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4

Goods and services do not fl ow completely freely among countries, 
even among those with excellent relations. Countries put up barriers 
to trade for a number of reasons. Sometimes it is to protect their 
own companies from foreign competition. Or it may be to protect 
consumers from dangerous or undesirable products. Or it may even 
be unintended, as can happen with complicated customs procedures. 
Tariff barriers have been reduced considerably over the past few 
decades but other obstacles remain. Getting rid of unnecessary trade 
barriers would give a great boost to global economic welfare.  



Protectionism? 
Tariffs and Other 
Barriers to Trade
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By way of introduction…

“Would you mind opening your suitcase?” Your heart sinks as 
you picture that extra bottle of perfume the customs officers are 
going to find. Or maybe you’ve got nothing to hide but any delay 
means you’ll miss your connection. What if that guy who bumped 
into you at passport control slipped a kilo of cocaine into your 
bag? 

You may not think about it in these terms, but you’ve just entered 
the world of trade barriers. Any international airport provides a 
microcosm of the issues we’ll be discussing in this chapter. The 
language may be more technical and the implications more global, 
but tariffs and non-tariff barriers, quotas and prohibitions affect 
us all, either directly, as when our luggage is examined at a border 
crossing, or indirectly through the price we pay and the constraints 
on what we can and cannot buy. Customs inspectors, after all, are 
not just trying to catch people going over their duty-free allowance. 
They are looking for dangerous items or items that are banned for 
some reason, like certain animal and plant species. They are also 
controlling the import of entire categories of merchandise. 

The opening of markets has boosted trade and economic growth 
worldwide in the past few decades. Yet tariffs – taxes imposed 
by importing countries on foreign goods – remain a key obstacle 
to market access. The potential benefits of further reducing this 
obstacle are significant. The OECD estimates that scrapping all 
tariffs on merchandise trade and reducing trade costs by 1% of 
the value of trade worldwide would boost global welfare by more 
than $170 billion a year, in some areas adding the equivalent of up 
to 2% to GDP. 

Conservative estimates suggest there would be significant 
welfare gains for developing and developed countries alike. 
Under many of the scenarios, developing countries as a group 
could expect greater welfare gains than the developed countries. 
But all regions stand to gain if tariff reductions are combined with 
substantial progress toward reducing trade costs, such as through 
more efficient customs procedures. 

u  In this chapter we’ll look at different kinds of trade barriers. 
We’ll examine formal barriers, such as tariffs on imports, but also 
other kinds of barrier that can hinder trade, such as complicated 
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administrative procedures. We’ll discuss how trade barriers can 
sometimes be useful, even vital, but also how they can miss their 
mark and simply be an attempt to protect the interests of a given 
group at the expense of the wider community.

Tariff barriers

Successive rounds of multilateral trade negotiations since 1947 
have helped achieve deep reductions in import duties. This is 
particularly true for industrial goods, on which tariffs have fallen 
from around 40% at the end of World War II to a tenth of that 
today. Nevertheless, tariffs continue to influence trade patterns. 
By making products more expensive to consumers, tariffs hamper 
demand for imports. They also alter the relative prices of products, 
and can protect uncompetitive companies and their overpriced 
products. These distortions are particularly pronounced in many 
non-OECD countries where tariffs remain substantially higher 
than in the OECD area. 

Tariffs on agricultural products are on average much higher 
than those on industrial products, although there is considerable 
diversity from country to country. Moreover, tariffs may be coupled 
with quotas whereby a country sets a tariff of, say, 10% on the 
first 10 000 units of imported grain (called the tariff rate quota, 
or TRQ) but increases it to 100% on any additional grain imports 
(called the above quota tariff). One OECD study found that such 
tariffs on agriculture products were equivalent, on average, to a 
straight tariff of 36% for OECD countries and 63% for selected 
non-OECD countries, compared with agricultural tariffs of 15% in 
OECD countries and 43% in non-OECD countries.

Even when tariffs have been reduced, the way they are structured 
continues to pose problems in both agriculture and industry. 
Problems exist with tariff escalation, low “nuisance” tariffs, high 
tariff dispersion and tariff peaks. Tariff peaks, defined as tariffs 
of 15% or more, often apply to products of particular concern 
to developing countries such as textiles, clothing and some 
agricultural products. In developing countries products such as 
tobacco, leather, cocoa, cotton, wood and paper are often subject 
to tariff escalation, meaning the rate is increased according to how 
much processing is involved in the product. 
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Ban the Sun!

The 19th century French economist 

Frédéric Bastiat wrote a number of 

amusing articles to explain economic issues 

to the general public. The extract below 

is from his book Economic Sophisms and 

is a petition from candlemakers asking 

parliament to ban sunlight to protect the 

country from being flooded by cheap foreign 

imports. 

