee
Footwear
Rice

2.8
3.4
12.9
2.2

21.3
9.0
11.3
11.6

1
2
2
3

Clothing

23.6

4.5

3

Seafood

7.0

4.7

3

Natural Rubber

1.7

4.0

3

Wood, Wood
Products

7.0

7.7

4

Vietnam Stands
Afterc

Brazil
China
Thailand, India
China,
Bangladesh
China, Norway
Thailand,
Indonesia
China, Germany,
Italy

Sources: a) GSO (2017a); b) Author’s calculation from GSO (2017a) and WB (2017); c) World
Atlas (2017), World’s Top Exports (2017a, b, c), World Richest Countries (2017),
Perfect Insider (2017).

3) Overall Impacts on Vietnam’s Economy
Unleashed by economic reforms and international integration efforts,
Vietnam’s GDP has expanded from $4.8 billion in 1986 to $202 billion in 2016.
GDP per capita has risen from $80 to $2,215 over the same period (WB 2017a).
Vietnam’s GDP structure has shifted drastically from the agricultural sector
toward industry-construction and services. In 1986, 38.1% of Vietnam’s GDP
was made up by agriculture, 28.9% by industry-construction and 33% by
services. By 2016, the share of agriculture in GDP reduces to 16.3% while that of
industry-construction and services rises to 42.7% and 40.9%, respectively (Table 1).
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2. Vietnam’s FTAs

A. Overview of Vietnam’s FTAs
Among the numerous arrangements Vietnam has concluded, FTAs play a
special role because of their higher level and wider scope of liberalization
compared to other types of agreements. To date, Vietnam has concluded 12
FTAs, of which 10 have been effectuated (those with Japan, Chile, Korea,
EAEU, AFTA and 5 ASEAN+1 FTAs). Two were recently signed (EVFTA and
the TPP). Four are under negotiations (those with Israel, Hong Kong, European
Free Trade Area (EFTA)4), and the Regional Comprehensive Economic
Partnership (RCEP).
Among these FTAs, the EVFTA and the TPP are regarded as new-generation
FTAs, which are characterized by following features.
Wide scope of liberalization. New-generation FTAs cover not only trade
issues, but also non-trade items. Trade-related issues include trade in goods and
services, investment, intellectual property rights (IPRs), competition, trade
dispute settlement, government procurement, sanitary and phyto-sanitary (SPS),
technical barriers to trade (TBT), non-tariff barriers to trade (NTB). Non-trade
provisions include environment and labor standards, trade union, SOEs reform,
and support for small and medium enterprises (SMEs).
4) EFTA includes Switzerland, Iceland, Norway and Lichtenstein.
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New issues. New-generation FTAs include new issues to deal with new
challenges, such as innovation, productivity, role of Internet and digital economy
in the global economy.
Comprehensive market access. While traditional FTAs commit to reducing
some tariffs for quite long roadmap, new-generation FTAs aim at eliminating
most tariffs immediately after they are effective. The high standard of
new-generation FTAs can be seen not only in radical tariff cuts, but also in high
IPRs requirements, investor-state dispute settlement (ISDS), and many other
issues.
Benefits to all member economies. New-generation FTAs aim at creating
opportunities and benefits for firms of any size, for member economies of any
level of development, for workers and consumers of all member economies.
There are measures to support SMEs and to enhance trade capacity of the
developing member countries.

B. EVFTA
1) Negotiations
In 2007 the EU initiated talks with ASEAN for a region-to-region FTA. In
2009 the EU paused these negotiations mainly because of lack of consensus
among ASEAN countries. Instead, the EU switched to talks for bilateral FTA
with individual ASEAN members including Singapore, Vietnam, Thailand and

∙ 282

The Rise of New Protectionism: How Will It Impact Vietnam and How Should the Country Respond?

Malaysia.
Talks between Vietnam and the EU over EVFTA began in 2012. After four
years of negotiations during which14 rounds of talks were held, the two sides
agreed to sign the treaty in December 2015. Since then, it has been pending for
members’ ratification. The agreement is hoped to come into effectby2018 or
2019.

