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Abstract: Globalization, e.g. as measured by the ratio of global trade to global
production (or GDP), has stopped advancing and may well recede in the years to
come. Whether this is harmful for economic welfare depends on the precise reasons
of this development. The effect of increasing border measures on GDP, however, is
quite clearly negative. Because technological progress will continue to lower trade
costs, globalization will bounce back forcefully when the geopolitical environment
becomes more benign again.
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1 Introduction

From the end of World War II onwards, the volume of international trade in goods
and services outgrew the value of global output as measured by gross domestic
product (GDP). In particular, from the early 1990s to 2008, global goods trade grew
by 2.4 % points per year more than GDP. In 2011, Harvard economist Dani Rodrik
has famously used the term hyperglobalization to describe this process of rapid
economic integration, implying that the process would not be sustainable.

2 Globalization, Hyperglobalization and
Slowbalization

Indeed, at least since the global financial crisis of 2008/09 the world is in a different
regime. Trade no longer outperforms GDP. From 2008 to 2018, there was no growth
premium of goods trade over GDP anymore. Instead, the period saw sharp swings,
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driven by volatility of commodity prices and currencies. In 2019, the Britishmagazine
The Economist has used the term “slowbalization” to describe this situation.1 But
importantly, services trade behaved differently. It tended to grow faster than GDP.
Themost recent trade data, however, suggest that the period of slowbalizationmight
now come to an end with both services and goods trade expanding at a smaller rate
than GDP.

Basic trade theory suggests that, absent any changes in trade costs and in the
structure of consumers’ preferences, global trade should grow approximately at the
average rate of growth of countries’ GDPs (corrected for changes in the dispersion
of GDPs). Evidence shows that the period of hyperglobalization was marked by
significant decreases in applied tariff rates and improved market access in many
countries, brought about by the conclusion of the Uruguay Round, the creation of the
World Trade Organization, and a boom in bilateral free trade agreements. Moreover,
many countries, first and foremost China, engaged in internal reforms that allowed
increasing segments of their economies to be active on world markets. There is also
strong evidence that information and communication technologies have reduced
trade costs significantly, e.g. through the digitization of logistics.

However, tailwinds turned into headwinds after the global financial crisis.
According to the World Trade Organization, the number of new trade agreements
concluded has been falling steadily from 21 in 2008 to 2 in 2022. So, policy barriers
have probably not gone down; physical trade barriers – e.g. resulting from
transportation of goods or from traders’ needs to communicate in order to strike
deals – probably have continued to come down. In sum, it is likely that the speed at
which trade costs have fallen has slowed down. As to consumer preferences, as
per capita incomes of countries grow, their demand structure shifts from basic
needs such as food and housing to manufactured goods and on to services. While
manufactured goods are relatively easy to trade across borders, services are less
readily tradeable. So,when the share of demand falling on services income goes up as
countries grow, the ratio of trade over GDP falls. When the share of countries
maturing into higher services shares in demand exceeds that of countries moving
from basic needs into manufactured tradeables, this, too, can explain slowbaliza-
tion – at least until technological and political breakthroughs make services more
easily tradeable.

Deglobalization could be meaningfully defined as a situation in which interna-
tional transactions grow at a slower rate than domestic ones, leading to a decline in
the trade-GDP ratio. To the extent that such a development is driven by changes in the
demand structure or in the dispersion of countries’ GDPs, this need not be worrying.
It would be driven by market forces, not by government interference.

1 The Economist’s original term was in British English, hence “slowbalisation”.
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3 The Rise of Trade Impediments

The empirical evidence on discriminatory cross-border measures is very clear.
Since 2009 the number of protectionist measures has grown substantially. This can
be shown with the help of data assembled by the Global Trade Alert project at
University of Sankt Gallen, Switzerland (Global Trade Alert 2023). Also, the latest
World Trade Report of the WTO leaves no doubt that protectionism is on the rise.
Export restrictions, a particularly dangerous type ofmeasure, havemade amassive
return in the face of rising geopolitical tensions and shortages of critical goods and
inputs.