A Petition From the Manufacturers of 

Candles, Tapers, Lanterns, Candlesticks, 

Street Lamps, Snuffers, and Extinguishers, 

and from the Producers of Tallow, Oil, 

Resin, Alcohol, and Generally of Everything 

Connected with Lighting. To the Honourable 

Members of the Chamber of Deputies.

Gentlemen: We are suffering from the 

ruinous competition of a foreign rival who 

apparently works under conditions so far 

superior to our own for the production of 

light that he is flooding the domestic market 

with it at an incredibly low price; for the 

moment he appears, our sales cease, all 

the consumers turn to him, and a branch 

of French industry whose ramifications 

are innumerable is all at once reduced 

to complete stagnation. This rival is none 

other than the Sun. 

We ask you to be so good as to pass a 

law requiring the closing of all windows, 

dormers, skylights, inside and outside 

shutters, curtains, casements, bull’s-

eyes, deadlights, and blinds – in short, 

all openings, holes, chinks, and fissures 

through which the light of the sun is wont 

to enter houses, to the detriment of the fair 

industries with which, we are proud to say, 

we have endowed the country.

If you shut off as much as possible all 

access to natural light, and thereby create 

a need for artificial light, what industry in 

France will not ultimately be encouraged?

It needs but a little reflection, gentlemen, to 

be convinced that there is perhaps not one 

Frenchman, from the wealthy stockholder 

to the humblest matchgirl whose condition 

would not be improved by the success of 

our petition. We anticipate your objections, 

gentlemen; but there is not a single one of 

them that you have not picked up from the 

musty old books of the advocates of free 

trade. 

Will you tell us that though we may gain 

by this protection, France will not gain at 

all, because the consumer will bear the 

expense? We have your answer ready: 

you no longer have the right to invoke 

the interests of the consumer. You have 

sacrificed him whenever you have found 

his interests opposed to those of the 

producer. When told that the consumer 

has a stake in the free entry of iron, coal, 

sesame, wheat, and textiles, “Yes”, you 

reply, “but the producer has a stake in their 

exclusion”. Very well! If consumers have 

a stake in the admission of natural light, 

producers certainly have a stake 

in its prohibition. 

If you grant us a monopoly over the 

production of lighting during the day, we 

and our numerous suppliers having become 

rich, will consume a great deal and spread 

prosperity into all areas of domestic 

industry. 

Make your choice, but be logical; for as 

long as you ban, as you do, foreign coal, 

iron, wheat, and textiles, in proportion 

as their price approaches zero, how 

inconsistent it would be to admit the light 

of the Sun, whose price is zero all day long! 

http://bastiat.org/
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Textiles and clothing are in some ways a special case. The Multi-
Fibre Arrangement agreed in the Uruguay Round brought an end 
to quotas on these goods – the system whereby only a specified 
quantity of goods could be imported over a given period. Countries 
that cannot use quotas to protect national industries may use  
tariffs instead, and the tariffs levied on textiles and clothing by 
some OECD countries remain relatively high.

Who gains from tariff reduction? 

Tariff reduction benefits both developed and developing 
countries. Consumers have more choice, with more products and 
a wider price range. By removing price distortions, tariff reduction 
also encourages resources to be used in a way that takes better 
advantage of a country’s strong points with respect to its partners. 
In other words, it allows comparative advantage to reveal itself. 
For developing countries, improved resource allocation and higher 
export revenue contribute to national income and increase the pool 
of resources available for development-related investment. In turn, 
economic development in these countries broadens the potential 
markets for OECD products. And by encouraging contacts between 
people, expanding trade can also contribute to increased cultural 
exchanges, co-operation in humanitarian efforts and healthier 
international relations.

Most studies suggest that the developing countries with the 
highest initial tariff rates stand to gain most from reducing their 
tariffs. Trade liberalisation will have economic and social costs 
associated with transition of labour from one activity to another. 
Still, these costs tend to be short-term and are outweighed on 
average by the potential welfare gains that result from lowering 
trade barriers. Complementary economic, social or labour market 
policies can help ease the pain of adjustment and make trade 
liberalisation more effective in promoting growth. 

“OECD estimates indicate that scrapping all tariffs on 

merchandise trade and reducing trade costs by 1% of the 

value of trade worldwide would add the equivalent of up to 

2% to the present annual gross domestic product (GDP) in 

some areas.”
The Doha Development Agenda: Tariffs and Trade 

(an OECD Policy Brief, 2003)

www.oecd.org/publications/policybriefs
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Taking the fully implemented Uruguay Round as a starting point, 
the OECD examined eight scenarios designed to reflect different 
levels of tariff reduction and the uniform reduction in trade costs 
by 1% of the value of trade. All these scenarios demonstrate the 
advantages of trade liberalisation. 