2) Main Contents
With 21 chapters and 13 annexes, the EVFTA covers wide range of issues.
These include trade-related issues such as trade in goods and services,
investment, IPRs, competition, geographical indications, trade dispute
settlement, government procurement, SPS, TBT, NTBs, and non-trade and new
issues such as environment and labor standards, trade union, SOEs reform and
support for SMEs (EU Delegation to Vietnam 2016).
The EVFTA’s new-generation features can be found in Chapter 2 (Market
access for goods). Immediately upon the EVFTA coming into force, the EU will
remove tariffs on Vietnam’s exports for 85.6% of tariff lines. Seven years after
this, the EU will remove tariffs on Vietnam’s exports for 99.2% of tariff lines. For
the remaining tariff lines (some rice products, sweet popcorn, garlic, mushroom,
sugar and conserved tuna), the EU will provide market access for Vietnam under
tariff-rate quotas (TRQs) with a zero-tariff rate for the amount under quotas. On
Vietnam’s side, immediately after EVFTA is effective, Vietnam will remove
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tariffs on the EU’s exports for 65% of tariff lines. Within 10 years, Vietnam will
remove tariffs on the EU’s exports for 99% of tariff lines. For the remaining tariff
lines, Vietnam applies TRQs with tariff of 0% for the amount under quotas.
High-standard features are also found in Chapter 12 (IPRs), Chapter 13
(ISDS), Chapter 15 (Trade and sustainable development), Chapter 16
(Cooperation and capacity building), and many other chapters.

C. TPP
1) Negotiations
A proposed FTA of 12 economies in the Asia-Pacific, the TPP was initiated in
2005 by 4 original members (Chile, NZ, Singapore and Brunei). The treaty was
joined in later by 8 other countries: the US, Peru and Australia in 2008, Vietnam
and Malaysia in 2010, Canada and Mexico in 2012, and Japan in 2013.
After 6 years of talks with 19 formal rounds in 2010-13 and 17 Chief
Negotiators’ and Ministers’ meetings in 2013-15, the agreement was finally
signed in February 2016. Since then, it has been pending for member countries’
ratification.
The US has been regarded as the treaty’s driving force. The TPP was the
Obama administration’s effort to boost the US’ trade with the Asia-Pacific and its
presence in Asia, and to provide a check on China’s growing ambitions (Le Hong
Hiep 2015). The TPP’s high-standard features, particularly those concerning
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IPRs, have been pushed by the US - the world’s largest owner of patents,
copyrights and trademarks.
With the membership of the US and Japan (world’s largest and third-largest
economy, respectively), the TPP has measurable economic weight,
encompassing nearly 40% of world GDP and 26% of global trade (DFAT 2017).

2) Main Contents
Composed of 30 chapters and 13 annexes, the TPP covers not only
trade-related issues such as trade in goods and services, investment, IPRs,
competition, trade dispute settlement, SPS and TBT, but also non-trade and new
issues such as environment and labor standards, trade union, SOEs reform and
support for SMEs (USTR 2017).
The treaty’s new-generation features can be seen in provisions on market
access for goods (Chapter 2), which require tariff cuts for nearly all tariff lines
immediately after the agreement is effective. Another high-standard feature are
IPRs requirements (Chapter 18), which are significantly higher than those in the
WTO’s Trade-related Intellectual Property Rights Agreement (TRIPs). The
TPP’s copyright terms covers lifespan of an author plus 70 years after the
author’s death, which is measurably longer than the terms of 50 years set in the
WTO’s TRIPSs.
The rule of origin (ROO, Chapter 3) requires a complete product exported by
one member-country to another member-country to have TPP origin in terms of
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its materials or parts, in order to be eligible for preferential treatment. In
particular, the “yarn forward” clause (Chapter 4) allows only those clothing
products with yarn produced in the TPP economiestobenefit from tariff cuts.
For itshigh-standard commitments, the TPP is often called the WTO+.

3. The Rise of New Protectionism

A. Context
The recent years have witnessed the resurgence of protectionism throughout
the world. Economic stagnation, rising unemployment, widening income
inequality in many countries, coupled with the world economy’s slow-down ‒ all
of these have been perceived by many people as a result of globalization’s ‘evils’.
The disappointment with globalization and distrust in welfare effects of free
trade has given way to growing disquiet, which in turn “opens door to more
inward-looking policies, mounting protectionist measures, and a general questioning
of the premises underlying globalization in many economies” (WEF 2017).
In this context, governments are intensifying trade protection. The Global
Trade Alert (2017) reports that in 2016, the number of trade protection measures
worldwide increased by 7% compared to 2015. The WTO (2017) records that the
number of protection measures worldwide has jumped from an average of 14 per
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month in 2014 to 20 in 2015 and to 22 in 2016. This new wave of protectionism
is showing up in various forms.
The traditional way is imposing common protection measures. These include
raising tariffs, using safeguards, anti-subsidy measures and other NTBs (such as
technical, environmental, labor and sanitary standards, and even administrative
measures).
Besides these common ways, new forms of protection have emerged. One way
is exit from, or renegotiation of existing FTAs. Typical example is the UK’s exit
from the EU (Brexit), the US withdrawing from the TPP and renegotiating FTA
with Canada and Mexico (NAFTA) and FTA with Korea.
Another increasingly used measure is monetary protection, whereby a
government deliberately devalues its domestic currency to gain export
competitiveness over competitors, to stimulate exports and deter imports. In the
last few years, China, Japan, the EU and some other economies have resorted to
this measure.

