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Trade has been about growth and efficiency. Now other goals are
competing for attention, says Soumaya Keynes

THIS NEWSPAPER was founded in 1843 to campaign for the repeal of Britain’s protectionist
corn laws (which was achieved three years later). The case it made for free trade was that
tariffs enrich the wealthy at the expense of the poor, and that discrimination against
foreigners leads to copycat retaliation, making everybody worse off. Our introductory issue
lamented that governments, classes and individuals “have been too apt to conclude that their
benefit could be secured by a policy injurious to others”.
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For over 200 years, economists have largely accepted such arguments, although some
politicians have displayed an atavistic fondness for protection. But after 1945, most leaders
around the world converged on support for freer trade. Taken by the idea that more open
markets promote innovation, competition and growth, they pursued them, first in the
General Agreement on Tariffs and Trade (GATT), founded in 1948, and then after the GATT

was transformed into the World Trade Organisation (WTO) in 1995.

The WTO was an extraordinary achievement. For the first time—and almost uniquely for
international institutions—the system included binding dispute settlement, so that victims of
rule-breaking could win redress. No longer could big countries throw their weight around
and assume that any injury to others was consequence-free. Such was the faith placed in the
new institution that, when China belatedly joined it in 2001, many in the West hoped that it
would lead to economic and political convergence with rich democracies.

Exceptions were permitted within the rules-based system, but they were carefully policed.
One for national security was invoked sparingly, as everybody saw it could too easily be
abused. Environmental protection was allowed as a justification for some trade restrictions,
but no more than was absolutely necessary. Labour lobbyists complaining of unfair
competition were denounced as protectionist by those who saw cost differentials as
legitimate forms of comparative advantage. Indeed, economic integration was seen as a way
to help achieve these other goals. Not only would economies benefit from being bound
together, but faster growth would mean higher environmental and labour standards.

All this translated into generally lower tariffs. Between 1990 and 2017 the trade-weighted
average global tariff applied under WTO rules fell by 4.2 percentage points. The drop was
greatest in poorer countries: in the same period China’s tariffs fell by 28 points, India’s by 51
and Brazil’s by 10. It also prompted a push for bilateral and regional trade deals, which
expanded from around 50 in the early 1990s to as many as 300 in 2019. These have cut
trade-weighted applied tariffs by a further 2.3 percentage points.

This system supported an explosion of global trade as a share of gross output, from around
30% in the early 1970s to 60% in the early 2010s. Over the same period complex global
supply chains grew from around 37% to 50% of total trade. The stunning collapse in
transport costs boosted international commerce. But so did stability. After China joined the
WTO, one study by Kyle Handley of the University of California, San Diego, and Nuno Limão
of the University of Maryland found that reduction in uncertainty was responsible for around
a third of the growth in Chinese exports between 2000 and 2005.

As those early campaigners predicted, freer trade has brought higher living standards. A
report by the World Bank in 2019 concluded that a 1% rise in participation in global value
chains is linked with an increase in income per head of more than 1% in the long run. A
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survey of the literature by Douglas Irwin of Dartmouth College found that poor countries
which liberalised trade enjoyed higher growth of 1-1.5 percentage points, cumulating to 10-
20% after a decade. The United States International Trade Commission, an independent
government agency, reckons America’s bilateral and regional trade agreements have raised
real incomes by 0.6%.

Stretch and protect

Some moves towards further liberalisation have continued. In November 2020 15 Asia-
Pacific countries signed the Regional Comprehensive Economic Partnership, the world’s
biggest trade block. Trading in the African Continental Free Trade Area, a deal ratified by 38
countries, began on January 1st this year. Post-Brexit Britain is trying to cover 80% of its
trade with preferential deals, albeit after erecting large new barriers with its closest
neighbour, the European Union. And America and the EU are discussing common
international standards for the digital economy.

Yet the appetite for freer trade is not what it was. There has not been a general round of
liberalisation since the mid-1990s. Other dealmaking has also slowed. Partly that is down to
a widespread perception that the ideology of free trade has failed to deliver its promises. In
the rich world, politicians have seen furious backlashes against trade agreements and
complaints that liberalisation has created losers as well as winners, leaving many workers
behind. President Donald Trump embodied a rejection of the rules-based trade system.
Although the Biden administration no longer hands out random tariff threats, few think
America is incapable of electing a protectionist like Mr Trump again.





Meanwhile the WTO faces gridlock. Many believe that China took most of the benefits they
were promised without offering enough in return. It has become impossible to update the
rules in a group with 164 members that all need to agree. And the system that is meant to
stop trade disputes spiralling out of control no longer works. The covid-19 pandemic has
revealed how quickly panicked nationalism can gum up global supply chains. Over two-
thirds of countries applying export controls on medical devices in 2020 still had restrictions
in place in August 2021.

For all the post-war embrace of free trade, political support for it seems to rest on fragile
foundations. That could jeopardise growth. According to one study, the uncertainty
associated with Mr Trump’s trade wars may have depressed global growth by 0.75
percentage points in 2019. The WTO’s economists reckon that between 2000 and 2016 the
cost of trade associated with policy fell from the equivalent of a 9% tariff in 2000 to a 6%
tariff in 2016, but this includes an uptick since 2012. A simulation from the IMF found that
the equivalent of a 10% tariff would reduce global output by around 1% after three years, and
by 1.5% if productivity losses from the protection of inefficient firms are added.