The least beneficial scenario involves a 50% cut in tariffs overall 
and the uniform reduction in trade costs, which nonetheless yields 
annual global gains of $117 billion. 

An approach which reduces high tariffs by a higher proportion, 
with a maximum after-reform tariff of 5% on any item and the 
uniform reduction in trade costs, provides an even bigger lift. This 
so-called “Swiss formula” yields global gains of $158.5 billion – 
and all regions gain from the tariff reduction. 
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 WELFARE GAINS IN TRADE LIBERALISATION SCENARIOS

Complete tariff elimination and a reduction in trade costs would bring wel-

fare gains equivalent to 1.37% of annual GDP in developing countries and 

0.37% in developed countries. More than half of the benefit would accrue 

to developing countries if tariffs were eliminated.

Source: The Doha Development Agenda: 
Welfare Gains from Further Multilateral Trade 
Liberalisation with Respect to Tariffs.

12: http://dx.doi.org/10.1787/545021026011

http://dx.doi.org/10.1787/9789264025585-2-en
http://dx.doi.org/10.1787/545021026011
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The largest overall gains result from a complete abolition of all 
merchandise tariffs and the uniform reduction in trade costs, which 
would boost the world economy by $173.5 billion per year. 

It is important to bear in mind that these estimates, like many 
others, measure what are called static gains. They assume for 
ease of computation that the economy doesn’t build on initial 
improvements in productivity. 

Economists know, however, that dynamic gains will also gradually 
accrue and these will be many times the size of the static gains. But 
they find it hard to measure such gains. Narrowly defined, dynamic 
gains are trade-related changes in the long-run rate of productivity 
growth. There is robust evidence that open economies are richer and 
more productive than closed economies. Trade and foreign direct 
investment (FDI) affect productivity levels and growth rates through 
better resource allocation, higher return to investment in capital 
and R&D, deepening specialisation and technology spillovers. An 
increase in the share of trade in GDP of one percentage point raises 
the income level by between 0.9% and 3%. 

If tariffs were eliminated, more than half (52%) of the benefit 
would be expected to accrue to developing countries. A combined 
package of complete tariff elimination and a reduction in trade 
costs would bring welfare gains equivalent to 1.37% of annual 
GDP in developing countries and 0.37% in developed countries. 
Under the Swiss formula scenario, developing countries’ share of 
the benefit would be 45% and if tariffs were halved, it would be 
60%. While tariffs are an important source of government revenue 
in some countries, certain scenarios can minimise the loss of this 
revenue while still delivering significant welfare gains. This is 
true even under the Swiss formula approach, which cuts relatively 
high tariffs the most. 

Both industry and agriculture contribute significantly to the 
overall welfare gains that can be achieved by reducing tariffs. 
However, under a full liberalisation scenario, roughly two-thirds 
of the developing-country welfare gains come from removing 
tariff-related distortions in just three sectors: motor vehicles and 
parts; textiles and clothing; and processed agricultural products. 
Developing countries could benefit from liberalisation that is 
limited primarily to developed countries. But they would benefit 
even more in absolute terms if they liberalised as well.



62 OECD Insights: International Trade

4. Protectionism? Tariffs and Other Barriers to Trade

Non-tariff barriers

Before the Uruguay Round, import quotas and other quantitative 
restrictions on imports or exports were quite common in both 
developed and developing countries in the case of products such as 
steel, textiles and clothing, footwear, machinery and autos. Today, 
exporters are concerned less by traditional measures applied “at 
the border”, like quotas and prohibitions, than by difficulties 
arising from product standards, conformity assessments and 
other “behind the border” policies in importing countries. Such 
concerns help explain the substantial efforts made by negotiators 
in the Uruguay Round to strengthen the rules governing the use of 
technical and sanitary and phytosanitary (SPS) measures such as 
food safety and animal and plant health measures. 

Thanks to databases, changes in tariffs can be readily measured 
and analysed. Non-tariff barriers, or NTBs, are not subject to 
comprehensive reporting requirements, however. Collecting data is 
made more complicated by the fact that compared to tariffs, NTBs 
take many different forms and often are not transparent. Under the 
broadest definition, NTBs comprise all measures other than tariffs 
that restrict or otherwise distort trade flows. UNCTAD maintains 
and periodically updates a Trade Analysis and Information System 

Developing countries and non-tariff barriers

Developing countries rely heavily on exports 

to developed countries. Customs and 

administrative procedures and technical 

barriers to trade are the main non-tariff 

barriers of concern here. For trade among 

developing countries, technical barriers 

are reported less prominently in surveys of 

exporters.