B. Brexit
In June 2016, the majority of the UK voters chose for the country to leave the
EU after 44 years being in the group. Talks between the UK and the EU over the
terms of Brexit officially began in June 2017 and are expected to take at least two
years as the two sides have to resolve difficult issues, such as the UK’s huge
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unpaid financial commitments (estimated Euro 60 billion), rights of EU citizens
in the UK and UK citizens in the EU, the North Ireland’s border, and many
others.
For the EU, Brexit would be a big blow. The UK is the EU’s second-largest
economy, accounting for 17% of the group’s GDP, second-largest exporter and
FDI investor - all after Germany (Eurostat 2017). Brexit, therefore, would
significantly reduce the EU’s economic power. Brexit may also cause the domino
effect, as other EU members may follow suit the UK to leave the group.
Moreover, Brexit would affect the global economy because of the UK’s
relative importance in the world economy. On the global scale, the UK ranks #6
in terms of GDP (after US, China, Japan, Germany and France), #11 in exports
and #9 in FDI (CIA 2017). The UK is also largest financial center in Europe and
one of the leading world financial centers.

C. Non-TPP
During the US presidential election campaign, candidate Trump called the
TPP “a potential disaster” and vowed to replace it with bilateral agreements.
Immediately after taking office in January 2017, President Trump signed the
executive order ending the US’ participation in the TPP. The US’ withdrawal
would mean the end to the treaty because TPP, to be effective, requires
ratification of at least six members with no less than 85% of the group’s total
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GDP while the US alone accounts for 40% of the group’s GDP.
President Trump also ordered renegotiation of other FTAs already in place
(such as NAFTA and US-Korea FTA) or still under talks (the Trans-Atlantic
Trade and Investment Partnership with the EU). He ordered investigation of 16
countries including Vietnam, with which the US has a trade deficit. He
threatened to impose high tariffs on imported goods from China and Mexico. He
has issued pro-protectionist statements like “America first”, “buy America, hire
America” and “protect American rights, jobs and industries”.
The Trump administration is not only implementing such protectionist
policies, but also pursuing an isolationist line, as evidenced by the US’
withdrawal from the 2015 Paris Climate Accord.

4. Possible Impacts on Vietnam

A. Brexit’s Impacts
To assess Brexit’s impacts, it is necessary to see how the EU and its FTA with
Vietnam and the UK are important to Vietnam.
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1) The EU’s Importance to Vietnam
The EU is one of the world’s largest economic groups. The 28-member bloc
accounts for 22% of world GDP in 2016, 25% of exports, 22% of imports, and
almost 40% of global FDI funds (EC 2017). Having huge economic power and a
sound relationship with Vietnam, the EU plays an important role to Vietnam.
In terms of trade, the EU as a whole is Vietnam’s second-largest export market
after the US, accounting for 19.3% of Vietnam’s exports (Table 3). Out of
Vietnam’s 10 largest export destinations in 2016, three are EU members:
Netherlands, Germany and the UK (Table 4). The EU is Vietnam’s fifth-largest
import source, accounting for 6.4% of Vietnam’s imports in 2016 (Table 3). One
EU economy (Germany) is among Vietnam’s top 10 import sources (Table 4).

Table 3. Trade Importance of the EU and UK to Vietnam, 2010-16
2010 2011 2012 2013 2014 2015 2016

EU-Vietnam Trade
EU's Share in Vietnam's Exports (%)
EU's Share in Vietnam's Imports (%)
UK-Vietnam Trade
UK's Share in Vietnam's Exports (%)
UK's Share in Vietnam's Imports (%)

16.0
7.7

17.1
7.3

17.7
7.7

18.4
7.2

18.5
6.0

19.0
6.3

19.3
6.4

2.03
2.36

2.25
2.47

2.65
2.65

2.82
2.80

2.47
2.43

2.81
2.87

2.83
2.78

Source: Author’s calculations from GSO (2017a).

While the EU’s relative importance to Vietnam as an export destination has
increased over the last seven years (from 16% to 19.3%), its importance as an
import source has declined (from 7.7% to 6.4%). This contributes to Vietnam’s
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trade surplus with the EU from $5 billion in 2010 to $23 billion in 2016 (GSO
2017a).
In terms of FDI, the EU is not a big player in Vietnam. None of its members are
on the list of top FDI partners in Vietnam (Table 6).The total FDI capital of all
EU members makes up only 8% of total FDI capital in Vietnam. For comparison,
Korea, Japan, Singapore and Taiwan (the top four investors in Vietnam) account
for 17.9%, 14.3%, 13% and 10.2% of total FDI capital, respectively.

