Tutorial two session two Answers

Exercise one

In groups of three or four take the role of board members of a global business faced with increasingly difficult trading conditions in a country you have been operating in for some years. It is becoming increasing apparent that the country’s government is trying to force you out of the market for political and economic reasons.

1. They are demanding that you incorporate a minimum of 50 percent local content in your products. What does this mean?

A: The idea behind local content requirements is that producers in the domestic market must supply a specified amount of a good or service. These requirements can state that a certain portion of the end product must consist of domestically produced goods or that a certain portion of the final cost of a product must come from domestic sources. This is designed to force businesses from overseas to use local resources. 
Under WTO agreements on Trade Related Investment Measures (TRIMs), local content measures are actually prohibited when they stipulate the purchase or use by businesses of products of domestic origin or from any domestic source, whether specified in terms of particular products, in terms of volume or value of products, or in terms of a proportion of volume or value of its local production. However, under the WTO, there is Special and Differential Treatment (SDT) for developing countries.

2. They are blaming staff shortages in customs for import delays. What are they doing?
 
A: This is a nontariff barrier, and, by purposely understaffing customs offices in order to cause unusual time delays, it is deliberate administrative delay. The objective of all such administrative delays for a country is to discriminate against imported products. This is a form of protectionism. The broader approach is that nontariff barriers include a variety of government actions that affect trade. They can be overtly protectionist. This is at the expense of traders from other countries. They can aim to support domestic industries. They may not have direct intent to undermine international competition. They can be non-protectionist, but they might deliberately restrict of certain trade. 

3. What are your general recommendations to the business in this situation? 

A: On the one hand, the business could tough it out and hope that there is a change in government and attitude. At the same time, they will have to abide by the decisions made by the government regardless of how uncomfortable they may feel. An interim measure might mean going into partnership with a domestic business and letting them front operations in the country rather than you. The other real option is to consider getting out of the country. The business could either sell off any assets to another business (either global or domestic) or close the operation down and try to recover any funds or assets.


Exercise two

1. One of the dangers of the new protectionism is its impact on the vertical integration of companies and its effects on the global supply chain. Can you figure out the economic impact of the new protectionism on global corporations, as Apple, which manufactures its components in a series of different countries and then assembles them in a unique product? How can high tariff barriers change this system?

A: The negative impact of protectionism measures of every kind (old one as duties and quotas and new ones as VERs and antidumping) on vertical integration of companies and its effects on the global supply chain is a well-know one. The global supply chain can only thrive if the components are free to circulate across countries without paying any additional duties and can select the most convenient place for their assembling. Imposing taxes and duties can shift manufacturing and assembling to non-optimal places and even impede offshoring up to a certain level, thus damaging the global chain.

2. The WTO website publishes every six months updated figures about antidumping procedures. Which countries are more exposed to antidumping procedures being brought against them? And why, in your opinion?

A: A look to the WTO website provides a periodical snapshot of antidumping procedures and their trends. Emerging countries have seen since 2000 their presence in the panel and in the number of procedures initiated substantially increasing – especially manufacturing countries such as China, India, Brazil and Turkey. This is certainly due to their growing importance in their world trade share and there is no sign of a trend inversion. Other countries firmly represented in the list are advanced economies, such as the EU countries, the US, Canada and Japan.

3. Important, comparatively recent features of protectionism measures are the so-called voluntary restrictive measures, in which a country agrees to limit its exports voluntarily. In which way are these measures different from the old, more traditional ones?

A: The main difference between old and new measures of protectionism is their range of application. Old measures are generally of uniform application, while new ones are targeted to a particular country, sector or even to companies of a specific state. This allows for a better and less costly use of the instrument, and for its control by the WTO (for an antidumping application, a complicate procedure is in place to avoid an indiscriminate use).  VERs are mainly used when the import-competing industries seek protection from a sudden and often massive surge of imports from certain exporting countries. These measures are flexible, normally on a bilateral negotiation basis, and widely used in sensitive sectors such as automotive and textile.
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