However, customs and administrative 

procedures, notably procedures for import 

licensing and rules of origin, seem to be of 

more concern in trade among developing 

countries than in trade between developing 

and developed countries. Measures such 

as fees and charges on imports are also 

important barriers, in particular for intra-

regional trade among developing countries.

In terms of products, live animals and 

related products, especially fisheries, 

deserve particular attention for reported 

sanitary and phytosanitary measures and 

customs-related problems.

Among the barriers reported for items of 

machinery and electronics, issues related 

to technical barriers dominate as they do 

for pharmaceutical products.

An analysis of national export strategies 

and programmes from a sample of 

countries confirms that these sectors and 

products are of key interest to developing 

countries in their pursuit of export growth 

and diversification over the longer term.
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(TRAINS) database with data on more than 100 different types of 
NTBs, but this is not a complete list. Moreover, in practice, the 
use of measures changes over time and new types of measures 
appear.

Another problem is that NTBs are not, in fact, readily measurable, 
so it is difficult to evaluate their effects on trade and economic 
welfare. As mentioned above, not all NTBs may be transparent 
or presented as such, and may be linked to non-trade policy 
objectives such as consumer protection. This type of measure is 
legitimate under WTO rules even though it does restrict trade. As 
shown by BSE (“mad cow disease”) countries may ban imports of 
farm products for food safety reasons or require special labelling 
in response to consumer demands for information about the origin 
of a product. The issue here is not whether governments have the 
right to protect citizens from dangerous goods – this is not only a 
right but a duty – but whether they are restricting imports more than 
is necessary to achieve their objectives. Multilateral trade rules are 
not meant to allow unscrupulous companies to sell dangerous or 
substandard products. They exist to ensure that neither consumer 
protection nor other interests are used as an excuse to penalise 
foreign companies or keep prices high. 

Although it is hard to say with certainty whether NTBs are 
decreasing or increasing overall, broad tendencies can be detected. 
Data collected in business surveys is one way to identify measures 
that exporters perceive as barriers to foreign markets. These studies 
reveal that businesses are more concerned about behind the border 
policy issues than about quantitative import restrictions and other 
traditional types of NTBs. One reason may be that the reduction 
or elimination of import tariffs has made NTBs relatively more 
conspicuous, and for some sectors the main form of government 
intervention in trade today consists of such barriers. 

Prohibitions and quotas

The simplest way to discourage trade is simply to ban it outright 
or, once a certain threshold is crossed, to apply what specialists 
call “prohibitions and quotas”. This type of practice became 
headline news in Europe and Asia when quotas were applied to 
textile imports from China to protect European producers. That 
measure was temporary and was said to have been employed for 



64 OECD Insights: International Trade

4. Protectionism? Tariffs and Other Barriers to Trade

domestic economic reasons. But prohibitions put in place for 
non-economic reasons, especially to protect the environment and 
human safety and health, are found in virtually every country. 
Their use seems to be on the rise, increasing faster in developed 
countries with stricter social regulatory frameworks. In contrast, 
in developing countries the application of quotas and prohibitions 
for economic reasons, such as balance-of-payment problems and 
industry protection, generally seems to be declining. 

East Asia & Pacific 7.1 7.2 25.8 10.0 9.0 28.6

Latin America & Caribbean 7.5 8.0 30.3 10.6 11.0 37.0

Middle East & North Africa 7.3 14.5 33.6 10.6 21.3 41.9

OECD: High Income 5.3 3.2 12.6 6.9 3.3 14.0

South Asia 8.1 12.1 33.7 12.8 24.0 46.5

Sub-Saharan Africa 8.5 18.9 48.1 12.8 29.9 60.5

Regional Averages

Number
of

documents

Region or
economy

Number
of

signatures

Days
at

the border

Number
of

documents

Number
of

signatures

Export Import

Days
at

the border

World Summary

Average 7.4 11.0 31.6 10.8 16.4 39.8

BUREAUCRACY AT THE BORDER

The length of time that goods are held up at the border by administrative 

procedures (“red tape”) can influence trade performance. Firms working in 

markets where fast delivery is important may find that they are no longer 

competitive – not because of the price or initial quality of their product but 

because customers can’t wait or the product arrives in poor condition. As 

the table shows, the differences can be enormous: around three signatures 

are needed to import goods into some OECD countries, compared with over 

20 in some others. And exporters have to wait for over seven weeks on 

average in some countries before their goods can be shipped abroad.

Source: World Bank (2005), “Doing business: benchmarking business regulations”.
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Import prohibitions are commonly applied to trade of certain 
used goods, such as automobiles, auto parts, clothing and 
machinery. The circumstances surrounding these measures  
appear unclear at times, and may merit further investigation and 
possibly discussion in international trade negotiations. Some 
countries apply non-automatic import licensing. If it is made 
extremely difficult to obtain a licence, this kind of measure is, in 
practice, a prohibition.