Table 4. EU and TPP Members among Vietnam's Top Trading Partners, 2016
Vietnam’s Top Export Destinations

Vietnam’s Top Import Sources

No.

Export
Destination

Export
Value
($ billion)

% in
Vietnam's
Exports

No.

Import
Source

Import
Value
($ billion)

% in
Vietnam's
Imports

1

USa

38.5

21.9

1

China

50.0

28.9

2

China

22.0

12.5

2

Korea

32.2

18.6

3

a

Japan

14.7

8.3

3

a

Japan

15.1

8.7

4

Korea

11.4

6.5

4

Taiwan
(China)

11.2

6.5

5

Hong Kong
(China)

6.1

3.5

5

Thailand

8.8

5.1

6

Netherlandsb

6.0

3.4

6

USa

7

b

Germany
b

8

UK

9

Thailand

10

a

Malaysia

Total Exports

6.0

3.4

7

8.7

5.0

a

5.2

3.0

a

Malaysia

4.9

2.8

8

Singapore

4.8

2.7

3.7

2.1

9

Indonesia

3.0

1.7

3.3

1.9

175.9

100.0

10

b

Germany

Total Imports

2.9

1.6

173.3

100.0

Note: a) TPP members; b) EU members.
Source: GSO (2017a).
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The EU has concluded a number of agreements with Vietnam and ASEAN,
thus creating favorable conditions for cooperation between the two sides. These
include the EU-Vietnam Partnership and Cooperation Agreement (PCA),
EU-ASEAN Cooperation Agreement, and EVFTA. In addition, the EU’s
Generalized Scheme of Preferences (also known as GSP+) allows developing
countries, including Vietnam, to pay less or no duties on their exports to the EU.

2) The EVFTA’s Predicted Impacts on Vietnam
Given the EU‘s relative trade importance to Vietnam and EVFTA‘s
comprehensive liberalization commitments, the EVFTA is predicted to have
significant impacts on Vietnam.
MUTRAP (2011) estimates that Vietnam’s exports would increase by 4% each
year thanks to the EVFTA, which would help increase Vietnam’s trade surplus
by $500 million per year. Vietnam’s GDP growth rate would increase by 2.7%.
The Director of Trade Policy at the EU Chamber of Commerce in Vietnam
estimates that cumulatively, thanks to the EVFTA, Vietnam’s GDP would grow
by 10-15% and its exports to the EU would rise by 30-40% (Zing, December 4,
2015).
The EVFTA is also expected to attract more FDI inflows from both EU and
non-EU economies, as the agreement would help significantly improve
Vietnam’s investment environment.
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3) UK’s Importance to Vietnam
While the EU as a whole is relatively important to Vietnam and the UK is the
EU’s second-largest economy, exporter and FDI investor, the UK is much less
significant to Vietnam.
In terms of trade, although the UK is Vietnam’s third-largest export market in
the EU in 2016 (after Netherlands and Germany), it makes up less than 3% of
Vietnam’s exports (Table 3). Vietnam’s imports from UK were also below 3% in
2010-16.
In terms of investment, the UK does not play a significant role since it
contributes just 1.5% of the total FDI capital in Vietnam (FIA 2017).

4) Brexit’s Possible Impacts on Vietnam
Despite the relative importance of the EU and EVFTA to Vietnam and relative
importance of the UK to the EU, the impacts of Brexit on Vietnam are predicted
as moderate for the following reasons.
First, as the EU consists of a large number of members (28), one member’s exit
would cause some but not disastrous impacts on the group. Further, as the UK’s
share in Vietnam’s trade and FDI is relatively small, the impact of Brexit would
not be large enough to cause serious problems to Vietnam.
In addition, Brexit will take effect only after the EU-UK talks end, presumably
in 2019. In addition, the UK government has suggested adding a two-year
transition period after the break-up. This means Brexit could take full effect after
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2021 or even later. Before that date, the UK must fully comply with the EU’s
agreements. Even after that date, the UK should negotiate with its economic
partners, including Vietnam, whether it would keep or change its commitments
within the EU framework.
Nevertheless, Brexit could cause certain risks to Vietnam because of the UK’s
possible deteriorating economy. As a result of worsening economic conditions,
the UK’s demand for Vietnam’s exports could fall. Fewer UK tourists could be
able to visit Vietnam. Investment by UK companies in Vietnam could shrink. But
for now, perhaps the most significant impact on Vietnam is the depreciated UK
currency (pound), which would reduce the value of Vietnam’s exports to the UK.