When governments intervene with discriminatory measures at or behind
the border, there is a risk that such policies reduce domestic welfare. The
motivation behind such measures can be very diverse. In earlier centuries,
governments imposed taxes on foreign goods – import duties –with the objective to
raise money. This motivation is still of some relevance, e.g. at the EU-level, where
tariff income is a substantial part of the overall revenue. Raising money by using
tariffs is tempting tomany governments because a fraction of the economic burden
of those taxes is effectively borne by foreigners. Other political trade barriers, such
as quantitative restrictions or discriminatory regulation, do not raise government
revenue but they still protect domestic producers from foreign competition,
thereby increasing profits while damaging consumer interests, where the latter
effect outweighs the former. Protectionist measures can also take the form of
export subsidies; then, they may increase the amount of trade between two
countries above the “natural” level. While all the mentioned policies generally
harm national welfare in competitive economies, they can be associated with
higher or lower trade-over-GDP ratios than what an undisturbed equilibrium
would bring about. In practice, however, the large majority of trade liberalization
episodes led tomore trade and, according to the results of standard trademodels, to
higher welfare.

Newer studies stress the importance of uncertainty over trade policy as an
important and particularly harmful trade barrier. It operates like a non-tariff
barrier, even before any possible or probable measures are even implemented.
Because the establishment of trade relationships is almost always associated with
some sort of sunk investment on either side of the partnership, uncertainty
unambiguously reduces trade. So, it is well possible that one driver of slowbali-
zation and potentially of deglobalizaton is uncertainty over trade policy rather
than factual policy itself.
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4 Industrial Policy and Internalization of
Externalities as Trade Barriers

Next to the generation of government revenue, another empirically important
motivation for protection that has appeared again and again in history is the pursuit
of industrial policy objectives, the idea being that infant industries can only develop
when they are, at least temporarily, sheltered from foreign competition. Current
legislation, both in the EU and the US, goes into this direction. It strives to favor
domestic inputs in electrical vehicles, semiconductors or other products deemed of
strategic importance.

However, the return of industrial policy is not only driven by the wish to attract
economic rents from abroad but also by the fear that foreign monopolies in key
industries could be exploited by hostile foreign governments to extract political
concessions. Whether in the form of de-coupling or its more benign sister called
de-risking, such policies do reduce trade with the directly affected trade partner;
they can also create new trade with alternative partners (trade diversion), but in
sensibly parameterized simulation studies trade destruction always dominates
trade diversion at the aggregate level so that the overall impact on global trade
volumes is negative. Clearly, geopolitical tensions have a strong potential to lead to
deglobalization. The international division of labor implies specializing production
on certain sectors of activity, while requiring imports in others. If there is not
enough trust, that trade partners will continue to cooperate, a strong reliance on
trade might appear risky to policymakers who respond by gradually introducing
disincentives for trade.

Trade barriers introduced for security reasons are likely to shrink GDP, but less
than trade. Consequently, they would tend to yield deglobalization. Whether such
policies also shrink national welfare depends on details.When they arewell-targeted
to internalize an international security externality that arises from uncoordinated
corporate business decisions, they can end increasing welfare, in particular when
they do indeed reduce the likelihood of supply disruptions.

A final motivation for border measures derives from governments’ wishes to
internalize environmental externalities or to enforce human rights conventions by
means of trade policies. The case of transboundary pollution is relatively straight-
forward. E.g., there is no doubt that CO2-emissions associated with the international
transportation of goods should be subject to a carbon price. Failing to do so amounts
to a subsidization of international trade over domestic transactions, leading to
hyperglobalization stricto sensu. Various simulation studies show that imposing a
global CO2-price would reduce the trade-to-GDP ratio. But if the tax on emissions is
well calibrated it would increase welfare. In the case of local environmental
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pollution, the situation is more complicated. Trade barriers cannot be easily justified
on welfare-theoretic grounds when there are no objectively measurable physical
spill-overs between countries. Such policies can be seen as invasive and over-
reaching. Similarly, while one can defend restrictive trade policymeasures targeting
universally accepted human rights or social standards, the defense of “Western”
values through trade policy is highly problematic.