When applied for non-economic reasons, import prohibitions 
are policy solutions aimed at ensuring that various regulatory 
objectives are met, and sovereign governments have every right to 
apply them. At the same time, governments should also consider 
whether import bans are the best solution and whether there exist 
other means to achieve their objectives without harming trade.

Procedural barriers

The way that border and behind the border policies are applied 
or administered can become a “procedural barrier to trade” which 
deserves attention in its own right. Trade can be influenced by 
the specific ways in which customs classification, valuation and 
clearance procedures are handled. It can also be affected by lengthy 
or duplicative product-approval or certification procedures, or 
even private restrictive practices that are tolerated by governments. 
For example, import quotas, product standards and other policies 
that directly or indirectly affect trade can be designed, applied or 
enforced in a non-transparent or arbitrary manner that puts foreign 
producers at a disadvantage. 

These procedural aspects cause additional difficulties in export 
markets. WTO agreements covering various types of non-tariff 
barriers set out more or less detailed provisions that are designed 
to prevent, or at least minimise, adverse effects resulting from 
procedural barriers to trade. Yet exporters and policy makers 
continue to identify such barriers as significant impediments to 
trade and look towards further improvements of existing rules.

Customs fees

As any traveller carrying purchases through customs knows, 
imported goods are frequently subject to various customs fees 
and charges. On a bigger scale the same applies to businesses, and 
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customs fees combined with tariffs add significantly to the costs 
of trading in many parts of the world. Low- and middle-income 
countries in particular levy high fees that may negatively affect 
trade. The use of customs fees and charges has evolved over time. 
More countries now charge importers fees for the use of various 
customs-related services. In practice, a great majority of these fees, 
like most other types of fees and charges, are applied ad valorem, 
meaning they are based on the value of the goods being imported 
and not on the underlying cost of the services rendered (if any). 
This is true for high-income and for lower-income countries 
alike. Traders would like to see a more precise definition of what 
constitutes the “services” that the fees are intended to cover, and 
along with many trade economists, they would argue that if fees 
were calculated on the basis of services actually rendered, trade 
costs would come down.

Export duties and export restrictions

Imports are not the only goods taxed. Some countries, mainly 
developing and least-developed countries, also tax their own 
exports. Goods subject to such taxes include mineral and metal 
products, leather and hide and skin products, forestry products, 
fishery products, and various agricultural products. There are 
three main reasons why a country would tax its own exports: to 
hold down the domestic price of a key product, to gain revenue 
and to promote certain industries, such as those processing the 
taxed good. 

In addition to export duties, governments sometimes set 
minimum export prices, or reduce VAT rebates which directly 
increases export prices. Other forms of export restrictions affect 
export volumes and include export bans, quotas and licensing 
requirements. Recent years have seen increased use of export 
restrictions, notably for agriculture and food products during 2007 
and 2008. While these measures may have temporarily increased 
supply to the domestic markets, they prevented domestic 
producers from benefitting from higher world prices and put 
increased pressure on prices in importing countries. Overall, the 
restrictions probably exacerbated the situation and undermined 
trust in trade.
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Technical barriers

Technical barriers to trade (TBT) refer to technical regulations 
and standards that set out specific characteristics of a product such 
as its size, shape, design, functions and performance, or stipulate 
the way a product is labelled or packaged before it enters the 
marketplace. These measures also include the technical procedures 
for confirming that products comply with the requirements 
stipulated in regulations and standards.

Many of these measures serve legitimate goals of public policy, 
such as protecting the environment or human health and safety. 
At the same time, product standards and other TBTs have an 
important influence on market access and the export performance 
of businesses. They can be costly and burdensome by design, or 
effect, and restrict international trade. The WTO Agreement on 
Technical Barriers to Trade contains rules expressly aimed at 
preventing these measures from becoming unnecessary barriers, 
but they still exist and still create substantial difficulties for 
traders.

Benefits from liberalising non-tariff barriers

There could be substantial economic benefits from further 
liberalisation of some non-tariff barriers, but given the problems 
collecting data on these barriers, the wide-scale impacts of removing 
them are hard to quantify. Attempts to do so tend to focus on one type 
of measure, and this probably underestimates both the importance 
of these barriers and gains from their removal. One study showed 
that removal of a selection of barriers would generate global gains 
on the order of $90 billion. Another calculated that lowering trade 
transaction costs by 1% would result in global welfare gains 
of $40 billion. This is far less than estimates for gains from 
improvements in ports, customs, regulations and service sector 
infrastructure, for example. Improvements of these types would 
raise countries with below-average performance halfway to the 
global median and would generate global increases in merchandise 
trade amounting to $377 billion, an almost 10% increase in total 
trade. 
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Making trade policy

Let’s take up this question of lobby groups, or rent-seeking 
behaviour as it is formally described. We argued earlier that trade 
barriers could have positive and negative consequences, depending 
on whether you look at their economic, social, environmental or 
other motivations and consequences. Trade barriers and trade 
policy can promote inequities and should not be examined in 
isolation from their political-economic environment. Tariffs, for 
example, tend to be highest on goods that represent an important 
portion of the purchases made by poorer consumers. They also 
tend to provide the most protection to goods that are produced by 
the most politically powerful industry groups, although there are 
notable exceptions such as oil. Both factors combined skew the 
distribution of income towards the richest groups in society. 