B. Non-TPP’s Impacts
To assess non-TPP’s impacts on Vietnam, it is necessary to see how the TPP is
important to the country.

1) TPP’s Importance to Vietnam
In terms of trade, TPP economies are important to Vietnam as they make up
38.5% of the country’s exports and 21.7% of its imports as of 2016 (Table 5).
However, the TPP’s importance to Vietnam in terms of both exports and imports
has fallen in recent years (from 42.7% and 27.7% in 2010 to 38.5% and 21.7% in
2016, respectively), due to the rise of non-TPP markets such as China, Korea and
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ASEAN.
The TPP, if effectuated, is expected to restore the group’s trade importance to
Vietnam.

Table 5. TPP's Trade Importance to Vietnam, 2010-16
Year

2010 2011 2012 2013 2014 2015 2016

TPP's Share in Vietnam's Exports (%) 42.7

37.4

39.3

31.4

38.9

38.6

38.5

TPP's Share in Vietnam's Imports (%) 27.7

26.9

26.5

22.9

22.9

21.8

21.7

Source: Author’s calculation from GSO (2017a).

A number of TPP members are among Vietnam’s top export destinations or
import sources, or both (Table 2). These include the US (largest export market
and #6 import source), Japan (#3 export market and #3 import source) Malaysia
(#10 export market and #7 import source), and Singapore (#8 import source).
In terms of FDI, the TPP is important to Vietnam. Four out of 10 largest
investors in Vietnam are TPP members (Table 6). These are Japan
(second-largest), Singapore (third-largest), Malaysia (seventh-largest) and the
US (ninth-largest). The combined FDI capital of these four countries make up
35% of total FDI registered capital in Vietnam for 1988-2017.
The TPP is also significant to Vietnam because, as the country currently has no
FTA with the US, the treaty is regarded as an alternative way for Vietnam to
expand trade with the world’s largest economy.
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Table 6. TPP Members among Vietnam’s Top FDI Partners
Rank

Country/Territory

FDI Projects

Cumulative Registered Capital
1988-2017 (as at August 2017)

Number of Projects Amount ($ billion) Share in Total (%)

1

Korea

2

a

3

6,251

55.8

18.0

3,495

46.1

14.8

Singapore

1,917

41.4

13.4

Japan

a

4

Taiwan (China)

2,531

30.7

9.9

5

British Virgin Islands

718

22.1

7.2

6

Hong Kong (China)

1,239

17.5

5.7

a

7

Malaysia

561

12.1

3.9

8

China

1,727

11.9

3.9

a

9

US

835

9.4

3.0

10

Thailand

471

8.5

2.7

Total FDI in Vietnam

24,199

310.2

100.0

Note: a) TPP members.
Source: FIA (2017).

2) TPP’s Possible Impacts on Vietnam
Impacts on Trade
As shown above, TPP members such as the US, Japan, Malaysia, Singapore
and Australia are among Vietnam’s top trading partners (Table 6). The TPP,
which would cut tariff rates to 0-5% bracket for most tariff lines, could give better
access for Vietnam’s goods to these markets.
In particular, the TPP is expected to give impetus for some Vietnam’s export
industries such as clothing, footwear, seafood and wood furniture, which have
been among the country’s top export items (Table 7). If the TPP takes effect,
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these industries would have more opportunities to expand their markets in the US
and Japan, the world’s top importers (Le Quoc Phuong 2013).

Table 7. Vietnam’s Top Export Commodities, 2016
Rank

Commodity

Export Value
($ billion)

% in Vietnam’s
Exports

1
2
3
4
5
6
7
8
9
10

Mobile Phones, Parts
Clothing
Computers, Electronics
Footwear
Machinery, Equipment
Seafood
Wood, Wood Products
Transport Equipment, Parts
Coffee
Bags, Suitcases, Hats, Umbrellas
Vietnam’s Total Exports

34.5
23.6
18.5
12.9
10.5
7.0
6.9
6.0
3.4
3.1
175.9

19.6
13.4
10.5
7.3
6.0
4.0
3.9
3.4
1.9
1.8
100.0

Source: Author’s calculations from GSO (2017a).

Clothing is Vietnam’s second-largest export commodity. Its export value in
2016 amounts to $23.6 billion, or 13.5% of Vietnam’s exports (Table 7). The
TPP would help Vietnam’s clothing companies gain better access to the US and
Japan, as tariff on Vietnam’s clothing products would be slashed to 0% from the
current average level of 17.2%.
As the US is the largest market for Vietnam’s clothing, accounting for 48% of
the total, and Japan is the third-largest with 12% (Table 8), the expansion of
Vietnam’s clothing exports to these markets under the TPP would help raise
Vietnam’s clothing exports from $23.6 billion now to some $50-55 billion in
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2025, and increase jobs in the industry from 2.5 million now to 6 million in 2025
(MOIT 2015).

