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Key Aspects of the Economic Downturn

“We are in the midst of the most severe and most 
globally synchronized recession since the Great 
Depression of the 1930s” (Cline)
Contraction in demand triggered by deep seated 
crisis of the financial sector
√ Second order impact, viz. rising joblessness, reinforcing 

the crisis

Market economy in the midst of crisis of confidence
√ Arguments to increase policy space available with the 

State for responding to the downturn



The Challenges

Short-term exigencies of restoring the growth 
momentum

A development paradigm based on an evaluation 
of the “ability of the trade liberalization strategy to 
meet its professed objectives of competition and 
promoting efficiencies” (Stiglitz)



Getting the Growth Momentum Back

Stimulus packages have been designed to kick-
start domestic economies
√ Can lead to “beggar-thy-neighbour” tendencies

Larger economies must agree to a legally-
binding (?) “standstill” on the imposition of 
new trade barriers



Elements of a Development Paradigm

Providing the wherewithal to ensure “orderly”
functioning of the markets
√ Trade liberalisation agenda faces challenges as markets 

have stuttered

Adoption of well-coordinated domestic policy 
measures aimed at improving global competitiveness
Use of interventions based on careful assessment of:
√ Structural infirmities existing domestically
√ The nature of distortions in the markets



Domestic Policy Imperatives

Adopting appropriate policy instruments to address 
market failures (Dani Rodrik)
Reinventing an “industrial policy”

The justification:
√ “However misguided the old model of blanket protection 

intended to nurture  import substitute industries, it would be 
a mistake to go to the other extreme and deny developing 
countries the opportunity of actively nurturing the 
development of an industrial sector” - Report of the High 
Level Panel on Financing for Development, 2002 (Zedillo 
Commission)



Focus Areas in the “Market Failure” Approach
Focus on harnessing technological sinews

Providing the policy space necessary for promoting R&D activities
Providing the wherewithal for public-private partnership in R&D 
development, by focusing on appropriate institutions as well

Addressing the problem of “information failure”
Inability of economic agents to venture into areas that may have be 
profitable
The small and medium enterprises would typically face this problem 

Remedying “coordination failure”
Providing for simultaneous large-scale investments that are necessary for 
certain projects to succeed
Firms may be investing below the socially desirable levels of investment



Benefits of Technological Deepening

Improving the global positioning of industries

Improving market access possibilities by coping 
with the “standards”



Improving Global Positioning of Industries
“Efficiency seeking” FDI would be encouraged to 
participate in these markets
Advantageous in the context of industries that are vertically 
integrated
√ Outsourcing on a contractual basis is more likely to take place if a 

developing country has technologically sophisticated industrial base 
having a number of potential suppliers

Spill-overs resulting from domestic R&D activities can 
induce foreign firms to relocate their product/process 
development activities in developing countries
√ Case of the pharmaceutical industry in India



“Coping with the Standards”

Proliferation of standards in recent years
Standards becoming significantly more onerous
√ Harmonising of standards between the 

industrialised countries – “Framework for 
Advancing Transatlantic Economic Integration 
Between the United States of America and the 
European Union”

Emerging challenges from “climate-related”
standards



Need for Incentive Programmes

Subsidizing costs of “self-discovery”
State supported/facilitated private-public R&D 
initiatives
Support for technical education and training



... Need Requisite Flexibilities under WTO
Overcoming limits imposed by Agreement on Trade Related 
Aspects of Intellectual Property Rights
√ On R&D systems
√ On possibilities of technology transfer

Overcoming limits imposed by Agreement on Subsidies and 
Countervailing Measures (ASCM)
√ Action needed on paragraph 10.2 of the Doha “Decision on 

Implementation”
Measures implemented by developing countries with a view to 
achieving legitimate development goals to be considered non-
actionable

• Technology research and development funding, 
• Production diversification and development 
• Implementation of environmentally sound methods of production



Pro-active Industrial Policies?

Re-kindling of interest in the “role of the government”
√ Observations of the Commission on Growth and Development 

“... Coherent growth strategy will...set priorities, deciding 
where to devote a government’s energies and resources”

• Strategies “should...be country- and context-specific, responding 
to widely varying initial conditions”

EU’s integrated approach for industrial policy
√ Implementation of the Community Lisbon Programme -

Common Actions for Growth and Employment
Initiative by US Congressmen
√ “Provide government with the policy space necessary to solve 

pressing economic, climate, and other challenges”



Trade Theory and the Use of Interventions

Trade theory had long recognised that free trade 
remains an “optimal policy” only in the absence of 
market distortions
Bhagwati’s “generalized theory of distortions”
√ Free trade ceases to be the optimal policy if any or all of the 

following distortions exist
Factor market imperfections
Product market imperfections
Consumption imperfections
Trade imperfections



Use of Policy Interventions

Only in exceptional cases – in response to 
market distortions
√ Specific policy interventions directly aimed at 

addressing the source of the market distortions
√ Distortions in the presence of imperfect 

competition should be remedied by using 
appropriate measures 



“Strategic” Interventions and Agriculture

Policy interventions may be beneficial in the 
distortion-ridden global agricultural markets
Government intervention can raise national welfare 
by shifting oligopoly rents from the foreign to the 
domestic entities
Studies have assessed the potential gains from using 
strategic trade policies
√ Carefully designed policies can ensure better outcomes as 

compared to the free trade ideal in certain markets, 
particularly those dominated by oligopolies



Use of Policy Interventions in Agriculture

Correcting domestic policy bias

Helping countries to depend less on the 
supply-constrained global markets for meeting 
food requirements



Policy Actions

Adoption of the revised framework for WTO 
Agreement on Agriculture that focuses on
√ Additional protection for “Special Products”
√ Use of Special Safeguard Mechanism to protect 

against import surges



Thank you


	Development Policies and Trade Regime: Shall the Twain Meet?
	Key Aspects of the Economic Downturn
	The Challenges
	Getting the Growth Momentum Back
	Elements of a Development Paradigm
	Domestic Policy Imperatives
	Focus Areas in the “Market Failure” Approach 
	Benefits of Technological Deepening
	Improving Global Positioning of Industries
	“Coping with the Standards”
	Need for Incentive Programmes
	... Need Requisite Flexibilities under WTO
	Pro-active Industrial Policies?
	Trade Theory and the Use of Interventions
	Use of Policy Interventions
	“Strategic” Interventions and Agriculture
	Use of Policy Interventions in Agriculture
	Policy Actions