Policy decisions then are influenced by a number of factors other 
than efficiency or well-being, including special interests, biases 
and access to information. At the start of this book, we mentioned 
how the price of sugar influenced Hershey’s decision to move 
chocolate production to Mexico. The US sugar industry is often 
quoted as an example of how poor trade policy can harm business 
and consumers. Tariffs, quotas and subsidies make the product 
twice as expensive in the American market as on world markets, 
and in fact the industry would probably not exist in Florida if 
the government hadn’t drained the Everglades and managed the 
ecosystem for the benefit of growers. 

 Adam Smith and his contemporaries considered these aspects, 
while in modern times James Buchanan, Kenneth Arrow, Douglas 
North and Mancur Olson are among the leading thinkers on the 
subject. A few of their conclusions are worth mentioning here.

  If government appears to be increasingly sympathetic to calls 
for trade protection, lobbyists will be increasingly employed by 
groups to argue their case – and consequently trade barriers will 
tend to rise, more new infant industries will tend to get support 
and more old infant industries will not lose their subsidies.

  Politicians need to target median voters (in democratic states) or 
median constituents (in other states) to retain power – so middle 
income people will tend to benefit more from policy action 
than the poor and trade barriers will never disappear because 
foreigners don’t get a vote. 
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Countries make good but different beer

Many government regulations are 

introduced with the very best of intentions 

but end up penalising the public rather 

than protecting it. The German beer “purity 

law” is a classic example. The law, now no 

longer in force, was initially made to protect 

consumers but it also prevented some 

German drinkers from consuming imported 

beer that they may have preferred. The 

story demonstrates the power of lobby 

groups to convert a health regulation into a 

non-tariff barrier. 

The Reinheitsgebot (“purity law”) for beer 

dates back to a Bavarian law of 1516, and 

set out rules on how a product meant for 

human consumption had to be produced 

in order for it to enter the market. The 

Reinheitsgebot was partly motivated by 

concerns about food safety in that it aimed 

to ensure that the right ingredients (water, 

barley, hops) were used. Another motivation 

was to restrict the use of wheat in beer 

brewing so as to divert wheat into bread 

production.

Four and a half centuries later the German 

insistence that beer had to be brewed 

according to this standard had to give way, 

in the interest of freer trade in the internal 

market of the EU. Since the unilateral 

German standard has been abolished, 

consumers can now enjoy beers from 

other European and non-European suppliers 

alongside beer that is still produced under 

the old Reinheitsgebot.

The law also regulated the sales of beer 

in terms of packaging requirements and 

pricing. Bavaria even insisted on national 

acceptance of the Reinheitsgebot as a 

precondition for German unification under 

Otto von Bismarck in 1871.

It became a Germany-wide law only in 

1907. The application of the law to the 

entire territory upset brewers in some 

parts of Germany where a century-

long tradition of beer-brewing relied on 

ingredients, such as spices or added 

sugar, that were not allowed under the 

Reinheitsgebot. The controversy over what 

may properly be called “beer” in Germany 

continues to this day.

In 1991 when Germany began opening 

its borders to foreign beers, total beer 

consumption amounted to 114 million 

hectolitres, with 2.5% of that beer 

imported. In 2006 beer consumption 

had dropped to 95 million hectolitres 

but imports had grown to a 6% share. 

Obviously some Germans like imported beer 

and their tastes were being repressed by 

the old law. The consumer welfare of beer 

drinkers in Germany has increased with 

trade liberalisation.

www.europeanbeerguide.net
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  Groups where potential policy gains are concentrated will lobby 
harder than groups with more diffuse gains – meaning firms will 
tend to get more trade protection and consumers will lose out.

  Civil servants are at least partly motivated by working in 
expanding organisations and on relatively good employment 
terms – and thus government programmes have a tendency to 
expand beyond the size required to perform a specific function.

The factors listed above can cause complications for countries 
trying to ensure that scarce resources are used wisely and that 
the distribution of income is in accord with the wishes of society. 
We cannot assume that government intervention will definitely 
correct market failure. Government intervention may actually 
make matters worse.