Table 8. Vietnam’s Main Export Des tinations for Top Export Items (share, %)
Commodity

US

Japan

EU

China

Clothing
Footwear
Seafood
Wood, Wood Products

48.0
34.0
19.9
38.3

12.2
5.0
15.8
15.1

15.0
33.7
17.1
10.6

2.9
6.3
6.9
14.2

Source: Author’s calculations from GSO (2017a).

Footwear is Vietnam’s fourth-largest export item. In 2016 its export value
reaches almost $13 billion, or 7.4% of Vietnam’s exports (Table 7). Some 38% of
Vietnam’s footwear exports go to the US, and 15% to Japan (Table 8). The TPP
is expected to give Vietnam’s footwear companies better access to US market, as
tariffs on Vietnam’s footwear would be reduced to 0% from the current average
level of 12%. It would increase footwear’s exports from its current $13 billion to
some $30 billion by 2025 (MOIT 2015).
Seafood is Vietnam’s fifth-largest export item. In 2016 its export value is more
than $7 billion, or 4% of Vietnam’s exports (Table 7). Some 20% of Vietnam’s
seafood exports go to the US and 16% to Japan (Table 8). The TPP would help
Vietnam’s seafood companies to have easier access to the US market, as tariffs
on Vietnam’s seafood products would be slashed to 0-6% from the current
average level of 12%. This would boost the seafood exports from current $7
billion to some $20 billion by 2025 (MOIT 2015).
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Wood furniture is Vietnam’s eighth-largest export item. In 2016, its export
value reaches $7 billion, or 3.9% of Vietnam’s exports (Table 7). Some 38% of
Vietnam’s wood products go to the US and 15% to Japan (Table 8). The TPP is
hoped to give Vietnam’s wood products easier access to US market, as tariff on
Vietnam’s wood products would be reduced significantly.

Impacts on FDI
Although 126 countries and territories have invested in Vietnam to date,
investment funds come largely from a limited number of investing partners,
including some TPP members such as Japan (second-largest investor), Singapore
(#3), Malaysia (#7) and the US (#9) (Table 6). The TPP is expected to create a
more favorable investment environment and attract more investment funds from
TPP member countries, especially into services sectors Vietnam needs upgrading
such as insurance, finance, telecoms and logistics.
The TPP would also bring more FDI from non-TPP partners. This is because
theROO sets out that only those complete products with certain contents of
TPP-originated materials will receive preferential tariffs. In particular, the“yarn
forward” clause allows only those apparel products with yarn produced in the
TPP benefit from tariff cuts. To take advantage of the ROO requirements, a large
number of firms from bothTPP and non-TPP economies have already invested in
Vietnam ahead of the TPP taking effect.
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Overall Impacts on Vietnam’s Economy
Given the TPP’s relative importance in terms of trade and invetsment and its
comprehensive commitments, the TPP is expected to have major impacts on
Vietnam’s economy. Most recent studies hypothesize that Vietnam’s gains
would be largest among TPP members.
The WB (2016) predicts that thanks toTPP, Vietnam’s GDP would increase by
10% by 2030, followed by Malaysia (8%), Brunei (5%) and NZ (4%). Petri et al.
(2012) estimate that Vietnam’s GDP would rise by 13.57% by 2025, followed by
Malaysia (6.1%) and NZ (2.25%).
Eurasia Group (2015) forecasts that Vietnam’s economy would expand by
11%by 2025. Vietnam’s Ministry of Industry and Trade (MOIT, 2015) expects
Vietnam’s GDP to increase by $33.5 billion and its exports to increase by $68
billion in 10 years after the TPP comes into effect (Table 9).
These studies forecast a large increase in Vietnam’s exports (between 30% and
37.3%) in 10 years after the TPP takes effect (Table 9).

Table 9. TPP’s Estimated Impacts on Vietnam’s GDP
World Bank

Change in Vietnam’s
GDP
Change in Vietnam’s
Exports

Petri at al.

10% by 2030 13.57% by 2025
30% by 2030

37.3% by 2025

Eurasia

MOIT

11% ($36 bil) $33.5 bil within
by 2025
10 years
$68 bil within
10 years

Sources: World Bank (2016); Figure 4 (p. 227); Petri et al. (2012); Table 1, 2 (pp. 6-7); Eurasia
(2015); MOIT (2015).
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Importantly, the TPP is hoped to change Vietnam’s current trade patterns in
terms of import sources. Vietnam currently depends heavily on imports from
non-TPP China and has large trade deficit with this country. The TPP is expected
to shift Vietnam’s imports away from non-TPP to TPP members.
Another benefit to Vietnam is that the TPP’s high-standard requirements
would put much pressure on the country to reform further, which in turn helps
make the economy more efficient and more competitive on the global market.

