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ABSTRACT

Protectionism is a situation in which one Country limits its trade with another country by imposing tariffs and quotas
on imported goods. These steps are taken by a Government to safeguard its domestic industry. But of late these steps
have been used as a tool to settle geo-political scores and to stop the free flow of trade. Whereas on the other hand
Free Trade Agreements are the one which facilitate free trade between two countries through opening up of markets
and lowering of tariffs. But this has resulted in increased pressure on domestic industries. In present scenario USA
under Donald Trump’s presidency has become proactive in the field of protectionism and this has manifested itself in
USA-China trade war. This paper attempts to study the impact of protectionist steps taken by EU, USA in relation to
Indian products and whether Free Trade Agreements are living up to the expectations?

Keywords: Protectionism, Free Trade Agreement, EU, USA
INTRODUCTION

Determining an adequate trade policy is vital, and the pursuit of the economy’s stabilisation is also crucial. Most
countries of the world tend to actively engage in globalisation in one way or another. Furthermore, the outcomes of
globalisation and trade liberalisation often involve new risks, threats and challenges. Some industries are very sensitive
to the changes in production costs, and, due to the high amount of pressure that is derived from global competition;
these factors would certainly affect local producers in many ways

However like any economic ideology protectionism and free trade both are dynamic concepts and each of them has its
place in history and with changing times these policies were used by nations to solve their economic problems.

What is Free Trade

This concept works on basic principles that never try to make that product which cost you more than to purchase it.
Trade is one of the most dynamic activities of the 21%t century and no country can think of development without
actively taking part in the economic activity. Tha main idea of free trade is to ensure a restriction free environment for
the business entities, so that they can conduct business freely.

What is Protectionism

It is basically a policy which restrains a country to open up its economy and impose tariffs and barriers on the
imported goods and services. It is a policy which is basically employed by countries to safeguard their domestic
industries. It is basically designed to discourage imports and prevent foreign takeover of local markets and companies

Backtracking from trade liberalisation is not new. While the US is leading on trade protectionist actions, there is
abundant evidence that it is pervasive across many countries. Global Trade Alert (GTA) data reveals a significant
reversal in trade liberalisation since the global financial crisis 2008, and especially since 2011. Since 2008 countries
topping the list of trade protectionism are the US (initiating over 1200 measures), India (730), Russia (610) and
Argentina (480). Also, the UK and Germany figure in top seven.

OBJECTIVES OF THE STUDY

e To study the impact of protectionist policies on the Indian economy.
e To know the advantages and disadvantages of protectionism and free trade.

Research Methodology

The study focuses on extensive study of secondary data collected from various books, journals, Government reports
and publication from various websites.
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NEED FOR THE STUDY

In the recent decades, despite the world moving towards liberalization and free trade, many nations have been adopting
protectionist measures both in terms of trade and human resource flow. There are certain reasons why a country
chooses to adopt such measures, the most common ones being-to grow and diversify the domestic economy and
safeguard employment. The speed of increasing protectionist measures during October 2015 to May 2016 has been the

fastest since 2008 financial crisis. The G20 official report mentions that the G20 would resist all forms of
protectionism. However, contrary to the official communiqué, the WTO report on G20 trade restrictions observes that
70% of such measures were instigated by the economies who are a part of G20.

On various occasions different forms of protectionist steps were taken by countries. Through Common Agricultural
Policy, EU imposes substantial tariffs on many agricultural markets. The other form could be through escalated tariffs-
placing higher tariffs on processed foods. According to a WTO report, the average tariff EU imposes on primary food
products was 9.9%, but for processed food, it was as high as 19.4%.

Protectionism takes a different form in the services industry, as most services are intangible in nature and therefore do
not expose themselves to tariffs and quotas. As a result, the government policies related to the regulation of foreign
investment — related to both initial establishment and to operations after establishment, become important.

Singapore, one of the most prominent economies among the Asian countries had been continuously trying to invite
and attract talented individuals across the globe, especially from China and India to develop as a nation. However, due
to the recent growing unrest among the locals and the national politics, the government has imposed restrictions over
the hiring of foreign individuals in all the fields. Also, the number of foreign students in the Universities was regulated

from 18% to 15%. These steps have seriously affected the higher education and foreign employment scenario for
Indian student. The direct effect of these measures would be in the countries that are on the exporting side of the trade.
Indian export trade has been dependent on these countries, which would make it vulnerable to the effects of the
protectionist measures adopted. Here arises a need to study the effects on India and the possible measures to counter
the changes brought about by these measures or in some cases even benefit from the changes.

