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MODERN DEVELOPMENT OF INTERNATIONAL TRADE:
NEOPROTECTIONISM AND THE TRADE WARS

The development of international trade at contemporary period can be
characterized as a combination of neo-free-trading and neo-protectionism. The entire
arsenal of trade and political struggle between countries against traditional forms of
import restriction, effective measures for regulation of foreign trade having been taken
administrative, financial, credit, technical and other features which make
overwhelming obstacles that complicate free movement of goods across the borders of
countries. Analysis and identification of current forms of national markets protection
have shown that the expansion of protectionist forms and methods is the result of the
application of non-tariff trade restrictions, which are actively used by industrialized
(developed) countries, particularly in the United States, although they represent
themselves as demonstrators of free trade. The consequences of confronting «great»
economies are manifested in the form of trade wars, escalation of which can greatly
affect global economy and trading as well as adversely influence upon the economies
of developing countries.

Keywords: protectionism, neo-protectionism, international economic policy,
trade wars, foreign trade.

Menvnuk Temsana. Cyuachuit po3eumox mixcHapooHoi mopzieni: Heonpo-
MeKYioHi3M | mop206envHi GiliHU.

Pozsumox  miscnapoonoi  mopeieni  Ha  cyuacHoMy — emani  MOJCHA
xapaxkmepu3zyeamu 5K NOEOHAHHS Heo@pimpelidepcmea i Heonpomexkyionizmy. B
apcenani mopeo8ebHO-NONIMUYHOI  60pombOU  Kpain nopsio 3 MpaouyiiHUMU
Gdopmamu obmedsiceHHs iMnOpmy HAOUPaOmMsb CUly eOeKmusHi 3ax00U pe2yio8aHHs.
308HIUHBOI MOP2IBNL: AOMIHICMPAMUGHI, (PiHAHCO6I, KPeOUMHI, MeXHIUHI Mma IHUWLi, 5Ki
8 3HAYHIU MIpPI YCKIAOHIOIOMb BllIbHE NepeMiljeHHs Mo8apie Kpizb KOPOOHU 0epicas.
Ananiz ma ioenmudbixayis cyyacHux opm 3axucmy HAYiOHANbHUX PUHKIB NOKA3AE,
WO PpO3UUPEHHS NPOMEKYIOHICMCbKUX Gopm ma Memooié 30IUCHIOEMbCS 8
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pe3yibmami  3aCMOCY8AHH HEeMAPUDHUX MOP2OBENbHUX 00MeHCeHb, SKI 0COOIUBO
AKMUBHO BUKOPUCIOBYIOMbCS THOYCMPIATbHO po3euHeHumu Kpainamu, 30kpema CILIIA,
xoua cami 80HU € OEMOHCMPAMUSHUMU NPUXUTbHUKAMU 6LIbHOI mopeieni. Hacnioku
NPOMUCIMOSIHHS «BEUKUXY EKOHOMIK NPOSBIAEMbCA Y BUNAOL «MOP2OBEbHUX BIlIHY,
eckanayis sAKUX 8 3HAYHIU Mipi MOdce 8NIUHYMU HA CBIMOB)Y eKOHOMIKY 1 mop2iento ma
He2amu6HO NO3HAYUMUCA HA eKOHOMIKAX KPAiH, WO PO36UBAIOMbCA.

Knrwowuoei cnosa: npomexyionizm, HeonpomeKyioHizM, MIHCHAPOOHA €EKOHO-
MIYHA NONTMUKA, KMOP20BENbHA BIUHAY, 3068HIUUHS MOP2IGIIAL.

Relevance of research topic. Increasing openness of national economies and
liberalization of the system of foreign economic relationship in general is being
accompanied nowadays by a complex of contradictions between individual countries
and groups of countries, international economic organizations, multinational
corporations and banks. It is reflected in the evolution of foreign trade policy, which in
the context of globalization can be defined as the ratio between neo-free-trading and
neo-protectionism. Protectionism being traditionally implemented by customs tariff
instruments to regulate foreign trade by restricting imports or fiscal policy to stimulate
exports, and aimed primarily at achieving competitive positions of national producers,
is more actively complemented by new instruments of stimulating discriminating and
restrictive in nature, the purpose of which is to provide countries with new competitive
advantages.