As freer trade loses favour, other priorities have crowded in. There was so much focus on
liberalisation and what it would bring that, as time went on, “trade became a negotiating
thing—trade for trade itself,” says Ngozi Okonjo-Iweala, director-general of the WTO. Now,
she notes, non-trade goals that had lost out to the cause of greater liberalisation are coming
back. This special report explores how trade policy is being used to achieve non-trade
objectives, including greater resilience, human rights and a healthier planet. And it asks
whether the open trading system can survive this shift. The place to start is with a look at the
strains created by America’s turn away from the rules-based multilateral trading system that
it did so much to create.■
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In global trade, power increasingly trumps rules

MITCHELL TAYLOR, an Australian winemaker, got advice from his agent when he tried to
uncork the Chinese market in the 1990s: “it’s all about relationships.” But after Australia
became China’s top wine supplier in 2019, this fruitful relationship soured. In November
2020 the Chinese government imposed tariffs on wine from Australia of more than 200%,
allegedly because it was being “dumped” on its market at excessively low prices, but in reality
as a response to the Australian government’s call for an investigation into the origins of
covid-19. Mr Taylor lost a third of his export sales. He reckons the Chinese were sending a
message to the world: “don’t upset us.”
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This is by no means the first time that China has flaunted its market power. But today’s
context is different. Over the past few years, even as China has defied the spirit, if not the
letter, of the WTO’s rules, America has also broken the organisation’s dispute-settlement
mechanism, brandished tariffs against allies and imposed trade restrictions for national
security. As the two giants have become locked in economic conflict, both have flouted the
underlying principle of the multilateral system, which is that trade should be governed by
rules not power.

America has long been central to the system, as both an architect and an enforcer. Despite
flirting with unilateralism in the 1970s and 1980s, it accepted that a more stable trade system
served its interests. After helping to write the WTO rules in the early 1990s, it beckoned China
into the club in 2001. And it worked to preserve the WTO’s core principle of non-
discrimination. Between 1995 and early 2017 American governments filed 114 complaints
against other countries at the WTO, over four-fifths of them for problems that affected other
members too. (For comparison, over half of the 434 disputes filed by other countries were
purely bilateral.)

Yet critics always said this permissive approach hurt American workers. And in 2017 they
came to power. Robert Lighthizer, a former United States Trade Representative (USTR),
reckons one of the Trump administration’s big contributions to trade politics was its interest
in matters other than maximising company profits. In 2017, rejecting the idea that rules-
based dispute settlement serves American interests, it began blocking appointments to the
WTO’s appellate body. If the government thought another country was undermining its
interests, it would decide unilaterally on suitable punishment. France received tariff threats
after proposing to tax American tech giants, and China was hit with tariffs.

Mr Lighthizer says the second contribution was to see that “China is an adversary and not a
friend.” China’s economic model, with its murky relations between state and private sector,
had long strained the legalistic WTO system. The autocratic tendency of China’s president, Xi
Jinping, shifted American thinking. Under the Obama administration, China’s prosperity
was thought to be good for America and the world, but now it was often seen as conflicting
with the goal of maintaining American military, technological and economic supremacy. That
implied less open trade and more investment screening, plus tariffs and export controls.

The Biden administration is chummier towards allies. But on China and the WTO, it is not
much different from its predecessor. Enforcement of rules through the WTO does not seem to
be part of its plan, so it continues to block appointments to the appellate body. Based on a
narrow view of self-interest, this may seem to make sense, as it has no big offensive disputes
to win, and faces defensive ones it might lose. (One example is China’s complaint about
America’s tariffs, which the Trump administration sent into legal limbo by appealing against
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it last October.) There is a perception that European-minded lawyers in Geneva read more
into rules than America wishes, and have been too eager to constrain its use of defensive
trade remedies. “It’s not going to be a quick fix,” comments a USTR official.

Nor does a tougher approach to China include efforts to update multilateral rules. There is
little appetite in America to join the Comprehensive and Progressive Agreement for Trans-
Pacific Partnership (CPTPP), which has provisions on state-owned enterprises and
competition policy once aimed at China. Trilateral talks between America, the EU and Japan
to rewrite rules against subsidies that China might sign up to have stalled. One USTR official
says the path from either the CPTPP or the trilateral process to a change in China’s behaviour
is “very amorphous”, and “agreeing to rules among ourselves is not imposing those rules on
China.”

All this makes the future of trade relations between the world’s two biggest economies
extraordinarily murky. For now, American tariffs are in place on hundreds of billions of
dollars of Chinese imports. (Mr Lighthizer calls this a defence against Chinese subsidies.) On
October 3rd the Biden administration announced frank conversations with its Chinese
counterparts about their delivery of the deal forged by the Trump administration. If those
talks go badly, it promised no action would be off the table. An official also pledged to
address the harm caused by Chinese industrial policies “as we see fit”. That could mean even
more trade restrictions.

As economic relations sour, the distinction between them and national security concerns
grows blurrier. The conception of risk over China has broadened from narrow concerns of
military rivalry and intelligence gathering to include American technological leadership.
Acting on such a broad front is hugely complicated. Stephanie Segal of the Centre for
Strategic and International Studies (CSIS), a Washington-based think-tank, points out that, in
areas America’s allies are unlikely to join, or where China is already at or near the
technological frontier, disengagement can be self-defeating. If Chinese companies can simply
buy elsewhere, the only result will be lower American profits and less innovation.



This is tricky for firms eager to sell in China. Export controls appear to have become a bit
more predictable under the Biden administration, but Craig Allen of the US-China Business
Council (USCBC) still concludes that “it’s becoming very, very difficult for American
companies to figure out who they can do business with in China.” Scott Kennedy, also from
the CSIS, blames the conflict for the Chinese expanding their own techno-nationalist
approach. A survey of USCBC members found that 39% thought that American-Chinese trade
frictions had accelerated preferential support for China’s private and state-owned
enterprises.



The Chinese government forcefully rejects the idea that it is anything less than a responsible
stakeholder in the multilateral global trading system. Last year it signed the Regional
Comprehensive Economic Partnership (RCEP) trade deal and agreed the EU-China
Comprehensive Agreement on Investment (CAI). In September it formally asked to join the
CPTPP. But China is in no rush to loosen its grip at home. The RCEP is shallow, a hoohah over
sanctions has put the CAI into the deep freeze, and existing members of the CPTPP are well
aware of China’s divergence from their standards. China is also beefing up its own unilateral
defences, with new laws to punish those people and companies that comply with foreign
sanctions.