3) Non-TPP’s Possible Impacts on Vietnam
Non-TPP means that the expected positive impacts of the TPP on Vietnam
would not be realized. Vietnam’s top export industries (such as clothing,
footwear, seafood and wood products) would not have opportunity to expand
their markets in the US, Japan and other TPP economies. Vietnam’s export sector
would not be able to grow as fast as expected.
Investment flows, both from TPP and non-TPP economies, would not pour
into Vietnam as intensively as expected. A number of large-scale FDI projects,
which already came in ahead of the TPP in attempt to capture the huge benefits
from ROO requirements, would not reap the predicted gains.
As a result, Vietnam’s economy would not have favorable conditions to grow
as fast as expected. In addition, Vietnam loses much needed pressure, created by
such high-standard FTA, to reform further and faster, which in turn would help
the economy grow faster and in a more sustainable way.
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5. Policy Recommendations

A. Vietnam’s Initial Response
Immediately after the pro-protectionist candidate Trump won the US election
in November 2016, Vietnamese top officials have expressed various views on the
looming non-TPP prospective.
Prime-Minister Nguyen Xuan Phuc stated, “With or without the TPP, Vietnam
continues its active integration with the world economy.” (Dan Tri, November
17, 2016). Deputy Prime-Minister and Foreign Minister Pham Binh Minh said in
an interview, “Besides the TPP, we also have a number of other new -generation
FTAs, such as EVFTA, Vietnam-Eurasia Economic Union FTA. Further,
Vietnam and other ASEAN members are negotiating the RCEP. APEC members
started negotiating FTAAP.” (Infornet, November 2, 2016). Minister for Industry
and Trade Tran Tuan Anh stressed, “Whether the TPP is approved or not,
Vietnam continues its reforms to improve its business environment, implements
the effective FTAs and actively negotiating for proposed FTAs.” (Infornet,
November 10, 2016).
These statements show Vietnam’s determination to keep going ahead with
international integration despite non-TPP possibility.
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B. Suggested Measures
As Brexit’s impacts on Vietnam are predicted to be moderate, the following
suggested measures focus on how to encounter the TPP’s impacts.

1) To Negotiate the New TPP
A number of TPP members have expressed their support for the new TPP
without the US (TPP-1). Japan, which already ratified the TPP in January 2017,
has repeatedly expressed its willingness to maintain the TPP after the US’
withdrawal. Australia, NZ, Mexico and other members have called on to keep the
TPP without the US. Already, the remaining TPP members have met to discuss
this scenario. Talks for a new TPP could include new members (TPP+) such as
China, Korea, Indonesia and Thailand, which have expressed their interests in
joining the group.
Vietnam should actively engage in talks for the new TPP, in either way shown
above (TPP-1 or TPP +).

2) To Speed Up Talks for Proposed FTAs (especially RCEP)
Vietnam is currently engaged in FTA negotiations with Israel, Hong Kong,
EFTA and the RCEP. In order to integrate more closely with the global economy,
Vietnam should speed up talks for these proposed FTAs.
Among these proposed FTAs, the RCEP is regarded as the most significant.
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The treaty has been negotiated since 2012 among ASEAN members and six
partners, with whom ASEAN has concluded ASEAN+1 (China, Japan, Korea,
India, Australia and NZ). Le Quoc Phuong (2017) compares the TPP and the
RCEP to see whether the RCEP could be an alternative to the TPP.
In terms of population, the RCEP, with the most populous nations as members
(China and India), presents a much larger population (3.5 billion, or 48% of
world’s population) than the TPP (819 million, or 11% of world’s population).
Regarding economic size, the TPP, with the world’s largest and third-largest
economies (the US and Japan), is more powerful, making up 37% of global GDP,
compared to 30% of the RCEP. In terms of trade, the RCEP covers 30% of global
trade, which is slightly larger than the TPP’s share of 26% (DFAT 2017a; b).
As regards degree of liberalization commitments, while the TPP is regarded as
a high-standard treaty which covers trade, non-trade and new issues, the RCEP is
considered a traditional FTA, which focuses on trade issues.
Given these facts, the RCEP may be regarded, to some extent, as an alternative
to the TPP. So far seven countries have joined both treaties (Vietnam, Singapore,
Malaysia, Brunei, Japan, Australia and NZ). Vietnam, together with these
countries, should play an active role in speeding up talks for the RCEP for earlier
completion, especially in light of non-TPP.