Formulation of the problem. When analyzing assessment of the globalization
processes in the world trading system it should be admitted that the weakening of
traditional barriers between countries has not yet seized trade conflicts and trade wars.
Trade wars between states that protect their own manufacturers have been ever taken
place. However, only by the end of the 20th century having had become an instrument
for achieving geopolitical goals they got the status of special sharpness. According to
leading foreign researchers, in the future, trade wars are become a major problem in
relations between the main trading blocks [1], which necessitates further study of
modern forms and features of their manifestation.

These problems are essential especially for Ukraine being the country which is
currently solving the problem of effectively integrating into the system of modern
world economic relationship. When taking a closer step by Ukraine on the way to
entry into the international economic processes special attention should be paid to
developing a strong mechanism of forming the relation between freedom of trade and
protectionism, which would smoothen the consequences of the deterioration crisis of
the world economic environment, while at the same time maximizing the benefits that
can be obtained from the external sphere.

Analysis of recent researches and publications. Contemporary manifestations
of the doctrine of protectionism in the genesis of international economic policy have
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been studied in the works of considerable number of foreign scholars, such as A. Aslund
[1], F. Genereux [7], P. Krugman [9], A. Pozen [2], M. Roland [11] and others.

Ukrainian scientists, such as O. Dovgal [18], A. Mazaraki [25], L. Polishchuk
[23], V. Sidenko [19] and others investigated manifestations of protectionism within
trade policy based on the introduction of tariff restrictions and, later, non-tariff
protection measures. In the works of such domestic researchers as O. Bulatova [17],
V. Panchenko [21, 22], N. Reznikova [21, 22], I. Puzanov [24], etc. protectionism is
considered as a complex of intricate mechanism of economic policy aimed at raising
competitiveness within national economy.

Giving the tribute to domestic researchers’ workouts, current global trends of
protectionism in free trade, the consequences of the introduction of safeguards for
developed and developing countries, the ability to protect economic interests of
national manufacturers in the conditions of neo-protectionism require in-depth
scientific research.

Presenting main material. Global economic instability is the challenge that
gives rise to countries’ striving of taking up protectionist measures to stabilize national
economies. Developed countries, demanding to follow the principles of liberalism,
protect their own market taking up measures that actually contradict the declared goals
of the globalized economy, because they impose high customs duties unachievable for
the rest of the world national economies, technical requirements, government subsidies
for agricultural producers and other industries, whose activities are part of ensuring a
high level of national security.

All these transformations in the world economy, the expansion of protectionist
measures, the differentiated nature of protection methods of the national economy
allow to confirm the formation of a new direction in economic theory — neo-
protectionism.

Neo-protectionism is the policy of establishing administrative, financial, credit-
providing, technical and other barriers that significantly impede free movement of
goods across the country borders. The main instruments of neo-protectionism are tariff
quotas, phytosanitary norms, state subsidies, technical barriers, countervailing duties,
anti-dumping measures, standardization and certification of products, voluntary export
restrictions, export crediting, etc. At the same time these instruments are not direct and
open measures, therefore, on the one hand, they do not contradict foreign policy
interests of the government, and on the other hand, they are effective measures to
protect national exporter. Consequently, the main feature of neo-protectionism is
furtiveness.

For example, voluntary export restriction is an arrangement between the
exporting and importing country, under which the exporting country restricts the
export of certain goods, but initiated by the importing country. This arrangement is not
voluntary; it is merely a disguised coercion of trading partners to commit themselves
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to restrict the export of certain goods to a particular country in order to avoid more
serious protection measures. Usually they are used in their foreign economic policy by
countries such as the USA and Western European countries; i. €. developed countries
are actually forced to shift responsibility mostly on to developing countries as well as
transmitting quite negative consequences along with it.

Thus, although both countries are supposed to have negative effects on the
balance of current operations, the importing country will still have certain advantages,
because of imports decrease, national production increases on either. Applying such a
policy, the importing country protects the products of those industries that are in crisis
or in the case of sharp increase of goods supply from particular countries and
significant increase in their share within the total volume. Thus, the importing country
protects its domestic market by building trade barriers that are imposed at the border of
the exporting country.