Not choosing sides

Elsewhere in the world, many see America and China brawling outside the WTO’s rule-based
system, and braying to allies to join in support. China is too central to Asian supply chains
for this to be wise. Shortly before America’s vice-president, Kamala Harris, met Pham Minh
Chinh, the Vietnamese prime minister, in late August, Mr Chinh had pointedly promised the
Chinese ambassador that his country would not pick sides. Moon Chung-in, a senior adviser
to South Korea’s president, says American pressure on South Korean companies to move
away from China would be an “outright violation of WTO norms and principles”.

Yet security-minded thinking is spreading. In 2020 Japan opened an economic section in its
national security secretariat, where officials consider how to counter the economic statecraft
of countries with different values. Louise McGrath of the Australian Industry Group, a
business association, says there are more briefings from Australian security agencies, as
“they realise they can’t just keep saying that China is a threat without actually talking to
business.” Since the start of 2020 the United Nations counted at least 25 countries and the
EU reinforcing screening regimes for foreign investment or adopting new ones. As many as
34 countries, accounting for 50% of global direct investment flows, now screen them.

Those with the heft and inclination are arming themselves. The Biden administration has
paused but not rescinded planned retaliation to European digital services taxes. Even ardent
multilateralists in the European Commission recognise that, if such a threat re-emerges, they
cannot wait 18 months for the result of a WTO action. China’s harsh treatment of Australia
has not gone unnoticed, nor its threats to EU members for their negative attitude to Huawei.
Officials are exploring a new anti-coercion tool to deter bullying of individual EU countries.
In July 2020 Britain tweaked its legislation to avoid the need for authorisation under
international law to raise tariffs during a trade dispute.

Many would prefer America to repair the WTO’s dispute-settlement system. Mr Moon says
the WTO is “one of the greatest inventions of the human race, but we are destroying it.” Some
121 WTO members, including China, make monthly appeals to America to restore
appointments to the appellate body. Damien O’Connor, New Zealand’s trade minister, calls



this the only way to ensure fairness, and warns of a return to a lawlessness “that allowed the
big countries to simply dominate and often destroy opportunities for others.” Fully 25 WTO

members, including China and the EU, have tried setting up their own appeal system. But big
traders like Britain, Japan, India, Russia and South Korea have not joined up, so as of June it
was being used in only seven of 60 active disputes.

In a world without secure dispute settlement, the risk of miscommunication or of trade being
dragged into geopolitical fights has risen. Industries affected by trade sanctions account for
half of Australian exports to China. Dan Tehan, Australia’s trade minister, wishes his Chinese
counterparts would explain their concerns. The danger is that trade disputes descend into
politically toxic accusations of bullying. The WTO is not perfect, but as a mutually agreed set
of rules it has more legitimacy than a system based on warring giants carving up trade as
they see fit. Yet even as it weakens, it is also being tested by the pandemic. ■
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The quest for resilience involves reaching for facts, friends and
fortification

WHEN COVID-19 led to a scramble for face masks, Lloyd Armbrust saw America’s shortage as
“a really dumb problem to have”. But after his company’s first face mask came off the
production line in Austin, Texas, he faced problems of his own. A small sensor went down,
halting operations, and he realised that a replacement would take five days to arrive from
Taiwan. He found himself competing for American customers with Chinese companies
selling masks for less than they cost to ship. Without government intervention, he warned
that America would again face shortages of crucial protective equipment. “We need to make
some of this locally,” he says. “We just do.”
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Mr Armbrust is not alone in thinking supply chains warrant government intervention. The
virus came with a flurry of export restrictions on medical products and a plunge in Chinese
exports that raised doubts over whether its production clusters had exposed the world to
excessive risk. The private sector promises to adapt. Jacob Wallenberg of the European
Round Table for Industry reports more plan Bs in place than two years ago, as well as
supply-chain issues appearing on boardroom agendas. But inflation has now popped up as
often as logistics, so the emphasis on just-in-case rather than just-in-time may prove fleeting.

Policymakers are unlikely to leave everything to private companies. Indeed, the Biden
administration has blamed some vulnerabilities on the drive for corporate efficiency, and a
goal of greater resilience now frames its trade policy. Luz María de la Mora, Mexico’s
undersecretary for foreign trade, says “there’s a reassessment of how far we can go in this
globalisation.” That means looking at strengthening domestic industry according to criteria
beyond just the market. In Japan officials are considering how to maintain industrial bases
in sensitive technologies and industries. The European Commission has adopted resilience as
a “new compass for EU policymaking”, persuading even champions of open trade to fret
about “strategic dependence”.

The rhetoric around greater resilience is further advanced than any concrete action. And over
time, some will turn out to be little more than hype, or window-dressing for policies that
were planned already. Many poor countries worry that the pandemic has exposed long-
standing vulnerabilities that are hard to fix, most obviously their dependence on tourism.
But in richer places the policy responses will involve a grab for three things: facts, friends
and fortification.

