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My task, as the chairman mentioned, is to talk about economic statecraft in an unstable world.
In discussing this, [ want, if [ may, to explore a little bit about how emerging economies, may
have to adjust to cope with all the new challenges about the rise of protectionism. Very few of
them have the capacity to respond more effectively to adapt appropriately to find policy issues.
So, this is my general framework. All of you or those of you interested will come in with
comments and queries and questions, which I welcome.

Let me first set out that is the world we inherited; it is the world we live with and we
understand. However, there has been a major evolution in the way in which policy has to
operate now, which incorporates the domestic agenda of every country in ways which were
totally unforeseen when the World Trade Organization agreement entered on the 1st of January
1995. We have inherited a world in which international agreements operate separately from
domestic constitutional arrangements. Obviously that is not entirely true; but that is broadly
the legal constitutional position. Indeed, within international law, they refer to constitutional
orders as municipal. We have situation where international commitments are out of sync to
some extent with domestic systems; more so in federal countries like Brazil, India, US and
Canada than in unitary states. It is not as though every country has the same constitutional
arrangement. Each country has developed its own parts, and those reflect history, heritage,
reality, culture - many things. We are into the WTO system; and we should also remember what
countries in the world are in the WTO - upwards of 165. But broadly, it is the dominant
framework in which it is conducted. WTO is a package of 13 agreements. The agreements
when they were reached, were understood to be intrusive. In other words, they would require

domestic compliance in response to international commitment. But nowhere was it clearly
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specified exactly how this was being carried out and how it could be reviewed if it was difficult
to do so. It was left as an open-ended commitment.

In the UN Charter, which is much neglected in many of today's debates, there is a
presumption of good relations. We are supposed to maintain good relations with all member
states who have signed this charter. But we have seen in the last 30 years or so, a very
pronounced drift in some of the more powerful countries of the West to designate other
countries or the UN as or in some form, as violators of norms of international behaviour. Once
you introduce that element into global tests, it is deeply destabilising. I shall try to return to this
later. There are lots of arguments around how these norms could work and should work. I think
they are mentioned in some detail, and it was very revealing about how you can be inconsistent
with the Western sanctions regime, but in compliance with international law at the same time.
And this, of course, begs the question of what happens next. So, the first point [ would introduce
is that trade agreements, which were negotiated, have become internal national; and responding
and managing those commitments is incredibly complicated and difficult for every country in
the world.

Economic diplomacy is outward looking. As the previous speaker has highlighted,
everything is now intertwined. Economic statecraft combines both the external and internal
issues arising under economic policy. By packaging together economic policy tools, it is easier
for policymakers to track and trace the connections that they are making in international peace
with reference to their domestic obligations. Economic statecraft is the model that is emerging
to describe this process. But we have to bear in mind that the capacity of individual states to
do that varies enormously. The bigger and richer countries are far more capable and
comfortable in dealing with this problem. The capacity takes a long time to build up, depending
upon development experience, legal situation etc. A specific example is the issue of regulations.

Article 20, WTO's main agreement authorises every country in the world to introduce
regulations to protect animal, human or plant life. The climate change agenda, the human rights,
the consumer protection agenda - every agenda can be connected to that headline authorisation.
Every country can introduce regulations to do that. What they did not anticipate at the time is
that every regulation, with rare exceptions, either creates, modifies or destroys markets. How
these regulations are formed and developed would impact domestic economies and the
international trade. WTO's Article 20 imposes additional requirements that regulations to
protect animal, human, and wildlife must be the least trade distorting alternatives. If we have
an outbreak of mad cow disease, we impose total great prohibitions on British beef. Is that the

least trade distorting alternative? It is the most trade distorting, but it is the cheapest and most
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effective. If you do introduce a regulation, it should be based on international agreements
recognised at the UN level like climate change agreements. The third requirement is that it
must be based on good science with a risk assessment. This is a big issue in pharmaceutics
because all pharmaceutical products have side effects and some of them create fatalities. Can
they have a product because there's one in a million fatalities, one in a thousand, or one in
hundred? Obviously, this is a matter of risk assessment. These requirements were to be
internalised within every single member state of WTO. Most countries have not done it. They
have their own internal laws though to deliver on many of these requirements. Some countries
totally ignore these requirements.