WTO and international research center analysts are constantly monitoring and
estimating trade measures taken by countries around the world. The results of such
monitoring show that even against the backdrop of the gradual recovery of national
economies after the global economic crisis of 2009 (Table 1), the tendency to apply
protectionist measures not just diminish but, on the contrary, they’ve been increasing.
The number of protectionist measures in 2015 exceeded even the level of 2009 crisis [3].

In 2018 49% of the world trade came under protectionist measures. In the same
year governments of the world made 1870 interventions into global trade, incl. 1707
safeguard measures and 400 forms of activity directed onto liberalization. Subsidies
for consumer/producer support, export incentives and tariff barriers were the most
commonly spread in the past year. At the same time, as we can observe (Table 1), in
recent years there has been a steady increase, along with the reduction of the number
of tariff barriers.

Developed and fast-growing countries actively protect national manufacturers.
In particular, the G20 has introduced 1,271 new protectionist acts and 327 trade
liberalization measures in 2018 [15]. According to Global Trade Alert [8], more than
50% of the safeguards have been implemented by 10 countries: Canada, USA,
Germany, India, Argentina, Brazil, Italy, United Kingdom, China, and Australia.

Table 1

Dynamics of world GDP, exports, imports and measures for protectionism

\ 2009 | 2012 | 2015 | 2016 | 2017 2018

GDP, growth rate, %

World -0,1 3,5 34 3,4 3,8 3,6
Developed countries -3,4 1,2 1,9 1,7 2,4 2,2
Developing countries 2.8 5,4 4,3 4,6 4.8 4.5
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| 2009 | 2012 | 2015 | 2016 | 2017 | 2018

International trade, growth rate, %

Volumes of world trade | -105] 28] 28] 22| 54| 38
Exports of goods and services, growth rate, %

World -10,1 3,1 2,9 2,2 5,4 3,5

Developed countries -11,2 2,3 3,8 2,2 4.4 3,1

Developing countries -8,2 4.0 1,8 2,5 7,2 43
Imports of goods and services, growth rate, %

World -10,9 2,9 2,7 2,3 5,4 4,1

Developed countries -11,6 1,2 4.6 2,7 4,3 3,3

Developing countries -9,3 5,2 -0,9 2,0 7.5 5,6

7 —
he number of protectionist 1332|1466 | 1376 | 1238 | 1483 | 1707
measures in the world, total, units

Including:

Subsidies (excluding export 344 346 402 405 550 744
subsidies), units

Share of subsidies, % 25.8 23,6 29,2 32,7 37,1 43,6

Export-related measures (including

. . 322 362 329 274 354 319

export subsidies), units
Share of export-related activities, % 242 247 23,9 22,1 239 18,7
Tariff barriers, units 230 263 246 200 210 198
Share of tariff barriers, % 17,3 17,9 17,9 16,2 14,2 11,6
CO.IldltIOIlal trade defense measures, 206 205 138 143 164 174
units
Specific share 15,5 14 10 11,6 11,1 10,2
Restricti li t

e§ rictions on public procurement, 79 66 6 64 70 103
units
Shar.e o.f public procurement 5.9 45 45 52 4.7 6.0
restriction, %
Other, units 151 224 199 152 135 169
Other measures share, % 11,3 15,3 14,5 12,3 9,1 9.9

Source: calculated by author based on data [7, 15]

The beginning of Donald Trump’s administration working in US in January
2017 was marked by surge protectionism, designed to stimulate job positions
initiations and foreign direct investment (FDI) through high tariffs on imported goods
and reduced taxes on exported goods. US protectionism based on the principles of
mercantilism and active trade balance, views world trade as a field of winners and
losers [20]. As a result, the US government criticizes China, Japan, the Republic of
Korea, and all free trade agreements, such as NAFTA and free trade agreements (FTA)
between Korea and the United States. Relying on a simplified analytical framework,
US President D. Trump has ordered to withdraw from the Trans-Pacific Partnership
and has made statements on the review of NAFTA and FTA with Korea, which are

currently being under discussion. According to the new approaches of the President,
34




the US government is considering penalty tariffs against China and at the same time
encouraging US companies to reconsider their approaches to investing abroad. Thus,
the US government demonstrates its intention to overestimate the role of the US in the
global economic and geopolitical order [4, 7, 13].