The urge to gather information has taken the form of a wave of supply-chain reviews. The
Biden administration is doing one, as is the British government, which has a secretive
“Project Defend” to identify supply-chain vulnerabilities. These reviews seek to dig into
individual industries and identify sources of supply so concentrated that they justify
intervention. Such investigations can be hard, requiring data that often do not exist. The
extent of dependence will vary according to domestic production, the concentration of
foreign sourcing and the availability of close substitutes. The American review found that the
Food and Drug Administration did not know how many pharmaceutical ingredients were
sourced from abroad, only the number of registered facilities. As important as knowing what
is made and imported is knowing what could be made or procured in a pinch. Such
information is even harder to find.
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Some results are trickling in. A review by the European Commission identified 137 of 5,000
imported products with a dominant foreign supplier. Of those, only around 34 were hard to
substitute by using other suppliers, representing just 0.6% of EU imports by value. That sort
of finding has prompted Simon Evenett of Global Trade Alert, a trade watchdog, to describe
the problem of resilience as “a bit like a Russian doll—there’s less and less there.” Such
exercises may understate the problem, however. The sensor Mr Armbrust needed was worth



more to his operation than the $5 it cost him. And if a single-sourced input is processed in
different places, a buyer may miss a key vulnerability. In June the G7 floated the idea of
supply-chain stress tests, rather like those that are now carried out for banks.

The information gathering will continue—and with it demands on private companies to share
data. Policymakers appear to be coalescing around a set of products of particular concern. In
a review of critical supply chains that was published in June, the Biden administration honed
in on electric vehicles, active pharmaceutical ingredients, semiconductors and rare earths.
(In 2019 Taiwan accounted for 92% of high-end semiconductor production.) The European
Commission emphasised lithium batteries for electric vehicles, active pharmaceutical
ingredients, semiconductors and raw materials (including rare earths), as well as cloud and
edge computing.

The second strand of actions to foster resilience involves bolstering alliances between like-
minded allies, to diversify and “friend-shore” production away from China. Some of this has
an air of performance, though after four years of Donald Trump badmouthing America’s
allies, some public schmoozing may be welcome. But much responds to problems that have
been recognised for years, such as the heavily concentrated business of mining and
processing rare earths. Possible collaborations include one between America, Australia and
Japan to increase processing capacity outside China, and another between the EU and
Canada to match investors with potential projects.

Subsidy wars

Much of this co-ordination is only at an early stage. In June a long-running dispute over
aircraft subsidies between America, Britain and the EU was settled by creating two new co-
operative frameworks, to analyse jointly “non-market practices”—that means Chinese
subsidies—“with the goal of establishing the basis for joint or parallel action in the future”.
Other links are meant to manage a shift of supply chains, like the agreement in April between
Japan and America to collaborate over semiconductors.

The third prong of governments’ quest for greater resilience involves fortifying domestic
economies. This implies sharpening defensive trade tools. In May Katherine Tai, the US trade
representative, called for new defensive tools to deal with prospective damage to American
business from foreign competition rather than responding only after the fact. Britain is also
reviewing trade remedies, out of concern that in 2020 33% of goods exports were potentially
in competition with companies benefiting from state subsidies, up from 7% in 2010. And the
EU is creating defences in its single market against foreign subsidies.

It also implies an inward turn. The “Buy America” laws that the Biden administration hopes
to strengthen will further reduce foreign access to a massive public-procurement market. Mr
Armbrust has heard that help from the government is coming; the innovation and



competition bill before Congress includes a supply-chain resilience programme to reshore
production of personal protective equipment and medicines. In China, where the authorities
were rattled by American restrictions on exports of some technologies, the government has
reportedly issued new procurement guidelines setting local content requirements of up to
100% for 315 items, including medical equipment and seismic instruments. The
government’s 14th five-year plan in March included a strategy to increase self-reliance by
raising spending on research by 7% a year.

This fits with a general tilt towards industrial policy. In the pandemic, the fear was that
foreign suppliers might protect national interests at the expense of trade flows. When British
and American cash for vaccine-makers came on condition that production would go first to
their populations, other countries like Australia, Canada, South Africa and South Korea that
wanted to secure supplies invested in the final stage of production. In July the WTO valiantly
published a list of vaccine inputs, to help governments assess which trade flows not to
impede. Many politicians now believe that in a crisis foreign suppliers are unreliable.

The semiconductor industry is being vigorously chased by government cash, in part because
of the perception that existing production sites arose from public subsidy. The Biden
administration’s review noted that the Taiwanese government covers 50% of land costs and
45% of construction and facility costs for semiconductor fabrication facilities; and that South
Korean subsidies cut the cost of owning a semiconductor manufacturing facility by 25-30%.
A bill to support semiconductor manufacturing to the tune of $52bn is currently going
through Congress. Japan is dangling financial incentives to entice TSMC, a Taiwanese
company, to set up a facility. EU members are similarly eyeing a partnership with Intel.

It remains to be seen how far such spending might spread. The European Commission has
funnelled €6bn ($7bn) to a pan-European research and innovation project to support the
battery supply chain since December 2019, but it faces sharp budget constraints. Japan has
allocated up to ¥457bn ($4.2bn) in grants for companies to diversify supply chains, with little
enough effect to show how expensive incentives can be.

Mr Evenett worries that these behind-the-border measures will further distort trade. Places
already comfortable with the idea of localising production may be emboldened. Trudi
Hartzenberg of the Trade Law Centre, a South African think-tank, says the pandemic has
bolstered the resolve to develop productive capacity in South Africa, which is linked to the
government’s push to waive intellectual-property provisions in WTO rules. In April 2020, as
part of its resilience drive, India introduced “production-linked incentives”, first for large-
scale electronics manufacturing and pharmaceutical ingredients, and from November for ten
other industries, including textiles, car parts and solar modules. If qualifying companies
increase sales by a certain amount, they receive cash equal to 4-6% of the gain.