The final requirement in the Article 20 missions is that they must not be disguised forms
of protection. Sitting next to me is an expert on international trade. He was talking about the
most famous case of a disguised form of protection used to exclude Peruvian sardines from the
European market. It was a regulation of the European Union saying in effect that Peruvian
sardines cannot be classified as ‘sardines’ and, therefore, the labelling had to change. This
meant that it was impossible for the Peruvian exporters to sell their sardines in the EU. The EU
lost this case, causing them some humiliation. But it is an example of what a country can do
when it wants to protect its domestic producers. A linked issue is regulatory capture. Big
business gangs up and dominates the regulatory agenda. All producers are the losers. This
becomes particularly critical in emerging economies. They do not have the big businesses who
can influence the frameworks internationally. A small country with business interests cannot
match higher power large countries with a similar interest. Having said that, small and medium
enterprise sector in bigger countries also gives up to the bigger sharks in business world. There
i1s much disaffection within society about the economic model adopted by some countries
because the small and medium enterprise and agriculture, is not represented or protected by
their governments. Their governments have to open their markets under WTO rules to
international imports. This results in alienation, hostility and polarisation in society.

You can see the effects of it in the United States as well. Now, who would've thought
the US would be at the receiving end of a bad deal in global trade? They broadly wrote the
rules, which they are now not just breaking peacefully, but smashing in all directions. The US
Constitution does not require the states to amend or adapt their constitution or laws to bring
them in line with the agreements entered in to by the federal government. The US consumers
prefer imported products due to low cost and acceptable quality. This meant the labour force
faced redundancies and labour wages have fallen continuously since the mid-1970s. Obviously,

that creates alienation and hostility.
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Washington consensus dictated that the countries must have debt levels below 60%
aggregate, 3%. year to year. These numbers were just plucked out of thin air. There's absolutely
no evidence to support the formula. 3% annual and 60% aggregate are particularly relevant in
fact. Consider the US now, it runs a deficit of 100% and many advanced economies are above
60%. But because they were not in a debt at the time, the IMF and the World Bank imposed
their will on the developing countries. They could not trade their way out of debt as the terms
of trade are adverse. They could not invest in restructuring their domestic economy. There is
diminishing levels of activity in local SME sector against greater domination of global
multinationals, which have flourished.

The trade rules benefited and still benefit advanced economies. The policy space left
for developing countries’ economies is small. India is an exception to that as the size of the
economy is enormous and the policies are autonomous. The informal economy still occupies
20 to 30% of activity, down from about 50% a decade ago, an enormous change.

In violation of the US's commitments under the WTO agreements, President Trump has
unilaterally introduced tariffs against countries that he considers to be hostile in trade terms.
When the U.S. imposes the trade barrier, Chinese will simply repackage them from Thailand,
Vietnam, or whichever country doesn't have the penalty of this. Then, it is for the U.S. Customs
Authority trying to work out where it exactly came from. The WTO agreement has a provision
for the rules of origin and there is no agreement within the membership of the WTO as to what
is an acceptable definition of origin. So, the Chinese companies have been repackaging and
rerouting their stuff, into the US market for years. But it reduces the general flow of goods
around. The normal effect will be higher bankruptcies in some of these small, smaller supply
chain linked enterprise. The US consumers buy less; prices are higher.

The US has identified, in addition to tariffs, that they want a cheap dollar. Now, this
sounds crazy because on one hand, President Trump is telling BRICS countries not to jettison
the dollar. 80% of global trade is denominated in US dollar. 60% of dollars are in global
circulation, which means that it is the global trading currency. In a crisis, all of us know we all
rush for safe haven and the safe haven in currency markets would be the dollar. The impact of
this on rush into the dollar is that the dollar value will rise. In 1985, Japanese were bullied into
revising up value of the yen dramatically by a combined operation in the United States and the
EU. Since that date, Japanese economy has been in pretty poor shape relative to what it was.
Trump is trying to set up a similar Marian Lago accord where the dollar's value will be rigged
at a particular level. The dollar will be kept down, and tariffs will be raised. Countries like

Zambia, which are rich in minerals benefit hardly at all from this process. So, free trade needs
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to be managed. What economic statecraft tells us is in the domestic management, economic
model has to change for most countries. But to do this, you need time to get to the point where

you can become globally competitive, and it is becoming harder and harder to do it.
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