Major prerequisite for US protectionist economic measures is a sustained
negative foreign trade balance within international trade of the country. The
contradictions with China have arisen amid rapid changes, first of all, in economic
relations. Thus, in 2017, the US trade deficit with China amounted to $ 375 billion.
Contradictions with Europe have arisen amid the close ties of some European
countries with Russia, which the USA attributes to countries that deliver threat to
national security. The United States, by imposing duties, hopes to force some EU
countries to reduce co-operation with Russia and make Russia more compliant.

According to the WTO data, as of 2019, the United States is the country with
the greatest number of protectionist measures against trading partners and subject to a
set of similar actions [16]. In February of the current year, WTO officials issued
information that global trade growth in goods would constantly slowly go down to
3.7% in 2019 due to protectionist measures applied.

Nevertheless, according to the analysis [14], despite high-profile protectionism,
the USA has one of the lowest import tariffs among the most developed countries in
the world. The average US import tariff in 2017 was 3.5% (the highest one was in
South Korea — 13.9%, Argentina — 13.7 and Brazil — 13.5%); the lowest was fixated in
Australia (2.5%). The country mainly applies non-tariff measures.

Based upon the analysis of data provided by the WTO showing the frequency of
non-tariff barriers implementation (sanitary and phytosanitary measures, technical
barriers, antidumping, countervailing measures, safeguards, special safeguards,
quantitative restrictions, quotas) and export subsidies, we may point out that the
integration structure was manifested as the least protectionist in the EU-USA-China
triad. By the end of 2016 the European authorities supported or implemented 1931
non-tariff measures in total, most of which consisted of technical barriers, namely
1047, sanitary and phytosanitary barriers (591).

On the contrary, the USA has imposed itself as the most protectionist trade
entity, considering that 5058 non-tariff barriers have been implemented, which
exceeds the number registered in the EU in 2.6 times. Most trade barriers consisted of
sanitary and phytosanitary barriers (2913) and technical barriers (1455). China ranks
second place in the implementation of non-protectionist measures with 2530 non-tariff
measures at the end of 2016 [14]. Taking into account the data analyzed, it can be
affirmed that while the EU continues continue to implement non-tariff measures that
affect free trade with the countries of the third world, it (EU) cannot be considered as
the promoter of this trend.
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Consequences of the introduction of protectionist measures for business and
economy of the country as a whole is an important current issue. According to a
survey of more than 2,000 business owners conducted by Global Innovation
Barometer in 2018 [6] about the positive effects of government protectionist measures
on business, there is the conclusion that business is divided into two camps; and
«disputes» about protectionism and free trade are just gaining speed of momentum.
For example, in France and Great Britain two-thirds of business owners approve
protectionist measures, while in Germany they are much smaller in number, and in the
United States there are just half of them.

Summarizing the research findings, it can be noted that protectionism in its
short term perspective, especially for developing countries, can become a tool for the
national manufacturer developing and stimulating instrument for domestic demand by
temporarily protecting new industries and new products for the world market;
maintaining competition on domestic market; significant investment into education
(industrial policy stimulates demand for education); active cooperation between
manufacturers and local suppliers; the spreading of technology to maximize the
amount of knowledge bulk transmitted.

However, according to the IMF assessment, protectionist policies are the cause
of trade wars and can lead to a recession in the global economy. The introduction of
tariff and non-tariff barriers hinders the development of industrial cooperation and
technology exchange. The closed market does not stimulate competition, resulting in
poor quality and slower innovation [10]. Some studies show that in the medium-term
perspective protectionism leads to decline in domestic manufacture, productivity and
investment. It should be borne in mind that the introduction of protectionism can cause
a counterthrust from countries on the world [9].