If governments successfully foster critical industries, their alliances will go from nice to
necessary. For when supply shoots up, prices crash and everyone tries to export the same
subsidised products, trade tensions quickly increase. That was the lesson from Mr
Armbrust’s complaints about Chinese competitors, and indeed from the fight between
America and the EU over aircraft subsidies. And if conflict seems likely over supply-chain
reshoring, it is even more inevitable from another source of strain on the trading system: the
wish to fight human-rights abuses.■
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How trade restrictions are being used as a tool to protect human
rights

ON AUGUST 19TH Ms Tai, the US Trade Representative, claimed a success. Over the preceding
two days, thousands of pickup-truck makers in Silao, Mexico voted to reject the union
claiming to represent them, rerunning an earlier vote in April that they said was neither free
nor fair. Ms Tai was fighting their corner. In May she triggered a “rapid response
mechanism” in the USMCA, a trade deal between America, Canada and Mexico, which could
have led to tariffs of 25% on exports to America—or worse. In her eyes, the vote showed that
the threat had delivered “prompt and meaningful results for workers”.
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The case is part of a shift to the use of trade policy as an instrument to deter human-rights
abuses. Led by America, this is happening in three ways: reciprocal trade deals like the
USMCA; the special access richer countries grant to poorer ones; and most explosively,
unilateral bans. There have long been complaints in rich countries about shoddy labour
standards in poor countries. But when it comes to the narrower issue of human rights, these
are now turning into action.

Over the past couple of decades reciprocal trade deals have increasingly included labour-
related provisions on collective bargaining rights, forced labour, child labour and
employment discrimination. Evidence that these have much effect is scarce. One study in
2021 into the impact of the EU’s non-trade provisions found no consistent effect on respect
for workers’ rights. In some cases the offer of a trade deal with America seemed effective in
encouraging trade partners to pass labour reforms, but after the deal was signed,
implementation stalled.

For labour advocates, there is an obvious explanation: the virtuous commitments embedded
in trade deals lack teeth. America, which boasts the toughest language in its deals, lost the
only dispute it filed, on the grounds that, although the Guatemalan government had failed to
enforce its labour laws, it had not done so in a way that affected trade. The EU, which
enforces trade deals with dialogue and stern statements, has struggled to get Vietnam to stick
to labour commitments made as recently as June 2019.

Arguments against sanctions often turn into claims of old colonial meddling in countries’
sovereign affairs, of vulnerable workers losing their jobs and of abuse by protectionist
interests. But the European Commission is reviewing its trade deals to consider sanctions if
countries do not live up to their commitments or (as the French and Dutch suggested in
2020) to offer tariff cuts as a reward for pursuing reforms. America is further ahead with the
USMCA, which was implemented in July 2020 and includes lower legal thresholds that make
disputes easier to win, as well as a rapid-response mechanism. Eric Gottwald, a trade
specialist at the AFL-CIO, an American union group, dismisses concerns about protectionism
as an “easy way to dismiss the work that we’re doing”, which is dealing with unfair
competition and preserving Mexicans’ human rights.

The USTR sees enforcement of the USMCA as a core part of its “worker-centred trade policy”,
and boasts that it is already yielding results. Besides the vote in Silao, it announced in August
that it had used the rapid-response mechanism to defend workers’ rights at a Mexican car-
parts maker, agreeing a deal to give them back pay and “a commitment to neutrality in future
union elections”. Sometimes this looks like pandering to domestic political constituents,
chief among them the AFL-CIO. And the extent to which it reinforces Mexico’s labour reforms
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is still unclear. A monitoring report in July found that, although the Mexican government
was meeting its obligations as part of the USMCA, many of its promised changes “remain to be
implemented”.

USTR officials expect the volume of cases to increase as labour advocates in America and
Mexico learn how to bring them, but hope that it then falls as Mexico’s institutions advance.
That is not much comfort for companies that are worried about disruption to supply chains.
The US Chamber of Commerce, an industry group, has complained about a lack of clarity
over enforcement, which could lead to products being blocked at the border within 120 days
of a case being filed. “The regulations are clear,” says one USTR official. If companies are
insufficiently aware of whether rights in their Mexican facilities are being respected, she
adds, “sorry, you don’t get certainty.”

The second way governments are toughening sanctions over human rights is through non-
reciprocal trade deals between rich and poor countries. The EU is strengthening its
generalised system of preferences, which makes tariff cuts for developing countries
conditional on a swathe of labour standards and better human rights. That should mean
more stringent conditions and more careful monitoring. In 2017 the Trump administration
announced a more “proactive” approach to enforcement, and later it launched investigations
into workers’ rights in Azerbaijan, Bolivia, Eritrea and Zimbabwe. Since the scheme lapsed in
December 2020, Congress has been discussing the addition of conditions including non-
discrimination and women’s empowerment.

The evidence that this type of enforcement actually improves respect for human rights is
thin, though in the EU’s case that may be because it has rarely been used, and in America
incentives are blunted by the scheme’s expiry every few years. In theory too many strings
attached could be counter-productive. Britain’s Department for International Trade is
mulling a reduction in the number of conventions of the International Labour Organisation
that developing countries must ratify to win enhanced access, reasoning that if conditions are
easier to meet, governments are likely to make more effort.

Both these turns in trade deals have been driven largely by political dynamics in rich
countries, and a sense that they are necessary to sustain support for free trade. The third
form has a different root, in Xinjiang, China, where a vast number of Uyghurs, a mainly
Muslim ethnic group, are being detained in camps and forced to work. Many are also sent to
work in factories and farms outside Xinjiang. Since China does not allow independent,
unfettered inspections of camps or factories where forced labour is suspected, it is impossible
to gauge the extent of the problem.

Xinjiang blues



Governments around the world are co-ordinating in a bid to tell businesses to get out of
Xinjiang. In June G7 leaders stated their common concern over forced labour in supply
chains, “including in the agricultural, solar and garment sectors,” all areas of activity in
Xinjiang. In July American government agencies including the State, Treasury and
Commerce departments formally advised businesses with supply chains in Xinjiang, China,
of the risks for those with investments there. Japanese businesses are also being warned by
the government to be careful about supply chains through the area.