For these reasons public economics puts forward a three-part 
framework for policy analysis:

  How is a market performing?

  Is there market failure (a necessary condition for government 
intervention)?

  If government intervened with a particular policy intervention, 
would it be likely to improve matters or make them worse 
(“collective” failure)?

Now, if we refer back to our discussion on infant industries, 
there are a few classic examples of collective failure in the OECD 
countries. OECD agricultural policies were designed before and 
after World War II to deal with various crises. The original problems 
have long since disappeared but the median voter problem and 
other political economy issues are making it very difficult for 
governments to remove agricultural support policies. Witness 
the hold-ups in the WTO. A couple of other industries have had 
similar histories. For many years, motor vehicle industries were 
heavily subsidised in many countries. So too were “national” 
airlines. They were considered strategic or infant industries, or 
else national champions, and it often took decades to wean them 
off high levels of subsidy. It is also worth noting the choice of 
wording in government support presentations. Calling an industry 
“strategic” infers commercial promise. In fact, most government 
subsidies are given to failing firms. 
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 What can trade policy contribute to resolving 
the economic crisis?

Trade policy is not the cause of the economic difficulties that 
emerged in late 2008, nor does it offer the solution. But trade 
policy can contribute in three important ways.

First, a clear statement of concrete plans by governments to 
stop the spread of protectionism and to open markets further to 
competitive suppliers would help to restore confidence in markets, 
and in governments’ ability to work together in pursuit of common 
aims.

Second, action is needed to avoid a policy shift towards greater 
protectionism. Protectionism has a high cost. By closing borders 
or otherwise restricting markets, consumers pay more, firms incur 
higher costs, and choice is limited. Consider a world with just 
two traders:  you and me. If I no longer import from you, you no 
longer have the foreign exchange that is needed to import from 
me. And so on, across the globe. While an individual government 
might have some success with protectionist policies, as more 
governments employ the same approach, every country loses. In 
short, global protectionism means job losses, including in the 
relatively competitive export sector, to the long-term benefit of no 
one.

We generally think of protectionism in terms of measures at the 
border – tariffs, quotas or other mechanisms that restrict trade 
or make imported products more expensive. But there is a wide 
array of measures that governments can take behind their borders 
that have very similar effects – including various forms of direct 
subsidies. Support to one sector in one country, whatever the 
motivation, disadvantages competing sectors in other countries. 
As other countries then move “to level the playing field”, a subsidy 
competition is launched that in the end benefits no country. But 
those that receive the subsidies may be better off than otherwise, 
and will vigorously defend their new entitlements. This explains 
in large part why subsidies to deal with a short term problem often 
prove almost impossible to remove.

Developing countries that do not have the fiscal resources to 
compete on subsidies will be major losers in this situation, finding 
themselves excluded from protected markets. There is an enormous 
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danger that the important advances made in recent years by some 
developing countries, helped by aid and by trade, will be lost.

Agriculture, one of the most highly-protected sectors in many 
developed countries, illustrates this point. Support to producers in 
the OECD region in 2007 – a period when many commodity prices 
were already very high – totalled $258 billion, of which two-thirds 
highly distorted production and trade patterns. The difficulties in 
rolling back such high levels of support and protection are well 
known, as shown in the on-going conflict in the current Doha 
Development Agenda negotiations. 

Agriculture also illustrates the extent to which the “distributive 
impacts” can go awry. Most of the benefits of support go to a small 
number of the largest producers, or leak away to input suppliers 
or processors. Very little goes to the vulnerable family farms that 
were the reason for creating the policies in the first place. And of 
course those competitive suppliers located outside the OECD area 
are denied an opportunity to compete on an equal basis in many 
OECD countries and in global markets.

Finally, governments have an opportunity to stimulate economic 
growth that does not require increased public spending – conclude 
current WTO negotiations. There is little standing in the way 
of willing governments quickly moving to do so. Agreement on 
modalities for agriculture and non-agricultural market access 
(NAMA) would help pave the way for progress in other areas of 
the negotiations.

The reductions in levels of protection that are currently “on 
offer” in WTO negotiations would restrict the capacity of countries 
to raise protection from current levels in order to protect home 
industry and would, in many cases, force a significant further 
increase in market access and reduction in support that distorts 
trade. This is the case both for agriculture and for industrial goods. 
Concluding the Doha Round would help to avoid protectionist 
reactions to the current economic situation. It would also make 
trade more predictable. This is good for trade and growth because 
it avoids the disruption to supply chains and to consumers caused 
when trade can be switched on and off.

Opening markets further would improve overall economic 
well-being as resources could be used more efficiently thanks 
to the impacts of specialisation, scale economies, international 
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investment, competition effects, innovation, and so on. According 
to OECD analyses, the economic gains from the removal of 
remaining trade barriers would be significant:

  A 10% increase in trade is associated with a 4% rise in per capita 
income.