According to experts’ opinion, the effects of the «great confrontation» would be
laid upon and felt up by the weaker countries, to which Ukraine belongs. In particular,
one can expect manifestations in: — reduction of the inflow of foreign direct
investment into the country, which already have negligible volumes; — undermining
stability of the world financial system as a result of the China-US trade war, which
will also primarily affect the financial systems of underdeveloped countries; — due to
the «loosening» of the situation on the commodity markets and because of the
confrontation between the USA and China, in case of another crisis, the collapse is
supposed to take place on commodity markets, which will negatively influence the
Ukrainian economy, since about 70% of domestic exports is the raw materials [19].

As A. Aslund notes, large Ukrainian companies are exporting steel and
agricultural products, and these export destinations are to be greatly affected by the
trade war [1]. Therefore, in his opinion, Ukraine should be extremely interested in
open markets.
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The number of measures taken by the countries of the world against the
Ukrainian manufacturer and currently in force today equals to 1176 units. These norms
apply to: metallurgy (products of ferrous metals and steel — 244); ferrous metals and
steel (110); automotive equipment (122); mechanical engineering (agricultural
machinery — 96); agriculture (grains — 93). The largest number of such measures is
implemented by the Russian Federation — 247.

According to the Global Trade Alert [8], the share of exports subject to
protectionist measures introduced by both Ukraine and importing countries and third
countries of the world is increasing annually.

In 2017, on average 45% of Ukraine’s exports and 27% of imports fell under
the instruments of protectionism. Most measures are taken against Ukrainian exports
by the third parties and importers — non-tariff regulatory methods and import duties.

In Ukraine, the protection of the national producer is mainly due to the anti-
dumping and import duties. At the same time, the main instruments in the developed
countries are financial support of the producer through subsidies, state support in
foreign markets, preferential export credits, and financial grants.

Therefore, in the short term perspective, some protectionist policy instruments
such as state financial support for research and development, export credit policy,
export insurance, investment protection, privileges and investment preferences may be
used to import, replace, increase domestic production and resume domestic
manufacture; production and export of high-tech products (innovations), state
promotion of entering the world markets through diplomatic missions, trade missions
(tools of promotion). Urgent measures protecting Ukrainian manufacturer from unfair
imports may include: anti-dumping and countervailing duties, temporary restriction of
imports to protect domestic industries.

Conclusion. Main characteristic features of the contemporary period of world
economy and trade development, in particular, are the tendencies of disintegration and
protectionism. When estimating modern protectionism, experts call it neo-
protectionism, although combinations of security instruments are traditional customs
tariffs, state support, subsidies, tender policy, product standardization and certification.

Domestic manufacturers are actively protected by developed and fast-growing
countries, in particular the United States has the highest number of protectionist
measures, mostly non-tariff, against trading partners, and against which a set of similar
actions is applied. There are also non-tariff measures in the EU, most of which are
technical, sanitary and phytosanitary barriers.

There are differing views on the implications of protectionist measures for
national business. In France and Great Britain two-thirds of business owners approve
protectionist measures, while in Germany there are far fewer and half of them are in
the United States.
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Short-term perspective protectionism, especially applied in developing
countries, can become a tool for developing national manufacturer and stimulating
domestic demand by: temporarily protecting new industries and new products for the
world market; maintaining competition on domestic market; significant investment
into education (industrial policy stimulates demand for education); active cooperation
between manufacturers and local suppliers; spreading technology to maximize the
amount of knowledge transmitted. However, the medium-term perspective
protectionism leads to decline in domestic manufacture, productivity and investment.

Trade wars among developed countries can have adverse effects on
underdeveloped countries, such as Ukraine, which may be manifested through decline
of foreign investment and commodities exports, and instability of the monetary and
financial system.

The effectiveness of neo-protectionism in Ukrainian realities should be
manifested, on one hand, in the protection of national economic interests in foreign
markets by state assistance of the whole world markets through diplomatic missions,
trade missions (promotion tool), and on the other hand, along with the implementation
of national manufacturer protection measures, which among others may be in the short
term perspective, they are government financial support for research and development,
export credit policy, export insurance, investment protection, benefits and preferences
for investments in production and export of high-tech products (innovation).
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