At the same time, governments are pushing companies to gather more information about
their supply chains—and dealing in it themselves. Following similar French and German
efforts, the EU is working on “due diligence” legislation obliging firms to check that their
operations and suppliers are not engaging in human-rights abuses. America’s Customs and
Border Protection (CBP) authorities have started to quiz importers about their supply chains.
And G7 trade ministers are discussing ways to help smaller firms tell which suppliers are
operating in problematic places.

Behind these requests is a growing number of bans, either in place or in the works. Once
again, America is at the forefront, as a law change in 2015 allows the CBP to block imports
suspected of being made with forced labour, unless the importer can prove otherwise.
Between 1953 and 2016 the CBP issued 58 of these “withhold release orders” (WROs). In 2020
alone it issued 15, and so far this year it has issued five more, including on cotton, tomatoes
and silica products from certain Chinese suppliers. That means T-shirts made with the
offending cotton, or solar panels or semiconductors made with the offending silica, are
affected as well.

Congress is itching to go further, and is pushing a bill that would block all imports from
Xinjiang unless importers show that they were not made with forced labour—a high hurdle.
Canada and Mexico have committed to bans of their own. Recently the European
Commission’s president, Ursula von der Leyen, promised to put forward a ban on imports
made with forced labour. In August the Australian Senate passed a bill banning all goods
made in part or in whole with forced labour, though Senator Eric Abetz represented the
government’s position when he said “my heart says yes to this bill but my head says not yet.”

The goal does not seem to be to eliminate unfair competition, but to establish moral grounds
to block goods made in terrible conditions. The biggest difficulty lies in knowing what to
stop. It is reasonably straightforward to seize raw materials shipped directly from Xinjiang,
but much more complicated to block products when abuses happen earlier in the supply
chain. Xinjiang produces around 20% of the world’s cotton, and in 2020 made 50% of the
world’s polysilicon, an ingredient in the manufacture of solar panels. So far only $370m of
imports has been detained under all WROs since October 2020 (up from an annual average of
$1m between October 2016 and October 2019). But if applied strictly, the scope of the bans
could be greater.



There are examples where import bans have changed behaviour. In 2020 the CBP issued a
WRO against Top Glove in Malaysia, the world’s biggest rubber-glove maker. Two weeks later
the company agreed to refund workers’ recruitment fees and improve their accommodation.
Yet less than a year on, the CBP found evidence of the same company using forced labour. A
study by the Modern Slavery & Human Rights Policy & Evidence Centre concluded that, in
cases where the implementing country was a large source of demand, bans could have short-
term effects (shipments from the two subsidiaries affected by the WRO accounted for 12.5% of
the company’s sales), but added “there is still limited evidence on their longer-term impact.”

It seems less likely that bans will change the Chinese government’s behaviour, even in the
short term. Its spokespeople have reacted furiously to the advice for businesses to disengage.
Sanctions on individuals and companies connected to forced labour applied by America and
the EU have already elicited Chinese counter-sanctions. Any economic fallout may be only
temporary. Polysilicon supply from the rest of China is growing so fast that it could
conceivably supply all foreign demand.

As this type of enforcement increases, policymakers must grapple with the hard realities of
monitoring and evidence-gathering while studying what they are actually achieving. Shutting
tainted goods out of markets may be enough, in a case where the Chinese Communist Party’s
actions amount to a crime against humanity. But in other fuzzier cases, it may not be, and
trade restrictions as a simple answer to a complex problem could easily fall short. That risk
applies in spades to the use of trade policy as a tool to promote greenery.■

Correction (October 14th 2021): An earlier version of this article stated that there were
multiple WROs against Top Glove. In fact, there was only one. Sorry.

Full contents of this special report
 World trade: The new order of trade

 Trade law: A fraying system
 Precautionism: In search of resilience

 Labour rights: The urge to protect* 
 The environment: Making trade greener

 The new rules: A changed world

This article appeared in the Special report section of the print edition under the headline
"The urge to protect"

The Economist today

https://www.economist.com/special-report/2021/10/06/the-new-order-of-trade
https://www.economist.com/special-report/2021/10/06/a-fraying-system
https://www.economist.com/special-report/2021/10/06/the-urge-to-protect
https://www.economist.com/special-report/2021/10/06/making-trade-greener
https://www.economist.com/special-report/2021/10/06/a-changed-world


October 6, 2021

Making trade greener
economist.com/special-report/2021/10/06/making-trade-greener

Special reportOct 9th 2021 edition

The environment
 

When environmental protection turns into trade protection

FOR DECADES, the dominant view among policymakers was that trade and environmental
policy should be kept out of each other’s way. Limited measures to help the environment
were allowed under WTO rules, but only so long as they restricted trade no more than was
deemed absolutely necessary. Environmental provisions crept into trade deals, but were
usually framed as a way to stop partners from gaining an unfair competitive advantage by
exploiting natural resources. Trade negotiators tried to slash tariffs on greener goods,
including those that measure or reduce pollution, and to agree rules to curb damaging
subsidies. But this broadly supported multilateralism while eliminating distortions that they
mostly wanted to get rid of anyway.
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The most obvious change in recent years has been in the priority that politicians (and voters)
now place on environmental goals. In 2008 41% of American adults told the Pew Research
Centre, a think-tank and pollster, that protecting the environment should be a top priority
for the president and Congress, but that number rose to 64% in 2020. A survey of Europeans
in 2021 found nearly one in five saying that climate change was the world’s most serious
problem, slightly ahead of poverty, hunger, lack of drinking water and infectious diseases.
Ambition has been codified in the Paris agreement on climate change of 2015 and in the UN’s
sustainable development goals.

These commitments have increased the pressure on trade policy to contribute by giving
unenforceable agreements more teeth. They also point to greater support for direct
environmental goals through deals to cut damaging subsidies or to slash barriers to trade in
green goods. There is plenty of scope for improvement. According to the IMF, governments
spend the equivalent of 0.4% of GDP a year on fossil-fuel subsidies. One study by Joseph
Shapiro of the University of California, Berkeley, compares tariffs on products made by
polluting industries with those made by cleaner ones, and finds that the more carbon-
intensive products are actually taxed less. The difference is equivalent to an implicit subsidy
for carbon emissions of between $85 and $120 per tonne.