GENERAL STEPS TAKEN DURING PROTECTIONISM

Traditional methods of protectionism are tariffs on imports, which are termed as tariff barriers to trade. They are the
customs taxes that are imposed by the government on imported goods. It is a percentage of total cost of the imported
good, inclusive of freight and insurance. A non-tariff barrier is a type of restrictive trade where restraints to trade are
created in a way that takes a form different from a tariff. The different types of Non-tariff barriers:

e Import Licensing Requirement: These are the most common methods to directly influence imports. A general
license that permits unrestricted export or import of a good for a certain period, is one of the main types of
licenses. The use of licenses for the regulation of trade is based on many international trade standards particularly
including few provisions included in the General Agreement on Tariffs and Trade (GATT), World Trade
Organization (WTO). For e.g. Agreement on Import Licensing Procedures.

¢ Quotas: Quotas are quantitative restrictions on import and export of goods. There are different types like- global
guotas with respect to certain countries, voluntary export restraints, seasonal quotas. This leads to higher prices
and a limited selection of goods which affects the customers.

e Local Content Requirement: LCRs are those policy steps that makes it compulsory for exporters a share of
intermediate goods that would be used in the production to be sourced from local/domestic manufacturers.

e Minimum Import Price Limit: The minimum import price that domestic firms must pay while importing
products. MIP is a type of quantitative restriction which aims at providing relief to the domestic manufacturers of
these products against low prices from abroad.

e Embargoes: A government order that restricts the exchange of specific goods or the exchange or commerce with
a country. It is generally employed because of economic or political situations between the nations.
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SPECULATION AND IMPACT

Recent announcements made by the President of USA Donald Trump on the immigration policy and restricting
scope for foreigner employment has been seen as a manifestation of protectionism. Speculation is that policy
steps being taken by Donald Trump are designed to safeguard the interest of American people and against the
very spirit of Free Trade.

As per the Immigration Nationality Act, 1952 President of USA can impose ban on allowing entry to people
from any other country in the world. Though President of USA has clarified that this step is taken to check the
illegal immigration. The biggest stakeholder in this entire episode is Indian companies which are heavily
involved in US IT sector. The total amount of taxes paid by the Indian companies is around US $ 22.5 billion and
paid an amount of US $ 6.6 billion for social security. The propose bill poses a threat to India-US trade relations
and seriously affect the Indian IT companies and will result in increasing unemployment, reduced remittances
and strained diplomatic ties.

In the following table no. Of visa holders for the Doctorate level degree at various college in the USA is given

Country | 2002 2003 2004 2005 2006 2007 2008 2009 2010

China 2170 2323 2769 3346 4121 4308 4141 3748 3451

India 630 718 832 1093 1496 1921 2156 2107 1991

South 820 936 1030 1136 1197 1128 1150 1173 1075
Korea

Taiwan | 457 447 395 443 452 477 462 543 501

Canada | 265 290 356 330 326 352 370 385 339

Turkey |322 355 324 321 321 409 466 445 404

Thailand | 317 339 302 281 218 235 290 219 182

Japan 144 180 170 187 194 210 209 190 172

Mexico | 176 201 168 196 173 172 161 171 169

Germany | 166 158 154 145 130 128 140 170 155

One trend is clearly emerging from the above table that number of visa holders is decreasing after 2008. Due to stricter
law of USA regarding immigration this situation is manifesting itself. As the biggest supplier of students to USA India
IS going to be seriously affected by all the developments taking place in this area.

RECOMMENDATIONS

To counter the problem of Protectionism India needs to take some corrective steps. India should strive hard to sign
bilateral free trade agreements with other nations. It should focus on countries like Singapore to solve the problem of
visas and try to obtain work permits for its professionals, this will make situation a little favourable for India. For
addressing the concerns the other nations India must mention the agreement that work permits are temporary in nature
not permanent.

CONCLUSION

As it i1s clear that a nations heads towards protectionist policies when it is afraid of the attack of the other country’s
trade oriented policies. Time and again many nations in the past have proved this theory correct like two nations China
and America , in today’s scenario are playing dirty games in trading sphere, they use other countries as dumping
ground for their products and especially China has been using this policy for a long period of time. But it is remains to
be matter of debate that whether protectionism is good or bad in the long term.

India has always been against protectionism and a promoter of free trade. Unemployment is the biggest reason which
can be cited for this as exports and imports generates a lot of employment for public at large. As the fears of
protectionism are looming large on the world economy, emerging economies and their central bankers have raised
their voice, this is perceived as a response to the USA President Donald Trump’s America First policy which is
creating ripples in the world market.
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India should look forward to forge new relationships. India must involve WTO to address the concerns related to
immigration. As far as problem of dumping is concerned India should raise this matters in WTO, and to address the
technical barriers India should match domestic standards on hygiene, sanitary and phyosanitary with international
standards.
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