  An “open” FDI climate could be expected to yield a 0.75% 
increase in OECD area GDP per capita.

  Lower regulatory barriers to competition could result in a 2% to 
3% increase in per capita GDP in the OECD area. 

  More efficient customs procedures (i.e. trade facilitation) could 
improve global welfare by $100 billion.

  Full tariff liberalisation in agriculture and industrial goods could 
increase global welfare by a further $100 billion.

Much higher gains would be expected if services trade was 
liberalised. And these are only “static” gains. In addition, 
“dynamic” gains associated with trade-related changes to the 
long-run rate of productivity growth would be many times as large 
again, providing a further boost to economic prospects.

Of course there are also challenges to opening markets further. As 
we discuss in more detail in Chapter 6 on trade and employment, 
while aggregate employment would increase, some jobs would be 
lost and some who move to new jobs would likely do so at lower 
wages. Adjustment policies, in particular in the area of labour 
market flexibility, would be required.

Conclusion

The reasons for imposing barriers to trade can be economic, 
environmental, social, political, or a combination of these. Any 
number of factors may be more important than a particular trade 
opportunity. But what is important is that such decisions are 
clear and transparent, and that the benefits and the costs are well 
understood. Tariffs, even complex schemes, are relatively visible; 
many non-tariff barriers are much more complex, seldom very 
transparent, and their impact unclear. 

Governments have a particular responsibility to ensure that the 
full range of impacts of tariff and non-tariff barriers, both intended 
and unintended, is considered before putting them in place. This is 
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essential if explicit policy objectives are to be met at the least cost 
and without unintended negative consequences. It is also essential 
in order to ensure that narrow special interests do not benefit at 
the expense of others. Experience has shown that even ineffective 
policies, once in place, are difficult to remove. The “first best” 
course of action is to avoid poor policy choices. 
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… FROM OECD

On the Internet 

For an introduction to OECD work on trade, 

visit www.oecd.org/trade.

Publications 

Looking Beyond Tariffs: The Role of Non-

Tariff Barriers in World Trade (2005): 

This volume reviews the concerns of 

exporters and governments about market 

access. It analyses where and why certain 

non-tariff measures are being applied 

to traded goods covered by multilateral 

agreements, and how they continue to 

represent challenges for exporters and 

policy makers. 

Also of interest

Examining the Trade Effect of Certain 

Customs and Administrative Procedures, 

an OECD Trade Policy Working Paper 

(2007): 

Although customs and administrative 

procedures are necessary for the smooth 

application of trade and other policies, 

they can reinforce the borders between 

trading partners if procedures are more 

stringent than necessary or are inefficient. 

All countries can benefit from more efficient 

practices, with the greatest benefits going 

to those countries with the least efficient 

procedures. 

doi:10.1787/278266703766

The Impact of Services Trade 

Liberalisation on Trade in Non-Agricultural 

Products, an OECD Trade Policy Working 

Paper (2008):

This study finds that trade in services 

contributes to a broader services supplier 

base that in turn supports competitiveness 

in high-technology and high-value added 

manufacturing. With low but still significant

trade costs in services, large countries 

have a comparative advantage for services-

intensive manufactured goods. 

doi:10.1787/227107117401 

Logistics and Time as a Trade Barrier, an 

OECD Trade Policy Working Paper (2006):

Delays reduce trade volumes, and lengthy 

procedures for exports and imports 

reduce the probability that firms will 

enter export markets for time-sensitive 

products. Furthermore, a broader range 

of products is becoming time-sensitive 

following the proliferation of modern supply 

chain management in manufacturing 

and retailing. Many developing countries 

urgently need to shorten lead times to stay 

competitive in the clothing and consumer 

electronics sectors. 

doi:10.1787/664220308873 

The Doha Development Agenda: Tariffs 

and Trade, an OECD Policy Brief (2003):

The opening of markets has boosted trade 

and economic growth worldwide in the 

past few decades. Yet tariffs still remain a 

key obstacle to market access. This study 

looks at the potential benefits from tariff 

reduction and who stands to gain.

The Costs and Benefits of Trade 

Facilitation, an OECD Policy Brief (2005):

Steady increases in trade volumes and 

complexity in recent years have highlighted 

the negative impact of inefficient border 

procedures on governments, businesses 

and ultimately on the customer and 

the economy as a whole, particularly 

in developing countries. These “hidden” 

costs of trade are so high – as much as 

15% of the value of the goods traded in 

some cases – that for many countries, 

the welfare benefits from more efficient 

customs procedures could be as high as 

those from reducing tariffs.

www.oecd.org/publications/policybriefs
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