There is growing acceptance of the links between trade and the environment. Estimates from
the OECD, a club of mostly rich countries, find that CO emissions associated with trade make
up over a quarter of the global total. Although economists in the 1990s failed to find much
evidence that differences in environmental policy affected trade flows, a newer body of work
suggests that they matter. One study found that changed regulatory costs account for as
much as 10% of the rise in American trade flows to Canada and Mexico between 1977 and
1986. Another found that new Canadian air-quality standards in the late 2000s had cut
export revenues by around a fifth.

It is less clear that trade liberalisation is likely to prompt polluters to relocate to places with
laxer environmental standards. Other factors seem more important. But if policymakers
want to toughen standards at home, they will also need to take trade into account. Economic
modelling has found that, if countries take certain steps to cut carbon emissions, a little
under a third of that will “leak” abroad in the form of higher foreign emissions than
otherwise. In heavily traded, carbon-intensive industries, like steel and aluminium, the
leakage rate can be even higher.
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In theory, the WTO should be an ideal forum in which to consider environmental issues.
Global problems of the commons require global solutions. The WTO’s 164 members have in
the past agreed to curb farm subsidies, as well as to cut tariffs. “I see the WTO and trade as
part of the solution to climate change,” insists Ms Ngozi Okonjo-Iweala, the director-general.
Yet the WTO’s trade negotiators do not seem to be much good at environmental deals. Talks
to liberalise trade in green goods collapsed in 2016 partly because the EU did not want to
expose bicycle producers to Chinese competition. Negotiations to curb subsidies for fisheries
have been going on for over two decades. According to scientists at the University of
California, Santa Barbara, an ambitious deal to remove all capacity-enhancing subsidies
could raise fish stocks by 12.5% between now and 2050. But the deal under discussion would
increase them by just 1.6%.

Some are also frustrated by the insistence in the WTO’s rules that environmental measures
must be applied so as to minimise their effect on trade. In April Ms Tai said that exceptions
allowing trade restrictions had been difficult to invoke, one reason why “today, the WTO is
considered by many as an institution that not only has no solutions to offer on environmental
concerns, but is part of the problem.” This reputation is worse than the WTO deserves.
America lost two cases not because it had tried to help the environment, but because it
sought to do so in a discriminatory way. But the WTO’s lawyers tend not to approve of
discrimination based on how products are made, which is crucial if carbon-intensive
products are to be treated differently from cleaner ones.

Without the option of agreements at the WTO, policymakers are pursuing environmental
goals in other ways. One is to use trade to reinforce international climate agreements, though
so far this has been mainly a European project. The EU refuses to sign new trade deals with
countries that have not ratified the Paris agreement or taken steps to combat global
warming, and it may add compliance with Paris as a condition for poor countries to gain
enhanced access to its market. Its Brexit trade deal with Britain includes “acts or omissions
that would materially defeat the object and purpose of the Paris agreement” as potential
grounds for suspension.





Greasing the palms

Another idea is to link trade policy and environmental outcomes directly. A trade deal
approved in April between Indonesia and the European Free Trade Association, a trade bloc,
offers Indonesian palm-oil exporters lower tariffs if they meet certain environmental
standards. In May APEC trade ministers launched a process for identifying environmental
services to inform future talks. Several countries are trying to conclude an “agreement on
climate change, trade and sustainability” by the end of this year, to curb fossil-fuel subsidies,
liberalise tariffs on environmental goods and offer eco-labelling guidelines. “It may be hard
to get everyone on the same page,” says Damien O’Connor, New Zealand’s trade minister;
but he adds, “let’s start with those who do agree.”

Bigger players are also throwing their support behind environmental measures. In 2018
China banned the import of plastic waste. The EU is working on legislation to require
companies to show that their supply chains meet certain green standards. It is also
considering “digital passports” to contain information on environmental and material
characteristics. In theory the European Commission’s negotiators have agreed a trade deal
with Mercosur, a South American trade bloc. But after some members protested about
Brazilian deforestation and the European Parliament resolved that it could not approve the
deal as it stands, the commission is demanding new green commitments before the
ratification process is resumed.

A final idea is to find ways to allow ambitious policies at home, while protecting domestic
producers against the possibility of leakage and shutting out foreign suppliers from the
benefits of green investments. At the forefront, the EU has operated an emissions trading
system (ETS) for years, making companies it covers buy permits if they want to emit CO .
Some sectors have been protected from foreign competition with free permits, a handout the
commission wants to scrap. In July it unveiled plans for a carbon border adjustment
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mechanism (CBAM) that would gradually extend the ETS to importers. Where a carbon price
has already been paid, the charge will be lower. This is designed to encourage foreign
governments to introduce carbon pricing.

Others are watching carefully. Canada’s government has announced plans to develop its own
carbon border adjustment mechanism. The Biden administration has called the CBAM a
potentially useful tool, and the British government took care in a recent report on greening
trade not to rule out the idea. Concerns for consistency with the multilateral rules-based
system vary. Valdis Dombrovskis, the EU trade commissioner, stresses that the CBAM was
designed in a WTO-compatible way. But American officials who talk about the environment
and national security in the same breath seem less fussed about whether this is true.

Ms Okonjo-Iweala believes it is possible to design carbon border adjustments in a way that is
not protectionist, but “the devil is in the detail.” Many other measures designed to shore up
domestic support for the green transition are less successful in avoiding the label, such as the
Indian government’s plans for tariffs of 40% on imported solar modules from 2022, or the
Biden administration’s Buy America conditions for infrastructure spending. As governments
cultivate more climate-related investments, one can expect similar naked grabs for more jobs
at home.