3) To Start Talks for FTA in the Asia-Pacific (FTAAP)
The FTAAP is a proposed FTA of 21 members of APEC, which is the world’s
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largest economic group. APEC makes up 40% of world population, 60% of
global GDP and some 50% of the world trade. For Vietnam, APEC members play
a vital role as they make up 75% of Vietnam’s trade volume and 80% of total FDI
funds in the country (APEC Vietnam 2017, 2017).
Since its establishment in 1989, APEC has operated as an economic
cooperation forum, where the members implement their commitments largely on
the voluntary basis. A number of APEC members have expressed willingness to
upgrade APEC to a FTA to create a more effective mechanism to facilitate
members’ development.
Vietnam should closely work with other members to start talks for FTAAP as
soon as possible.

4) To Implement FTAs More Efficiently
Although Vietnam has implemented ten FTAs in effect, many companies have
not been able to take advantage of these FTAs, due to the low level of export
competitiveness of products and companies. As a result, after the FTAs took
effect, while Vietnam’s exports to partner economies grow moderately, imports
from these partners increase rapidly. This results in Vietnam’s trade deficit
widening.
The typical example is the ACFTA. The FTA between ASEAN and China,
effective since 2002, has helped increase Vietnam’s exports to China from $1.4
billion in 2001 to $22 billion in 2016 (16-fold increase). But Vietnam’s imports
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from China increase much faster, from $1.6 billion to $50 billion for the same
period (31-fold rise). Vietnam’s trade deficit with China thus rises from $200
million in 2001 to $28 billion in 2016.
Vietnam, therefore, must improve its export competitiveness to be able to
explore the opportunities provided by those FTAs already in place.

5) To Improve Export Competitiveness and Value Added
Another shortcoming that hinders Vietnam’s exports is, while Vietnam
achieves high export value ($176 billion in 2016), the actual benefit from exports
‒ export value added ‒ has been low. This is because Vietnam’s products are
exported mainly either as raw materials or as international processing-based
manufactures, both with almost no brand names.
Most agricultural products (including Vietnam’s top export items in the world
such as cashew, coffee, rice, tea, rubber and seafood as presented in Table 2) and
mining products (crude oil, coal, ores, etc.) are exported as raw commodities,
which have low value added. Most manufacturing of export products (clothing,
footwear, smartphones, electronic goods, etc.) is completed in Vietnam at the last
stage (assembly), which is the lowest value-added stage of the global value
chains (GVCs).
To be able to compete on the world markets and maximize benefits of FTAs,
Vietnam should improve the competitiveness and value-added of its exports. To
do so, Vietnam’s firms, with the government’s support in creating adequate legal
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framework and a sound business environment, should conduct the following
actions, as outlined in Le Quoc Phuong (2010).
Shift from exports of raw materials to exports of processed products, thus
raising the competitiveness and value added of the agricultural and mining
sectors. To implement this shift, Vietnam should build up food processing and
mining processing industries, which will help export processed products, thus
gaining higher export value added.
Build supporting industries to raise the competitiveness and value added of the
manufacturing sector. Although manufactures now make up more than 70% of
Vietnam’s exports, the country’s companies have to import most parts or
materials to make complete goods. This way of manufacturing does not create
high value-added. The reason is, Vietnam’s weak supporting industries so far
could not be able to supply parts or materials for the manufacturing sector. It is
therefore necessary to establish strong supporting industries.
Enhance firms’ human resources and technology capacity. By far, many
Vietnam’s firms have capitalized on international processing, based mainly on
unskilled labor and outdated technology. This way of export promotion has
prevented Vietnam from gaining high export value added.
As human resources are important factor in enhancing firms’ technology and
competitiveness, Vietnam should improve its education system, so that it can
supply a skilled workforce for firms. The government also should create relevant
incentives for firms to encourage them expand their research and development
activity, thus raising their technology capacity.
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Strengthen firms’ ability to engage in GVCs. GVCs have become the backbone
of world trade. Although Vietnam has emerged as an Asian manufacturing
powerhouse specializing in assembly, only a tiny number of 300 firms (out of 500
thousands of Vietnam’s firms) can participate in GVCs and can only supply some
parts, not main products (WB 2017b). This prevents Vietnam from achieving
high value added of exports.
Vietnam’s firms, with the government’s support, must strengthen their
capacity to engage in GVCs, in order to gain higher export value added.
Establish trademarks and brand names for firms and products. Currently,
most of Vietnam’s export companies and commodities have no recognized
trademarks, making it difficult for firms and products to compete in the world
markets.
Vietnam’s firms, therefore, must create widely recognized trademarks and
brand names for their products, in order to win customers in global markets.
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