Again, such measures tend to have in common that they depress cross-border
trade. In many cases they also lower GDP as defined in national accounting.
Nonetheless, under certain circumstances, they can increase welfare. But whenever
externalities are used as a defense of restrictive trade barriers, one should take
Amartya Sen’s warning contained in his famous 1970 paper “The Impossibility of a
Paretian Liberal” very seriously. In this paper, Sen argued against the abuse of the
externality argument to limit the degrees of freedom of other agents, in our context,
foreign governments. The danger here is not only that such behavior would be
unethical but that foreign governments could retaliate by using similar policies.

5 Outlook

It is likely that adjusting trade policy to reflect economic security concerns of
countries and to achieve consistency with environmental objectives will tend to
lower the trade-GDP ratio. However, in the long term, technological changes will
continue bringing down trade costs, mostly in the area of services. When the
geopolitical environment becomes more benign again, globalization may very well
see a massive new boost.

References

Economist. 2019. Slowbalisation: The Future of Global Commerce. Jan 24th 2019. https://www.economist.
com/weeklyedition/2019-01-26.

Global Trade Alert. 2023. G20 Trade Policy Factbook. Edition 2023, St. Gallen Endowment for Prosperity
Through Trade. Sankt Gallen, Switzerland. https://www.globaltradealert.org/reports/119.

Rodrik, Dani. 2011. The Globalization Paradox: Democracy and the Future of the World Economy, 1st ed. New
York: W. W. Norton & Co.

Deglobalization 253

https://www.economist.com/weeklyedition/2019-01-26
https://www.economist.com/weeklyedition/2019-01-26
https://www.globaltradealert.org/reports/119

	Deglobalization: Reasons and Effects
	1 Introduction
	2 Globalization, Hyperglobalization and Slowbalization
	3 The Rise of Trade Impediments
	4 Industrial Policy and Internalization of Externalities as Trade Barriers
	5 Outlook
	References


<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (Euroscale Coated v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.7
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /sRGB
  /DoThumbnails true
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 35
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness false
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Remove
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages false
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 10
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages false
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages false
  /MonoImageMinResolution 600
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1000
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.10000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError false
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<
    /DEU <>
    /ENU ()
    /ENN ()
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AllowImageBreaks true
      /AllowTableBreaks true
      /ExpandPage false
      /HonorBaseURL true
      /HonorRolloverEffect false
      /IgnoreHTMLPageBreaks false
      /IncludeHeaderFooter false
      /MarginOffset [
        0
        0
        0
        0
      ]
      /MetadataAuthor ()
      /MetadataKeywords ()
      /MetadataSubject ()
      /MetadataTitle ()
      /MetricPageSize [
        0
        0
      ]
      /MetricUnit /inch
      /MobileCompatible 0
      /Namespace [
        (Adobe)
        (GoLive)
        (8.0)
      ]
      /OpenZoomToHTMLFontSize false
      /PageOrientation /Portrait
      /RemoveBackground false
      /ShrinkContent true
      /TreatColorsAs /MainMonitorColors
      /UseEmbeddedProfiles false
      /UseHTMLTitleAsMetadata true
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /BleedOffset [
        0
        0
        0
        0
      ]
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName (ISO Coated v2 \(ECI\))
      /DestinationProfileSelector /UseName
      /Downsample16BitImages true
      /FlattenerPreset <<
        /ClipComplexRegions true
        /ConvertStrokesToOutlines false
        /ConvertTextToOutlines false
        /GradientResolution 300
        /LineArtTextResolution 1200
        /PresetName <FEFF005B0048006F006800650020004100750066006C00F600730075006E0067005D>
        /PresetSelector /HighResolution
        /RasterVectorBalance 1
      >>
      /FormElements true
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MarksOffset 8.503940
      /MarksWeight 0.250000
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /UseName
      /PageMarksFile /RomanDefault
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [600 600]
  /PageSize [595.276 841.890]
>> setpagedevice