A generous assessment of this mish-mash of trade and environmental policies is that, given
the scale of the challenge, it is worth reaching for anything that might work. Waiting while
164 WTO members struggle to reach a consensus might mean waiting a lifetime.
Unilateralism from countries with enough clout could deliver quicker results. Carolyn Deere
Birkbeck of the Forum on Trade, Environment and the Sustainable Development Goals, a
research outfit, says that bans on plastic waste imports started by China have pushed rich
countries to take more responsibility for the stuff.

A harsher view would be that policymakers are being pulled along by a mix of evolving
domestic green policies and populist outrage, rather than a considered assessment of the
right measures to help the environment. Arguably, the collection of countries trying to curb
fossil-fuel subsidies are showing more leadership than the many Europeans who are
breathlessly demanding that market access be made vaguely conditional on adherence to
climate commitments.

Policymakers would be wise to remember a lesson from the old regime: that trade
restrictions can have unintended consequences. When a country applying one represents
only a small share of the exporter’s market, it is unlikely to effect policy change. Tariffs and
local content requirements can cut off cheap suppliers, making environmental goals even
more expensive to reach. Pamela Coke-Hamilton, executive director of the International
Trade Centre, a UN development agency, says the rising number of sustainability standards,



from around 15 in 1990 to more than 250 today, has “significantly increased the stress on a
lot of businesses”. She thinks there should be more financing so that companies can build the
capacity to become greener.

Policymakers face a delicate balancing act between domestic and foreign interests. Trade
liberalisation is supposed to be win-win. Yet climate mitigation involves short-term costs for
all, and there will always be a temptation to push these elsewhere. Go too far, and that will
have other costs, including retaliation, ill will and less co-operation. Trade policy may
sometimes seem like an easy short cut to climate improvement. Unfortunately it is not. ■
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International commerce needs firmer underpinnings

WHAT IS THE biggest threat to world trade? Stressed supply-chain managers might say new
logistical bottlenecks that have seen the cost of shipping rocket recently. Macroeconomists
could offer demand change, notably the depressive effect of a possible renewed pandemic.
But those taking a longer view might point to the new order of trade policy, which involves
more intimidation, discrimination and ultimately, isolation. In short, the very foundations of
the multilateral trading system are under assault, from several directions at once.
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Some of this reflects adaptation to changed political objectives, such as new concerns to
respond to human-rights abuses or to climate change. A back-of-the-envelope calculation
based on estimates by the OECD suggests that a carbon tariff based on a CO  price of $75 a
tonne may represent an average extra cost of only around 2%. That seems manageable.
When the risk of shocks is rising, whether from natural disasters, pandemics or the
willingness of foreigners to weaponise their economic clout, it makes sense to work up
strategies for coping. That could mean diversification through trade deals, constructive co-
ordination over standards, or sensible stockpiling.

But as well-intentioned governments try to co-ordinate new ways to add non-trade goals to
commerce, the risk of mismanagement or the proliferation of special interests is high.
Economic nationalism crafted behind trade barriers could coddle companies, impede
technology transfer or limit the profits available for research and development. Subsidies
could distort trade flows and generate tensions between allies as they fight over who should
bear the cost of supply that is greater than demand. Over the long run, the extra anxiety
around international supply chains could mean that national borders come to matter more in
practice than they should do in theory.

Push all this to its limits, and there is a risk that the forces of globalisation could even go into
reverse. That supply chains now so often criss-cross international borders actually raises the
cost of trade barriers. If the EU had cut off vaccine exports to Britain in early 2021 amid a
heated row over scarce supplies, it might have jeopardised crucial inputs for its own
production. But that could be changing. Reshoring supply chains may, ironically, increase
the likelihood of new trade barriers in future as it makes them less costly. And that could
raise the incentive to start unravelling today’s close economic relationships.

Questions that need answering

If global leaders are to prove the trade pessimists wrong, they need to offer clearer answers
to three big questions. First, where are the limits to what trade tools can achieve? Sometimes
there is a tendency “to overload the boat a bit”, comments Mr Dombrovskis, the EU’s trade
commissioner, warning of the need for a balance between the idea of setting new tests for
trade deals and the feasibility of passing them. Some humility when it comes to unilateralism
may be in order. If countries trying to export their standards or to exert their power are only
a slice of suppliers’ markets, they may do little to produce change in rich countries while
disrupting business in poor ones.

Second, what happens when the increasingly complex stew of non-trade objectives has
internal contradictions? Those eager for greater resilience or most worried about human-
rights abuses may argue for trade barriers against solar-panel imports, to shift sourcing from
China. But that could conflict with short-run efforts to fight climate change with cheap
renewable energy. Bernard Hoekman, an academic at the European University Institute, who
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is leading a project on the effects of EU trade policy on non-trade policy goals, warns of
misdirected resources, away from aid that goes directly towards improved economic
governance or telecoms and logistics links.

Third, how should the consequences of new trade barriers be managed and contained? That
job was for some years done by the WTO, which allowed limited retaliation if governments
were in breach of their obligations. In its absence, governments should know that protection
has consequences, if only in the form of possible retaliation. Since 2016, there is evidence of
a rise in the share of global trade that is subject to trade restrictions, even excluding those
related to the US-China trade war.

If and when answers to these three questions emerge, the trading system that they suggest
may be quite like the one that is now slowly being dismantled. It ought to include mutually
agreed rules overseen by independent arbiters, to deliver legitimacy and stability. It must
allow clearly defined exceptions, to prevent abuse and allow adaptation. It needs to respect
the use of trade tools to help deliver geopolitical, security, environmental and human-rights
goals. But it should also recognise the risks of asking trade to do too much. And it would,
logically, point to revitalising and reinforcing the WTO, rather than undermining it further, as
several members are continuing to do. ■
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